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Social banking describes a way of value-driven banking that has a positive social
and ecological impact at its heart, as well as its own economic sustainability.
Although it has a long and successful history, it has arguably never been more
topical than it is now in the aftermath of the latest financial crisis. Most social
banks came out of this crisis not only unscathed but much stronger and bigger
than they were before. And contrary to their conventional peers, none of the
social banks had to be bailed out with public funds. This increasingly attracts the
interest not only of clients searching for safe and sensible ways to deposit their
funds but also of conventional banks that begin to understand the potential of a
more socially oriented approach towards banking.

Social Banks and the Future of Sustainable Finance is the first book to deliver
a comprehensive and detailed overview about the past, present and possible
future of social and sustainable banking for researchers, students and a profes-
sional audience. The authors are experts from research and practice and have
been involved in social banking for many years. Thus they combine state-of-the-
art expertise with valuable insider knowledge.

The book covers the following topics: the history of social banking, the need
for social banking in the current economy, the particular issues of managing a
social bank as business enterprise, social banking products and services, the
special role of donations and foundations for financing change, the opportunities
and challenges for social banks lying ahead, and concrete directions for the
future of social banking. In addition to these respective analyses are many real-
world examples and interviews with representatives of social banks. As such,
this comprehensive collection delivers valuable insights for academics, students
and professionals who are interested in the growing field of social banking.

Olaf Weber is Associate Professor at the University of Waterloo, Canada.
Sven Remer is Manager of Training and Research at the Institute for Social
Banking, Germany.



Routledge international studies in money and banking

1 Private Banking in Europe
Lynn Bicker

2 Bank Deregulation and
Monetary Order
George Selgin

3 Money in Islam
A study in Islamic political
economy
Masudul Alam Choudhury

4 The Future of European
Financial Centres
Kirsten Bindemann

5 Payment Systems in Global
Perspective
Maxwell J. Fry, Isaak Kilato,
Sandra Roger,
Krzysztof Senderowicz,
David Sheppard,
Francisco Solis and
John Trundle

6 What is Money?
John Smithin

7 Finance
A characteristics approach
Edited by David Blake

8

10

11

12

13

Organisational Change and
Retail Finance

An ethnographic perspective
Richard Harper, Dave Randall
and Mark Rouncefield

The History of the Bundesbank
Lessons for the European central
bank

Jakob de Haan

The Euro

A challenge and opportunity for
financial markets

Published on behalf of Société
Universitaire Européenne de
Recherches Financieres (SUERF)
Edited by Michael Artis,

Axel Weber and

Elizabeth Hennessy

Central Banking in Eastern
Europe

Edited by Nigel Healey and
Barry Harrison

Money, Credit and Prices
Stability
Paul Dalziel

Monetary Policy, Capital Flows
and Exchange Rates

Essays in memory of Maxwell Fry
Edited by William Allen and
David Dickinson



14

15

16

17

18

19

20

21

Adapting to Financial
Globalisation

Published on behalf of Société
Universitaire Européenne de
Recherches Financieres (SUERF)
Edited by Morten Balling,
Eduard H. Hochreiter and
Elizabeth Hennessy

Monetary Macroeconomics
A new approach
Alvaro Cencini

Monetary Stability in Europe
Stefan Collignon

Technology and Finance
Challenges for financial markets,
business strategies and policy
makers

Published on behalf of Société
Universitaire Européenne de
Recherches Financieres (SUERF)
Edited by Morten Balling, Frank
Lierman and Andrew Mullineux

Monetary Unions

Theory, history, public choice
Edited by Forrest H. Capie and
Geoffrey E. Wood

HRM and Occupational Health
and Safety
Carol Boyd

Central Banking Systems
Compared

The ECB, the pre-Euro
Bundesbank and the Federal
Reserve System

Emmanuel Apel

A History of Monetary Unions
John Chown

22

23

24

25

26

27

28

29

30

Dollarization

Lessons from Europe and the
Americas

Edited by Louis-Philippe Rochon
and Mario Seccareccia

Islamic Economics and Finance
A glossary, 2nd edition
Muhammad Akram Khan

Financial Market Risk
Measurement and analysis
Cornelis A. Los

Financial Geography
A banker’s view
Risto Laulajainen

Money Doctors

The experience of international
financial advising 1850-2000
Edited by Marc Flandreau

Exchange Rate Dynamics

A new open economy
macroeconomics perspective
Edited by Jean-Oliver Hairault
and Thepthida Sopraseuth

Fixing Financial Crises in the
21st Century
Edited by Andrew G. Haldane

Monetary Policy and
Unemployment

The U.S., Euro-area and Japan
Edited by Willi Semmler

Exchange Rates, Capital Flows
and Policy

Edited by Peter Sinclair,
Rebecca Driver and

Christoph Thoenissen



31

32

33

34

35

36

37

38

39

Great Architects of
International Finance
The Bretton Woods era
Anthony M. Endres

The Means to Prosperity
Fiscal policy reconsidered
Edited by Per Gunnar Berglund
and Matias Vernengo

Competition and Profitability in
European Financial Services
Strategic, systemic and policy
issues

Edited by Morten Balling,

Frank Lierman and Andy Mullineux

Tax Systems and Tax Reforms
in South and East Asia

Edited by Luigi Bernardi,
Angela Fraschini and
Parthasarathi Shome

Institutional Change in the
Payments System and Monetary
Policy

Edited by Stefan W. Schmitz and
Geoffrey E. Wood

The Lender of Last Resort
Edited by F.H. Capie and
G.E. Wood

The Structure of Financial
Regulation

Edited by David G. Mayes and
Geoffrey E. Wood

Monetary Policy in Central
Europe
Miroslav Beblavy

Money and Payments in Theory
and Practice
Sergio Rossi

40

41

42

43

44

45

46

47

Open Market Operations and
Financial Markets

Edited by David G. Mayes and
Jan Toporowski

Banking in Central and Eastern
Europe 1980-2006

A comprehensive analysis of
banking sector transformation in
the former Soviet Union,
Czechoslovakia, East Germany,
Yugoslavia, Belarus, Bulgaria,
Croatia, the Czech Republic,
Hungary, Kazakhstan, Poland,
Romania, the Russian Federation,
Serbia and Montenegro, Slovakia,
Ukraine and Uzbekistan

Stephan Barisitz

Debt, Risk and Liquidity in
Futures Markets
Edited by Barry A. Goss

The Future of Payment Systems
Edited by Stephen Millard,
Andrew G. Haldane and

Victoria Saporta

Credit and Collateral
Vania Sena

Tax Systems and Tax Reforms
in Latin America

Edited by Luigi Bernardi,
Alberto Barreix, Anna Marenzi
and Paola Profeta

The Dynamics of Organizational
Collapse

The case of Barings Bank

Helga Drummond

International Financial
Co-operation

Political economics of compliance
with the 1988 Basel Accord
Bryce Quillin



48

49

50

51

52

53

54

55

56

Bank Performance

A theoretical and empirical
framework for the analysis of
profitability, competition and
efficiency

Jacob Bikker and Jaap W.B. Bos

Monetary Growth Theory
Money, interest, prices, capital,
knowledge and economic structure
over time and space

Wei-Bin Zhang

Money, Uncertainty and Time
Giuseppe Fontana

Central Banking, Asset Prices
and Financial Fragility
Eric Tymoigne

Financial Markets and the
Macroeconomy

Willi Semmler, Peter Flaschel,
Carl Chiarella and Reiner Franke

Inflation Theory in Economics
Welfare, velocity, growth and
business cycles

Max Gillman

Monetary Policy Over Fifty
Years

Heinz Herrman (Deutsche
Bundesbank)

Designing Central Banks
David Mayes and Geoffrey Wood

Inflation Expectations
Peter J.N. Sinclair

57

58

59

60

61

62

63

64

The New International
Monetary System

Essays in honour of
Alexander Swoboda
Edited by Charles Wyplosz

Taxation and Gender Equity
A comparative analysis of direct
and indirect taxes in developing
and developed countries

Edited by Caren Grown and
Imraan Valodia

Developing Alternative
Frameworks for Explaining Tax
Compliance

Edited by James Alm,

Jorge Martinez-Vazquez and
Benno Torgler

International Tax Coordination
An interdisciplinary perspective
on virtues and pitfalls

Edited by Martin Zagler

The Capital Needs of Central
Banks

Edited by Sue Milton and
Peter Sinclair

Monetary and Banking History
Edited by Geoffrey E. Wood,
Terence Mills and Nicholas Crafts

New Approaches to Monetary
Economics and Theory
Interdisciplinary perspectives
Edited by Heiner Ganfsmann

Social Banks and the Future of
Sustainable Finance

Edited by Olaf Weber and

Sven Remer






Social Banks and the Future of
Sustainable Finance

Edited by Olaf Weber and Sven Remer

£} Routledge

& Taylor & Francis Group
LONDON AND NEW YORK



First published 2011
by Routledge
2 Park Square, Milton Park, Abingdon, Oxon OX14 4RN

Simultaneously published in the USA and Canada
by Routledge
711 Third Avenue, New York, NY 10017

Routledge is an imprint of the Taylor & Francis Group, an informa business

© 2011 Selection and editorial matter, Olaf Weber and Sven Remer;
individual chapters, the contributors

The right of Olaf Weber and Sven Remer to be identified as authors of the
editorial material and of the authors for their individual chapters has been
asserted in accordance with the Copyright, Designs and Patent Act 1988.

All rights reserved. No part of this book may be reprinted or reproduced or
utilized in any form or by any electronic, mechanical, or other means, now
known or hereafter invented, including photocopying and recording, or in
any information storage or retrieval system, without permission in writing
from the publishers.

Trademark notice: Product or corporate names may be trademarks or
registered trademarks, and are used only for identification and
explanation without intent to infringe.

British Library Cataloguing in Publication Data
A catalogue record for this book is available from the British Library

Library of Congress Cataloging in Publication Data
Social banks and the future of sustainable finance/edited by Olaf Weber
and Sven Remer.
p. cm.
Includes bibliographical references and index.
1. Banks and banking—Social aspects. 2. Development banks. 3. Social
responsibility of business. 4. Community development—Finance.
5. Finance—Social aspects. I. Weber, Olaf, 1965— II. Remer, Sven.
HG1601.S58 2010
332.1-dc22
2010040394

ISBN: 978-0-415-58329-9 (hbk)
ISBN: 978-0-203-82787-1 (ebk)

Typeset in Times
by Wearset Ltd, Boldon, Tyne and Wear



Contents

List of figures xii
List of tables xiil
List of boxes Xiv
Notes on contributors XV
Preface XVvi
Acknowledgements xviii
1 Social banking: introduction 1

OLAF WEBER AND SVEN REMER

What is social banking? 1
References 14

2 Social banking: a brief history 15
RICCARDO MILANO

Introduction 15

The remote historical reality: the construction of the first banks
in the Middle Ages 15

The historical reality of social banks in the eighteenth, nineteenth
and twentieth centuries 21

Contemporary historical reality of social banks: ethical banks
and microcredit 29

The current state of the art of banks of ethical and social finance
in Europe and the world 44

Conclusion 46

References 47

3 Why do we need social banking? 48
LEONARDO BECCHETTI

Introduction: stylized facts 48



x Contents

Goals of social banking 52

Challenges of social banking 54

Microfinance as a successful form of social banking 55

Social banking and the crucial role of responsible citizens 60

The role of social banks towards a model of ‘integrated general
economic equilibrium’ 62

The role of the government 65

Conclusions 67

References 68

4 Inside social banks 71
CHRISTINA VON PASSAVANT

Introduction 71

The dual approach of ethics and profitability 71

Managing a social bank as a business enterprise 73

Elements of managing a social bank 74

Human resource management in social banking 84

Compensation and profit sharing in social banking: an attempt to
square the circle? 92

The customer as partner 94

References 95

5 Products and services 96
OLAF WEBER

Introduction 96

Sustainable credit management, sustainable loans and
mortgages 97

Socially responsible investment 104

Carbon finance 108

Sustainability savings accounts and certificates of deposits 112

Microfinance 113

Project finance 118

Summary and conclusion: products and services 120

References 121

6 Financing change through giving and donations: an integral
part of social banking 123
ANTJE TOENNIS

Introduction 123
Giving and gift economies 124



Contents xi

Giving blood 125

Matriarchal gift economy 125

Rudolf Steiner: giving as a crucial part of the economy 126

Conclusion 128

A new attitude towards money: the case of GLS Treuhand — giving
as part of holistic banking 128

A note on communicating with customers about giving 133

Summary and conclusion 134

References 134

Social banking at the crossroads 136
SVEN REMER

Introduction 136

Objectives and achievements of social banks to date 137
Analysis of specific possibilities for social banks 151
Summary, conclusion and outlook 183

References 193

The future of social banking 196
OLAF WEBER

Introduction 196

The size of social banks 196

Future social banking products and services 197

Future strategies targeting new clients 201

The measurement of the impact of social banking 203

Lowering transaction costs 204

Human resources management 205

Communicating the interaction between social support and
financial returns 208

The growth of social banks: increasing the impact without
diluting ethics 209

Conclusion 210

References 211

Notes 212
Index 224



Figures

1.1
1.2
1.3
4.1
5.1
7.1
7.2
7.3
8.1

8.2

Balance sheet and loans of social banks

Sum of loans outstanding per balance sheet

Net profit per balance sheet

Risk assessment chart

AUROOC of traditional, sustainability, and both groups of
criteria used for credit risk prediction

Developments in the size of balance sheets of selected social
banks

Development of profit as percentage of balance sheet for
selected social banks

Conversion rates of total loans to balance sheet for selected
social banks (based on data for 2008)

The increase of microfinance between 2005 and 2007 in
different regions

Microcredit loans sum per borrower in US$ in different regions

10
11
12
82
98

144

145

146

198
200



Tables

3.1

32
3.3
34
3.5
5.1
5.2
53
7.1

7.2

Distinction of the GABV banks in clusters based on their main
mission focus

Deposits—loan relationship 2008

Financing of GABV banks at the end of 2008

Balance sheet total and growth

Bad loans

Sustainability criteria in credit risk management

Loans disbursed by GLS in 2008 divided by sectors

Criticism and benefits of microfinance

Summary of selected opportunities and threats, and strengths
and weaknesses of social banks

Overview of internal key strengths and weaknesses in light of
the external opportunities and threats of social banks

55
56
56
57
57
99
113
116

152

188-9



Boxes

2.1
2.2
23
2.4
5.1

52
5.3
54
5.5
5.6
5.7
5.8
7.1

8.1
8.2
8.3
8.4
8.5

The Manifesto of Ethical Finance

FEBEA

INAISE

JAK Bank

CO2 emission of loans: the case of Alternative Bank
Switzerland

Rescue Loan Program of ShoreBank

Investment screening of Alternative Bank Switzerland
Triodos funds

RBC and the public eye award

KlimAktivist CO2 emissions calculator

BRAC’s Microfinance Programme

Sarona Asset Management investing in microfinance
Excerpts of the mission statements of various European social
banks

Microcredit at the GLS Bank

The ABS educational account

CO2 reduction caused by loans for renewable energy projects
Participation at the Alternative Bank Switzerland

The Institute for Social Banking

334

36
367
40-3

100
103
105-7
107-8
110
111
114-5
115

138
199
201
204
206
207-8



Contributors

Leonardo Becchetti, Professor of Economics, University of Rome “Tor Vergata’,
Italy and President of the Ethical Committee of Banca Popolare Etica.

Riccardo Milano, responsible for Cultural Relations in Banca Popolare Etica. He
is also Contract Professor of ‘Ethics and Business Finance’, ‘Ethics and
Economy’ in numerous Master courses and Italian universities and Professor of
‘Ethics of Enterprise and Social Doctrine of the Catholic Church’ in Vatican
University.

Christina von Passavant, Consultant in Organizational Development and
Leadership. Former board member of the Alternative Bank Schweiz; president
of the board of two enterprises.

Sven Remer, Training and Research, Institute for Social Banking, Bochum,
Germany

Antje Toennis, Head of Communications, GLS Treuhand, Bochum, Germany.

Olaf Weber, Associate Professor, Export Development Canada Chair in
Environmental Finance, School of Environment, Enterprise and Development,
University of Waterloo, Canada and Managing Partner of GOE — Gesellschaft
fiir Organisation und Entscheidung, Thalwil, Switzerland.



Preface

In this book, we have striven to contribute to closing a gap in the banking and
finance literature that has become increasingly noteworthy over the past years.
Having worked in field of social banking for several years, to our best know-
ledge, there is hardly any literature available to provide an overview of this
sector, not to mention a closer look at the organizations within this sector. Until
recently, this did not come as a surprise. There simply was no perceived need for
such literature. Social banking as we know it today has been around for some 40
years. But for most of this time, it only attracted the interest of a small group of
dedicated co-workers, owners and customers of social banks. These early stake-
holders, who shared relatively similar worldviews and objectives, were more
interested in practising and developing further social banking and less in reading
about it. Furthermore, as the term suggests, social banking always was very
much about direct human relations — relationship banking at its best. Social
banks were small organizations with sufficient time for meetings and discus-
sions, both internal and external. New customers were referred to them mainly
by word of mouth from within the community, and new co-workers could learn
their trade on the job, based on a regular exchange with their more experienced
colleagues. So, overall, the early stakeholders felt sufficiently informed about
what was going on in and around their social bank and consequently felt little
need for treatises on social banking in general.

However, with the rapid growth of (the public interest in) social banking,
which came also as a result of the recent dramatic events in the financial markets,
the situation changed completely. The apparent ‘good’ performance of most
social banks put them ‘on the radar screens’ of the media and the general public.
Soon this resulted in substantial growth in the number of stakeholders, including
customers and new co-workers, who realized that social banking not only makes
social and ecological sense, but also economic sense. As compared to the earlier
(old) stakeholders, most of these new stakeholders are less informed about social
banking in general and individual social banks in particular. New customers now
come from outside of the community of people with shared worldviews and
objectives, and new staff now often have been trained and socialized in very dif-
ferent organizations. Clearly, the growing group of new stakeholders of social
banks have a growing interest in information on what social banking is all about.



Preface xvii

Furthermore, new banks that define themselves as social banks appear and some
criteria are needed to classify banks as social banks.

Thus, we feel, the time is ripe for some in-depth work that takes a closer look
at the ‘phenomenon’ of social banking. This should serve the informational
needs of both practitioners and these generally interested in the sector. We would
hope that this book, as the first of its kind, not only contributes to the informa-
tion of all those interested in social banking but also inspires more discussions
and more literature to develop this exciting and promising sector further.
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1 Social banking

Introduction

Olaf Weber and Sven Remer

What is social banking?

To state it clearly upfront: there is not only one definition of social banking.
Many people use different words to mean the same, and many mean different
things when they use the same phrase.

To many, social banking sounds like an oxymoron, combining what does
not belong together. To others banking is inherently social and to them the
phrase social banking is almost tautological. Some refer to social banks as
those that serve socially oriented or charitable clients. Others use the term
social banking to refer to banking based on the new social media, such as the
Internet and related software. In some regions social banking is equated with
government banking, in others it is equated with microfinance. Finally, some
argue the social part in social banking could and should be replaced by sus-
tainable or ethical, whilst others insist that these terms are not to be used
interchangeably.

Thus, Frans de Clerck (2009), co-founder of Triodos Belgium and former
head of the supervisory board of the Institute for Social Banking, concludes that
there is no clear definition of social banking because

social, ethical, alternative, sustainable development and solidarity banking
and finance are denominations that are currently used to express particular
ways of working with money based on non-financial deliberations. A precise
and unified definition of these types of finance as such is not available and
perhaps not possible because of the different traditions from which the
ethical finance actors have emerged.

(de Clerck 2009)

We agree with de Clerck and we acknowledge the existence of these different
perspectives on and definitions of social banking.

For the purpose of this book, however, we will adhere to a definition of social
banking that is well summarized by James Niven, from the Global Alliance for
Banking on Values (GABV). He defines the purpose of the social bank as
follows:
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to make an impact directly — by increasing our lending and investing to
people and organisations that benefit people, the environment and culture.
Making an impact by influencing others indirectly, both by showing that a
different approach to banking is both possible and necessary and by actively
engaging in important wider discussions about the future of the financial
industry.

(James Niven in a personal interview)

Thus, in line with Niven, we would define social banking as banking that aims to
have a positive impact on people, the environment and culture by means of
banking, i.e. savings accounts, loans, investments and other banking products
and services, including ‘gift money’.

This also reflects the self-perception of the group of banks we consider ‘core
social banks’, and which will therefore form the basis of much of our subsequent
discussions in this book. These are the banks that are members of the Global
Alliance for Banking on Values (GABV; www.gabv.org), an independent
network of banks using finance to deliver sustainable development for unserved
people, communities and the environment, or the Institute for Social Banking
(ISB; www.social-banking.org), an institute founded by a group of European
social banks and financial service providers to offer training and education in the
field of social banking.

But to specify our definition of social banks further, in this context, we also
follow Scheire and de Maertelaere (2009) who note that there are two main clus-
ters of social banks — poverty alleviation banks (in the South) and ethical banks
(in the North). As Scheire and de Maertelaere (2009) point out, there are some
fundamental differences between these two clusters not only with respect to their
missions but also with respect to the funding and organizational structures as
such.

But let us take a more detailed look at the current situation of social banks,
their missions and products. This analysis will support the understanding of
social banking from a practical point of view. We will describe and characterize
the missions, products and services, and some financial figures of member banks
of the ISB and/or of the GABV. The ISB is funded by a group of European
social banks and offers training and education in the field of social banking. The
GABYV is an independent network of banks using finance to deliver sustainable
development for unserved people, communities and the environment (see www.
gabv.org). Thus we analysed the following banks (these banks are also charac-
terized as the main social banks globally by de Clerck (2009)):

»  Alternative Bank Schweiz (ABS), Switzerland
*  Banca Popolare Etica, Italy

*  Banex, Nicaragua

*  BRAC, Bangladesh

*  Charity Bank, UK

»  Cultura Sparebank, Norway


http://www.gabv.org
http://www.social-�banking.org
http://www.gabv.org
http://www.gabv.org
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¢ Ekobanken, Sweden

e GLS Gemeinschaftsbank and GLS Treuhand, Germany
«  HERMES, Austria

e Merkur, Denmark

¢ Mibanco, Peru

¢ New Resource Bank, USA

e ShoreBank, USA

e Société financiere de la NEF, France

e Triodos Bank, the Netherlands

¢ XAC Bank, Mongolia.

In the following, a brief overview of these banks, with a particular focus on their
missions, products and services, strives to provide a better idea of what we con-
sider key features of social banks, and thus a good foundation for putting the
subsequent chapters into context.

Alternative Bank Schweiz AG (ABS), Switzerland (www.abs.ch)

The mission of ABS is for ethical principles to take precedence over maximizing
profits. The banking activities are based on transparency and all approved loans
are published. Tax evasion is expressly excluded at the start of any business
relationship. Loans are granted to support ecological and social projects. Solid-
arity is encouraged between depositors and borrowers: it enables loans to be
granted at reduced rates of interest. Internal operations are largely democratic.
Clients and the public are informed about the role and the effect of money in
society. Ensuring equality of opportunity for both sexes is part of the bank’s
Strategy.

Products and services: ABS is a savings and loan bank that offers mainly a
range of savings accounts, deposits and basic banking. ABS issues loans,
principally in the areas of social or ecological housing, organic agriculture, renew-
able energies, small and medium-size companies, etc. Additionally the bank offers
investment advice and sale of a selection of sustainable investment funds.

The balance sheet was approximately €650 million (end of 2009) with €479
million in loans outstanding (74 per cent of the total balance sheet). The net
profit in 2009 was €0.63 million.

Banca Popolare Efica, Italy (www.bancaetica.com)

Mission: Banca Popolare Etica is a place where savers, driven by the common
desire for the more transparent and responsible management of financial
resources, may meet socio-economic initiatives, inspired by the values of sus-
tainable social and human development (www.gabv.org).

Products and services: the bank manages savings and invests them in initia-
tives pursuing both social and economic objectives, operating in full respect of
human dignity and the environment. Thus it is mainly a savings and loan bank.


http://www.abs.ch
http://www.bancaetica.com
http://www.gabv.org
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The balance sheet of Banca Popolare Etica at the end of 2008 was approxi-
mately €612 million with €280 million of loans outstanding (46 per cent of the
balance sheet). In 2008 the net profit was €1.2 million.

Banex, Nicaragua (www.banex.com.ni)

Mission: Banco del Exito (Banex) is a Nicaraguan bank dedicated to providing
prompt and long-term financial services to its clients in a sustainable way. The
vision of Banex is to become a world-class bank with social sensitivity, serving
regional micro, small and medium enterprises. Its corporate values are related to
the policies and practices of sustainability: integrity, commitment, quality,
service and social sensitivity. Banex, through its leadership in the small and
medium enterprises (SME) sector, develops products and services that meet the
financial needs of its clients. It also strives for the development of long-term
relationships and a better quality of life for its customers.

Products and services: Banex is a savings and loan bank that offers the financ-
ing of mostly rural micro, small and medium enterprises nationwide.

At the end of 2008 the balance sheet was approximately €147 million with
€114 million in loans outstanding (77.6 per cent of the balance sheet). The net
profit was €2.3 million (end of 2008).

BRAC, Bangladesh (www.brac.net)

Mission: BRAC bank is a profitable and socially responsible financial institution
focused on markets and businesses with growth potential, thereby assisting
BRAC and its stakeholders build a ‘just, enlightened, healthy, democratic and
poverty free Bangladesh’.

Products and services: BRAC offers collateral-free financing to the poor,
especially women, in both rural and urban areas, in a simple, efficient and afford-
able manner, as well as savings accounts. Furthermore it offers assistance to its
borrowers. Savings opportunities with BRAC provide members with funds for
consumption, children’s education and other investments. It also provides secur-
ity for old age and serves as a contingency fund during natural disasters.

The balance sheet at the end of 2008 was approximately €860 million with
€625 million in loans outstanding (73 per cent of the balance sheet). The net
profit in 2008 was €11.6 million.

Charity Bank, UK (www.charitybank.org)

Mission: Charity Bank is a regulated bank that is also a registered general
charity. It tackles marginalization, social injustice and exclusion, and facilitates
social change through investment. It wants to change the perceptions of how per-
sonal and corporate wealth can provide finance for the benefit of society.
Products and services: Charity Bank provides affordable loan finance and
advice to enable charities, community associations, voluntary organizations,
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community businesses and social enterprises across the UK to grow. Of the
depositors’ money, 100 per cent is invested in supporting charities and
communities.

The balance sheet of 2009 was approximately €68 million with €42 million in
loans outstanding (62 per cent of the balance sheet). At the end of 2009 the net
loss was €1.67 million.

Cultura Sparebank, Norway (www.cultura.no)

Mission: Cultura promotes projects with a social and ethical quality. Profitability
is secondary but the economic viability of the projects is a prerequisite for
financing them.

Products and services: Cultura offers current accounts with overdraft facili-
ties, loans for new working capital as well as investment loans.

The balance sheet at the end of 2008 was approximately €46 million with €32
million in loans outstanding (70 per cent of the balance sheet). The net profit in
2008 was €0.24 million.

Ekobanken, Sweden (www.ekobanken.se)

Mission: Ekobanken is an ethical bank open to all who want to encourage oppor-
tunities for people to take free initiatives that enrich society in the form of a
wider variety of healthcare forms, educational methods and artistic expression.
Ekobanken considers money to be a social medium through which cooperation
among people and groups is made easier. The individual is the starting point for
Ekobanken’s operations. The public good and the benefit of its members are the
main driving forces and the reason why Ekobanken finances initiatives within
the social economy. The bank is also interested in sustainable business that takes
the environment and the individual into account.

Products and services: Ekobanken is a savings and loan bank that grants loans
to initiatives that have social, environmental and cultural value. It offers them-
atic accounts such as eco, healthcare or cultural accounts.

At the end of 2008 the balance sheet was approximately €34 million with €22
million in loans outstanding (65 per cent of the balance sheet). The net profit in
2008 was €0.07 million.

GLS Gemeinschaftsbank, Germany (www.gls.de)

Mission: the activities of GLS are geared towards sustainable development and
it aims for a responsible exposure to money in favour of human beings and
nature.

Products and services: GLS is a savings and loan bank. It focuses on financ-
ing cultural, social and ecological projects that try to tackle challenges in
society by developing creative solutions. It offers financial investments, the
entire range of payment services, as well as investment funds and securities
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brokerage. Loans are offered to companies and projects such as independent
schools and kindergartens, organic farms, organic food stores, or institutions
using therapeutic pedagogy. Through cooperation with GLS Treuhand and GLS
Beteiligungsaktiengesellschaft, foundation and endowment products can also be
provided.

The balance sheet was approximately €1 billion at the end of 2008 with €624
million in loans outstanding (60 per cent of the balance sheet). The net profit in
2008 was €0.2 million.

HERMES, Austria (www.hermes-oesterreich.at)

Mission: HERMES-Austria deals with the deliberate design of financial business
such as savings, loans, gifts, pledges and fiduciary administration.

Products and services: HERMES-Austria offers accounts and interest-free
thematic accounts. Loans are especially provided for anthroposophist education
and institutions, healthcare, organic farming, green enterprises, renewable ener-
gies, etc.

The balance sheet at the end of 2008 was approximately €8.1 million with
€3.5 million in loans outstanding (43 per cent of the balance sheet). The net
profit in 2008 was €0.06 million.

Merkur Bank, Denmark (www.merkur.dk)

Mission: Merkur Bank is founded on the idea of conscious handling of money,
and on criteria that include environmental, social and ethical aspects in addition
to financial considerations. The bank pursues a situation where the individual,
based on his own insight, meets the needs of others in a dignified way.

Products and services: Merkur offers combined loan finance projects in the
environmental, social and cultural sectors. As a secondary activity, Merkur
approves loans and arranges mortgages for private customers. The bank provides
other financial services, including savings accounts and current accounts (avail-
able with credit or debit cards), payment services, online banking, and pension-
ers’ and children’s savings accounts, as well as a full range of financial services
for business customers.

The balance sheet at the end of 2008 was approximately €184 million with
€141 million in loans outstanding (77 per cent of the balance sheet). The net
profit in 2008 was €0.8 million.

Mibanco, Peru (www.mibanco.com.pe)

Mission: Mibanco provides opportunities and support to microbusiness owners
and entrepreneurs in their growth, through specialized financial services.

Products and services: Mibanco provides working capital, investment loans
and accommodation loans to small businesses. It also offers current accounts,
savings accounts and deposit accounts to private individuals.
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In 2009 the balance sheet was approximately €902 million with €738 million
in loans outstanding (82 per cent of the balance sheet). The net profit in 2009
was €9.7 million.

New Resource Bank, USA (www.newresourcebank.com)

Mission: New Resource Bank is dedicated to providing a new standard in cus-
tomer service while promoting sustainable and efficient resources. It does so by
providing attentive full-service solutions to entrepreneurial businesses and per-
sonal banking clients, and developing new programmes to more efficiently
finance green projects and green businesses and to introduce green incentives to
everyday community banking clients that it serves. The bank is active in market
development for green businesses and green projects through the engagement of
its people in sustainability related policies and movements.

Products and services: New Resource Bank offers a full range of financial ser-
vices such as checking, money market and savings accounts, online banking, bill
paying and the financing of residential solar installations and energy efficiency
upgrades for individuals. For businesses it offers corporate cash management,
commercial credit lines, real estate loans and construction loans as well as project
finance. The bank also serves as advisor to its business clients. For non-profit
organizations it offers banking services and other strategic services. Furthermore it
offers a community rewards programme from which mission-aligned non-profit
organizations can generate income from New Resource Bank donations that are
funded by its clients’ exchange fees collected from debit-card activities. In addi-
tion to operating as a full-service community bank, New Resource Bank provides
innovative loans for green projects, including alternative energy, clean tech,
organic food production, and sustainable home and office construction.

The balance sheet at the end of 2009 was approximately €139.4 million with
€92 million in loans outstanding (66 per cent of the balance sheet). The net loss
at the end of 2009 was €10.6 million.

ShoreBank, USA (www.shorebankcorp.com)

Mission: ShoreBank invests in people and their communities to create economic
equity and a healthy environment. Its triple-bottom-line mission aims to build
wealth in economically and racially diverse communities, to promote sustaina-
bility and to operate profitably.

Products and services: ShoreBank is a savings and loan bank that provides
financial and information services to customers through residential real estate
loans, loans to small businesses, faith-based and non-profit organizations, con-
servation loans addressing, among others, energy, land and water use, as well as
bank deposits and retail services.

At the end of 2008 the balance sheet was approximately €2.2 billion with
€1.34 billion of loans outstanding (61 per cent of the balance sheet). The net loss
at the end of 2008 was €1.8 million.
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Société financiere de la NEF, France (www.lanef.com)

Mission: La Nef builds a direct link between savers and borrowers who carry out
sustainable projects meeting social and ecological criteria.

Products and services: La Nef is a savings and loan cooperative that collects
savings from its cooperators through current accounts and deposit accounts; it
grants loans to professionals and non-governmental organizations in the social,
environmental and cultural sectors.

The balance sheet was approximately €192 million at the end of 2009, with
€68 million in loans outstanding (35 per cent of the balance sheet). There is no
information about the net profit available.

Triodos Bank, the Netherlands (www.triodos.com)

Mission: Triodos Bank’s mission is to help create a society that promotes quality
of life and that has human dignity at its core; to enable individuals, institutions
and businesses to use money more consciously in ways that benefit people and
the environment, and promote sustainable development; to offer customers sus-
tainable financial products and high-quality services.

Products and services: Triodos offers dedicated savings products and specific
investment funds. Clients have access to payment services, debit and credit
cards, Internet banking, investment and private banking services as well as mort-
gages. Furthermore it creates and offers a high number of investment funds.

The balance sheet was approximately €2.7 billion at the end of 2008 with
€1.47 billion in loans outstanding (54 per cent of the balance sheet). Addition-
ally Triodos has €1.55 million in funds under management. The net profit at the
end of 2008 was €11.5 million.

XAC Bank, Mongolia (www.xacbank.mn)

Mission: XAC’s mission is to contribute to sustainable development in Mongo-
lia that can come only from educated and skilled people and competitive and
dynamic businesses concerned equally about Planet, People and Profit. The Bank
will provide equitable access to transparent, reliable and responsive banking
products and services to its clients, including its traditional micro-entrepreneurs
as well as small and medium businesses.

Products and services: XAC is a microfinance, savings and loan bank. The
Bank provides financial services for micro-enterprises and SMEs, as well as for
the low-income segment of the population in urban and remote rural areas.

At the end of 2008 the balance sheet was approximately €134 million with
€97 million in loans outstanding (72 per cent of the balance sheet). The net profit
at the end of 2008 was €2.65 million.

Having presented the missions, products and services, and the balance sheets of
the social banks, we would like to analyse the current state of social banking on
this basis.
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There are mainly two groups of banks, social banks from Europe or the
United States based on the savings and loan business (N=12) and four microfi-
nance institutions. All banks integrate social, ethical or sustainability aspects into
their mission. Though most of the missions integrate banking issues, only the
microfinance institution BRAC stresses the profitability of its business. To
describe their mission the term sustainability is used by six banks, microfinance
is used by four, the term ethical and social is used twice respectively, one bank
used conscious handling of money and one bank uses ‘deliberate design of finan-
cial business’ to describe its mission. Thus sustainability seems to be a concept
that is often used to define the social impact of these banks. Social impact, there-
fore, is defined in an intergenerational responsibility for the society, the environ-
ment and the economy (Brundtland 1987).

With respect to the size of social banks we have to confess that none of these
banks is comparable to the important players in the financial business with
respect to its size measured in the amount of the balance sheet, in numbers of
clients or in the amount of loans outstanding. With a balance sheet of €2.7
billion at the end of 2008 Triodos is the biggest social bank in the sample (see
Figure 1.1). It is the only social bank from Europe and the United States that
provides international business with branches in different European countries,
including the Netherlands, UK, Spain, Belgium and Germany. The other inter-
national bank is BRAC, which is active in Bangladesh and in African countries.
Only seven social banks provide a balance sheet higher than €600 million
(Banca Etica provides €612 million). This is comparable to ranking 365 out of
the 431 savings banks that are members of the German Savings Banks Associ-
ation. However, in contrast to a regional savings bank social banks of that size
are operating at least on a national level and often even maintain a number of
regional branches.

Furthermore, most of the banks characterize themselves as savings and loan
banks or microfinance institutions. The amount of loans outstanding and the
balance sheet in millions of Euros is presented in Figure 1.1. The total balance
sum of all the banks is $10.2 billion.

In order to provide a social impact, a high amount of the savings and other
assets at social banks should be invested in their main business, especially in
loans to social enterprises or other social entities. Thus we analysed the rela-
tion of the loans outstanding to the balance sheet. Figure 1.2 shows that at La
Nef only 35 per cent of the balance sheet is invested in loans while Mibanco
invested more than 80 per cent of their balance sum in loans. Triodos is the
only bank in the sample that reported about additional products like funds and
other investment products and cannot be defined as a pure savings and loan
bank. Thus we must confess that a significant amount of money that should be
channelled as loans into social enterprises, projects or other entities is in fact
not used for that. A significant part of that capital is invested in assets of other
financial institutions or in public bonds because of liquidity reasons or because
there is not a sufficient number of eligible borrowers. Furthermore, compared
to conventional banks, such as the German Savings Banks or the Dutch
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Figure 1.1 Balance sheet and loans of social banks.

Rabobank, which was chosen because of its cooperative character, the amount
of loans by balance sheet at social banks is not higher than in conventional
banks (see Figure 1.2).

What about the profit of social banks? In Figure 1.3 we present the net profit
per balance sheet sum. It shows that the two US based banks and the Charity
Bank provided a net loss. All other social banks provided a net profit for the
years 2008 or 2009 respectively. Interestingly the microfinance institutions pro-
vided the highest net profits. As a second group the smaller Scandinavian social
banks provided a net profit per balance sheet that was higher than the bigger
German and Swiss banks that are active in the Euro or Swiss region. However,
compared to the German Savings Banks and to Rabobank the net profit per
balance sheet of the social banks is comparable. Specifically, Triodos, which
provides investment products other than loans, reports a high net profit per
balance sheet sum. Thus the concentration on the lending business provides two
challenges. First, a sufficient selection of potential borrowers must be available
to have the opportunity to channel the capital into social enterprises and projects.
Second, the net profit is highly dependent on interest rates and especially on the
interest margin. Both are relatively small, given the current financial situation in
2010 with low interest rates globally.

After ‘setting the scene’, in the following we provide a short description of
the structure and content of the remainder of this book.
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How did social banks develop? In Chapter 2, Riccardo Milano presents an
overview of the history and the development of the banking system and espe-
cially social banks. He states that the present social banks are based on the
mission of the Italian banks and the German and Austrian rural banks. These
banks were founded to serve clients who did not have access to banking serv-
ices. He concludes that social banking today tries to build upon the philosophy
of these banks that were based on the demand for credit and not on the supply.
Milano’s chapter closes with the statement that social banking will be able to
create a cultural change in the banking business, just like these banks were able
to in the past.

Why do we need social banks and social banking? In Chapter 3, Leonardo
Becchetti tries to find the answer to this question by illuminating the role of
social banks in the economy. He presents social banking as one important
example of the development of successful and sustainable models of the creation
of economic, social and environmental value. He claims that the ultimate masters
of the present economic system are neither the governments nor large corpora-
tions. Both of them crucially depend on the vote of citizens, consumers and
investors. Social banks allow those citizens who prefer to give more money for
solidarity or those who decide to invest their money on the basis of financial
return as well as of social and environmental responsibility to act the way they
want. Thus social banks are an important part of democracy, giving their clients
the opportunity to vote with their wallets.
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Figure 1.3 Net profit per balance sheet.

In Chapter 4 Christina von Passavant analyses the management in social
banking. She describes the specific challenges a social bank’s management per-
sonnel face and significant issues in human resource management. Furthermore,
she raises the question of what it means to see one’s customers and clients as
partners. Generally she sees social banks as business enterprises and not as social
projects. Based on this view guiding principles of managing social banks are
developed on the basis of transparency, communication and participation. Chris-
tina von Passavant shows that social banks have to use management principles
and management systems to fulfil their goals. Furthermore she points out that
there are areas of conflicts in personnel recruitment, compensation policies and
leadership that have to be solved.

Chapter 5 concentrates on social banking products and services. Olaf Weber
concludes that social and environmental banking products and services have
become more and more popular. However, most of the social banking products
and services are based on conventional products and services and add social,
environmental or ethical criteria to them. Additional to financial criteria, often



Introduction to social banking 13

positive or exclusion criteria are used to rate borrowers, company shares or
projects. This guarantees transparent financial products and services for those
who are willing to invest their money in a social or sustainable way. In the
meantime, conventional banks also offer products and services labelled as sus-
tainable or socially responsible, therefore the unique position of social banks is
to offer a product portfolio that consists solely of sustainable or socially respons-
ible products and services. Looking on basic differences between conventional
and socially responsible products and services, microfinance differs the most
from conventional products. Microfinance uses concepts like group lending that
are not currently used in conventional banking. This leads to the question of
whether social banks should offer more products that differ from the conven-
tional product design, such as loans, mortgages, mutual funds or project finance.

Donations are a very unique social banking service. In Chapter 6, Antje
Toennis presents this as a way to fund certain sectors of society. She states that
banks can introduce completely new services like consultation for affluent
people who want to support non-profit organizations and social businesses.
Toennis bases her argumentation on the concept of anthroposophy and points to
the important role donations can play towards thinking and acting outside a
profit-maximizing economy. She argues that we need to focus on consulting
people who want to give, and on education to spread the idea of giving to bring
about political and social change in society. While these kinds of social and eco-
nomic changes will likely take some time, she argues, social banks can already
offer services related to giving and donations. Social banks and financial institu-
tions can provide an arena for exploring, trying out and experimenting with the
practice of giving as the example of GLS Treuhand shows.

In Chapter 7, Sven Remer finds ‘social banking at the crossroads’. He notes
that social banking is still a niche phenomenon. Despite growing steadily, social
banks never managed to step out of the shadow of their conventional peers, and
thus never reached their full potential. This is despite the fact that, given the
overall negative economic, social and environmental developments we face
today, social banking is needed more than ever. However, Remer argues, in the
currents of the recent financial crisis, at least some of today’s social banks now
have the unique chance to forsake their niche and increase their outreach and
impact way beyond what their actual size would suggest. Based on a SWOT
analysis of the European social banking sector, Remer identifies and discusses a
number of important opportunities and threats along with several key strengths
and weaknesses of social banks. From this he concludes that, to make use of the
chance at hand, social banks must not be complacent. One of their current key
strengths is the weakness of their conventional peers, namely, the lost trust of
their customers. But with the memories of the crisis likely to fade in the public
consciousness, social banks that want to grow to increase their outreach and
impact will have to act swiftly.

The book concludes with Chapter 8, in which Olaf Weber develops some spe-
cific suggestions for the future direction of social banking based on the previous
chapters of this book and on additional interviews with representatives of several
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social banks. To increase the social and environmental impact, Weber argues,
social banks have to keep on growing. But, to do so, they have to advance prod-
ucts and services in a way that stresses their social impact and lowers the finan-
cial risk for themselves and for their clients. They have to broaden their product
portfolio to become less dependent on interest rates and to differentiate them-
selves from conventional banks. For this they will have to focus more on (posit-
ive) impact finance and less on using (negative) exclusions criteria to exclude
non-ethical businesses. In order to address new types of clients social banks have
to develop products and services on the one hand, and marketing strategies on
the other hand that meet the need of these new clients that are interested in
finance with an impact. In order to show this impact social banks will have to
develop measurements and indicators that are objective and transparent.
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2 Social banking
A brief history

Riccardo Milano

Introduction'

What are the social origins of the bank? What are the factors that can account for
the historical experience of ethical banks, social banks in general and
microcredit?

The path we propose to follow is to demonstrate both the successful Italian
experience as well as the Austrian/German one, both of which occurred accord-
ing to a historical, though not ancient, path (as can be seen from their scope).
The former saw the establishment of the first banks, banking methodologies and
techniques, and the creation of both public (Banche) and private (Banchi) banks
— outwardly similar but in actuality very different — as the world’s first aggre-
gated forms of financial intermediation. The latter saw the establishment of the
original savings and cooperative banks, which still today continue their opera-
tions throughout the world.?

Later, a new social awareness and a rethinking of the role of financial inter-
mediation brought about the various forms of ethical banks in Europe and in
many parts of the world.

The complexity of this topic is evident and there are innumerable tracks to be
followed. Here a simple method of narration is adopted rather than a general,
deep interpretive approach.

However, surprises still occur: the economic/social lessons of yesterday were
expected to be valid today and tomorrow; given the present financial crisis we
hope this to be the case.

The remote historical reality: the construction of the first
banks in the Middle Ages

The use of money, banks and usury

The monetary activities of banks and bankers in the Middle Ages were an
ancient practice. It was in this period, however, that practices were consolidated
and a credit revolution, which would gradually transform the credit history of
the world, was initiated. In contrast, bankers’ activities were limited by the
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Roman Church’s law, which regarded those who lent money with the condition
of interest to be sinners.’

The reason was simple and complex at the same time: time was said to belong
to God and the usurer gains profit from time taken for the restitution of the usury
loan. The usurer, therefore, speculated on God’s property thus he was a sinner,
indeed one of the worst ones. This idea is expressed very clearly by the Domini-
can Fra Remigio de Girolami in his paper ‘Determinatio utrum sit licitum
vendere mercationes ad terminum’ (Capitani 1958) which testifies that the lowest
trade among those of the Middle Ages was that of the usurer and that the agents
practising this trade were considered to commit the mortal sin of stealing God’s
time (Andenna 1998: 28-9; Le Goff 1986: 34).

But what was the usury for the Middle Ages? Ambrogio said: ‘Usura est plus
accipere quam dare’.* The usury here means someone who is asked to repay
another loan in addition to their original one. By implication these are the highest
prices for sale on credit. Tommaso d’ Aquino® said:

Pecunia autem ... principaliter est inventa ad commutationes faciendas: et
ita proprius et principalis pecuniae usus est ipsius consumptio sive distrac-
tio, secundum quod in commutationes expeditur. Et propter hoc secundum
se est illicitum pro usu pecuniae mutuatae accipere pretium, quod dicitur
usura.’®

Therefore, usury was a sin and was prohibited by the Christians. This was the
reason why the majority of moneylenders were Jewish, whose doctrine allowed
lending at interest outside their own community.” Since then there exists a
dichotomy: while civil society and positive laws do not condemn usury for eco-
nomic and political opportunity, ecclesiastical law could not tolerate any form of
permission for such activities. With the evolution of trade and the development
of a new type of capitalist commodity-based society, the meaning of the term
usury constantly became more restricted, until the request and the payment of
exorbitant rates for loans of money became known as interest.

The population’s needs were huge: feudalism and the noble class were not
able to either improve quality of life or reduce poverty. The scarcity of agricul-
tural production, the difficulty of the supply of goods, etc. did not permit eco-
nomic or human growth as the Christians had hoped. ‘For the poor there was a
reward in the afterlife’ exactly because it was too difficult to improve the earthly
life.* Charity became more and more a practical luxury, so called the charity of
crumbs as it could not bring relief to deprivation (Milano 2001: 52). This was
typical of great lords and courts (including the Pope of Avignon). These situ-
ations and problems could not generate research and reflection from either the
civil or the theological points of view, which were expected to provide answers
for people’s daily lives. These deep issues were tackled with important reflec-
tions from the Franciscans.’

The Franciscan order, after studying the economic concepts of Benedictine
monachism (with its motto Ora et Labora) in depth and in order to clarify how
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the assets of both monks and lay people who wanted to become monks — but
were asked to continue living in their families and working in their professions —
should be viewed, created an important school of Christian reflection on the
economy (well before the ideas of John Calvin). Its purpose was to distinguish
between usury and money lending at risk, between luxury and the proper use of
property within the horizon of common good which requires not a mere state-
ment of intention but an ‘organization’, an ‘institutionalization’ that supports
lending and makes it practically possible. In other words, thanks to the choice of
voluntary poverty, Franciscans elaborated an economic language that contrib-
uted to the formation of basic schools of thought for Western economic ideas.
These were aimed at removing the embarrassment of the rich. The civil market
was born with the Franciscans, considered a governmental structure of economic
transactions.

Francesco, the founder of an hermitage movement, which was transformed
with a brilliant growth in mendicant order, inaugurated by Bernard (of Clair-
vaux, founder of the Cistercian movement, n.d.r), was not only the principle
that made contemplantes become laborantes but also the rule which asked the
monks to renounce their common property. However, he left behind a funda-
mental point: if you want to find an outlet to generate surplus in agriculture
and commerce, and then alleviate the embarrassment of the rich, you should
expand the area of economic activity by ensuring that everyone can particip-
ate. It meant going to the city where the majority of population lived to evan-
gelize and create some precise markets. (Please note the insistent request of J.
Le Goff on why the new mendicant orders — the Dominicans and Franciscans
— were so attracted by developed cities in Europe since the XI century).
(Zamagni 2008)

An important Italian scholar, G. Todeschini (2007), promised to understand
the moral and legal legitimacy of profits derived by merchants who declined to
force their counterparts to pay the highest price possible, given by market con-
ditions. The difference between the actual and the highest possible price (one in
exigible theory and one in practical life) created a dono (gift). This did not mean
generous charity, but showed the necessity of defining, within an economic
space, subjects who recognized each other as belonging to the same ideological
universe. In the same sense charity and profit, representing two sides of the same
economic reality, created the appearance of Franciscan masters (Olivi, Duns
Scoto, Bernardino da Siena, Bonanventura da Bagnoregio, Ockham and others)
and other commentators who focused much attention on urban civilization. This
recalls the most famous Franciscans, already well-known in that era, who said
that: ‘charity helps to survive, but not to live, because to live is to produce, and
charity does not help to produce’ (Zamagni 2008). This statement, which was an
implicit condemnation of welfarism, failed either to give dignity to human life or
to promote a path to a social and participative economy which could really
provide for itself.
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Bankers

In the fifteenth century, Italian wealth blossomed and Italian banks became highly
esteemed'” (not to mention that they were also the biggest): the famous Banco
Soranza in Venice, followed by Casa Priuli, then Banco Pisani; the huge Banco di
San Giorgio (1407) in Genoa; Sant’Ambrogio (1593) in Milan; and Banco di
Napoli in Naples — the oldest credit institute in Europe. The Florentine bankers were
the best known due to their perceived ability, initiative and organizational capacity.
Large trading families such as the Bardi, the Peruzzi and the Medici created effect-
ive family companies, pooling the capital held by each shareholder to form huge
companies which, within a few decades, became the arbiters of history not only in
commerce, but also often in politics for half of Europe. They had branches through-
out Europe, Africa and Asia Minor: they subsidized wars as well as struggles
between rival families and businesses in the most distant countries of the Far East.
Their banks’ activities initially had three operational sectors:

1 Pawnbroking. However, the collection of interest was in conflict with the
prevailing culture, thus it was seen to be unfair to earn money from the
loans (the argument had already been supported by Aristotle) which were
interest-bearing and usually carried out by Jews.

2 Money exchange. Considering that in Italy alone 270 types of coins were
already in existence, this was a basic activity which permitted commerce
between different regions.

3 Public banks. Public banks were born in the sixteenth century, from the
state’s increasing needs for medium- and long-term financial services
(armies’ maintenance, bureaucratic apparatus). Other financial resources
were supplied by land proprietors, who were interested in money injections
from the state’s budget, to accumulate political power.

Loans were normally guaranteed by Jewish credit banks, Lombard (the term
‘Lombard’ included all Italian banks), Flemish and gradually French and
German families. The interest rate charged was between 30 and 40 per cent,
though was reduced considerably when the client was the Commune, the Lord-
ship or the Principality who gave hospitality to the credit institute by dictating
the rules of residence in the territory.

Among classic bankers and moneylenders who ‘served’ people, the develop-
ment of a civil mercantile economy was impossible. In this way the difference
between loans for production and for states (forerunners of today’s merchant
banks) compared to loans for consumption had been established. This difference
justified interest loans granted by big economic operators, while the loans for
basic needs and loans for consumption for all the others continued to be perse-
vered with. Subsequently a distinction was made between two financial markets:
a legal one, which favoured the development of major banks and of an efficient
banking system, and an illegal one, run by the loan sharks, where the most
heinous abuses were found.
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The Monti di Pieta

Mendicant orders (Dominicans'' and Franciscans) who were always expressly
against the charging of interest and considered moneylenders to be theologically
illegal,'? could not remain silent and had to intervene. In fact, in a society where
loans were necessary in order for production and trade to flourish, and some-
times for survival, condemning the charging of interest simply meant driving it
underground.'® The turning point came with the preaching of one Franciscan, Fra
Bernardino da Siena, through one of his writings entitled Tractatus de Contracti-
bus et Usuris (following also the studies of the characters mentioned earlier), in
which he justified private property (with its restrictions), the ethics of trade, the
determination of value and price, and finally the possibility of an equitable inter-
est on loans. The theology of Bernardino da Siena states that the enterprising
man who is endowed by God should have four qualities: hard work, respons-
ibility, efficiency and the propensity to take risks. These qualities are typical of
merchants and artisans. Therefore each of them has the right to earn more to
continue in his trade and to reap the rewards of risks.

The mendicant orders of Franciscans and Dominicans set themselves, there-
fore, the challenges of improving their ability to care for the poor, and offering
an alternative to interest loans from Jewish bankers. To meet these demands,
taking their cue from Jewish banks and with the intention of replacing them,
they started operating credit activities with the purposes of providing support
whilst operating on a non-profit basis: the Monti di Pieta. The new doctrine
took effect from the convent of Monteripido di Perugia and achieved a univer-
sal result: the creation of modern banks based on a revolving monetary fund.
The first pawnbroking bank was established on 15 January 1458'* by Ascoli
Piceno in Marche, followed by another in Perugia. In fact, among the monks
who attended to Monteripido (which later became the head office of the
general Studium in Bernardino da Siena’s theology) there was Fra Barnabas
Manassei who came from a merchant and administrative family in the city of
Terni and involved himself with the contemplative and practical movement,
for which he was described as ‘an ascetic and economist’. The universal
importance of Manassei dated from 1460 to 1462, when he preached in
Perugia, together with Fra Michele from Milan, abhorring usury, convincing
the city administrators to create a bank where the interest rate was only to pre-
serve the mountain of money necessary to maintain the flow of loans, in
accordance with the theology of Bernardino da Siena and applying the rules of
the revolving fund.

This bank, which was formed with donations and charitable proceeds, took
the name of Monte di Pietad's and made loans to merchants and craftsmen whilst
excluding loans for luxury expenses.'® The interest rate was generally not more
than 6 per cent. This new bank institute became a symbol of defiance against
usury and quickly spread to half of Italy: to Orvieto in 1463, to Foligno in 1465,
to Terni in 1467, to Assisi in 1468, to Viterbo in 1471, to Bologna in 1473, to
Savona in 1479, to Milan in 1483, to Mantua, Brescia and Ferrara in 1484,
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to Vicenza in 1486, to Forli in 1510, and continued further in subsequent years.
In Velletri, even before 1477, the first Monte di Pieta was formed without the
Franciscans’ involvement and was one of the first in central Italy. After that, it
expanded throughout Italy and the rest of Europe.’

Monte di Pieta is a compound name: Monte meant (in the financial language
in Europe) a combination of loans, while Pieta refers to an image of the Passion
of Christ. The poor were a real symbol of Christ’s suffering: it is the meaning of
Pieta. The widest proliferators of the Monti were Bernardino da Feltre (Monti di
pieta pecuniari) and Andrea da Faenza (Monti frumentari). The difference
between the last two related to the nature of the operations, not to the recipients.
The one of Pieta served to control the price of money for the benefit of labour-
ers, while the one of frumentari served to control the price of grain to promote
the poorest segment of the agricultural class. The norms which constantly limited
the activities of Monti di Pieta were dictated by Pope Leo X on 4 May 1515 with
the stamp Inter Multiplices produced in V Lateran Council, confirming at the
same time the general condemnation of usury.'® The Council of Trent put Monti
di Pieta among Pii Institutes.

The peculiarities of Monti di Pieta are summarized as follows:

» close regional links, meaning lending money only to residents or those
living in neighbouring localities (specifically mentioned in the Statutes);

»  granting loans only where sums are relatively proportionate to the guaran-
tee, made up by objects of property value, offered by the borrower;

»  oaths of beneficiaries in taking money for necessity and for morally impec-
cable uses;

* involvement in social activities operated in different ways by different
regions;

» acceptance of voluntary deposits, remunerated at an interest rate;

»  granting loans to city magistrates during food crises, or transfer of troops;l

*  promoting private mortgage loans;

»  granting dowries to poor women; and

e carrying out treasury functions on behalf of care institutions in
communities. "

The Monti were also the precursors of saving funds for aristocratic, low and
middle classes. In fact, in 1611, in France, Hugues Delestre published a brochure
which presented the proposal of adding two new sectors to Monti: one for saving
funds for rich classes (aristocratic, high clergy and commercial bourgeoisie) and
one for minute saving funds. In Britain, the same proposal was initiated by the
writer Daniel Defoe in 1697. An evolution towards the model savings banks
started. However, it was interrupted almost everywhere in Italy and in Europe in
1796 by the arrival of Napoleon’s French troops who claimed wealth contained
in institutions’ safes and appropriated it as ‘rights of the conquest’. After this,
the Monti were grouped in the Congregation of Napoleon’s charity instituted by
an 1807 provision.
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After 1815 the Restoration restored their autonomy. However, at this point
the Monti were no longer the protagonists. This role was taken by the savings
banks, from the basic Austrian matrix which, as we shall see, had a historic task
of developing new ideas for credit and for social commitment.

The conduct of social oriented banks

This historical analysis has shown that the origins of social banking are to be
found in the Monte di Pieta, which were also, as the great economist Schumpeter
(1954) theorized, local banks that worked as real agents of development.
Between the fourteenth and sixteenth centuries they were revolutionary, which
in many cases formed the foundations of prosperity, not only in the central
northern regions of Italy but also in a significant part of Europe.

Furthermore, the Monti were also civic cultural centres which is not difficult
to imagine given their activities and also considering the origins of their assets
(the roots of bank foundations in Italy). The service activities of the regions did
not actually limit funding or collection. Additionally they supported political,
cultural and religious activities and assisted the poor and the sick. We can safely
say that the Monti were the equivalent of ethical banks today: this characteristic
will not be found in a kind of profit-sharing — however, profit is not the sole
objective of the Monti. It is the same approach to banking which configures
ethics itself: an interest rate of 5 or 6 per cent is asked compared with a payment
of interest on deposits of 4 per cent. A spread of 2 per cent: this is the ethical
operation of Monti di Pieta. To this we must refer again today when it comes to
ethics, not with respect to the donation of meagre, residual amounts to pious
causes, but for a way of banking that has in itself characteristics worthy of con-
sideration. Thus it should be stressed that the Monti were not an example of an
ethical business because they distributed gains, but because they conducted
banking without usury. Unfortunately, looking at the present banking practice,
there are still a lot of lessons to be learned on this point.

It is possible to conclude that in the creation of the first social banks — the
Monti di Pieta — the Franciscans had a positive intuition: ‘As long as the poor
exist — the poor, not by choice but because they have to suffer poverty — the city
cannot be fraternal’ (Bruni 2006).

The historical reality of social banks in the eighteenth,
nineteenth and twentieth centuries

Savings banks

With the Napoleonic era in Europe, the Monti underwent a major change but
the substance of their work, especially regarding credit, remained. For a new
era, a new business was needed because the deep and creative monopoly of
Italian economic reality was over and strong economies had developed else-
where. The industrial revolution was in its infancy and required new ideas and
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capacity. The various Monti were forced to transform and re-establish their
vitality. Therefore, it was not by accident that the birth of savings banks
(Schlesinger 2002) took place in the second half of the eighteenth century,
thanks to a philanthropic passion and commitment, especially from the English
and French sides. They supported the need for collecting savings from the
middle and lower classes in dedicated institutions to support local initiatives
from these classes. This was to encourage economic development to be directed
to the frame of the incipient industrial revolution. Furthermore, it was strongly
informed by the needs of assisting lower classes with care initiatives and pro-
moting both insurance and savings. The realization of this model came about
especially in mercantile cities in the north-west of Germany at the end of the
century (Sparkasse), and from there spread to Austria and Switzerland and then
to the north of Italy — as part of the Austro-Hungarian empire. Similar savings
banks were founded in Spain (Caja or Caixa), in France (Caisse d’Epargne), in
Great Britain? (savings banks), in the United States (savings and loans associ-
ations and credit unions)*! and so on.

More precisely, in 1778, the Savings Bank of Hamburg was established, con-
ventionally considered as the progenitor, in order to provide for ‘a more humble,
industrious people ... the opportunity to set aside something, to deposit savings
while earning in a secure way, with some interest’ (Clarich 1984: 13).

They were no major problems (apart from ubiquitous poverty) in European
countries. The Italian case is interesting precisely because of the presence of
several kingdoms within its territory. In fact, in Italy, until 1822 the first savings
banks were instituted in the territory of the Austro-Hungarian empire, similar to
the spread of Monti di Pieta. In Milan in 1823, Cassa di Risparmio delle Provin-
cie Lombarde was established by the Central Commission of Benefaction,?? with
the solicitation of government authorities. In central Italy — the Grand Duchy of
Tuscany and the Papal state — the initiative was taken by citizens’ associations,
while in the south savings banks were derived from Monti Frumentari and had a
very restrained development. The fact that the initiative for the constitution of
savings banks was initiated by many actors (governments, communes, Church
authorities, citizens’ associations) led to a variety of institutional types, includ-
ing associative and foundation structures.” The latter distinction is still applica-
ble to the structure of bank foundations. Savings banks were basically regulated
by the Statute, in an eminently private way that determined the organizational
structure and the degree of administrative and capital autonomy. The Statute,
thanks to its flexibility, allowed timely adjustments for each institute, in order to
operate under their specific economic and social realities.

The operation of savings banks

From the beginning, the main function that marked savings banks was the col-
lection of savings from the lower classes paying small providential amounts.
This business had no speculative intent. The nature of the deposits can be seen
largely by the necessity of ensuring two things:
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1 the security of investments through the prudent management of collected
money;
2 and a degree of viability as a form of incentive.

These aspects are also inextricably linked to the important pedagogical func-
tion that the banks assumed in the view of the poor segment of the population,
which changed people’s attitudes. With the subsequent emergence of the banking
element, savings banks followed separate operational patterns not only with
respect to large private banks but also with respect to popular banks, which, as
we will see, tended to be at higher risks and therefore played a role in the stabili-
zation of the financial system in periods of economic crisis.

After a few decades, savings banks had already collected the major part of
available savings. In 1880, in Italy, there were 183* distributed throughout the
country.” The diffusion and the growth of new institutes led the government to
regulate institutions and operations more stringently through a law in 1888
which distinguished and clarified the legal definition of savings banks and put
them under the supervision of the Ministry of Agriculture, Industry and Com-
merce.”® This law considered them as well defined and distinct institutions,
including their social function in comparison with other credit agencies. During
this same period, however, they had to face competition in collecting savings
with Italian Post?” and popular banks.

Popular banks and rural banks as cooperative banks: their origins

From the ideological and historical points of view, the idea leading to the formation
of cooperatives, which would be the legal explanation of popular banks and rural
banks, came from England, from Robert Owen and the pioneers of Rochdale. In
France, the first experiments of workers’ consortia and cooperatives were set up
between 1830 and 1840 in some works by Philippe Bouchez who promoted certain
forms of cooperative associations between furniture dealers and goldsmiths, and of
Louis Blanc (1848) who presented the government a legal design for constructing
operational bodies in cooperative form. Dating back to 1848, including the estab-
lishment of an early embryonic form of ‘popular’ bank in a work by Pierre Joseph
Proudhon in the same period in Belgium, Frangois Haeck tried a similar experiment
with a cooperative bank. It is important to recall also Charles Gide, founder of the
Nimes School who came to theorize upon a ‘cooperative republic’, in which profit
was completely banished from the economic system (Gide 2001).
There were essentially two grounds upon which these banks were based:

1 to combat usury, which (still) mainly affected the poorest classes; and
2 to give the opportunity to make use of valid organisms of lending, even to
those of modest economic means.

Precisely for this reason the cooperative form of credit cooperation was
chosen, considered the best suited to collect the modest financial resources of
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shareholders, to allow better remuneration for small savers and provide capital to
small entrepreneurs under more favourable conditions. Thus credit cooperations
excluded those classes which could obtain financial capital from other banks.
Cooperative banks came in two different forms, one was the popular banks and
the other was rural banks, which were found in different sectors of business and
immediately diversified strongly.

Popular banks

At around 1850 Germany also began, during a time of deep economic crisis,
to give practical effect to the principles of cooperatives. The first attempts of
Hermann Schulze-Delitzsch, a Prussian lawyer of liberal beliefs and member
of the National Assembly, were geared towards the formation of cooperatives
among small employers, for insurance against sickness and death, and for the
purchase of raw materials. Subsequently, he chose the path of credit coopera-
tives which had to be strongly rooted in their own regions with a high level of
autonomy, overcoming a rigid and class-conscious individualism of Prussian
aristocratic society that retained all levels of political and economic power.
This was also in line with the principle of privilege mutuality. Thus many
could, collectively, realize more opportunities given the rules of existing
credit that constrained the individual. Hence, their entrepreneurial capacity
and their desire for economic and social growth were stimulated and
rewarded. This economic doctrine was significantly reflected in the urban
population. In 1859 there were already 183 banks with 18,000 members in
Pomerania and Saxony.?® In the same year, the first central office was estab-
lished in order to coordinate, whilst respecting the functional autonomy of
individual units and the activity of various credit cooperatives being distant
among them. This was the birth of what would later become the Volksbank
(Popular Bank).

The pragmatism of Schulze-Delitzsch® was expressed in his basic text in
1855. Credit unions that were popular banks, which did not ignore cooperation
development and which had already established the first principles of solidarity
and support, expanded from the body of work for purchasing goods of consump-
tion and production in 1844 in Manchester. However, Schulze-Delitzsch’s liber-
alism led him to reject the socialist model of Lassalle’s ‘forced association’
which strictly left cooperatives to the control of the state and to financing by
public funds. For him, cooperative popular banks had to be based on the capac-
ity of savings and on the security of individual shareholder members, without
any contribution from either the state or private charity, as was often practised in
savings banks.

The spread in Europe and around the world was enormous and modified eve-
rywhere to adapt to different local realities. Cooperative banks tended to be
developed mainly within urban areas and to become the banks of merchants,
craftsmen and professionals, whilst rural banks were spread in agricultural
centres and almost worked exclusively with farmers as clients.
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Philosophy and operation of cooperative banks

Savings banks and popular banks traditionally operated regionally or locally.

These banks were developed within an urban environment and constituted a
response to the question of funding coming from small entrepreneurs and arti-
sans, who in this way could defend themselves from the danger of being expelled
from the market by major manufacturing companies, due to their superior organ-
ization and greater concentration. In this sense, institutions of popular credit
stood out compared to the existing savings banks, which initially pursued the
goal of fighting poverty and of educating the poor to save. Furthermore, the
popular banks assumed the structure of a limited liability company, a peculiarity
that enabled them to reach larger dimensions than the banks that adopted the
system of unlimited liability, which represented a constraint to their dimensional
and geographical growth. The larger availability of capital and range of actions
of popular banks induced them to offer their services even to non-members,
thereby alleviating the exclusive character of these institutions. Although popular
banks constituted an extremely heterogeneous category, encompassing both
large and small institutions in most of them, the persistence of a strong vocation
to regionalism could be detected.

Popular banks, according to Schulze-Delitzsch’s project, were provided with
capital that was made up of high denomination stocks that less wealthy members
could also pay in instalments. They were members who were involved in at least
one activity and only in the ones where the bank could grant loans. Capital had
to constitute the first operational funds, but banks could also take deposits from
non-members by paying interest on them, provided these deposits did not exceed
social capital by three or four times. Loans were granted at a low rate of interest
for limited amounts and from exclusively personal guarantees. Finally, profits
were intended to be, for the most part, set aside as reserves.

The specificity of popular banks was given by their legal/participatory reality:

« the capitation vote was based on each member’s vote with each member,
regardless of the number and value of shares held, having only one vote;

*  the limit of bank ownership, where it was expected that no sharcholder may
hold shares in excess of 0.50 per cent of social capital;

*  the prediction of a minimum number of members that could not be less than
200;

« the institution of satisfaction, for which the Board of Directors may reject an
application to become a member based on societal interests, on statutory
requirements and on the spirit of cooperative formation.

Through extensive experience and support, popular banks continued to grow
and to innovate, while keeping intact their original principles and values. The
success of the cooperative system is evidenced by its significant presence in
Europe and in the international environment. Further confirmation of this is pro-
vided by the establishment of organizations such as the European Association of
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Cooperative Banks (EACB) and the International Confederation of Popular
Banks (CIBP) based in Brussels which joins the ICBPI (Italian Popular Bank
Central Institute) and comprises banking institutions and bodies whose vocation
consists of promoting the development of small and medium enterprises and
households.

Rural banks

Even though popular banks’ activities had expanded, there was still a problem:
their growth was urban and it was impossible to reach rural and countryside pop-
ulations who could not benefit from suitable credit partly because of physical
distance and partly due to information asymmetry between the bank and rural
areas. A type of bank that could be found in small towns or communities offer-
ing to promote fair jobs and profits whilst respecting individuals was needed.

More or less similar to Schulze-Delitzsch, another German social banking
character emerged: Friedrich W. Raiffeisen, who had started his activity in the
countryside and after a few years of work based on cooperation and charitable
foundations, decided to spend his life working on the credit cooperative within
the Schulze-Delitzsch model. Therefore, in 1862, the first Raiffeisen Banking
Cooperative was established in Anhausen (Ferraresi 2007). However, the spirit
which encouraged his work was different (and this established the difference in
the operations of popular and rural banks). Raiffeisen, respecting economic prin-
ciples, favoured the ethical motivations of Christian inspiration. Giving life to
credit cooperatives was a precise wording of divine will because they were
nothing more than a means to help people to make use of material and spiritual
goods which God had given them and which one day they would be accountable
for.*® Externally, the Raiffeisen banks were different from the Schulze-Delitzsch
cooperatives with respect to: the extent of the principle of open society, of voting
for every single member and of unlimited liability (this has been rectified in a
multiple liability, in respect to the subscribed capital and, finally, in limited
liability).

After an initial period of low dissemination, a rapid growth in the number of
banks began, which in 1888, when Raiffeisen died, stood at 425. In subsequent
years, their diffusion created a more sustainable tendency than popular banks.
Indeed, on the eve of the First World War there were 16,927 units compared to
980 cooperatives inspired by Schulze-Delitzsch.

In Italy, the symbolic home of banks, the imported model in 1883 allowed the
estabishment of the first rural bank in Loreggia (Padua) from the work of Leone
Wollemborg. Then, in 1888, the federation between rural banks and related asso-
ciations was created, involving 51 banks. Shortly after, thanks to a young priest
— Don Luigi Cerutti of Venice — the first Catholic rural bank was established. In
1891 the encyclical Rerum Novarum of Pope Leo XIII, which urged Catholics to
social actions and togetherness to overcome the poorest people’s loneliness,
became the manifesto of this ample and diffuse movement. An extensive process
of emergence and spread of rural banks of Catholic matrix in various Italian
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regions began. In 1897, there were another 900, of which 775 were Catholic.
The federations with diocesan character started to give the first organizational
structure. In 1905, the Italian Federation of Rural Banks started working. It was
established with the goals of group representation and protection and of
promotion and improvement of member banks, within a support structure
compatible with the technical and financial tasks of banks.

In the first 15 years of the twentieth century, cooperation continued to grow.
It was in line with the overall Italian economy, proving to be a phenomenon des-
tined to stand the test of time as it survived through economic crisis caused by
the First World War and the politics of the fascist regime. The latter constrained
it noticeably, resulting in a general restructuring: while in 1922 cooperatives had
reached a sum of 3,540, they dropped to 986 in 1940 and 804 in 1947.

Subsequently several measures changed their operating characteristics. In
1928, during the fascist period, for understandable political reasons, they were
excluded by the exercise of federal agricultural credit. With the laws of 19324
and the Banking Law of 1937, credit activities in agriculture and craft were
limited, and opportunities of financing for non-members were fixed up to only a
maximum of 40 per cent of total credit disbursed. In 1936 the National
Institution of Agricultural Rural Banks and Auxiliary Boards was established.
The revitalization of rural banks took place in the Republican period with the
enactment of Constitutional Cards, which, in Article 45, recognized the role of
cooperation with mutual goals. In 1950, the Italian Federation of Rural and Craft
Banks was established and, in 1967, it adhered to Confcooperative.

The Raiffeisen model created a reference point for the whole of Europe, with
a recent implementation as a result of the transition of Eastern economies after
1989.

Philosophy and operation of rural banks

Economic mutualism and democracy are the specific characteristics of rural
banks and cooperative companies. Mutual non-profit enterprises are the ones in
which a part of assets are attributed to indivisible reserves. This means that
assets are available only to shareholders who invest in the company for reasons
of mutual exchange and not in terms of capitalist benefit, namely return on
capital. Mutualism, which may be considered as their distinctive element, does
not exist in any other bank, even in formal cooperative popular banks. It has an
internal character that expresses towards and between the social base, and an
external character towards the local community. This final aspect combines
togetherness, localism, trust and development and is described in the Social
Budget of Mission which is made independently by a group of banks and
cooperative credits.’' It is testimony to the fact that the welfare of the commun-
ity today is given not only by material wealth, but also by opportunities and by
occasions and relationships that are created within regions. The core of a
mutualistic cooperative enterprise is represented by the viewing of members as
individuals, that is not as sharcholders whose value to society is in relation to
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paid-in capital. The historical roots of cooperative credit are based on the prin-
ciple that small farmers and craftsmen, combining available scarce resources,
built the rural bank and succeeded in surviving in spite of many disadvantages.
Their success and their growth coincided with their counterparts in small vil-
lages. Hence, today as in the past, cooperation, mutuality and localism are
columns of the cooperative system. Through the provision of credit only to
members and through charging an interest rate, rural banks aimed at encouraging
investment and the modernization of handicrafts, manufacturing and agricultural
sectors, characterized by the presence of small and micro enterprises.

Their dynamic, their ability to operate with a social capital lower than that of
popular banks, their reinvestment of profits, a tax sufficient to spread prosperity,
etc. permitted rural banks to become a significant presence in the European
reconstruction after the Second World War. In fact they did not lose their ori-
ginal spirit, and also strengthened their ability to generate wealth and social
stability. Subsequently, the financialization of the economy also concerned them,
but a return to ethics and the prerogative of new social banks has meant that
many banks had a resurgence of consciousness which did not only return them
to their core philosophies but also led them to engage in the modality of
advanced social finance, as in the case of microcredit.

Rifkin wrote:

Non-profit local banks care about their region’s identity and culture. They
may return to finance the means of service to society. Keeping money within
a community is an important role. Money which we put in a bank must be
reused locally. This is also a way in which local banks can contribute to
strengthening the local culture that generates confidence, without which
there is no market.

(Rifkin 2000)

The cooperative model that provided the origin for rural banks was echoed by
many other social banks, such as ethical banks that were formed during the final
decades of the twentieth century. Very often the mission and vision of these
banks has been borrowed from rural banks.

Catholic social banks

In this brief excursus on social banks, which were also forerunners in a certain
sense, modern ethical banks cannot ignore other types of banks that sprang from
the Catholic vision in both Italy and Europe of the newly formed Social Doctrine
of the Church due to Pope Leo XIII with his encyclical Rerum Novarum.

In Italy, besides many rural banks and popular banks, Catholic social banks
were mostly private, often in Italian S.p.A. form (Joint Stock Company — JSC),
although many of them were originally created as a Society of Mutual Aid, such
as the Banca Cattolica del Veneto which was founded in 1892 with the name of
Banca Cattolica Vicentina. Initially the institute was inspired by principles of
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togetherness and collaboration between citizens and regional productive forces
(influential was the religious presence in the Diocese of Vicenza). It is
impossible to forget an important work by Joseph Tovini of Brescia who argued
for the need to ensure the full financial autonomy of Catholic institutions, espe-
cially the educational ones, for example Bank S. Paolo in 1888 in Brescia, and
Banco Ambrosiano in 1896 in Milan. On the same wavelength as Ambrosiano
were the Catholic leaders of Opera dei congressi which gave birth to many
banks: among them, the Piccolo credito bergamasco, Banco San Marco, Banco
di Roma, Banca Antoniana, Banca di Desio e Brianza, Banco di San Gimignano,
the Credito romagnolo (subsequently Credito Romagnolo) which included
among its founders the Catholic John Acquaderni, 120 priests, the Cardinal of
Bologna, Domenico Svampa and Bishop of Cesena, monsignor Vespignani.
Three sets of objectives brought about these institutions’ birth:

e to help development initiatives that were carried out by entities with no
capacity for debt;

* to allocate funds to support charitable works (aid, education, etc.) through
targeting a share of the profits (which means partial renouncing of share-
holders). A clear precursor of one of the forms in which ethical finance
today manifests;

*  to meet the needs and interests of local communities.

The distinction between public and private did not have the meaning of con-
frontation which it was to assume thereafter. These banks had begun very prom-
isingly, but they — after not so long — changed. The conjugation between the
moment of wealth production and its immediate distribution, also given by a
strong ethical and social spirit, had gradually tapered. However, it did not
become a means of poverty alleviation.

Contemporary historical reality of social banks: ethical
banks and microcredit

Preliminary problems

A close examination of the birth of elements of banks in the fifteenth century
onwards has led to an understanding of how their genesis was more than an idea
bound to the human and social development of everyone in their most sacred real-
ities: respect for life and the existence of each person through work. In fact, Monti
di Pieta, savings banks, popular banks, rural banks, etc., had this purpose, directed
especially towards the poorest and most marginalized people, mostly aggregated/
charitable and in cooperative form. For others, the wealthy, there were conven-
tional banks and private banks which tended their investments and had allowed
the funding of various ‘industrial revolutions’ with a considerable profit.*

This gradually led a near despondency in ethical/philosophical institutions
and to the advent of utilitarianism (started by Jeremy Bentham®), which has
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gradually led the economy, through its finance, to mould individuals to become
more homo oeconomicus than homo socialis. Various economic/financial crises
often had their origins in a selfish desire for enrichment and power and the sub-
sequent use of economic instruments in a distorted manner which was certainly
not for the benefit of the community. The emergence of some state central banks
to give order to the mismanagement of the economy was one testimony of this.
In fact until the great crisis of 1929 the banking situation was complex and many
problems needed to be addressed; the issuance of currency, the granting of short-
and long-term credit, the firsthand commitment to financial activities (which
exist even today in the United States with the internal connection between banks
and hedge funds), etc. These issues were later answered in the laws and interna-
tional agreements which had been revisited several times (though not always
effectively). In this arena, social banks also had not always respected their
vision. The savings banks in the United States with their failures in the late nine-
teenth century, the problems inherent in many popular banks** were already
more or less in existence from the beginning. The practical operational difficult-
ies of rural banks,* the decline of the social prerogatives, gave birth to Catholic
banks. In fact they closed a round of banking activities that was seen at that
moment, in their management of production, intimately linked with distribution.
The new economic formula after 1929, which hoped that the creation of wealth
from its distribution was entrusted to third parties (primarily state and welfare),
was a harbinger of another separation. Ethics was no longer a social and common
good, but only personal and collective.

The end of the Second World War and the resolutions taken by the winners with
the economic policies of the Bretton Woods institutions permitted a robust eco-
nomic recovery in the world, also thanks to an expansion of welfare policies and the
end of colonialism. However, the Cold War between the two superpowers — who
embodied two different economic philosophies — and the Middle East conflict with
the oil-bearing problem blocked the economic situation which had not yet borne
fruit. Subsequently, the beginning of globalization in 1975 with the first G7 at Ram-
bouillet in France laid the foundations for capitalist/liberal politics and started finan-
cialization of the economy (also thanks to the creation of information technology).
Since then, thanks to a high level of monetary circulation which had no borders,
and deriving income from purely financial investments, intermediation activity in
finance in general and in banking in particular has been transformed. Household
savings started not to be allocated anymore to activities which were becoming pro-
ductive, but to be invested in a speculative way. The big gains obtained allowed a
change of living and working for many people and financial crises, very frequently,
resulted in a Darwinian growth that gradually led to the large and unavoidable crisis
which began in 2008. This occurred in the almost total absence of ethical thought
which had been forgotten and obscured from its original formulations.

The establishment of many °‘ethical and alternative’ banks after 1975
tried and is still trying to take back the threads of social ideals and consequent
ethics which have never been split. This meant finding a third way through
economic ideals which have either disappeared (as in matrix collectivism of
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Marxist/Leninist) or are undergoing serious theoretical/operational difficulties
(such as capitalism and, in particular, liberalism) and give back impetus to the
civil economy which underlines the role of social and economic relations in the
market and not only in profit maximization.

Various kinds of social banking

In creating these new institutions of social banking many visions and missions
were designed by founders relating to criteria of the first banks. In any case, it is
possible to divide them into the following sectors:

1 banks (and similar), which continue social banking activities, implement
them in a modern way and are dedicated to under-privileged classes of the
population (the supposed non-bankables) or to activities outside banking
orthodoxy;

2 banks (and similar), which travel a new road from an economic point of
view (abolition of interest);

3 banks (and similar), which open new markets (microcredit and microfinance
in general); and

4  banks especially engaged in charitable activities (children’s banks).

However, in general, unless some distinction was made, these new intermedi-
aries covered all new economic/financial veins that rebuilt financial ethics. The
latter had its origins, in a modern style, in the 1920s in the United States in work
by Mennonites with the management of ethical funds and applied inclusive or
exclusive criteria to portfolios. Due to their worldwide success, a revisiting
process of banking credit policy in many schools of thought began and led to the
creation of new financial intermediaries.

Ethical and alternative banks

The origin of these intermediaries can be found in individuals who departed
from the ideas and motivations which were both of philosophical/theological
origin and of economic/social pathway. They now number around 20, among
which ten are real banks provided with a bank licence. What unites them is the
daily effort to use money as ‘a means and not an end’, to give credit to national
and international cooperation, environmental protection, culture, art, social
integration, etc. Most of them are transparent in their management and disclose
operational funds, providing the customer with opportunities to choose the
interest rate and the sector or project that utilizes his or her savings.

Banks of philosophical/theological nature

These banks were the first to be born and rapidly spread. The concept of refer-
ence is from Steiner, who defined his own citizens according to two worlds: the
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physical and the spiritual. He founded anthroposophy?® as a science which turned
to promote the development of human beings both in physical/material and in
inner/spiritual ways.”” From these ideas, the first ethical bank was born in 1974
and founded in Europe: the GLS-Bank, in Bochum, Germany. GLS denotes
Gemeinschaft fuer Leihen und Schenken (community to lend and donate).*® The
new bank’s purpose was to allow the carrying out of large projects to promote
social cohesion, bringing together many small contributions. ‘Initiatives pro-
moted by groups of people and not by anonymous interest in seeking capital or
the maximum profit possible’, it said in its first informational brochure.”

Among the banks’ activities were the credit communities (Leihgemeinschaf-
ten) allowing the breaking up of large funds into small portions. The GLS was
and is a cooperative bank that extended its activities while remaining tied to
anthroposophy at the same time. GLS finances wind parks, solar roofs, biologi-
cal farmers, confinement houses, women-owned businesses and orchestras.

The transformation of GLS was accelerated in 2003 by the acquisition of
Okobank, an environmental bank established in Frankfurt in 1988 by German
environmental movements. Born as the bank of movement (Bank der Bewe-
gung), the Okobank, which no longer exists, was in part operating within the
pacifist movement and the Green Party in Germany, offering the opportunity of
allocating savings to socio-environmental project funding. Bank shareholders
did not want to take the risk of receiving consolidation, even indirectly, by
taking deposits from traditional banks, an activity which was essentially aimed
at reducing supposed risk.

Gradually, five other Steinerian banks emerged which were created based on
the GLS example: in 1980 the Triodos Bank in the Netherlands; in 1982 the
Merkur in Denmark; in 1984, the Freie Gemeinschaftsbank BCL in Switzerland;
in 1997 the Cultura Bank in Norway and in 1998, the Ekobanken in Sweden.
The French cooperative of supportive finance La Nef, which was founded in
1989, should also be added. The reference of anthroposophist values varies from
bank to bank. The most faithful to its origins is certainly the BCL of Basel.
Triodos, the largest one with headquarters in Zeist, a town near Utrecht, Nether-
lands, opened offices in Brussels in 1993, in Bristol, England and most recently
in Madrid and Frankfurt. The bank’s name has its origin in Greek language,
meaning ‘three ways’ or ‘crossroads to three ways’.* Actually the Dutch bank,
which employs nearly 500 people, has grown at a dizzying rate, pointing to a
development model which is very similar to that of the traditional bank. It
became the largest and the most international ethical bank in Europe very
quickly. Unlike GLS and BCL, Triodos is a limited company with an annual
dividend for its shareholders, many being large banks, insurance companies and
pension funds.

Banks of economic/social nature

Banks (and similar) in this category are definitely numerous and still growing,
not only because of difficulties in lending from traditional banks for activities



A brief history of social banking 33

that are not strictly considered to be orthodox in their goals and budgets but also
because these traditional banks were (often wrongly) considered risky as a result
of several international legislative measures. The space left was logically filled
by new players who have a presence, even a cultural or a capillary one, in local
regions.

The normal principles of ethical finance are often conjugated in a specific
manner according to the reality of each bank (based on a local analysis of needs
and history), but still share a general commonality. An example is the Italian
Manifesto of Ethical Finance presented in Box 2.1.

Box 2.1 The Manifesto of Ethical Finance

In Italy the basic reference is the Manifesto of Ethical Finance, which was pro-
moted by the Ethical Finance Association at the Conference ‘Towards a purpose —
paper for Italian ethical finance’, Florence 1998. The principles were and are:

1 Belief that credit, in all its forms, is a human right: not discriminate among
recipients of loans on the basis of gender, ethnicity or religion, or on the basis
of assets but the rights of the poor and marginalized people. Therefore finance
activities promote human, social and environmental assessment, projects with
the dual criterion of economic viability and social utility. Guarantees on loans
are another form with which partners assume responsibility for projects
funded. Ethical finance valued the guarantee of asset type, and equally valid
forms of guarantees of individual, category or community that provide access
to credit also to weaker segments of the population.

2 Consider efficiency as a component of ethical responsibility: it is not a form
of charity: it is an economically viable activity which was intended to be
socially useful. Taking responsibility, which is not only to make available
their savings but also to utilize them in a way which may conserve value, is
foundation of a partnership between people with equal dignity.

3 Does not retain wealth which is based on possession and exchange of legiti-
mate money: interest rate in this context is a measure of efficiency in using
savings, a measure of commitment to protect resources made by savers and
make them blossom in viable projects. Consequently, the interest rate, which
is the return on savings, is not zero, but must be kept as low as possible on the
basis of economic but also social and ethical issues.

4 Itis transparent: the financial intermediary has a duty relating to the treatment
of confidential information about investors with which it comes into posses-
sion in the course of its business, but transparent relationships with customers
requires clarity on aspects of the savings. Depositors are entitled to know the
processes of operation of financial institutions and its decisions of employ-
ment and investment.

5 Participation in important decisions not only from shareholders but also from
savers is foreseen: forms may include both direct mechanisms of preferences
of funds’ destinations, both democratic mechanisms of participation in
decisions. Ethical finance is to bring a strong and courageous message of eco-
nomic democracy.
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6  Has reference criteria for the uses of social and environmental responsibility:
identifying areas of employment, and eventually some favoured areas, intro-
ducing in economic investigation the reference’s criteria based on promoting
human development and social and environmental responsibility. Excludes in
principle financial relationships with economic activities that hinder human
development and contribute to violating fundamental human rights, such as
production and trade of weapons, gravely injurious production to health and
environment, activities which are based on exploitation of children or repres-
sion of civil liberties.

7  Requires a global and consistent adherence from a manager who organizes all
activities: however, if the financial asset is only partially ethically oriented, it
is necessary to explain in transparent manner, the reasons for restrictions
adopted. In any case, the broker is prepared to be monitored by guarantee
institutions of savers.

Other institutions, based on unions, have operated with more social than
ethical reasons. In any case there is a high attentiveness to service rather than a
quest for profit.

In Europe, the archetype of this institution type is the Banca Popolare Etica,
which is also the largest one. It was born from the principles of ethical finance
whose philosophy can be summarized as follows, premising what it is not:

* itis not specialty finance in non-profit;
* itis not specialty finance in decidedly local interventions;
* itis not finance based on the concept of donations.

Ethical finance means a way of funding which puts the person at the centre of
the intervention. As a result the Statute on ethical finance, in Article 5, reveals its
Vision and Mission.*' In fact, everyday experience places the bank at the centre of
a series of financial, economic, cultural and social relationships which serve to illu-
minate the overall design which is being worked. Having to operate within this
framework together with complex, sometimes conflicting, relationships, it is
fundamentally important to have very clear goals that are deemed necessary to
succeed in building, along with many other people and organizations, a new way
of economizing. Therefore networking and being loyal to the ethical concepts
above which combine theory with operations is crucial. From this, the following
slogan was created: ‘bank for community, not community for bank’. This new
approach is geared towards two objectives. First, the collection of savings where
people/depositors can express their views both in deciding where to direct their
savings and how much, considering interest and gains, with certainty that their
savings will not be involved in any operation related to exploitation: human, envir-
onmental or social. For example: not in the commerce of the army, not in various
practices against humans, not in anything which directly or indirectly threatens the
environment; and to direct employment or funding to: national or international
cooperations, to cultural or environmental projects, or to civil society.
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The formalities are stringent: the return of savings and the interest rates are
equal for all. It is expected that savings are collected for direct funding in their
own regions, to connect the surplus of money from employers and the deficit of
borrowers in a supportive way at rates as low as possible for all. Therefore they
can carry out projects which arise in communities and in which local residents and
stakeholders take care of each other’s needs. In this way it was possible to finance
a number of social projects which do not arrange full securities or sufficient funds.

Therefore Banca Popolare Etica carries out its business in two ways:

1 operating strenuously and dynamically as a financial intermediary with respect
to all difficult situations which do not receive help from a classic economic/
financial system (thereby seeking to contribute to an integrated regional and
environmental development, restoring dignity to the word credit and confi-
dence in the future of people and also creating jobs where there weren’t any);

2 contributing to reflection on the economy and on finance which awaits the
citizen of the third millennium. This activity is an indispensable part of its
being. The bank creates appropriate structures to talk, understand, listen and
discern the way of acting in favour of these who want to live in the way that
can be expressed democratically.

Hence, ethical banking may be regarded as a means of construction and
development for stakeholders and for the system, but not as an end of pure
annuity to satisfy its own financial interest and shareholders.*

European economic/social banks

In Europe, besides the Ethical Popular Bank (Italy) there are: Mag (Verona, Milan,
Piemonte, Reggio Emilia, Venice) (Italy); Adriatic Ethical Bank (Italy); APS Bank
Ltd. (Malta); Bank Fiir Sozialwirtschaft (Germany); OekoGeno eG (Germany);
Alternative Bank Switzerland (Switzerland); Sifa (France); Caisse Solidaire
(France); Colonya, Caixa Pollenca (Spain); Fiare (Spain); Fets (Spain); Charity Bank
(United Kingdom); Cooperative Bank (United Kingdom);® Groupe Crédal
(Belgium); Réseau FA (Belgium); Soficatra (Belgium); Netwek Vlaanderen
(Belgium); Ekobanken Medlemsbank Ekobanken (Sweden); Femu Qui (France);
Hefboom (Belgium); Integra Co-operative (Slovenia); Tise (Poland); Takuu S&itio
(Finland); Osuuskunta Eko-Osuusraha (Finland); Clann Credo — The Social Invest-
ment Fund (Ireland); Etika — Initiativ fir Alternativ Finanzéierung asbl (Luxemburg).

Added to this, there are a series of banks that do not directly adhere to social
and ethical concerns, but in fact operate in the non-profit sector, such as: Banca
Prossima (Italy), CFI Compagnia Finanziaria Industriale (Italy), etc.

Economic and social banks globally

A lot of institutions of this general kind have come into existence throughout the
world. Many of them belong to FEBEA and INAISE European network (see
Box 2.2 and Box 2.3).
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Box 2.2 FEBEA

FEBEA (Fédération Européenne de finances et banques ethiques et alternatives) is
a non-profit, incorporated under Belgian law, which was founded in 2001 in order
to promote and develop ethical and alternative finance in Europe. FEBEA was
created by six ethically oriented European financial institutions: Banca Popolare
Etica (Italy), Crédit Coopératif (France), Credal (Belgium), Hefboom (Belgium),
Caisse Solidaire du Nord Pas de Calais (France) and TISE (Poland). Today there
are 24 associates coming from 13 European countries with different origins and
sizes. Among these social financial institutions, in fact, some are banking institu-
tions with large dimensions and strong propensities to support the social economy,
others are ethical banks and financial companies of ethical finance and micro-
finance. To participate in FEBEA, they shall adhere to the ‘Charte de la FEBEA’, a
charter of values in which all signatories undertake to operate to put the economy
at the service of man, to contribute to solidarity, to social cohesion and to sustaina-
ble development, to reject the only objective of financial earnings in its activities
and to encourage the realization of high value innovative initiatives from the envir-
onmental and social point of view, especially in social areas, sustainable develop-
ment, international solidarity and fair trade. The birth of FEBEA was dictated from
the beginning, not only by representation purposes, but by the concrete and real
needs of members to achieve specific financial instruments and services, aimed at
supporting institutions which exist or are being created or operating in ethical
finance in Europe. Networking is for more support. Then FEBEA formed SEFEA
(Societé¢ Européenne de Finance Ethique et Alternative) to provide financial
support to European ethical and supportive credit institutions which exist or are
being set up, to promote growth and development. SEFEA also finances European
projects which promote economic and social development that improves and pro-
tects natural, cultural assets and people in all European Union countries.

Box 2.3 INAISE

INAISE (the International Association of Investors in the Social Economy) is an
international network of financial institutions that are oriented towards sustainable
financial and social development. Formed in 1989, INAISE has grown rapidly, as the
movement of social investors in both Europe and non-European countries. Through
INAISE, social investors from Norway to South Africa, from Costa Rica to Japan,
were able to operate in networks, exchange experiences, spread information and
show the world that money can actually be a means to achieve a positive social and
environmental change. Its members, through their investment policy, seek to encour-
age and promote the development of organizations and companies: (i) sustainable
environment and development: renewable energy like wind, solar and hydropower,
energy efficiency, biological farming, food industry and retail trade, natural conser-
vation, construction of eco-buildings, clean technology, etc. (ii) Social economy:
cooperatives, community enterprises, active participation of workers, facilitate the
buy-out of employees, creation of micro and small enterprises, particularly among
unemployed, migrants and women. (iii) Health: health centres, community care,
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clinics and hospitals, programmes for the disabled, preventive therapies. (iv) Social
development: social housing, community housing, social services, community trans-
port, voluntary, groups of community and volunteering. (v) Education and training:
school buildings, training, organizational development, alternative schools. (vi) UPS
North—South: Fair Trade, start up small enterprises through microcredit programmes,
training and consultancy to small businesses, crafts, agriculture, etc. (vii) Culture and
art: art activities with exhibitions, theatre, cinema, dance, local radio.

Also recently (2009) the Global Alliance for Banking on Values was founded.
It is a worldwide network of social banking. The new partnership seeks to
develop new ways of working, to create suitable organizations to address
medium- to long-term the concept of sustainability and new forms of ownership
and economic cooperation. In fact it aims to develop an alliance between a
number of banks and their affiliates which were formed all over the world to
offer innovative products to meet, holistically, the needs of all their communit-
ies. In the most recent past, the financial industry has found itself in a crisis of
multiple dimensions, among them being the lack of confidence. The Global Alli-
ance for Banking on Values has agreed to use the knowledge of these banks to
provide innovative alternatives to address the current crisis, and future times,
which strongly influence the overall sustainability of the company. Its members
are, therefore, innovative banking institutions whose main purposes are:

1 to provide products of social finance and basic financial services;
make community grants to development initiatives based on social
entrepreneurs;

3 implement the promotion of sustainable enterprises and environment and
fulfil the potential for human development, including poverty reduction;

4  to generate a triple-bottom line ‘People, Planet and Profit’ (P, P, P).

The shared values among partners are:

1 the use of money as a tool to improve the quality of life for people, social,
cultural and environmental development;

2 a co-responsibility for the impact of human activities on ‘interdependent
environment and communities’, especially in the long term;

3 to provide transparency, trust, clarity and inclusiveness to people in the
manufacture of products and services.

The common mission is to:

1 provide the joint venture to validate sustainable development, social change
and the environment;

2 provide members with strong cultural and scientific thinking and innovative
financial management; and



38 R. Milano

3 to bring together the strengths, characteristics, capabilities and resources to
improve the competitive positions of each member.

To conclude, the Global Alliance for Banking on Values wants to play a
prominent role in the debate on how to build a sustainable future in finance and
the promotion of joint projects among its members to help mankind and the
environment.

In history of ethical banks, worthy of mention are two particular examples:
the Canadian Caisse d’économie Desjardins Travailleuses et des travailleurs du
Quebec and the Japanese National Association of Labour Banks. The Caisse
d’économie Desjardins Travailleuses et des travailleurs (Québec) was formed in
1971 by the National Federation of Trade Unions (CSN) in the region of Quebec.
It is part of the popular bank network that takes its name from its founder Desjar-
din (the first was opened in 1900). The network Desjardin is the first financial
institution in the province of Quebec and the sixth in Canada. The main reason
that prompted the CSN to form the Caisse d’économie was to extend the trade
union action into the credit sector, promote greater control in managing savings
of workers and directing them towards economic activities that respected people
and the environment. The Caisse came about to allow the funding of collective
and cooperative projects aimed to improve workers’ living conditions and to
contribute, with the CSN’s action, to a fair growth of Quebec which enhances
the development of a supportive and cooperative economy to be a catalyst for a
social and collective entrepreneurial culture. In this respect, the Caisse operates
mainly in four areas: supportive initiatives, cooperatives and social enterprise of
proximity, local communities and culture.

To help entrepreneurs develop their projects, the partnerships with public
institutions, local or network funds (Social Investment Network in Quebec,
RISQ, the Caisse Centrale Desjardins, FondAction, other local development
funds, etc.) were established. Customers can operate by phone, through local
branch networks, ATMs and through the Internet. The Caisse has specific prod-
ucts and services for many social needs: programmes for the creation of cooper-
atives, available solidarity savings for all members, cooperative loans for co-op
organizations, emergency loans for cooperatives, supportive and cultural organi-
zations factors which are found in a critical financial situation, etc. Since 1
October 2004, the Caisse changed its name to the Caisse d’économie solidaire
Desjardins.

The National Association of Labour Banks was founded in 1950 in Japan. As
stated in their informational brochure, the association is a consortium of finan-
cial cooperatives which cultivate the dreams and ideals of their workers, their
economic promotion, welfare, development and cultural activities and to create,
through joint work, a society where all people may live in happiness. From these
principles, an operator which is very close to the concepts of social banking
arose.

The particular virtue of these banks is their willingness to consolidate in
alternative ways compared to ordinary finance, the latter having failed to give
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satisfactory answers to people, especially in rural areas and cities’ large suburbs.
The courage and determination of so many supporters is facilitating an unimagi-
nable development in poor and abandoned areas. Thus banking capacity to
support credit (which means trust) that has been lost over time is regained. It is
hoped that the vitality and the increasing presence of these institutions may then
lead to banking diffusion that, by local saving, historically contributes to human
and regional growth.

Microfinance institutions

Microfinance and microcredit activity is a proven reality** now and is broadly
providing a very interesting contribution to the development of nations and of
impoverished and poor populations. Not all these activities are ethical. They are
ethical only when they satisfy the requirements of ethical finance. Otherwise
they are simply banking activities, and in a certain sense, re-propose a capitalist
spirit, even if that may be a compassionate one. In any case, their development
has been sufficiently rapid that many ordinary banks have started to get involved
into microfinance, as they begin to trade with related equities (for products and
services of microfinance see pp. 97-122).

The most well-known microfinance institution is Grameen Bank, in Bangla-
desh. It was founded in 1976, by the 2006 Nobel Peace Prize winner Muhammad
Yunus. Based on this initiative, a lot of banks were founded (with many legal
specificities) throughout the world. Furthermore they even started to work with
microcredit in rich Western countries. Besides Grameen Bank, there are a lot of
institutions which are difficult to list throughout the world. Many of them can be
found within European consortiums (such as MFM — Micro Finance Network,
the Italian Consorzio Etimos, etc). Finally, the majority of big international
NGOs have constructed specific associations to deal with microcredit.

Banks which do not take interest

In this group there are many banks that adhere to the ideals of Islamic finance, as
well as Western banks that do not operate under an interest rate method. These
banks are largely territorial in nature and are funded (mostly) through local, non-
speculative activities. In the case of Islamic finance, there are two key concepts
that shape its operations:

« the prohibition of interest rates, equated to usury (both terms are translated
with riba); and

* the prohibition of all uncertainty (gharar) which directly affects the insur-
ance market.

These concepts are based on the Prophet Muhammad, a successful business-
man, who had said that ‘God has permitted trading and forbidden usury’. He juxta-
posed these two terms and expressed the predilection for current transactions.
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But risk sharing is based on profit and loss sharing. To achieve fairness in
distribution, both the losers and the winners share the investment profit. Accord-
ing to this rule, a lender may not impose an interest rate on the debtor (since this
does not take into account the actual result of the investment). Islamic banks,
which follow these and other concepts of sharia, are rather recent institutions in
a long Islamic tradition, but have been spreading a lot over the past ten years. In
a certain sense there are many affinities between Islamic finance and ethical
finance, especially the ideal of considering money as a means and not as an end.

Another example is the Swedish Jak Bank, which has the peculiarity of not
applying active or passive interest rates and considers the charging of interest as
the cause of the gradual impoverishment of society and economic instability.
The basic premises of Jak’s work are:

* income from interest is the enemy of a stable economy;

* interest results in unemployment, inflation and environmental destruction;

* interest moves money from the poor to the rich;

*  public interest favours projects which tend to achieve high profits in a short
time.

The ultimate goal of Jak is the abolition of speculative interest and the
creation of a society free from interest rates. Riding on the wave of this bank,
there is an idea of setting up other similar initiatives in European countries
(see Box 2.4).

Box 2.4 JAK Bank (see www.feasta.org)
Can a bank operate successfully if it does not charge interest on its loans?

Savings Points

JAK’s primary objective is to provide its members with interest-free loans. In
order to accomplish this, it must attract interest-free savings. JAK uses a system of
‘Savings Points’ in order to balance saving and borrowing.

Given the choice of borrowing without interest or saving without interest, most
of us would gladly choose borrowing. While people are generally willing to save
temporary surpluses of money in current accounts that don’t pay interest, few are
willing or able to save more significant amounts over a long period of time with no
compensation. JAK cannot, of course, lend money without having savings on
deposit and so, using an imaginative system of Savings Points, each member who
wishes to take out a loan must save money first and, over a lifetime with JAK,
every member will have saved roughly as much money and for the same period of
time as they will have borrowed. You could almost imagine JAK as allowing its
members to borrow (interest-free) from their future selves.

For a new JAK member, the first step towards an interest-free loan is to save
and thereby earn Savings Points. These are calculated as the amount saved, multi-
plied by the number of months for which it is saved, multiplied by a Savings
Factor. This factor varies according to the type of savings account the member has



http://www.feasta.org

A brief history of social banking 41

selected and is lower (about 0.7) for a demand account from which savings can be
withdrawn at any time. For example, assuming a Savings Factor of 0.9, we have:

€100 one month 0.9 = 90 Savings Points

The Savings Factor varies with the type of deposit account and is lowest for
demand accounts where savings can be withdrawn at any time (about 0.7).

Example 1: either of these scenarios would earn identical Savings Points.

After saving for a minimum of six months, a member may apply for a loan. In
order to borrow €1 for one month, one Savings Point must be redeemed. The
amount borrowed and the time taken to repay are entirely up to the member, pro-
vided that the appropriate Savings Points are available. For example, borrowing
€90 (or €9,000) over one year uses as many Savings Points as borrowing €45 (or
€4,500) with repayments spread over two years.

Example 2: a Basic Loan.

Example 3: an alternative Basic Loan, borrowing half as much but repaying it over
a longer period.
In addition to a Basic Loan that uses Savings Points already earned, members may
apply for an Additional Loan using Savings Points that will be earned in the future.
An “Allocation Factor” (currently 14) is multiplied by the member’s current
Savings Points to determine the number of points available for an Additional Loan.
Each loan repayment includes a savings instalment, and the payments are struc-
tured so that when the loan is fully repaid, all necessary Savings Points have been
earned. A consequence of this is that upon full repayment of an Additional Loan,
the member has built up significant savings. Savings made during the course of
repaying a loan are known as Post-Savings, while those that precede the loan are
Pre-Savings. Once the loan has been repaid, the balance of the Post-Savings is
available to the member to be withdrawn or, as frequently happens, to be used as
the start of saving for a new loan.

Example 4: a Basic Loan with an Additional Loan.
There is no interest charged on a loan, of course, but members must place 6 per
cent of the value of the loan on deposit for the duration of the loan, and addition-
ally pay a loan fee to cover administration costs. Members also pay 200 SEK
(about €22) when they first join JAK and 200 SEK per year as a membership fee.
JAK is a virtual bank in the sense that it has no branches and business cannot
be transacted in person. A necessary and prudent decision since the membership of
JAK is quite spread out over a large country, and also resulting in no bias against
rural members who would have to travel much further to their nearest branch. A
result of this ‘virtual’ status is that JAK members must have an account with
another bank with which to conduct their day-to-day financial affairs. Members
transfer money into or out of their JAK basic account via post giro, bank giro or
Internet. With improvements in technology and the changing financial infrastruc-
ture, JAK hopes in the near future to offer direct deposit of paycheques and credit/
debit card facilities to its members. For some members, this might negate the need
to bank elsewhere.
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Credit control

Like any bank, JAK must ensure that loans can and will be repaid. Unlike most
banks, however, JAK’s system of saving and borrowing has several unique fea-
tures that combine to give it an enviably low default rate.

A member applying for a loan is given a range of options for the loan size and
duration based upon their desired loan amount, desired repayments and available
savings points. When they have made their selection, the loan department within JAK
must assess the member’s ability to repay the desired loan. The member’s income and
expenses are evaluated with the assistance of computer software that calculates
average living expenses for individuals and families based upon age and gender.

Between 20 and 25 applications are processed per week, and 95 per cent are
approved. Most loans are secured, either against property or with a personal guar-
antor. Loans for up to 37,000 SEK (about €4,000) with 2—5 years’ duration can be
unsecured, but these are limited to 5 per cent of JAK’s turnover and so surplus
applications must be held in a queue until funds are available. The most common
reason for borrowing is to refinance a conventional bank loan obtained to buy a
house followed by purchasing a car and making home improvements.

In general, people who can save regularly are good performers when it comes
to loan repayments. The JAK system where saving must precede borrowing is
therefore ideally suited to attracting these regular savers. In addition, around
halfway through repayment of a loan there is a break-even point where the Post-
Savings on deposit are equal to the balance outstanding on the loan, and from this
point forward the loan is fully secured by the member’s savings.

Very few JAK loans end in default. Borrowers are decidedly involved
‘members’ as opposed to disinterested ‘customers’. Many feel quite strongly about
the idea of interest-free banking and this common bond goes a long way towards
encouraging good behaviour. Personal guarantors rarely need to be asked to make
good on their guarantee.

Liquidity

At the simplest level, a bank takes one person’s savings and lends them to someone
else. Ideological arguments aside, this presents some practical difficulties. First,
what if a saver wants their money back before the borrower has finished with it?
Second, what if there are not enough or too many borrowers relative to savers?

The first point is generally dealt with in the banking system by having a reason-
ably large number of savers and making sure that enough money is set aside to
cope with those who, on any given day, want some of their money back. While
individuals might withdraw their savings in a random manner, a large group of
savers will tend to be stable and predictable.

It is JAK’s policy to keep a minimum of 20 per cent of Pre-Savings available in
either a bank account or in government bonds, either of which can be made avail-
able almost immediately. Too much liquidity means that money is lying idle rather
than being lent out to members, so it is not seen as desirable to have much more
than 20 per cent on reserve. Post-Savings do not need to have a component on
reserve since these can only be withdrawn at specified times.

JAK also encourages stability from its savers by offering a higher Savings Factor
in long-term deposit accounts. JAK members can choose from six-, 12- and 24-month
deposit accounts which represent the advance notice required to make a withdrawal.
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With regard to the second point, JAK has a more difficult balancing act between
saving and borrowing than other banks, due to the fact that the two are intimately
linked by Savings Points. Most people save with the intention of borrowing in the
future. An excess of saving today could indicate too much demand for borrowing
next year.

The Allocation Factor has a central role in the relationship between supply of
savings and demand for loans. In general, the JAK board sets the Allocation Factor
to reflect the current level of liquidity within the bank. The greater the pool of
excess savings, the higher the Allocation Factor to encourage members to take out
loans and reduce the excess. Unfortunately for JAK, the relationship between the
Allocation Factor and the demand for loans is not as simple as this. In the short
term, increasing the Allocation Factor can actually make things worse, as members
decide to increase their Savings Points with a view to taking out a larger loan in
the future. Excess demand for loans would be particularly problematic for JAK.
Reducing the Allocation Factor would likely lead to an outcry from members who
had made financial plans based on a higher factor. The alternatives, however,
would be to refuse more loans or to introduce a waiting list. The dynamics of this
saving/borrowing relationship are likely to be a constant challenge to JAK’s man-
agement as the membership grows and the range of banking services offered by
JAK expands.

JAK culture

A significant amount of JAK’s energy is devoted to communicating with its
21,000-strong membership. JAK is a cooperative, fully owned by its members. In
addition to a quarterly newsletter, 24 regional offices staffed by trained volunteers
keep in touch with members through study groups and exhibitions. While JAK’s
primary function is to provide interest-free banking, it is also viewed by the mem-
bership as a vehicle for economic reform.

A recent innovation in support of economic reform is the Local Enterprise
Bank. Community members save in a special JAK account and, rather than earning
points themselves, their savings are used to provide an interest-free loan for a local
enterprise. Savings are fully guaranteed, so members are not exposed to any finan-
cial risk. The first two projects to be funded in this way are an ecological slaugh-
terhouse and a replica Viking village. It is an interesting experiment in local
finance for local projects, and so far has been very warmly received by local media
and participants. While savers don’t, of course, receive any interest on their
savings, they benefit both economically and otherwise from the improvements in
their local economy and infrastructure as a result of the projects.

Children’s banks

A very special institute working for poor people is the Children’s Development
Bank. It is the first bank in the world created to meet the needs of working chil-
dren in India. It operates according to banking and cooperative principles, and it
aims to protect the savings of younger workers and also to play an educational
function. This bank was founded in 2004 by the Butterflies Association in New
Delhi, an organization which operates in India for the benefit of working
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children, under the belief that every child has the right to enjoy childhood care,
characterized by respect of people. The awareness of the harsh reality
prompted Butterflies to launch initiatives which may protect small earnings of
young children and, at the same time, educate them in the culture of savings
which are needed to deal with daily adversities. Before the experiment of the
Bank for Children, children did not see that it was useful to save their earn-
ings. Given their life expectancy is very low, they preferred to spend it imme-
diately. Initially, in the early 1990s, Butterflies had initiated a programme of
savings and credit that guaranteed high interest to children who deposited their
money without withdrawing it for 11 months. However, children thought that
the period was too long. Thus, following a meeting, it was reduced to six
months. The subsequent development was the establishment of the credit
union, with a social capital grown by the daily deposits. They aim to provide
various services to their members: education, training, medical care and loans
to start business activities. The Children’s Development Bank (Bal Vikas
Bank) was the natural continuation of the Credit Union. Formally launched in
2004 with capital provided by the Indian National Foundation, it is entirely run
by children, while operators of Butterflies play a role as facilitators. Each child
was provided a personal record and, as for savings programmes, whoever
deposits a sum and does not pick it up for six months receives an interest
premium. Also, in addition to ensuring a safe place to keep money, the Bank
pursues its objective of creating a culture of savings in children. Children older
than 15 may borrow small amounts of cash to start small businesses. Until
now, all loans requested were repaid. This initiative has expanded rapidly in
many parts of India, and later also into other countries such as Nepal, Afghani-
stan and Sri Lanka.

The current state of the art of banks of ethical and social
finance in Europe and the world

There is no doubt, from this analysis, that the social banking sector is vibrant
and vital and it has an extremely bright future on the horizon. Savers and people
in general are approaching a fail-safe surrounding that these banks are able to
deliver a renewed social consciousness, in which money must contribute to
achieving a concrete economy and not a ‘paper’ one which has characterized the
last 30 years of financial assets worldwide. Additionally, these institutions
provide a strong demand for transparency on the use of the means which are at
their disposal.

But there is also a need for developing new technologies, respecting the
environment and nature in general. Conventional banks show a marginal interest
in these concerns, hence a sustainable and supportive future is a ubiquitous ideal.
Many serious analyses of market statistics have shown that there is a ‘desire for
ethics’ and only scarce knowledge of financial modalities blocks an even bigger
growth (Demos and PI 2009). There are also new opportunities on the horizon.
The imminent activity of the Banca Etica Europea (BEE) — between the Italian
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Ethical Popular Bank, the French La Nef and the Spanish Fiare with the first
realization of a Cooperative Company according to the European law* — will
certainly mark the start of aggregations and agreements of European ethical/
social financial entities, to give practical answers more quickly, to improve the
diffusion of the idea of ethical finance and the supply of adequate and social
operational tools to shareholders and stakeholders.

Is everything at its best? Not yet. There are still many problems to tackle and
to solve, especially at the level of economic/financial/social theory. Some of
these are important and urgent and need to be solved as soon as possible in a
‘high and appropriate’ way.

Hence, a few points can be highlighted:

1 While conventional finance travels on well-known platforms, social banking
is still in training and not without substantial differences between different
representatives. It is not enough to want to ‘do good’ and to fund ‘non-
bankables’ to qualify the theoretical reality of this new discipline. It requires
also the formulation of a new common economic, ethical or social thought
that leads to change in those situations that economic doctrine offers to its
customers. In other words, the underlying thought of social banking should
not be niche, but should aim to correct the deformity of the whole economic
system.

2 The network between different European and global entities is leading to
new economic/financial activities, including the involvement of political and
financial institutions of stature. However, there is a need to work in a legis-
lative context for new regulations that make the policy-maker recognize
new opportunities of extremely attractive instruments (with the meaning of
oikonomiké*®), such as microfinance, microcredit, social housing, etc. which
are not present in many legislative contexts.

3 It is necessary that the economic concepts of civil economy, ethical (or
social or supportive) finance, common good, etc. are better researched, justi-
fied and discussed as the path which has been travelled so far is insufficient
for their widespread diffusion. The involvement of universities and acade-
mies in general is indispensable, as is the formulation of a strong thought
that must not only be theoretically sound, but also theoretically deep and
stringent. The point of view must always be of means and of service and not
of the end. It is necessary to involve current economic activities which led
to the financial crisis in a fundamental transformation in an ethical sense. At
that point there is no need of two parallel economic directions (the so-called
ethics and the classical canonical/orthodox), but only one that can respond
comprehensively to the real demands of mankind for adequate and
supportive growth.

4 It is impossible to imagine that the ideals and the activities of social banking
would become characteristics of traditional banking. Hence, it undergoes
‘bankarization” and may fall back into a peaceful operation which silences con-
sciences but does not solve the problems, which lead people to be members
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and customers of social banks. In fact, the banks should be constantly listen-
ing and receptive, also from a practical/operational point of view, for new
ideas and dynamics given by the reflections above. In the long run, moreover,
the non-application of these concepts is likely to invalidate these banks, as
historically happened to the banks created with high ideals which soon turned
into completely commercial institutes.

5 New frontiers given by the network of social banking must be always in
contact with their community bases and should never disengage ‘from
below’. Inevitable differences are always dutifully present, because the cul-
tures of origin are various and different, but it should not ever fall into the
problem of information asymmetry (deliberately given and exacerbated by
the economic system) and misunderstanding.

Ultimately, if the current state of social banking is good, it is necessary to
keep its guard and not assume that this will be the case in the future. Too many
people put faith in these banks and institutions with respect not only to their
money but also to their own present and futures; and they rely completely, but
not blindly, on those who carry forward the framework of a new economy.

Conclusion

The historical excursus showed certain common considerations: a historical and
social continuance between old and new banks, though there was a break of a
rather long time, especially in facing basic problems given by a lack of credit
supply.*’ It is quite apparent that during the Middle Ages, the Monti di Pieta —
the first banks — did constitute a novelty with the creation of new intermediaries.
In the following centuries the supply of credit was expanded to new areas which
were still marginalized and not fully served by bourgeois and business banks.
The twentieth century saw a mix of all banking practices with the creation of
legislative ordinations with a more operational philosophy that respects collect-
ive welfare.

Social banking, which is still young, from when it was born until the last 30
years, tried and is still trying, to re-take an important philosophy based more on
the demand of credit (even as a social relation) than on the supply. Can conven-
tional banks be defined as ‘canonical/orthodox’ while the concept that is pro-
moted by social banking is defined as ‘alternative?’. Probably not, since current
finance itself is not a descendant from classical economic theory, but only
subject to a desire for the enrichment of a few that are creating poverty for many.
Therefore, is it not completely canonical finance, but truly ‘alternative’, though
in a less appealing sense of the term?

In any case it will be the quality of response, both theoretical and practical,
that social banking will give which will determine if an economic cultural
change is possible, though it has still not yet arrived. Studying the past has told
us that it is possible.
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3  Why do we need social banking?

Leonardo Becchetti

Introduction: stylized facts

At the beginning of the third millennium mankind is plagued by a three-sided
problem:

1 the persistence of a large share of individuals suffering malnutrition and/or
living below or slightly above absolute poverty standards;

2 the incapacity of the economic system to take care of environmental public
goods, in the standard interaction among private enterprises, domestic rules
and global institutions;

3 the lack of long-run correlation between increases in per capita income and
increases in life satisfaction at aggregate level which is associated with a
large and increasing share of psychological disease in high-income coun-
tries (Easterlin and Angelescu 2009; Bartolini et al. 2010).

With regard to point 1 the problem is essentially related to the distribution of
both productive capacity and bargaining power along product and service value
chains. More specifically, there seem to be some barriers that prevent the ‘trickle
down’ of the creation of economic value which, according to the most optimistic
view, should bring economic affluence from the high to the low end of the
income distribution.

The optimistic trickle down perspective proved once again to be ineffective in
the global financial crisis where previous progress in fighting poverty bounced
back with an estimated increase of 200 million suffering from malnutrition. The
main reason for this defeat is that equal opportunities, which should be the prereq-
uisite for redistribution in productive capacities, are prevented by barriers to access
to education and finance. The vicious circle of misery and lack of opportunities
produces a degradation which depletes the other fundamental factors for life flour-
ishing, that is, access to good (family and non-family) human relationships.

On the environmental side the main problem is global warming with the
(almost lost) challenge of keeping the increase of the average earth temperature
below two degrees Celsius from the pre-revolution era to today. When looking
at the environmental side, beyond the global warming issue, we must not forget
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the large impact of pollution on human health, even though its exact con-
sequences have not yet been fully assessed. As well summarized by the concept
of ‘climate justice’ the environmental and poverty problems are not unrelated:
almost 95 per cent of the victims of climate change in the 1990s were poor' since
they had no resources to insure and defend themselves against environmental
catastrophes and lived in countries which depend on agriculture and are most
affected by global warming.

Final and third, the Easterlin (1995) paradox has seriously challenged the
belief that the pursuit of economic growth would automatically coincide with an
increase in wellbeing. The paradox shows that in the United States, in the post-
Second World War period, a steady increase in per capita income was paralleled
with a stationary or slightly decreasing share of individuals declaring themselves
very happy. The paradox generated a wide debate which is still ongoing.” An
important finding in this debate is that the short-run positive effect of money on
life satisfaction is dampened by phenomena like hedonic adaptation (Frey and
Stutzer 2002a) and peer effects (Ferrer-i-Carbonell 2005), that is, comparisons
with others and oneself in the past. In addition to it, the quest for economic well-
being and the race for status may crowd out other goods (such as relational
goods) which have a much steadier positive effect on life flourishing.

To sum up, according to a famous image of Paul Samuelson, an alien landing
from Mars would be astonished observing how, in spite of the miraculous
technological progress, which creates enough economic value to rescue from
need and produce good living conditions for more than six billion people living
on earth, mankind is plagued by the above described three-sided problem.

In order to explain to the alien how this could happen we need to consider
three main factors, which are both cultural and structural and then explain in the
rest of the chapter how social banking may have a crucial role in creating virtu-
ous circles which may address these issues.

The three obstacles

The first problem behind the social and environmental sustainability is the inver-
sion in the scale of values. For several cultural and organizational reasons our
economy is dominated by productive organizations, in which one of the stake-
holders (the shareholder) dominates all the others (workers, customers, suppli-
ers, local communities).

The rationale for the dictatorship of shareholders originates from the fact that
this peculiar type of stakeholder possesses one of the most important resources
(equity capital) for the life and activity of enterprises. The superior risk, taken by
shareholders, is an additional justification for it. The power of shareholders is
reinforced by takeover and stock exchange mechanisms by which any deviation
from the maximization of shareholder value of listed firms de facto endangers
management leadership. This point, however, neglects the fact that workers (and
suppliers) take a high risk for the enterprise by investing in firm-specific human
(physical) capital.
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The fact that the maximization of shareholder value becomes the dominant
value is not without consequences for other stakeholders and the simplistic view
that such ranking of values creates benefits for all other actors is simply
untenable.

Without focusing just on the shareholder/worker conflicts the problem affects
consumers as well. Reputational incentives hold only in repeated interactions
between producers and consumers who are perfectly able to evaluate the
consequences of their choices in the short run. The consequence is that in most
economic relationships the maximization of shareholders’ wealth may occur at
the expenses of consumers (a main example is exactly that of financial and
banking scandals).

The observable consequence of this conflict is that we live to see the exploita-
tion of one ‘accidental’ part of ourselves (our being shareholders) over two more
substantial parts (our being workers and holders of relationships). The inversion
of the ranking of values is such that we are still not distant from an Aztec
economy that asks us to make ‘human sacrifices’ for shareholders.

There seems to be no way out from it under the dismal outlook of economic
culture which is plagued by anthropological reductionism (human beings are
only driven by self-interest without sympathy and commitment) and corporate
reductionism (all productive organizations are profit maximizing since only this
kind of organization can survive in the Darwinian selection of market competi-
tion). This is also because the actors, who should take care of redistribution in
this grim scenario (domestic governments and international institutions setting
the rules and defining economic policies), are weakened by shirking budget con-
straints, lack of enforcement power and risk of regulatory capture.

The inversion in the ranking of values has a clear cultural counterpart and
support in the two (anthropological and corporate) reductionisms of the main-
stream economic culture. Back to the anthropological reductionism, individuals
are 100 per cent self-interested (rational fools who lack sympathy and commit-
ment as acutely remarked by Amartya Sen in 1977), or, better, myopically self-
interested given that a healthy ‘longsighted self-interest’ understands that
passions for others are the main part of our own life satisfaction. According to
the second, only profit-maximizing productive organizations may survive in the
Darwinian selection of competitive markets (Frank 2007).?

In this dramatic scenario a potential solution is looming on the horizon: a
change, which does not originate from a sudden conversion of benevolent planners
but by the alliance between ‘concerned’ socially responsible consumers and inves-
tors, on the one side, and socially oriented, non-profit-maximizing enterprises on
the other side (Calveras et al. 2006), of which social banks form the lion’s share.

The role of social banking in devising the solutions

The solution to the three-sided problem requires an integrated vision with the
goal of increasing our capacity of producing economic value in a socially and
environmentally sustainable framework.
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A promising way to that is the alliance between socially concerned citizens
willing to ‘vote with their wallet’ for social and environmental value incorpo-
rated in the products and corporate pioneers in social responsibility, such as fair
traders or social bankers. They assume the creation of socially and environmen-
tally responsible economic value ‘retail public goods’ (Besley and Ghatak 2008)
as their main goal, conquer market shares and thereby trigger imitation of tradi-
tional corporate actors by transforming social and environmental responsibility
into a competitive factor.

In this scenario social banks, with their activity and financing priorities, play
a pivotal role in allocating financing resources to these urgent needs, helping to
move towards a new scenario of ‘integrated general economic equilibrium’, in
which the multifarious impact of entrepreneurial activities will be properly taken
into account. In the standard approach firms produce material output and the
question of social and environmental externalities is tackled by governmental
and regulatory authorities. In the new integrated approach looming on the
horizon it will be understood that entrepreneurial activities, beyond traditional
output, produce other kinds of output (waste, social values, etc.) by modifying
the environment and the society, in which they operate. The ambitious goal of
social banks in prioritizing financing to social enterprises (fair trade, micro-
finance, ethical tourism, solidarity purchasing groups, social cooperatives,
socially responsible for-profit firms) is to go beyond the dichotomy of the two
moments of production and distribution by creating economic value already in a
socially and environmentally sustainable way (Becchetti and Borzaga 2010).
These initiatives fully acknowledge that productive activities, beyond what is
considered their standard output, generate (or destroy) natural resources, human
relationships, self-esteem and social capital. However, in many paradoxical
cases, the strive for profit maximization may disregard the fact that destruction
of the above-mentioned immaterial resources may create social and environ-
mental problems, which must be addressed by public authorities at great cost.
The problem may then be alternatively handled by anonymous bureaucracies or
by grassroot organizations, which take advantage from closer proximity to the
problem, attract voluntary work and develop specific skills to address the social
issues at stake.

In extreme synthesis, the three-sided problem we face does not depend on
ignorance about its potential solutions. We know the problems and even the
rules and institutions, which might help us to solve them. We can think of
solving it with the Archimedes or with the Baron Munchausen approach.

The idea that the knowledge of such rules automatically implies that we can
implement the solutions is similar to the Baron Munchausen approach, who
thinks he can lift himself up by his bootstraps. In response to it, the solution
brought forth by the alliance of socially responsible citizens voting with their
portfolio for social banks is more similar to the Archimedes lever.* In order to
activate a socio-political process, which can lead to the creation of consensus for
new rules and institutions, we need a fulcrum and a lever. The first is the role of
savings and consumption on which all the economic system depends. The second
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is represented by the action of socially responsible pioneers such as social banks,
which challenge anthropological and corporate reductionism and, by competing
with traditional intermediaries in terms of social responsibilities, create the
premises for contagion and transformation of the economic system.

The structure of the chapter

After the introductory reflection on the socio-economic scenario and the role of
social banks in providing solutions, the chapter includes five other sections. In the
second section we illustrate the goals and challenges of social banks. In the third
section we discuss the microfinance phenomenon as a successful example of social
banking. In the fourth section we look at the crucial role of socially responsible
citizens in the success of social banking. In the fifth section we outline an extended
general equilibrium framework, which allows for non-reductionist behaviour of
firms and economic agents and, as such, ensures a socially and environmentally
sustainable outcome and illustrates the crucial impact of social banks on it. In the
sixth section we discuss the potential role of domestic and international policy and
regulation for promoting the role of social banks. The seventh section concludes.

Goals of social banking

The history of the financial systems is characterized by three generations of
financial intermediaries. The first generation is represented by village money-
lenders and goes back to the pre-industrial era even though this type of interme-
diary has not disappeared and is still working and operating in poor villages of
low-income countries.

Moneylenders usually enjoyed monopolistic operative and informational posi-
tions and could extract all the willingness to pay from borrowers, thereby creating
permanent vicious circles of indebtedness and preventing their capacity to move
beyond subsistence levels. In many cases moneylenders owned lands close to those
that borrowers used as collateral to obtain the loan and were therefore more inter-
ested in failures (and in the land) of their clients than in their solvency (Ray 1998).

These characteristics of the activity of moneylenders were in some sense the
cause of the aversion towards them, well expressed in the Bible and in the
Koran, which ultimately led to the bad reputation of interest-bearing loans.

The creation of the first banks dates back to the Italian cities of the Renais-
sance. Following and developing these historical ancestors, modern banks in the
industrial system perform some crucial roles for the economic system. They pool
savings and lend them to investors, reducing the transaction costs that investors
would have if they should collect such sums by themselves. They allocate
efficiently funds to the most promising projects thereby increasing their produc-
tivity. They transform financial assets across time by modifying their risk and
duration. Last but not least, they provide essential liquidity services to the system
by accepting to hold liquid liabilities (deposits) against illiquid assets (loans)
(Bhattacharya and Thakor 1994).
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Even though this second generation of financial intermediaries plays a much
more relevant social role, it does not solve the problem of the ‘unbankables’ or
of these who have no collateral to pledge and thereby have significantly limited
access to credit. In addition, the most recent experience of the financial crisis and
the inversion in the ranking of values (see pp. 49—53) is such that banks, driving
the profit maximization goal to the extreme, realize that financial activities
promise higher returns than traditional loan intermediation and therefore pro-
gressively depart from their traditional social functions, moving from the
‘originate-to-hold’ to the ‘originate-to-distribute’ lending approaches.’

This is the historical scenario, in which a third generation of social banks
starts operating. Social banks recover the goals that most of second-generation
financial intermediaries originally held and go beyond them.

The examples of Banca Etica, Triodos, Grameen Bank and others (see the
next section) well illustrate that social banking entails first and foremost a
change in corporate goals. The first aim of social banks is not profit maximiza-
tion but the creation of social and environmental value together with economic
value. If the goal of Grameen and other microfinance intermediaries is to
promote access to credit for the unbankables, the goal of high-income countries’
social banks such as Banca Etica and Triodos is that of using their portfolio of
loans strategically to finance projects of the highest social and environmental
value under the obvious constraint of their economic viability.

The declared goal of social banks has strong effects on their depositors and
shareholders. In the same way as consumers, buying fair trade products even at
higher prices than their non-fair trade equivalents, express their willingness to
pay for the social and environmental intangibles contained in the products,
depositors and shareholders of social banks accept lower returns in exchange for
the value of contributing to social and environmental sustainability.

The matching between socially responsible depositors and social financial
intermediaries represents the best (non-experimental) proof that anthropological
and corporate reductionisms (pp. 64—65) are false. First, individuals are not 100
per cent self-interested and (at least a relevant part of them) aim to satisfy some-
thing deeper and look for something more than the best bargain when they go on
the market. Second, not all economic organizations originate and develop to
pursue profit maximization and the vast number of them aiming at different
goals may survive and prosper even in highly competitive markets.

With the above-mentioned specific characteristics, social banks distinguish
from traditional cooperative banks, which are generally deemed as the most
socially oriented second generation of financial intermediaries. Cooperative
banks, which still represent an important share of the banking system,’ pursue by
their one share/one vote governance the goal of satisfying the needs of their
associates, the local entrepreneurs and of future generations. To do so they have
constraints in distribution of profits, which are mainly accumulated into reserves.
Traditional cooperative banks, which find their origin in the pre-globalization
era, do not have the ambition of enlarging the set of beneficiaries to other stake-
holders and do not share with social banks the extremely ambitious goal of
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changing the economic system in order to make it socially and environmentally
sustainable. While traditional cooperative firms are local, the new generation of
social banks is eminently global and retains the additional merit of creating
contagion and transforming social responsibility into a competitive feature of
globalized financial markets.

Challenges of social banking

The life of social banks is fascinating but not easy. Some of the main challenges
are related to the traditional issues of cooperative firms such as:

1 the comparatively higher difficulty in raising equity financing; and
2 the trade-off between democratic stakeholder participation and the need to
take rapid decisions in a highly competitive environment.

With respect to the first point the problem depends on the relative scarcity of
long-term and socially responsible equity capital. Socially responsible depositors
are much easier to find than socially responsible shareholders since multi-
stakeholder social banks not only remunerate their intrinsic motivation and will-
ingness to pay for the social and environmental intangible but also build trust
and satisfy their risk aversion by promising that they will not set shareholder
value before the safeguard of their deposits.

A second open issue is that of coordination between participation and man-
agement (see Chapter 4 in this book). Grassroots engagement and participation
is an important resource for social banks. The downside of it is that banking
activity requires rapid decisions and social bank shareholders often have limited
information and education to understand the constraints that the economic activ-
ity may pose to the satisfaction of their ideals. The typical solution of social
banks in this respect is to discuss wide-ranging strategic issues while delegating
day-to-day decisions to the management.

In the perspective of social responsibility the main dilemma of social banks
remains in cruising between the Scylla and Charybdis. On the one side, the risk
is that of an uncompromising and extremely severe stance, which severely limits
the operational activities in order to preserve some kind of non-contamination.
This bears the risk of significantly reducing the capacity of being a factor of
transformation for the market. On the other side the opposite risk of ‘compro-
mising too much’, fully amalgamating with traditional intermediaries, exists and
therefore the potential of social banks to transform current economic structures
decreases.

A representative sample of social banks: the Global Alliance for
Banking on Values

What are the most relevant examples of social banks in the world and what is
their performance and relative weight in terms of intermediated funds?
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A very good source of information on this issue is the evidence collected by
the GABYV, the Global Alliance for Banking on Values, an organization that
gathers some of the most relevant social banks in the world (see www.gabv.org).
The mission statement of GABV and of its members may be summarized in two
points:

1 the main goal of serving the un(der)served and, related to it,
2 the abandonment of the traditional priority of profit maximization.

An original characteristic of the Alliance is that it gathers banks from high-
income and emerging or low-income countries, making it clear that the models
of social banks in the two areas are quite dissimilar (see Table 3.1).

The Alliance partners operating in high-income countries are defined as
ethical banks: they are generally smaller banks, having easier access to deposits
from ethically concerned investors than financing loans, which satisfy the ethical
requirement demanded by such investors. The partners operating in emerging or
low-income countries are defined as poverty alleviation banks, which have the
opposite problem, that is, the amount of loans outstanding is much higher than
the amount of customer deposits. That makes them much more dependent on the
interbank market (see Table 3.2).

As a consequence poverty alleviation banks are mainly financed by bor-
rowed funds and equity while ethical banks are financed mainly by deposits
(see Table 3.3).

Overall the 12 institutions of the GABV totalled at end of 2008 a volume of
almost 6.5 billion dollars of outstanding loans (with a 20.7 per cent growth with
respect to the previous year) (see Table 3.4).

The rate of non-performing loans was extremely low for all of them, ranging
from 0.3 to 4.6 per cent (see Table 3.5).

Microfinance as a successful form of social banking

Microfinance’ (one of the main branches of social banking) represents a signific-
ant advancement in banking activities due to its superior capacity to fulfil one of
the main roles of banks in the economic system, that is, matching individuals

Table 3.1 Distinction of the GABYV banks in clusters based on their main mission focus

Poverty alleviation banks Ethical banks

Banex (Nicaragua) ABS Bank (Switzerland)

BRAC Bank (Bangladesh) Banca Etica (Italy)

BRAC Microfinance (Bangladesh) GLS Bank (Germany)

Mibanco (Peru) Merkur Bank (Denmark)
ShoreBank (United States) New Resource Bank (United States)
XAC Bank (Mongolia) Triodos Bank (the Netherlands)

Source: Scheire and de Maertelaere (2009).
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Table 3.2 Deposits—loan relationship 2008

Bank Volume of customer Volume of loans Conversion rate of
deposits (USS M)  outstanding (US$ M) deposits into loans (%)
ABS Bank 678.60 574.20 84.6
Banca Etica 786.80 394.60 50.1
Banex 37.72 133.14 353.0
BRAC Microfinance ~ 231.83 660.34 284.8
BRAC Bank 841.50 764.20 90.8
GLS Bank 1,170.20 850.90 72.7
Merkur Bank 166.60 170.00 100.2
Mibanco 490.70 781.20 159.2
New Resource Bank 143.00 112.50 78.7
ShoreBank 1,683.20 1,639.30 97.4
Triodos Bank 2,927.60 1,790.10 61.1
XAC Bank 60.30 118.10 195.9

Source: Scheire and de Maertelaere (2009).

with ideas with those who have the financial resources to support them, even
when the former cannot financially back the required loan (see also Chapter 5 in
this book). Traditionally, the banking system has successfully performed some
fundamental roles (quality asset transformation, liquidity services,® pooling of
savers’ financial resources, project selection) but it has been incapable of lending
to poor uncollateralized borrowers. This is because, in the anthropological reduc-
tionist perspective, borrowers are looked at with suspicion and are assumed to
behave like homines oeconomici.’ This strand of thought explains that asymmet-
ric information between borrowers and lenders in three crucial phases of the
lending relationship (ex ante selection of projects, interim monitoring of

Table 3.3 Financing of GABV banks at the end of 2008

Bank Poverty Financing  Financing Financing by
alleviation by equity by deposits  borrowed funds
(P)/Ethical (E) (%) (%) (%)

ABS E 7.0 91.1 0.0

Banca Etica E 43 91.2 0.6

Banex P 9.4 21.0 69.8

BRAC Microfinance P 21.0 343 45.2

BRAC Bank P 7.5 80.1 32

GLS Bank E 5.4 81.9 0.0

Merkur Bank E 13.1 75.3 2.3

Mibanco P 8.5 51.2 24.7

New Resource Bank E 15.2 84.0 0.0

ShoreBank P 6.4 64.0 30.2

Triodos Bank E 8.6 87.9 1.0

XAC Bank P 10.6 36.7 51.0

Source: Scheire and de Maertelaere (2009).
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Table 3.4 Balance sheet total and growth

Bank Balance sheet total Balance sheet total Growth Growth
2007 (in M US$) 2008 (in M US$)  2006-7 (%) 2007-8 (%)
ABS 686.3 744.8 6.6 8.5
Banca Etica 773.7 862.8 16.1 11.5
Banex 162.6 179.7 47.8 10.5
BRAC 630.3 675.2 56.0 7.1
Microfinance
BRAC Bank 691.1 1,050.9 54.5 52.1
GLS Bank 1,171.0 1,428.4 20.8 22.0
Merkur Bank 195.6 221.3 17.5 13.1
Mibanco 611.8 958.7 4.7 56.7
New Resource 126.4 170.2 211.5 34.7
Bank
ShoreBank 2,377.8 2,671.8 11.0 12.4
Triodos Bank 2,774.5 3,330.7 22.5 20.0
XAC Bank 122.9 164.4 33.8
TOTAL 10,324.0 12,458.9 20.7%

Source: Scheire and de Maertelaere (2009).

borrower’s effort and ex post verification of results) generates the three well-
known pathologies of adverse selection (higher lending rates are likely to select
worse quality/higher risk borrowers), moral hazard (borrowers may shirk if they
are not fully monitored) and strategic default (borrowers may declare at the end
of the project that they are unable to pay even if this is not the case). In this
mainstream line of thought the collateral is the fundamental deterrent, which
prevents the three pathologies and, more generally, ‘homo oeconomicus’ bor-
rowers from taking actions, which are against the interest of the bank.

Table 3.5 Bad loans

Bank Provisions for bad loans as ~ Provisions for bad loans as
percentage of outstanding percentage of outstanding
loans 2007 loans 2008

ABS 2.2 2.0

Banca Etica 0.0 N/A

Banex 34 43

BRAC Microfinance 2.0 3.5

BRAC Bank 2.1 4.6

GLS Bank 0.5 1.2

Merkur Bank 0.1 0.3

Mibanco 4.3 N/A

New Resource Bank 1.6 3.6

ShoreBank 0.4 1.8

Triodos Bank 0.0 0.3

XAC Bank 0.7 1.1

Source: Scheire and de Maertelaere (2009).a
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The success of microfinance is leading theoreticians to revise such ideas on
the lender—borrower relationship. One of the main rationales advanced to explain
the success of microfinance (and its low rate of non-performing loans in spite of
the widespread absence of formal collateral) is the mechanism of group lending
with joint liability. If group members are economically responsible in case of
failure of one of their mates they have the incentive to match with good borrow-
ers (assortative matching) and to monitor them accurately during the investment
period. In this way the bank can solve the asymmetric information problem
relying on the capacity of local borrowers of knowing and selecting each other.

However, large parts of microfinance experience do not rely on group lending
and the same Grameen Bank (the leading microfinance institution funded by
Muhammad Yunus who was awarded with the Nobel Peace Prize in 2006) in the
second and current phase of its activity (Grameen II) is no longer based on such
lending practice. As a consequence, reasons for microfinance success go beyond
group lending and cannot be understood if we are not ready to modify our
anthropological view of the homo oeconomicus. What microfinance adds to our
anthropological concepts is that there are immaterial factors (dignity, social
capital, self-esteem), which are cru