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Introduction
Banks define our future. Every investment decision writes the story of what our future will look like. This book provides an introduction to banks and financial institutions that align the impact of these decisions with the well-being of society and the planet. The urgency of the current disruptions, from the climate crisis to the stark social divides to the COVID-19 pandemic and its social and economic fallout, requires innovations and new solutions. As economic intermediaries, banks and financial institutions are in a unique position to identify and support these much-needed innovations; banks hold in their hands an important leverage point—namely, facilitating the flow of finance and money in the economy.
This book invites you on a journey to visit financial institutions around the world that have succeeded in using their unique role to take on urgent challenges. They are innovators on the margins of our financial system. And while the idea of mission-based banking and investing is not new—credit unions, impact investment funds, and microfinance institutions are well-known examples of “impact-aware” finance around the world—what is new is its rapidly growing popularity. Almost every large bank offers impact investment options to its clients. The world’s largest financial technology (fintech) firm, Ant Financial, partnered with the United Nations Environment Program to launch a green digital financial alliance. One hundred eighty-one CEOs of large US companies signed a statement saying that companies should benefit all stakeholders—customers, employees, suppliers, communities, and shareholders—a departure from how the purpose of business was framed in the past. More than three thousand businesses worldwide are certified as B Corporations, businesses that are balancing purpose and profit.1 BlackRock, the world’s largest asset manager, talks about societal responsibility and has announced that it will include climate change considerations in its investment decision-making.
While this trend toward impact-awareness in finance and business is growing, and more and more corporations are stating their intent to conduct business in socially responsible ways, there is a long road between making these announcements and actually having meaningful impact. Since 2008, we have worked with banks and financial institutions that use finance as a tool for positive change. This book shares what we have learned and explores different aspects of this emerging field: how these banks operate, what practices and tools they have developed, the systemic barriers they are confronted with, how they balance impact with profitability. The financial institutions discussed here are niche players in the financial system, but as innovators they experiment with ideas and products that can benefit the rest of the sector.
As we write, the fight against the COVID-19 pandemic has revealed the vulnerability and interdependency of our current systems and has shown that our well-being as a society depends on our ability to act collectively. Overcoming these challenges requires not only government intervention but also a transformation of how we organize our economy and financial sector. We will not be able to address the disruptive challenges we face as societies if the financial sector does not leave the neutrality paradigm behind and begins to develop financial solutions for those challenges. What the cases in this book illustrate is that banking with a mission is more than adding impact indicators to profitability goals. If climate change threatens the survival of the planet, it is not enough to report some carbon reduction; it is also vital to finance effective innovations that secure our survival. If a community suffers from the effects of systemic marginalization and racism, enabling power and self-determination should be central to the design of financial products that serve that community. We are beginning to see innovations in these financial institutions that measure their success against whether they are able to address the challenge. Doing so requires a new economic logic. We call this new logic ecosystem thinking because it requires businesses to make decisions and consider impacts in the context of the overall system they operate in—be it the community, the region, the society, or the planet as a whole.
This new logic requires new tools and business practices that enable organizations to find leverage points for systemic change. Ecosystem thinking has implications for how a financial institution is organized and run, for ownership models, and for relationships with customers. Transparency and accountability become central features, leadership approaches change, and the dialogue with clients shifts.
Chapter 1 begins with a quick visit to some of these institutions around the world—a European bank that is rethinking transparency in banking, a Canadian credit union that offers an alternative to payday lending, and a bank in Bangladesh that provides financing to small-business clients that do not have access to loans through the traditional banking system. The chapter also introduces the concept and core principles of Just Banking: banking with impact awareness at the core of the business model.
Chapter 2 asks whether profit and mission are compatible or contradictory. Why do so many impact-driven banks eventually lose their connection to their founding mission to create a positive impact? We discuss what it takes for a business to hew to a nonfinancial impact objective; we also introduce the three anchors of a mission-focused business: governance, organization, and leadership.
Chapter 3 considers whether the Just Banking model can be scaled up and identifies systemic barriers these businesses face. This chapter also traces the history of impact innovation in finance with the goal to identify learnings and core concepts that form the foundation for how we think about mission-based finance today.
Financing with impact requires that we understand what is meant by impact. Chapter 4 discusses impact measurement tools and explains the importance of a learning infrastructure for effective impact assessment. The chapter also discusses the concept of a whole-system perspective as a core feature of impact measurement.
Just Banking institutions break with the traditional business raison d’être of profit maximization for running a business. Thus, chapter 5 introduces the concept of ecosystem finance and how to rethink the economy from an impact perspective. We close the chapter by exploring leverage points for creating an ecosystem-based financial system.
The title of this book, Just Money, is the name of an online course we developed and offer through MIT edX, a program of free online courses. The word “just” in the name means both “fair” and “only.” These two meanings reflect characteristics we hope to see in the field of money and banking. The first meaning refers to how money is used and how part of the banking system is constructed to serve society as a whole: we need a fair system. The second meaning relates to the importance of money: it’s just money—nothing more, nothing less. The economy and finance are just tools to serve human beings.
This book is written for a broad audience: for interested readers concerned about the impact of the economy on societal and environmental well-being, for students of finance, for practitioners of finance in Just Banking institutions and in mainstream banks. The book contributes to the discussion about the future of finance and the necessity of rethinking and revising the economic model in ways that address the disruptive challenges we see ourselves confronted with. We cannot solve the problems we face without a new vision for the current financial system—or without adopting the core principles and practices that will make the vision a reality.
Enjoy the read!
Notes
1. B Corporation certification is issued by the global nonprofit organization B Lab after evaluation of social and environmental performance (see https://en.wikipedia.org/wiki/B_Corporation_(certification); see also https://bcorporation.net/certification).
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Just Money: Finance as a Tool for Change
A year ago, when we were walking the streets of Madrid looking for a place to have lunch, we opened an app on our cell phones and were able to find an organic restaurant just two blocks away. The app was designed by a financial institution, the Netherlands-based Triodos Bank, which has operations across Western Europe and finances social and green businesses and projects.1 This app allowed us to locate all the bank’s business customers in the area. Triodos Bank created the app because its business model is based on the concept of transparency. Customers choose Triodos Bank because they want to know how their money is used. As Triodos Bank sets social and ecological standards for its clients, the app allowed us to identify social and green businesses around us. With this app, and with a policy that requires the names of all business clients to be published on its website, Triodos Bank lifts the curtain between depositors and loan clients so that depositors know what their money is financing and with that knowledge are able to take responsibility for the impact of their money. This transparency also facilitates networking and connections among Triodos Bank’s clients, thereby growing the community of social and green businesses.
Let’s move to a different continent and another online tool created by a financial services institution. Vancity Credit Union,2 located in Vancouver, British Columbia, on the west coast of Canada, created the Fair & Fast online loan, a nonpredatory credit-building alternative to payday lending.3 Payday loans have become an increasingly popular credit option for families living paycheck to paycheck in the United States and Canada. This unsecured loan provides a cash advance based on the borrower’s payroll and employment records. Payday loans are easy to acquire and may have terms of no more than a few months. They are often predatory, designed for clients who have no other alternative to bridge a short-term cash flow gap. Because the clients are desperate for funds, the lender can charge an annual percentage rate (APR) as high as 600 percent in some cases. Clients who are not able to repay the loan on time may quickly enter a cycle of debt in which they take out additional loans to repay the rapidly accumulating interest.
Vancity Credit Union noticed that some of its members were caught in this debt cycle and designed its Fair & Fast Loan to provide a responsibly priced alternative and to help members build their credit history. Credit union members can receive Fair & Fast Loans of up to Can$2,500 with terms of up to two years. The loans are considered fair because the APR is low (19 percent as of January 1, 2020), payment terms are flexible, the language of the contract is simple and transparent, and there are no hidden fees. Since the loan is not evaluated based on the borrower’s credit score, the barriers to borrowing are reduced. An added benefit is that, unlike payday lenders, Vancity reports to credit bureaus, meaning Fair & Fast Loans can help members boost their credit scores or build a credit history.
Now let’s travel south to El Salvador and visit SAC Apoyo Integral, a microfinance bank operating primarily in that country. Microfinance describes a range of financial services such as lending, providing access to saving vehicles, and creating insurance pools for individuals and small businesses with no or limited access to mainstream banking, often because of poverty, social exclusion, or geographic exclusion. Microfinance aims to fight poverty and support clients in becoming self-sufficient. Integral was founded as a credit program by the nonprofit Salvadoran Foundation for Integral Support (Fundación Salvadoreña de Apoyo Integral, FUSAI) and has since become one of the fastest-growing microfinance institutions in Central America. This accomplishment is particularly impressive in light of the challenging socioeconomic conditions in El Salvador. After a two-decades-long civil war that ended in 1992, extreme levels of violence have persisted. The violence has made El Salvador one of the most dangerous countries in the world. There has also been a mass exodus of Salvadoran workers to the United States, and remittances from these workers make up around 17 percent of El Salvador’s GDP.4 In these conditions, Integral focuses on the segments of the Salvadoran population that are most in need of economic development and support. However, unlike many microfinance organizations, which operate primarily with a profit motive, Integral is driven by a mission to improve the overall quality of life of its clients and their communities. In addition to financial services, Integral offers technical assistance for home improvement, micro health and life insurance, and free financial and environmental education, among other programs. Integral develops long-term relationships with clients and uses quality-of-life improvements as an impact measure. Improvements should be sustainable in the long run and should be measurable not only in financial well-being but also in education, health, and living conditions.
Let’s make a final stop in South Asia, where we step into a branch of BRAC Bank in Bangladesh. Sir Fazle Hasan Abed founded BRAC, one of the world’s largest nongovernmental organizations (NGOs), to address urgent humanitarian challenges in Bangladesh and several other countries.5 BRAC operates as a microfinance institution and also runs schools, health centers, crisis relief operations, and institutions of higher education. While microfinance, if done well, can be a first step toward a family in need securing an income, growing a business requires access to financial tools that go beyond microfinance. The next larger loan size is often called the “missing middle” because of the systemic gap in finance in providing these medium-sized loans.6 Getting a loan can be a problem for small and medium-sized enterprises (SMEs) not only in Bangladesh. SMEs in Australia, Germany, the United States, and other high-income countries face the same challenge. The main reason is that this loan size is harder to standardize. It is more expensive for banks to service one hundred loans of $10,000 each than one loan of $1 million. But loans to SMEs are important for job creation and innovation in our economies and therefore are relevant to society as a whole.
In Bangladesh, Sir Abed and his team founded BRAC Bank, in part to address this challenge. BRAC Bank has become the largest provider of collateral-free loans in Bangladesh. Doing away with the requirement for collateral allows BRAC Bank to finance new and small entrepreneurs who have no credit history, which is common in an environment where small businesses rely primarily on cash transactions. BRAC Bank fills a systemic gap and addresses a structural challenge in finance.
Just Banking: From Ego-System to Ecosystem Finance
The financial institutions described here are examples of what we call “Just Banking”—they use finance as a tool to address social and environmental challenges. These banks translate the ideas and practices of a socially responsible enterprise into the financial sector. The socially responsible business model combines the entrepreneurial dynamic of a for-profit business with the objective of creating a positive social or ecological impact. To the goal of profitability these businesses add goals they believe will create a positive impact beyond their organizational boundary. By expanding the purpose of the business to include impact objectives, they use their innovative and entrepreneurial potential to proactively address societal challenges. Examples of social business can be found around the world and in all sectors, whether it is designing an ecological clothing line, producing sustainable cleaning products, or employing a workforce recruited from marginalized communities. Social businesses range from those that integrate a few socially responsible practices into their operation to those that create an entire business model driven by social impact.
This way of operating a business has many names: mission-driven business, social business, and triple bottom line (people, planet, profit), to name a few. But the common denominator is the decision to intentionally shift from a focus on just one variable, namely, profit, toward the impact the business has on the ecosystem in which it operates. We describe this intentional shift as moving from ego-system to ecosystem awareness.7 Ecosystem awareness describes how an entrepreneur or a business makes decisions and sets objectives that advance the well-being of the ecosystem. The ecosystem of a company includes all key partners and collaborators that need to connect and collaborate differently in order to change how the system operates. An ecosystem can be the community in which the business is operating, the sector, or society as a whole. Ecosystem thinking requires actors to consider their impact on the larger ecosystem in their decisions. SAC Apoyo Integral’s creation of a range of interventions in the communities the bank serves, from microloans to insurance to financial education and technical training, requires the bank to look at the impact of its operations on the community as a whole, not just on individual customers.
As our journey to financial institutions around the world illustrates, stepping into this ecosystem perspective and creating a positive impact with financial institutions requires structural innovations and changes to standard financial practice. These changes include increasing transparency, developing client-centered innovations, and putting in place new operational processes. The shift also has implications for the culture and leadership of the organization. Although this type of banking has existed for years, a growing number of financial institutions are aiming to innovate ecosystem finance practices and methods.
Banks that put positive societal impact on an equal footing with or even before profit challenge the popular image of banking. Why do these banks exist? Are they merely exceptions to the rule, or are they innovating in ways that will influence how we think about the role of banking in the future?
Banks Define Our Future
Addressing the urgent challenges of our time, such as climate change, health, and inequality, requires a host of systemic interventions. We propose that finance should be included in this discussion. In many ways, banks define our future. Tamara Vrooman, the CEO of Vancity Credit Union, summarizes the relevance of banks as follows:
The allocation of capital is one of the strongest determinants of the future society that we create. Who gets a loan, who doesn’t, who gets equity, who doesn’t, really determines the kind of future we’re creating. We need to think about how we allocate capital in the context of the current climate crisis, and we need to act quickly. This is an emergency that won’t be fixed by bailouts and interest rate tweaks. But it can be effectively addressed by sustainable finance. Today, financial institutions number among the world’s largest companies; our sector has an enormous economic and political footprint. We should be rallying that influence by developing new partnerships, rethinking old business models, and redefining some of the assumptions that lie at the foundations of our economy.8
Every business has an impact on societal well-being, whether it is a positive impact, such as the provision of goods and services, or a negative impact, such as environmental pollution. But as intermediaries, banks play a unique role in the structure of an economic system, and therefore the impact of their decisions is magnified.
Banks facilitate financial transactions, a service that every actor in the economy depends on. Banks’ role as intermediaries and the fact that they deal with money make them different from any other business. Access to financial services is the entry card to the economy, and banks and financial institutions are the gatekeepers. If banking fails, economies collapse. And as Tamara Vrooman suggests, this is why banks get rescued by governments and by taxpayers.
Combining banking with a mission is not a recent innovation. Credit unions, which are cooperative financial institutions owned by the members they serve, began operating in Germany and England in the nineteenth century.9 The foundational idea of credit unions was to help members, usually from low-income or marginalized communities, save money and gain access affordable loans. This concept spread through Europe and arrived in the United States at the beginning of the twentieth century. Socially responsible businesses, which combine an emphasis on societal impact with a for-profit business model, also are not new. These businesses have become popular in many parts of the world over the past thirty years. And in finance we have seen a rise in the popularity of socially responsible and impact investment.
In the aftermath of the global financial crisis of 2007–2009, the public debate over the role and responsibility of banks changed. Since banks were rescued using taxpayer money, the question of their accountability to the rest of society has been posed prominently. A heated topic was the revolving door between bankers and government officials; another was the financial deregulation of the 1980s and 1990s, especially the 1999 repeal of the Glass-Steagall Act in the United States. The Glass-Steagall Act was written into law in 1933 to restore confidence in the banking sector after the financial crisis of 1929. A core element of the act was the separation of commercial banking from investment banking, with the aim of protecting banking from the more high-risk investment banking activities. Another essential part of the act was the creation of the Federal Deposit Insurance Corporation (FDIC), which provides deposit insurance to depositors in the United States.10 As the debate continues over whether and how to regulate institutions in ways that protect consumers and reinforce the unique responsibility banks carry, banks and policymakers have slowly begun to change their rhetoric and approach. For example, the European Commission published an action plan for sustainable finance in 2018 that includes a regulatory proposal to support sustainable investment.11
Finance and Money—the Access Cards to Our Economy
Access to financial services is the entry card to the economic system, and without access, consumers and entrepreneurs cannot fully participate in it. We find underbanked and unbanked communities and individuals in most regions of the world. A 2017 survey by the FDIC concluded that 25 percent of Americans are unbanked or underbanked, meaning they have no or limited access to financial services.12 Globally, 30 percent of all adults are unbanked or underbanked.13
There are many reasons why people have limited or no access to banking services. For example, the costs of maintaining and running a brick-and-mortar branch in sparsely populated rural areas might be too high for the bank to be profitable. But racial or ethnic discrimination can also limit access to financial services. A well-documented example in the United States is the practice of redlining. In 1935 the US Federal Home Loan Bank Board drew lines around particular neighborhoods on maps and shared these maps with banks. Redlined neighborhoods were considered more financially risky than bluelined neighborhoods. Those lines were often drawn based on the racial makeup of the neighborhoods and created a self-fulfilling prophecy. Residents of redlined neighborhoods could not access credit in the form of a mortgage or a loan to start or expand a business, regardless of their actual creditworthiness. This practice helped create a vicious cycle of disinvestment in minority neighborhoods in many US cities and opened the door for predatory lenders to fill the void.14 Though redlining has been illegal since the 1970s, the practice created long-term damage to the economic outcomes of communities of color in the United States that can still be seen to this day. This is one prominent example, but financial discrimination based on race, ethnicity, or immigration status is pervasive around the globe, limiting economic access and with that, opportunities to build wealth, power, and well-being.15
Banks’ decisions as to what to fund, where to invest, and whom to serve have ripple effects that extend far beyond the economic realm. Thomas Jorberg, the CEO of GLS Bank in Germany, one of the earliest social and green banks in Europe, summarized this in reflecting on his early experience as a banker:
One of the first things I learned when I began my training as a banker was from one of my mentors. I will never forget this. He said, “a loan can destroy a life, and a loan can save a life.” I then realized banking is about humans taking responsibility for what is happening with their money and what their money gets invested in.16
The criteria banks include in their decision-making processes matter, not just to the bank but to society overall.
Just Banking: Using Finance as a Tool to Address Societal Issues
What we call “impact” can come in many forms—poverty reduction; reducing carbon emissions; increasing affordable housing stock; growing local, sustainable food systems; providing banking services for underserved communities. The principles of Just Banking that are outlined in this book are part of a growing movement among businesses that combines financial profitability with social or environmental impact, or both.
Says CEO Jorberg of GLS Bank:
The founding idea [for GLS Bank] that was developed at the end of the ’60s was to use and invest money in a way that initiates positive social, ecological, and cultural developments in our society. The founding idea really was to use money to shape society. You can use money in a conscious way to shape society in a social and ecological way. A lot of people want this today, and we invest their money in a way that they know they’re financing an educational project, or regenerative energy, or an organic farm. I can connect my intention, my ideals, and my ideas with the way I invest my money and with that I can shape society.17
This form of finance fits our definition of Just Money—money being used in a responsible manner to support the activities of the real economy and aim for a positive impact on the ecosystem the institution serves.
How Is Just Banking Different?
All banks weigh nonfinancial risk assessment criteria when making an investment decision, but Just Banking makes the impact analysis central. Says Peter Blom, CEO of Triodos Bank : “Our first priority is to have impact.”18
Triodos Bank describes impact as follows:
Having the power to transform, directing money so that it benefits people and the environment over the long-term. Our vision on measuring impact reflects a focus on delivering our mission. That means we try and find qualitative evidence of the impact first and foremost and back it up with numbers when it’s relevant.19
Financial institutions have different options for integrating impact assessment into the financial decision-making process: they can be reactive, proactive, or both.
1. Reactive: Banks create policies and structures to protect their investments from social and ecological risks or in response to changing public opinion or regulations. Climate risks might cause banks to pull out of investments that contribute to climate change, such as coal mining. However, they must consider whether divestment could hurt their brand, or whether proposed regulations could cause them to revisit their decision.
Amy Domini, a pioneer of the socially responsible investment movement, describes how she began to integrate impact into investment decisions:
In 1975 I started working as a retail stockbroker in Cambridge, Massachusetts. That job description doesn’t exist anymore. … Each morning at 9 o’clock we listened to a squawk box, which would announce, “We think that this particular company is an excellent buy right now. Here’s the reason.” If you liked the reason, you would call your clients and say, “We think this is an excellent company to buy right now, and here’s the reason.”
I found myself occasionally getting pushback from clients for unexpected reasons. … They would say to me, “They make weapons, don’t they? No. I’m not interested in owning part of a weapons manufacturer.” Or they would say, “Aren’t they a paper company? You do know I’m the head of the local Audubon Society and I spend all my free time fighting paper companies and the dioxin they spray on forests.” I began to realize that it was hard enough to find a client who wants to take your phone call. I didn’t want to be introducing ideas they found offensive. So, I started taking a new approach during the getting-to-know-you stage. When first meeting a new client I began to ask if there were areas that they would rather not hear about investing in. The result was remarkable.
When the question was posed, virtually everybody said “Yeah, I suppose I wouldn’t want to invest in something that actually hurts children.” Virtually everyone would draw the line at something. That got me thinking that I really needed to understand this aspect of the investment process. It’s easy enough to listen to an announcement that such-and-such a company has a great shot of going up. It’s a lot harder to know whether or not the client is inclined toward that idea. People tend to come to the field of what I’ve since then called “ethical investing,” because of a desire to not be in conflict with themselves, hopefully to become confluent with themselves in the investment process.20
The socially responsible investment movement, also known as the impact investment movement, was launched in the late 1970s and early 1980s, and has grown ever since. It began by excluding specific investments that were not aligned with the objectives of the investor. Some banks describe this reactive step of excluding investments as “minimum criteria.” For example, Triodos Bank excludes investments in gambling, nuclear power, weapons, genetic engineering, and factory farming. Process-related exclusions include violations of labor or human rights, and corruption. On its website, Triodos Bank also posts position papers on specific subjects, such as animal testing, human rights, and renewable energy. These position papers summarize the current thinking in Triodos Bank on different topics and inform both internal stakeholders such as loan officers and external clients of Triodos Bank’s position on a wide range of topics.21
But reactive exclusion alone does not necessarily have the positive impact needed to address all challenges and issues. Banks also take proactive steps.
2. Proactive: Positive investment criteria aim to actively create impact. Some financial institutions were founded with the purpose of generating a positive impact on a community or a specific group. Says Matthijs Bierman, director of the Triodos Bank branch in the Netherlands: “Triodos Bank’s competitors have a banking model that is very different. They mostly avoid the wrong kind of investments, so they have a lot of exclusionary criteria. Whereas we deal with much more positive criteria, we deliberately seek out those activities which drive positive change.”22
The main challenge of this proactive approach is understanding the impact of an investment decision. We dive into this question in chapter 4. With both approaches, reactive and proactive, the financial sector is participating in a trend that has engaged the rest of the corporate world for some time. Entities that operate with the double or triple bottom line in mind (people, planet, profit), such as B Corporations—businesses certified according to their social and environmental impact—and social or green businesses, can be found around the world. What all these businesses have in common is a simple innovation: directing entrepreneurial energy toward disruptive solutions to societal challenges. What they all struggle with is understanding the complexity of assessing and expanding the societal impact they are aiming for.
Where Does Your Money Sleep at Night? Principles of Just Banking
We have learned in our work with Just Banking institutions and social entrepreneurs that combining profitability with a mission requires a different set of tools, methods, and practices from those used in mainstream banking. Including quantitative objectives in day-to-day operations changes how a business is organized and how it assesses its success. The first step in Just Banking is to ask what impact the investment will have on society.
Tina Narron, chief lending officer for Verity Credit Union, a midsized credit union in Seattle, Washington, that is shifting its corporate strategy toward Just Banking, shared this anecdote in one of our conversations:
Last month we declined a financially solid loan application for the first time because of impact reasons. That was new for us. We told the customer: “You will easily find a bank that will fund this development. From a financial point of view this is a solid project. But the project will displace tenants, and because of that we are not able to fund you.” The customer accepted this. This was a strange experience for us, but we were all aligned here.23
This decision illustrates the core idea of Just Banking. Understanding the impact of a loan is central to decision-making. The lender is required to introduce transparency into a decision and to dig deeper into the potential impact of making a loan.
Here is an example provided by Patty Zuidhoek, director of business banking for Triodos Bank in the Netherlands:
Although we are proud to help finance the energy transition and believe we need a lot of renewable energy, and solar is one of our key sectors, we decided not to finance [a] large quantity of solar panels on the roof of an industrial operating farm because this nonorganic farmer wanted to reduce his energy costs [in order] to have money to hold more pigs in his farm and expand the number of intensively held animals. We had no agreement on a mission level about animal well-being, diversity, usage of chemicals, etc. with the farmer. If the farmer would have wanted to change his farm to organic, we would have done the financing of the solar panels.24
Over time, Triodos Bank has developed position papers on the different fields in which it operates, such as agriculture and renewable energy. Patty Zuidhoek uses this background research to assess the loan applications she receives: yes, increasing renewable energy is crucial to address climate change, but no, industrial agriculture is not acceptable. Which of these two elements in the loan application is more important?
Just Banking institutions have developed different processes to help them respond to this assessment challenge. Solutions range from applying exclusion and inclusion criteria to innovating the process of assessing a loan application. An exceptional example of this comes from Banca Popolare Etica, a cooperative bank in Italy. The bank’s members are also owners of the bank. Banca Popolare Etica trains some of its members to participate in the impact assessment of a potential business loan. The loan cannot go forward without the approval of the member reviewer.
The following core principles summarize what we have learned from a decade of work with Just Banking institutions:
Principle 1: Just Banks Use Finance as a Tool to Address Societal Challenges
This first principle is about intentionality. “Neutrality is a lack of responsibility” is the way Pierre Aeby, the longtime CFO of Triodos Bank, describes his philosophy.25 Just Banking is not a neutral approach to banking; it takes a position by asking, is this investment good for society or not? Understanding the impact of a loan decision might not always be clear-cut and easy, but asking the question is the starting point for Just Banking.
Societies today are faced with disruptive challenges on a global scale, including climate change, the COVID-19 pandemic, inequality, and refugee crises. Regulatory responses to these challenges are effective but reactive, meaning they address the challenges once those challenges receive enough attention—for example, attention from stakeholders such as NGOs that push for CO2 emission goals, or from advocates for refugees. Also, new regulations take time to put in place. Social entrepreneurship aims to take a proactive approach by directing innovative and dynamic capacity toward societal challenges. Fairphone in Europe is developing a socially and ecologically responsive cell phone whose materials are sourced in a responsible way, including the working conditions for miners, and is designed so that it can be taken apart and be repaired. The clothing retailers Patagonia and Eileen Fisher are producing socially and ecologically responsible clothing lines and experimenting with circular economy processes—for example, by developing supply chains that seek to eliminate waste, reuse materials, and minimize the use of scarce resources. Eileen Fisher will take back gently worn clothes from customers and resell them. Patagonia encourages repair of its products and even offers a repair service.26
This core principle of Just Banking is about recognizing the unique role financial institutions play in society and leveraging that role to create positive social impacts.
Principle 2: Just Banking Is at the Core of the Business Model
Most banks have a corporate social responsibility (CSR) department or social or green portfolios that are add-ons to their main business operation. What distinguishes Just Banking is that the mission and impact objectives are at the core of the business model. The mission is not part of a branding campaign but is where the business generates its profits. Says Peter Blom of Triodos Bank, “Our customers come to us because they want to make sure their money is doing good in the world. Losing their trust is the biggest risk of our business model.”27
This business model requires decision-makers to step outside the boundaries of their organization and add impact analysis to the financial review of every investment decision. The quantitative objective of profitability is joined to an expanded qualitative review of impact. The task of balancing these two assessments reaches into every part of the organization: the leadership, the compensation policy, relationships with customers, risk analysis, and the communication strategy. In our work with Just Bankers, we often hear that they need to reinvent the conventional tools of banking from an impact perspective
In an impact-driven business model, a qualitative impact analysis of any business decision is integrated into daily practice. Every bank or financial institution includes qualitative criteria in its decision-making process, but mostly from a risk-analysis perspective. Just Banking conducts this qualitative analysis to determine whether and how investments will improve the social and ecological well-being of society. This requires an intentional shift toward ecosystem thinking, stepping into the perspective of the ecosystem in which the bank operates.
This is easier said than done, and we delve into the different forms of impact analysis in a later chapter. Briefly, however, what we have seen in mission-driven banks over the past decade is that operating according to a double or triple bottom line leads to financial innovations that differentiate these institutions in the market, such as the Vancity Fair & Fast Loan or the Triodos app mentioned earlier. It also requires new ways of operating, through innovations in leadership, processes, and organizational structures.
Principle 3: Just Banking Is an Activity: Aligning the What, How, and Why
No bank operates as a Just Bank 100 percent of the time. Even the greenest and most socially responsible bank is required to park some of its cash reserves with its national central bank. In that moment, the bank loses control over what its funds are invested in. So, Just Banking is not maintaining a status quo; it is an activity. Banks engage in Just Banking when they use finance as a tool for social change.
An easy way to identify Just Banking practices in the financial sector is to ask three questions: What, how, and why.
Because we define Just Banking as an activity, these questions can be applied not just to the banks but also to the companies and individuals they choose to invest in. Let’s apply these three steps to an example. I am concerned about climate change and want my money to be invested in renewable energy. I identify an opportunity to invest in a wind farm. That is the “what.” The result of my investment is the production of renewable energy. Next I ask “how.” Where is the wind farm located, and how will its operation affect the local community and the nearby environment? How will the wind farm be managed? Will the workers be paid a living wage? If not, what compromises can I accept and still consider this a socially responsible investment? Will the communities near the wind farm benefit in any way from the construction? Finally, I ask “why.” Why is this wind farm being constructed? Who will reap the profits? Who will own it, and what are the intentions of the owner: to maximize profit at all costs or to balance profit and impacts on society?
As one coworker in a mission-driven bank told us, “In my old job, I always knew what the target was: maximizing profit. Now my work is so much more complex. I have to review every step on the way, and it is much more difficult to understand when I fulfill expectations.”29
Principle 4: Just Banking Balances Standardization with Context Awareness
The more a bank standardizes its business, the lower its costs, and thus the higher its profits if all other factors remain constant. This principle applies to all businesses, but to banks especially. Why? The more a bank standardizes its products, the less attention it needs to pay to the context of an investment and the lower its operating costs.
Standardization increases efficiency in an organization. But standardization disconnects the bank from understanding and responding to the local and differentiated needs of clients and communities. Finding the right balance of these opposing goals is the art of Just Banking.
This challenge of balancing standardization with the context is old news. The Community Reinvestment Act (CRA), which encourages regulated financial institutions to invest in local communities, became law in the United States in 1977 and was given teeth by the Clinton administration in the 1990s through increased reporting standards and enforcement. The CRA was an attempt to counterbalance the tendency of US banks to disconnect from context and underinvest in low- and middle-income communities.
While investors are often pulled toward large national and international projects and business opportunities, SMEs at the local level can struggle to access loans. As we described earlier with the example of BRAC Bank, this missing middle is a structural issue in banking that mirrors how the interests of a bank and societal needs can be misaligned and how the pull of standardization can create systemic deficiencies—for example, when banks standardize their business loans and new and small businesses or innovative new initiatives don’t fit into the standardized assessment scheme.
This fourth principle is a challenging one for Just Banking. It requires a bank to develop and integrate operational policies and structures that allow it to balance these two opposing objectives: connecting to the specific context of an investment and standardizing an effective operation.
Principle 5: Just Banking Requires Transparency and Accountability
A business model that uses finance to address societal challenges creates opportunities for the bank to connect its customers to the impact it is creating. Consequently, transparency is central to the success of Just Banking. Several banks in Europe that operate on Just Banking principles require all their business clients to agree that their names will be made public. At the beginning of the chapter we described the Triodos Bank app that allows anyone to find Triodos customers on an interactive map. GLS Bank in Germany, Merkur Bank in Denmark, and ABS in Switzerland do the same: every business loan is published on the website, on an app, or in the bank’s customer magazine.
This level of transparency lifts the curtain between the depositors and the creditors and in doing so answers the question, What does your money finance? This transparency also increases the level of accountability between the bank and its clients. Customers have access to data about what their money finances and are invited to ask questions and provide feedback about the funded projects. This level of transparency makes banks accountable for what they fund, but it also increases the reputational risks: that is, if customers find the bank is making investments they don’t like or they believe do not fit with the bank’s mission, they may choose to pull their money out of the bank.
MIT’s Simon Johnson, a coauthor of 13 Bankers: The Wall Street Takeover and the Next Financial Meltdown,30 sees transparency and accountability as core features of banks in the future, and argues that the digitization of the financial sector will advance this trend:
I believe we will see in the future of banking much more transparency, much more accountability, much more visibility so you can see what not just banks, but other companies are doing. This is what we’re going to get with the decentralized set of technologies that are loosely referred to as blockchain. You’re going to have a lot more visibility of who did what and when. Intermediaries like banks are going to have to choose how much they show to different stakeholders.31
Transparency requires banks to invite their stakeholders into a dialogue about impact and objectives. At the end of the day, impact-driven banks are accountable to the communities they serve. The task they face is how best to create accountability processes that balance effectiveness, entrepreneurial opportunity, and impact. Some of these processes are more tangible than others. A governance structure anchors accountability to shareholders and members of the business. Annual impact reports, for example, are tangible forms of accountability to stakeholders. But the bank might also integrate less tangible forms of accountability into how it operates that helps it stay connected to its mission. When you sit in a meeting room in Triodos Bank you will see one red and one green chair among the black chairs around the conference table. The green chair is a reminder to consider the future of the planet at each meeting; the red chair is a reminder that your decisions will affect the future of the community. Operating with impact requires paying attention to the voices of those who have no seat at the table when decisions are made.
Just Banking: Innovation at the Margins
These five principles distinguish Just Banking practices and explain how this form of banking and finance differs from the mainstream financial sector. Just Banking involves our human capacity to assess, innovate, and be entrepreneurial, and it requires the skills to step into an ecosystem perspective. Ecosystem thinking is the intentional assessment of a decision from a system perspective and an exploration of the negative and positive impacts of a decision from this perspective.
Just Banking occupies a small niche in the financial sector. But as the mainstream discussion begins to question the role, function, and impact of banks, this book asks whether these niche players can provide lessons and insights that are valuable for the sector as a whole. The following chapters explore practices, tools, and ideas that these innovators have developed and tested. They also ask whether these innovations are marginal or whether they can be scaled up for the benefit of the entire financial sector.
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The Anchoring Triangle: Rethinking Governance, Organization, and Leadership
The history of Just Banking businesses shows that the intention to create positive change in society is an objective that can easily be lost or watered down. Even when they are founded with a mission to create positive change in society, businesses do not always succeed in keeping this mission alive over the long run.
An example here concerns a small public bank owned by a municipality in Germany. When the city of Berlin, Germany, like so many cities around the world, began to see a speculative shift in its real estate market after 2014, some investors jumped on the opportunity to profit from rising demand and began buying and flipping real estate, often displacing long-term residents. One of these speculative investors was funded by a mission-based bank in southern Germany, a Sparkasse (savings bank). The explicit mission of the bank is to operate regionally, so why would a bank owned by a municipality four hundred miles from Berlin speculate in this heated market? It seems that the pull of high profit margins won out over mission and purpose.1
As action researchers, we have worked with banks that have followed Just Banking principles for decades, as well as with banks that have only recently decided to shift toward operating according to Just Banking principles.2 What we have learned in our research is that successfully combining profitability with a mission requires an “anchoring of the mission” in the organization. There are three core anchors: governance, organizational structure, and leadership.
Is There a Trade-off between Profit and Mission?
One frequently asked question about Just Banking is whether there is a trade-off between profitability and the mission to create a positive social impact. The few studies that compare mission-driven businesses with conventional businesses have concluded that the impact of the mission-driven operation on profitability varies, which is not surprising.3 Business profitability depends on many factors, including the maturity of the markets, the competition, and organizational efficiency. It is difficult to isolate the impact of a mission objective from that of the rest of a business’s operations.
A different response to whether profit and mission compete comes from Pierre Aeby, former CFO at Triodos Bank. He argues that the role of profit changes in a mission-driven organization, and that this applies not only to Just Banking but also to any social business or social enterprise that operates with double- or triple-bottom-line objectives (people, planet, profit). “Profit is not the goal, but rather an indicator of whether we are successful. Our objective is not to maximize our profit but to create a fair profit that allows the business to operate in the long run.”4
Aeby thinks about profit from an impact perspective, which requires an intentional shift toward ecosystem thinking. The overall purpose of his organization is to achieve impact; consequently, profit becomes one among several objectives that support this overall purpose. Most important, profit enables the business to operate and to increase impact; without profit, the bank would close. And second, profitability serves as an indicator of the level of organizational efficiency. In this view, profit is a means to an end, not an end in itself.
The shift from profit as the main objective of the business to profit as an indicator is not a technical change. Profit is still calculated in the same way, but seeing profit as one goal among others requires an intentional shift. Redefining profit has a very real and tangible impact on how a business is run—for example, how the organization is led, what kinds of products and services the business provides, and how success is measured. This shift affects all areas of the business and must be intentionally incorporated into everything from lending practices to key performance indicators. For example, a loan review committee must consider the social and environmental impact of prospective borrowers’ use for the funds. When transparency is core to the business model—that is, when a bank wants its customers to know what their money is underwriting—the communications and marketing departments need to incorporate this objective into their strategy.
It is this balancing of several objectives that differentiates Just Banking institutions from conventional banks. Just Banking requires operating from what we call an “ecosystem perspective,” which describes decision-making from a perspective that explores the negative and positive impacts of a decision on the whole system. Operationally, ecosystem thinking requires a bank to (1) develop new organizational practices and processes that reflect the business’s impact on its ecosystem and (2) design a business operation that is capable of pursuing the various relevant and sometimes competing business objectives.
The increased complexity of operating according to Just Banking principles also comes with opportunities to innovate and enter new markets. In the 1980s, Netherlands-based Triodos Bank and Germany’s GLS Bank were the first banks in Europe to develop financial products that enabled investments in wind energy, a market that is well established today. After the global financial crisis of 2007–2009, Just Banking institutions saw an unprecedented increase in customers.
Moving beyond profit or shareholder value maximization as the sole business objective is an emerging field. But the pressing challenges of our time, from the climate crisis to inequality and public health, are pushing the diversification of business objectives into the strategy decisions of more and more companies, which acknowledge that their impact on society is a variable they need to consider in order to succeed. The moment a business begins to integrate social impact objectives into its operations, the question of how to implement this shift arises. How does the relationship between the customer and the loan officer change if the loan officer receives a bonus? How does an organization develop a compensation scheme that reflects its values as a socially responsible business and create the working conditions for integrating the mission objectives into the organization?
When maximizing profit and shareholder value is no longer the only variable determining the success of the organization, the complexity of how to define success increases. The intentional shift toward aiming for a positive impact on the ecosystem the bank operates in requires a broadening of the assessment process and an alignment of the operational functions. The organization needs to adapt and innovate in ways that integrate all objectives, even when they compete with one another.
Institutional Anchoring of Just Banking Principles
When we present Just Banking to students, we usually get two reactions. The first is surprise that Just Banking exists. The second is the expectation that banks following these principles will lose or reduce their impact focus over the long run. There is some truth to that, for Just Banking institutions must balance several, sometimes competing, objectives.
Successful impact-focused banks anchor their values and mission at different levels of the organization and its operations. “Anchoring” means these banks create practices, policies, and structures that support the impact objectives and connect them to day-to-day operations. For example, a loan assessment by GLS Bank in Germany has two steps: the financial assessment and the impact assessment. Only if a loan application passes both steps is it approved. Banca Popolare Etica, a cooperative bank in Italy, developed a new loan assessment process that includes the bank’s own members in evaluating the impact of a loan. The financial assessment is done by the bank, but Banca Popolare Etica trains volunteers from its member base to conduct an impact assessment of loan applications. If a proposed project fails the impact assessment, even if it is financially strong, the loan does not go forward.
Another loan innovation practice from an impact perspective is requiring all business loan recipients to agree that their names will be made public, as Triodos Bank does. This practice ensures full transparency. Customers can see what their deposits finance, and they become part of a community of people who share the same intent: to put their money where their ideals and ideas for the future lie.
These are some examples of how the impact objective changes the operation of a Just Banking institution. In a for-profit organization, anchoring a mission requires reinventing some of the core operations and structures. The anchoring triangle shows the three important anchors (see figure 2.1).
Figure 2.1
Anchoring triangle of Just Banking
Governance
The governance model of a company defines the legal structure of the organization—the ownership model and the decision-making bodies—and with that puts core procedures for oversight and accountability in place.5 The governance structure has critical implications for the business model, the overarching strategy, and day-to-day operations.
Designing the right governance structure is a challenge not just for mission-based businesses. One example that illustrates the relevance and complexity of the governance question is the recent trend, especially in high-tech and family businesses, to introduce dual-class shares when going public. The share class offered to the general public comes with limited or no voting rights, while the share class available to founders and executives comes with more voting power. The purpose of having two types of shares is usually to ensure that the founders or family retain control of the company. Well-known businesses that use dual-class shares include Facebook, Alibaba, LinkedIn, and Snap Inc. In Facebook’s two-tier voting structure, class A shareholders have one vote per share; class B shareholders, who comprise Facebook’s management and directors, have ten votes per share. Founder and current chairman Mark Zuckerberg controls 58 percent of the company’s vote because he holds 75 percent of Facebook’s class B shares. Attempts by external shareholders to limit Zuckerberg’s power, especially in the wake of criticism of Facebook’s faulty privacy policy and data breaches, have failed because Zuckerberg controls the votes.
Snap Inc., the camera and social media company that produces Snapchat, stepped into the extreme end of this trend when its initial $3.4 billion public offering in 2017 gave investors zero voting rights. Hong Kong’s stock exchange lost out to the New York Stock Exchange for Alibaba Group Holding Ltd.’s record $25 billion listing in 2014. Alibaba chose the New York Stock Exchange so that it could create a dual-class share system, which Hong Kong did not allow at the time. In 2018, Hong Kong changed its regulation, as did Singapore, and UK regulators are considering allowing dual-class shares in the future. Dual-class shares were mostly banned on US stock markets before the 1980s, with some exceptions, such as when Ford Motor Company was listed in 1956.6 Since then, more stock exchanges worldwide have introduced dual-class shares. One-fifth of companies listed on US stock exchanges in 2017 had dual-class shares,7 but the debate over whether they should be allowed continues.8
The separation of voting rights from financial returns reflects a core conflict between the intention of a founder or owners of a company and its investors. While investors criticize voting restrictions for being undemocratic and limiting governance oversight, the founders of the company or the family that owns the business argue that dual-class voting rights protect their businesses from outside interests. Questions about the legality and undemocratic nature of the two-class shareholder system are valid, but we believe they miss an essential point.
The conflict between founders and shareholders might be a power play, but it is more than that. The example of dual-class voting rights points to our earlier discussion of balancing profit maximization with other business objectives. The renewed interest in the two-class shareholder model reflects this dilemma. Investors with a strong focus on profit may be driven by short-term interests, but a thriving business needs to innovate, make hard decisions in times of change, and have the courage to step into new markets; some of these actions might compete with a profit-maximizing goal, especially when profitability is measured over the short term. The founder’s ideas and long-term vision for the business may call for smaller returns. This is not to say that all investors are impatient and don’t support long-term strategies that negatively affect short-term returns. It is to say that the question of who makes the judgments and decisions about corporate strategy is central to this debate.
This brings us to the question of what governance structure best allows organizations to balance profitability and other, potentially competing, objectives.9 All the Just Banking institutions we have worked with operate with governance models that anchor the mission through their ownership structure. We consider a mission-aligned governance model a minimum condition for Just Banking—minimum because it is a necessary but not sufficient condition to ensure successful operation over the long run.
Examples of Ownership Models in Just Banking Businesses
Just Banks take different approaches to anchoring a mission in the governance model. Here we return to Triodos Bank in Europe for an example.
Instead of issuing shares, Triodos Bank issues depository receipts in a trust that owns the bank’s share capital. Trading of these receipts doesn’t take place on a stock market but is organized by Triodos Bank itself. The voting rights are held by an independent legal entity, the Foundation for the Administration of Triodos Bank Shares (SAAT). Albert Hollander, group legal and compliance officer at Triodos, explains: “Our shares are certified, so that the voting rights are with a foundation, SAAT. The board of SAAT consists of independent individuals that guard the mission of Triodos. We’re not listed on the stock exchange. We do trade our depository receipts publicly on an internal market.”10
The main difference between the Triodos Bank shareholder system and the two-class shareholder system that Facebook, Alibaba, and Snap Inc. use is that a foundation replaces the founder or a family. The foundation is tasked to bridge and “align the economic interests of its depository receipt holders and Triodos Bank’s mission, for their mutual benefit.”11 The daily management of Triodos Bank lies with the executive board.
At their annual meeting the holders of the depository receipts vote on the appointment of the members of the board of SAAT. The board members themselves recommend candidates to join the board. These recommendations must be approved by Triodos Bank’s management board and supervisory board. No depository receipt holder may hold more than 10 percent of all depository receipts issued, which prevents a hostile takeover. Says Triodos former CFO Pierre Aeby, “I think we have a quite special model in the field of alternative banks. We have most of our capital placed with our customers. More than ninety percent of our capital is owned by a very broad public, so with people strongly committed to our values who don’t sell easily our shares. During our 30 years of operation, we have shown that it can work.”12
This ownership structure is intended to ensure that in the long run, Triodos Bank balances its diverse objectives and does not move away from its mission. The founders of Triodos Bank believed that this ownership model would allow for a dialogue on the bank’s direction and development between those who benefit financially from the bank and those who are primarily interested in its mission and impact. The major disadvantage of this model is its complexity. Its advantage is that the model anchors the mission and protects the bank from a hostile takeover.
Like Triodos Bank, a majority of financial institutions that operate according to Just Banking principles have governance models that serve as institutional anchors of the mission. Another example is GLS Bank in Germany, a cooperative owned by its members. A general membership assembly elects six members of the board; the remaining three are elected by the coworkers of the company. At BRAC Bank in Bangladesh, a privately held commercial bank, 50 percent of its shares are owned by mission-aligned organizations. Southern Bancorp in the United States operates a bank and a nonprofit, both of which support development in its communities and are connected through a holding company. Table 2.1 provides a snapshot of the different governance structures of mission-driven banks.
Table 2.1
Examples of ownership and governance in Just Banking models
Deciding on an Ownership Model
City First Bank of Washington, D.C., is a community development bank founded to provide more equitable access to finance for underserved low-income and minority communities. Its CEO, Brian Argrett, describes the founding of the bank and its ownership model as follows:
The way City First was founded completely impacts and sets the course for what we do today. What’s unusual about the bank is that it really came out of activism, out of community engagement. It was founded by individuals who saw, in Washington, DC, that there were neighborhoods where capital was not flowing, where there has been large-scale disinvestment, where really the banking community was not interested. And they came together to fashion a solution for how to assist in having capital flow. They chose the banking model because of the benefits of leverage through deposits. They could raise a certain amount of capital, and then they could also raise additional funds through deposits and have a larger impact in their lending. What they did, though, was they formed a nonprofit to really be the control shareholder, the founder of the bank. And to this day, that nonprofit is the largest single owner of the bank. It has voting control of the bank. And then they sold shares to other investors, who also share that vision. So what does that mean on the ground? It means that [at] the heart of this for-profit bank in Washington, City First Bank of DC, we really have the history, and the essence I say, [of] a nonprofit spirit [that] kind of flows through our veins. So, there’s really a sense of wanting to, and needing to, and being put here to really benefit those underlying communities.14
Argrett illustrates the connection between the founding process and anchoring the intention and mission of the bank in the ownership model. He also describes how relevant this anchoring of the mission is for operating the bank today. The founders succeeded in ensuring that the bank stays accountable to the community it serves by anchoring the community’s interests in the governance structure. The mission becomes part of the “DNA” of the organization.
Stepping back, we see that at the core of this decision on an ownership model is a tension between private ownership and public interest. This tension has long been reflected in the debate over what legitimizes ownership. Consider, for example, the German constitution, which states, “The ownership of property comes with responsibility.”15 The contemporary political scientist Manfred Brocker analyzes this tension when he identifies a paradigm shift in our thinking about property from early “occupation theory” to John Locke’s “natural law” of ownership through exertion of labor. Locke, a seventeenth-century English philosopher, rejected the occupation theory, which held that all property was owned by society until social contracts allowed individuals to secure property by occupation. Instead, Locke articulated the idea, based on natural law, that ownership of property originates through the exertion of labor on natural resources. Labor legitimizes ownership.16 This shift in thinking about what legitimizes ownership is important and still relevant today. Does society grant ownership to individuals, or does individual labor legitimize ownership? This question is related to a century-old debate over whether individual freedom takes precedence over societal well-being or the goal of societal well-being justifies restrictions on individual freedom. And it also points toward the foundation of our economic model—namely to the role of entrepreneurship, which is rewarded by the results of the labor of individuals.
“Impact businesses” and Just Banking institutions aim to bridge this polarity between individual freedom and societal well-being. Just Banking principles require asking how private ownership relates to the public good. What are the rights and responsibilities of ownership, and how can ownership models be designed in such a way as to bridge the tension between private ownership and the well-being of society? Ownership becomes more than a private affair even as it creates the basis for personal accountability and entrepreneurship.
Because deciding on a governance structure is so important, the next section identifies a set of questions and criteria that can guide this process of assessing the advantages and disadvantages of particular governance models for mission-driven businesses.
Governance Models: Asking the Critical Questions
There is no one ideal governance model for all mission-driven businesses. Different regions of the world have different legal restrictions and possibilities; however, the following questions can be helpful in choosing a model.
1. Who is responsible? Making governance accountable. Defining accountability and responsibility is the primary purpose of a governance structure. Holding leaders accountable for achieving the mission-based goals is a key part of this first anchor. Triodos Bank did this by creating a legal construct in which a foundation oversees the mission and voting rights while also allowing individual investors to benefit financially.
2. Who brings the skills and capabilities? Making governance competent. Running a business requires skill, knowledge, and capacity. Successful banks design their governance structures to incorporate people with these attributes. A cooperative bank might struggle to identify board members with the skill set needed to oversee the governance of a financial institution; the NGO or foundation that governs a bank might have the right values alignment but lack business acumen. Finding ways to ensure that the right professional skills and the mission focus are balanced in the governance structure is one of the core challenges of mission-based businesses.
3. Who is affected? Connecting governance with impact. The third guiding question for developing a governance structure that anchors the mission is about creating the connection between decision-makers and those affected by the business. Depending on the purpose of the organization, those who are affected could be the community, the employees, or the environment; some banks also consider the interests of future generations and create a “voice” for them in their decision-making process. Bringing all of these voices into the governance body can create space for meaningful dialogue about how to align decisions with the goals of the mission.
Organizational Structure
The governance structure is the first anchor of the mission, but it is not sufficient to ensure that financial institutions balance impact and profitability in the long run. Operating with a mission requires Just Banking institutions to (1) embed impact objectives throughout the organization and (2) develop tools and methods for impact assessment that make visible whether and how the impact objectives are being reached. Both steps may require adding qualitative benchmarks to the operation. These impact goals are often harder to quantify than profit and efficiency objectives.
The Case of Banca Popolare Etica: Inviting Members into the Organization
Banca Popolare Etica, a cooperative bank in Italy, responded to the need to anchor impact in their lending decisions by including its member-owners in the impact assessment process of evaluating loan applications. Cesare Vitali, the head of research at Banca Popolare Etica, described this process:
We have a process in addition to the economic evaluation called a Social and Environmental Evaluation that we do for business loans. … It’s one of the most powerful ways to understand if our clients … are compliant with our values and with our way of banking. It’s also really important to evaluate our clients from a social and environmental point of view, in order to strengthen the CSR [corporate social responsibility] profile of our client. For the last few years, we are seeing more clients thanking us for the evaluation because they began to integrate more values into their business.17
At Banca Popolare Etica the evaluations are divided into three main steps: (1) the social environmental questionnaire, (2) the credit analysis, and (3) the social environmental evaluation by member volunteers of the bank called “social evaluators.” Says Vitali:
The most important step is that social evaluators go to meet and interview our clients … about how the client has responded to the set of indicators and the questions we asked earlier in the evaluation. They are also trained by us, the bank. … So they really help us a lot in giving our evaluations a more integrated and a more complete profile. At the end of the process, we have an integrated evaluation of our client and in order to give the loan, both evaluations should be positive.18
Banca Popolare Etica does two things: (1) It uses the impact evaluation as a tool to decide on a loan application and to provide a service to the loan client. The evaluation helps the client better understand its social and environment impact. (2) By including its members in the evaluation process, the bank creates a meaningful dialogue with members about decisions the bank makes. Having members evaluate loans is also a way of making the bank accountable to its stakeholders. In this case, the loan does not go forward without the approval of the social evaluator.
This loan evaluation process by members of a cooperative bank is an example of how anchoring the mission in the organizational structure leads to innovations in operation and processes. While these policies and structures help anchor the mission and keep it alive in the bank, the level of transparency required also poses a risk for the bank by creating opportunities for criticism and scrutiny of the bank’s operation.
Building a Mission-Based Organization
In our work with mission-based financial institutions, we seek to explore and understand best practices in anchoring a mission in an organization. There is no one-size-fits-all formula for developing structures, practices, and policies because geography, culture, the regulatory environment, and other factors all play a role in which solutions will be relevant and which will not. That said, we have found the organizational iceberg (developed by Edgar Schein at MIT) to be an effective conceptual tool for exploring this question (see figure 2.2).19
Figure 2.2
Iceberg model of organizational reality
It is widely observed that the tip of an iceberg is visible to everyone, while the larger part of the iceberg is hidden beneath the water. The iceberg model portrays an organization’s operations in the same way: some of its processes are more visible than others. For example, the financial products a bank offers, its branding and communications, and its network of branches are all visible manifestations of the organization. They reflect its corporate identity and create a tangible interface with the organizational culture. Less visible but no less important are the structures and processes that define the operation and determine the success or failure of the business. When challenges arise, organizations often respond by adjusting their structures and processes to the new demands.
But as anyone who has been involved in a change process understands, there is an even less visible organizational layer that is still highly relevant. Schein calls this the “mental model” or thought paradigm.20 Our mental model—the way we think—affects how we work. For example, do I fundamentally believe that a business can be mission-driven rather than profit-driven? The answer to that question will shape my actions and decisions. Mission-based banks need to understand how the mission translates across all levels of the organization—from financial products to the core structures and practices to the intention that everyone in the organization (especially the leaders) brings to their work. The alignment of the mission across these organizational levels is a critical anchor that enables balancing mission and profit. It often requires internal innovation around structures, policies, and practices.
For years we ran a community of practice with HR managers from mission-based banks around the world. This work produced many valuable insights and highlighted for us the extent to which standard business practices must be adapted to anchor the mission. For example, a question the HR managers that we work with discuss regularly is whether every employee in a mission-based financial institution must personally subscribe to the mission.
In a coworker meeting at Triodos Bank in the Netherlands, we joined an interesting discussion that illustrates this point. One managing director thought it should be mandatory for all coworkers to have an account with Triodos Bank. The CEO, to our surprise, disagreed. He wanted the coworkers to have the option to say yes or no to banking with Triodos. As freedom and self-determination are important values for the organization, taking the option to say no away from coworkers would be contradictory. Authentically anchoring the value of freedom and self-determination in the organization means taking the risk that coworkers would choose to bank with someone else. Anchoring the impact objectives affects all levels of the organizational reality—the actions, behaviors, structure, and processes, but also the thinking and the intention that everyone brings to work every day.
In Vancouver, Vancity Credit Union’s approach is to create opportunities for all employees to develop a deeper understanding of the mission and the work of the credit union and to opt in to that mission and its implications through a weeklong “Orientation Immersion” program.
Vancity’s HR and learning department created the program because the organization recognized it is difficult to understand what working in a Just Banking institution means until you experience it. The orientation is designed to help new hires “feel the difference” and understand the credit union’s work, though all employees are encouraged to complete the program. The five-day program includes classroom-like experiences and visits to business members of the credit union, as well as time for creative problem solving, dialogue, and reflection. Says Colin Cuthbert, a learning consultant at Vancity:
One of the important moments of the program comes on the last day, when the theme is “Vancity and You.” This is when the facilitators introduce a “point of choice.” They say to participants, “If, after this week’s experiences, Vancity doesn’t look like a good fit for you, now is the time to walk away.” In fact, the credit union offers to compensate participants with a week’s wages if they do decide to walk away.
This crucial moment is Vancity’s way of demonstrating how serious it is about its values and mission. A lot of organizations claim to be values-based, and they share a list of “official” values. But Vancity wants to make sure that participants understand that this organization is different. Vancity takes its commitment to values so seriously that it wants employees to reflect about whether their values align with the organization’s, and then decide whether to stay or not. Only three people have ever taken the option to walk away since its launch, but Vancity still finds this point of choice is a key element of what one might call a “conscious onboarding” process. I have found, as both an alum of the program and now as a facilitator, that Vancity’s Orientation Immersion week leaves people excited and energized. For employees both old and new, Orientation Immersion offers an opportunity for connection to and deep understanding of Vancity’s vision and culture. It also creates valuable networking opportunities for participants, who get to meet people from all levels and departments throughout the organization. This cross-pollination creates a stronger sense of community, while also giving entry-level hires an idea of the career pathways that can be open to them.21
Quantitative objectives have a tendency to dominate because they can be easily calculated and communicated. Impact is harder and more complex to measure, communicate, and evaluate. Vancity developed its orientation program as a way of embedding the mission-driven culture across the organization in order to affect behavior and decision-making at all levels. Anchoring the mission in this way takes substantial effort, and the onboarding process at Vancity recognizes this.
Another common theme among the HR directors is hiring for mission skills or business skills. Just Banking businesses don’t always find it easy to identify people who possess both the impact focus and the appropriate professional skill set. In one session with HR professionals we heard the following: “At first, we hired for values and searched for candidates that bring experience regarding the impact we want to have. But then we realized that the organization lacked professional skills. So we jumped back and hired for professional banking skills. But then we saw the impact going down. Balancing both sides and creating an organization where both skill sets are respected and thrive is the real challenge and the real innovation.”22
Els Verhagen, Triodos Bank’s HR director, described interview practices she developed in recognition of the fact that conventional practices don’t always work in a business that combines impact with profit: “Values need to be lived. I have learned that the connection between the individual values of the coworker and the organizational values is very important. Only when you deeply understand your own values are you able to take values-based decisions and act with values. We need an ongoing dialogue about values, not a list that hangs on the wall.” She went on to describe how she talks about values with a candidate in an interview: “When I conduct interviews, I take a close look at the decision points and changes in a biography and focus a part of my interview on these points. What made you take this decision? Why did you do this? From my experience, these are the moments when I learn most about the underlying values of an applicant.”23
On the question of performance management, Andrea Parnell, head of HR at Southern Bancorp said: “One specific thing that we’re working on with performance management this year is coming up with mission-based goals. Historically, we’ve had margin-based goals: growing deposits, growing loans, those kinds of things; but we’re coming up with goals that are related to our mission and translating that down to every single job in the organization. That allows people to connect the dots between what they do every day and how it connects back to our bigger purpose.”24 Mission-based goals look, for example, at the impact of loans on the community. Parnell’s approach to anchoring the mission recognizes the importance of creating tools that help coworkers engage with the mission by consistently translating “the bigger purpose” into the day-to-day.
GLS Bank in Germany has a compensation scheme that inverts the relationship between work and income: instead of “I work so that I receive income,” its philosophy is “I receive income so that I can work.” In this view, income enables an employee to spend his or her time and talent in the bank; income is not the reward. The underlying thinking is that, ideally, an engaged team member does not need incentives to work but wants to grow and develop while doing work that he or she is passionate about. GLS Bank bases its compensation scheme on this thinking:
1. whether the coworker has dependents or particularly high housing costs (as in expensive cities);25 and
2. the functional group the coworker part of, as defined by GLS Bank. GLS Bank identifies eight functional groups that are based on level of education, the range of responsibility that a coworker holds, and the number of years of experience.
Though this compensation scheme is highly contextual and would be illegal in the United States, it illustrates the types of radical shifts that can take place when incorporating mission goals into otherwise mundane structures. In the Just Banking institutions, we work with, we see this reworking of policy, practice, and structure in all aspects of the business, from risk management to procurement to expectations for client interactions, and more.
Which brings us to the deepest level of the iceberg model in figure 2.2: the intention. Intention is closely related to the third anchor of the mission: leadership.
Leadership
In our work with Just Banking institutions, we have created a leadership development program for high-potential leaders from mission-based banks around the globe.26 An essential element of the program is when leaders work on their personal leadership intention: Why do I work in this bank? What do I want to bring into the organization? The intention a leader holds is crucial for the effectiveness of their work.
To better understand this level of the iceberg, we look at the research of Otto Scharmer, senior lecturer at MIT’s Sloan School of Management. In a research interview with Bill O’Brien, the former CEO of Hanover Insurance, Scharmer asked what he had learned from years of leading and initiating change in his organization. O’Brien responded, “The success of an intervention depends on the interior condition of the intervener.”27 O’Brien argues that the intention we hold affects the outcome of our actions. The intention that I bring into a meeting, a change process, or a project has an impact on the success of the work. Our intention affects the quality and results of our actions.
We have all experienced this. Long-term behavioral change requires addressing how we think about a problem and what intention we hold. If we don’t change our thinking, we won’t change our behavior, and we will just repeat the patterns of the past. Leading with intention therefore constitutes a critical third anchor of a mission-oriented organization.
Scharmer has developed an innovation and leadership method called Theory U that enables leaders to break through old patterns and access deeper levels of intention. Scharmer poses two core questions to leaders: Who is my Self? And what is my Work? 28 Self with a capital S refers to one’s highest future potential as a person. Work with a capital W refers to the deeper purpose of the work.
When we work with leaders in Just Banking businesses, we invite them to explore these questions. Answering them requires a personal practice of self-reflection. It also requires a community of learning. Exploring the questions cannot be done alone in an office. Finding answers requires a leader to engage in a dialogue that connects two experiences: one, the impact of his or her own work, especially from the perspective of those with no voice; and two, an internal dialogue, in which one turns the beam of observation back onto oneself. The self is the ultimate anchor of an intention, the only possible anchor. This anchoring allows leaders to lead their teams, the business, and themselves authentically, and also to step into unknown territory.
Dayna Cunningham, the executive director of MIT’s Community Innovators Lab, or CoLab, describes the process of articulating this intention for a leader as finding your own North Star and using it to navigate unfamiliar terrain: “The North Star is the image for my own direction as a leader, the intention I hold. The North Star gives me direction when I am lost or in moments of disruptive change and challenges. It is something that guides me.”29
Finding your own North Star as a leader in a mission-driven organization means anchoring your intention for yourself. Impact businesses innovate by stepping away from the mainstream model. Doing so requires a clear direction, with a North Star as an orientation point.
Today, unprecedented challenges threaten the planet, our democracies, and our well-being. The complexity of these problems requires us to step into unfamiliar territory and respond in new ways. Identifying one’s own North Star or leadership intention is the foundation of the process.
Three Institutional Anchors
Operating a mission-based bank that uses finance as a tool for social change requires anchoring this objective; otherwise the quantitative pull of the profit objective will dominate. Table 2.2 summarizes the core concepts for anchoring an intention.
Anchor | ||||||
---|---|---|---|---|---|---|
Governance | Organization | Intentional Leadership | ||||
Objective | Legal structure reflects the objectives of both profit and mission | Reinvent practices across all levels of the business | Articulate and anchor the intention as a leadership practice |
Just Banking requires reinventing how a bank operates in order to integrate the expanded objectives into the daily operations. Without these three institutional anchors, the idea of Just Banking risks being watered down over time and becoming a public relations strategy not backed by real practice and impact.
These three anchors create the conditions for financial institutions to succeed in operating on Just Banking principles. Although interest in impact banking and investment has grown, this form of banking and finance is still a niche operation in the financial services world. The following chapter examines why this is so and identifies some of the systemic barriers to banking based on mission.
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Systemic Challenges and Opportunities of Just Banking
Just Banking institutions are niche players in the financial system. While they innovate and experiment with new ideas and practices, their size and impact are marginal in comparison with those of other financial institutions. The largest actors in the financial sector shape the market and define the environment in which all financial institutions operate. Though Just Banking institutions are small, the practices emerging from these institutions offer lessons that can influence the whole sector.
Systemic Challenges of the Financial Sector
The financial sector today is dominated by a concentration of large players in the market, some large enough to be called “systemically important financial institutions” (SIFIs), meaning the collapse of even one of them could pose a risk to the overall economy. To use the familiar jargon, they are “too big to fail.” A second important characteristic of the financial sector is that it has grown disproportionally in comparison with the rest of the economy over the past thirty years, which has led to what is called the “financialization” of the economy.1 In 2019 in the United States the financial sector reached about 21 percent of GDP; in 1947, it was 10 percent.2 This trend is also reflected in a disproportional increase in profits in the financial sector and in soaring executive pay. While the size of the financial sector allows for economies of scale, and large businesses in nonfinancial industries need financial partners of a similar size, size can pose risks to the overall economy. These risks have been offloaded to taxpayers and are not borne by the banks themselves, as failure of these large financial institutions could lead to economic collapse. In addition, a revolving door between the financial sector and its regulators leads to a lack of oversight and less effective regulation of the sector.3 Finally, the increasing volume of highly speculative financial products with low or no value in the nonfinancial or real economy leads to questions about the purpose of finance and the possible negative impact of financial speculation on the rest of the economy, especially in the form of a real estate bubble.4
The taxpayer bailout of failing banks during the financial crisis of the early 2000s led to a strong public reaction to the existing structure of the financial sector and to questions about the purpose and impact of financial institutions. While the purpose of finance is to facilitate monetary transactions and thereby provide stability to the overall economy, the current concentrated structure, with a high volume of speculative financial products, does not provide the stability that the economy needs, nor does the sector effectively provide loans and investments in areas of the economy where they are most needed.
As questions about the role and responsibility of the financial sector grow louder, the demand for alternatives is rising. More and more customers are looking for financial institutions aligned with their interests and values that provide products with a positive impact on society. They are looking for financial players focused on the well-being of the real economy and of society as a whole, a quest that creates new opportunities for innovations in the field of Just Banking. This chapter discusses the systemic challenges within the current financial system, as well as the opportunities for Just Banks operating in this environment.
Systemic Challenges for Just Banking Institutions
Just Banking institutions are affected by how the wider financial sector operates. The size of large players in the sector, the high yields some banks earn, and rapid technological advances create an environment that makes it difficult for niche players like Just Banking institutions to compete and be successful. What follows is a brief look at some of the core challenges and limitations Just Banking institutions face.
Competition for Capital and Talent
Just Banking institutions compete with mainstream banks for capital and talent. All banks need depositors or investors. Conventional economic theory argues that capital allocation should follow profitability, and we know the high returns that speculative financial products can earn are rarely possible with banking products based on real economy transactions, especially in the short run. Many argue that if small banks cannot compete on investor returns, they will not be able to attract capital.5
The very existence of Just Banking institutions challenges this narrative. They are profitable businesses attracting clients and investors. How do they compete for capital? Insofar as people today face profoundly disruptive externalities, such as the climate crisis or inequality and marginalization of communities, more and more investors see the conventional approach falling short and seek out investments that consider externalities. It is still a challenge for Just Banking institutions to compete with mainstream institutions, but the field is shifting.
The same argument applies to the ability of a bank to attract talent. Though talent is more local than financial capital, most Just Banking institutions cannot pay salaries that compete with what mainstream financial institutions can offer. Just Banking institutions must rely on highly qualified individuals taking the purpose of their work and the impact they create into account when making career decisions.
Contextual Awareness versus Standardization
Just Banking institutions are what we call “context-aware.” As a community bank, City First Bank in Washington, D.C., needs to understand and closely interact with its community partners to provide the services and products that create a positive impact; to reach its environmental impact objectives, including countering the climate crisis, GLS Bank in Germany needs to understand the pros and cons of different renewable energy solutions and the root causes of climate change; and BRAC Bank staff in Bangladesh must invest a disproportional amount of time to serve the bank’s SME clients effectively who sometimes have only limited reading skills or no standard accounting practices.
If these high-context financial products operate at one end of a spectrum, speculative financial products that have only the remotest connection to the real economy are at the other end. Just Banking institutions lend and invest with a level of complexity and plurality that runs counter to the efficiency and standardization the mainstream financial sector strives for. The conflict between the high speed of finance and the lower speed of analyzing and understanding context and impact constitutes a structural challenge for the relationship between finance and the real economy that affects not only Just Banking but the industry as a whole. Just Banking institutions have made these structural issues more visible in their attempt to bridge the gap between context and standardization.
Regulation
In the aftermath of the global financial crisis, the regulatory environment of the financial sector changed. New regulations increased consumer protection and instituted higher capital requirements for banks.6 These regulations were written primarily with larger financial players in mind. The burden on small and medium-sized financial institutions, many of which struggle to respond to new regulatory demands, often goes unnoticed.
But critics argue that these new regulations did not go far enough in addressing the root causes of the crisis or limiting the systemic risks within the sector. Examples of regulations that would address these systemic risks include reinstating the separation of commercial (depository) and investment banking established by the Glass-Steagall Act of 1933 and breaking up institutions that are “too big to fail.”
Just Banking institutions struggle with three core challenges in this new regulatory environment. First, most regulation is designed for large businesses with trained staff whose full-time job is working with regulators. Small and medium-sized banks do not have the same resources and, as a result, struggle with a higher workload and higher costs. Small banks find it challenging to handle processes and reporting structures that regulators demand, and that sometimes seem irrelevant to a small or medium-sized bank with a focus on the real economy. Second, from the perspective of the regulator, it is easier to devise regulations for large businesses with departments specialized on regulations than for a diverse set of smaller banks that operate locally and offer more individualized products and services. Regulation discourages context awareness by demanding standardization of bank operations. Third, the concept of Just Banking often is unfamiliar to regulators. Says one executive of a Just Banking institution: “Our highest risk is that customers don’t trust us anymore to create the impact we claim. So, that is the real risk.” Regulators who are not familiar with Just Banking practices may also struggle to understand the decisions underlying a Just Bank’s lending portfolio.
Speed of Technological Change
Although new technologies, such as blockchain, are hyped as tools of democratization of finance and may be perfect for decentralized innovations in the financial sector, in reality, large financial players dominate the field of digitization and technological innovation in finance. Smaller banks and Just Banking institutions often lack the resources or partners to use new technologies to their advantage. We see exceptions to this rule, but by and large, Just Banking institutions are not first -movers in this sector. As a result, most new technologies are not designed with Just Banking principles in mind.
Mental Models about the Purpose and Role of Banking
The final challenge is less visible but nevertheless important. Mental models describe our assumptions about the world around us and conceptual frameworks that guide our thinking. Change theory teaches us that initiating and sustaining profound change requires us to address the mental models that underlie our actions.
Banks that operate according to Just Banking principles contradict the dominant mental model about the purpose and role of banking. In a paradigm that sees banks as profit maximizers, Just Banking institutions do not fit into the predominant existing framework of banking. The implications are both deep and tangible, ranging from regulators not recognizing the banking model, to educational systems not teaching this form of banking, to media not reporting on Just Banking institutions.
Opportunities: Milestones in the History of Financial Impact Innovations
Throughout the history of finance there have been innovations that use finance as a tool for positive change. Some of these innovations were reactions to the challenges created by the mainstream financial sector. Table 3.1 presents a snapshot of some of the milestones in the field of financial impact innovation.
Table 3.1
Types of financial innovations aiming for positive social and environmental impact
Each of these innovations has developed its own practices and solutions using finance as a tool for positive impact. To better understand how these organizations and their innovations function, we take a closer look at examples in each category.
1. Financial Institutions with Impact Objectives
Financial institutions that aim for a positive social or environmental impact have been the source of many financial innovations. Around the world we find different models of Just Banking operations, and the following pages look briefly at the history of two of them, credit unions and, as US-specific example, community development financial institutions.
Credit unions Credit unions are cooperatively owned financial institutions governed by their members on the principle of one member, one vote. In practice, this structure requires credit unions to reinvest all profits back into the business, the members, and the communities they serve. This ownership model helps anchor a mission of solidarity and impact in the business.
The idea of credit unions goes back to the 1840s in England; it arrived in the United States in 1908.7 By 1930, 1,100 credit unions were operating in the United States. Their number grew to 23,000 by 1969, before beginning to decline in the 1970s. Today, only about 6,000 operate in the United States, but many more operate around the world. Although the number of credit unions in the United States has declined, their membership and assets are growing steadily. The roughly 6,000 credit unions in the United States today serve more than 117.3 million members—43.7 percent of the economically active population. They hold total assets of $1.51 trillion.8
Historically, credit unions have been formed around a specific bond of association, often created by unbanked or underbanked communities to pool limited resources and serve their members. Membership groups that have founded credit unions include teachers, farmers, firefighters, and immigrant associations, among many others. The membership restriction has loosened over time in the United States but still remains a strong part of the culture and character of credit unions. In the United States in the 1970s, the National Credit Union Administration (NCUA), which was created as an independent agency to regulate credit unions, supported credit unions’ expansion of their product lines and desire to ease membership restrictions.9 These new conditions allowed US credit unions to grow and expand their assets from $12.5 billion in 1971 to $64.5 billion ten years later. By 1991 the assets of credit unions topped $225 billion; by 2019 they had reached $1.4 trillion. At the same time, however, the number of mergers of credit unions increased and has been one reason for the continuing decline in the total number of credit unions in the United States.10
This history tells a success story, but it also points at tensions in the industry. Some in the financial industry believe that credit unions, because of their size, profitability, and loosened bonds of association, no longer deserve their nonprofit status. Since the 1970s, several lawsuits against the NCUA have been filed along these lines.11 Credit unions counter this charge with the argument that all profits are returned to members. Regardless of the motivation behind the lawsuits, they raise important questions. How efficient and profitable can a credit union become before it begins to act like a mainstream financial institution? We see large credit unions that manage to walk this line and others that operate more like conventional banks.
The concept of the anchoring triangle that we presented in chapter 2 argues that anchoring a mission in an organization requires three anchors: governance, organization, and leadership. The ownership model helps anchor the founding idea of solidarity and self-help in credit unions, but this is not sufficient when the leadership and organizational structures of a credit union do not do the same.
Community development financial institutions Community development financial institutions (CDFIs) are a US-based model of financial institutions that aim for positive impact. CDFIs can take different forms, such as banks, credit unions, loan funds, microloan funds, or venture capital providers. The core innovation of CDFIs is that they provide financial services to underserved communities and bridge banking with access to development funds such as philanthropic or government support.
The origin of CDFIs is rooted in the “black banking” movement.12 The civil rights movement launched numerous models for financial institutions serving black communities and with that built the pathway to CDFIs by proving that financial institutions that serve minority communities can create positive impact.13 Running a small financial institution is challenging in itself, but when the community being served experiences direct and structural violence, the impact on the community and its infrastructure can be devastating.14 At the end of the 1960s the black banking movement laid the foundation for CDFIs.
Chicago’s South Shore Bank (later renamed Shore Bank) was founded in 1973 in a redlined community that faced deep disinvestment and racial discrimination. It was the first community investment bank and developed the model for community development banking.15 Among its many accomplishments, the bank served as proof of concept for the 1977 Community Reinvestment Act (CRA), which encourages regulated financial institutions to invest in the communities that are located in.
Building on the framework established by the CRA, the federal CDFI Fund was created in 1994 and modeled after a similar fund created by private foundations in the 1960s. The CDFI Fund is a federal program supporting certified CDFIs. Its purpose is to promote economic revitalization and community development in low-income communities through investment in and assistance to CDFIs. While the CDFI Fund faces several challenges, from political opposition to criticism of its administrative processes, it provides relevant support for entrepreneurship in low-income communities in the United States today.16
A key innovation of CDFIs is to use a financial institution to create a bridge for development funding between philanthropic or government investments and community entrepreneurs. The movement has also created influential if less visible innovations to serve communities with highly contextualized financial services. Brian Argrett, CEO of City First in Washington, D.C.,17 describes what that entails:
You really have to be engaged and not work from afar, … throwing in benefits or throwing in opportunities. … As a bank, you’re not doing the work. You’re providing the capital to those who are doing the work. So, what it means is, you have to be very intentional, who you’re choosing to work with and who you’re choosing to partner with to figure out what work needs to be done. Sounds easy, but it’s not necessarily because everyone has different interests in an evolving community.
For example, … we’re having a large forum—we’re calling it a community development finance conferences or forums. … we’re bringing together all of the stakeholders who might be involved and might be interested in a more equitable economic development east of the river. So this is a community in Washington where economic development is coming, and the question is, as it comes, how can we make sure that resources are more fully shared by the community? To do that, you need to bring together everyone who has a stake, including the city government, the residents, and the nonprofits that are working within that community, the for-profit developers who will have an interest in the commercial corridors, and housing, and the nonprofit providers, as well as other financing sources.
What we’re trying to do is bring them together, talk about the tough issues, everything from gentrification, to job creation, to entrepreneurialism within a specific community, and come out of that with hopefully stronger connections, better insight, maybe a … policy paper to [help us] decide how we should encourage this on a go-forward basis. Then, of course, for ourselves, greater clarity on where the needs are and how they might be bridged. So things like that, which you can’t do every day, but when you have the opportunity to do, can give you great insight and also connects you in a greater manner to the other folks who are involved, engaged, and interested in whatever that charge might be. In this case, equitable development within this community.18
To finance change, City First Bank needs to identify the right partners to work with. But the process Brian Argrett describes goes beyond financing. The bank facilitates a dialogue between different stakeholders in the community. CDFIs understand that banks cannot bring about change on their own; rather, they finance, collaborate with, and facilitate those who are leading change.
2. Investing with Impact
Investment funds bundle investments from different investors and place them under professional management. Historically, the idea of designing investment funds with a social impact became popular with the socially responsible investing (SRI) movement in the late 1970s and early 1980s. Today, core concepts for investment funds with impact include (1) SRI, (2) the environmental, social, and governance (ESG), principles, (3) the triple-bottom-line concept (people, planet, profit), and (4) impact investment. Though these approaches differ in their details, all include the social or environmental impact on society in investment decisions and reflect an increasing demand to align investments with impact. The different names and descriptors reflect an underlying challenge in the field: how to set standards and common measurements, and a lack of regulation, which makes it difficult to distinguish positive impact from “greenwashing” or “impact washing”—when investments are made to seem more impactful than they are.19 The criticism that there are no uniform standards for investing under these rubrics has been articulated for some time.20 Depending on whom you talk to in this fast-growing field, the answers, processes, and practices differ. Let’s compare some of the core concepts. Again, these are examples; the field itself is much broader.
Socially responsible investing Socially responsible investing (SRI) has its origins in efforts to connect the work of grassroots social movements to the movement of money. The core tenet is that money has more than just cash value; it is a political tool that can be used—through divestment, investment, or shareholder advocacy—to work in solidarity with social movements to push for change. Likely the most famous example is the drive in the 1970s and 1980s to divest from companies based in South Africa in support of the anti-apartheid movement. Under pressure from investors, American companies and other institutions largely divested from South Africa. The strain this massive divestment placed on the South African economy eventually led a coalition of South African companies to draft a charter calling for the end of the racist system.
SRI introduced the idea of aligning finance with people’s values and can be credited with developing practices for how to do so. SRI began to articulate, for example, exclusion criteria to ensure that investments would not contradict the values of the investor. In retrospect, SRI has played a fundamental role in bridging a movement on the street calling for social change with mainstream finance. By creating this connection, SRI pushed thinking about the role of finance into new territory. It is the foundation of impact investing today.
Triple-bottom-line framework: People, planet, and profit The SRI movement that launched in the 1980s was followed by the success of a concept called triple-bottom-line (TBL), a term coined by John Elkington at the end of the 1990s.21 SRI had introduced and prototyped the idea of aligning an investment decision with the values of the investors. But to actually align them requires understanding the impact of a business. The TBL concept answers this by expanding reporting from a single bottom line (profit) to two other bottom lines: the impact on people (social bottom line) and the impact on the planet (environmental bottom line).
Though the TBL concept enjoys wide popularity and has influenced thinking about sustainable business practices in organizations across the world, in 2018 Elkington issued a “recall” of the TBL concept. His original intention for TBL, to help people rethink capitalism and the economy as a whole, had not been achieved, he thought. Instead, he felt that the TBL concept had been reduced to just another accounting system, another business framework. “None of these sustainability frameworks will be enough, as long as they lack the suitable pace and scale—the necessary radical intent—needed to stop us all overshooting our planetary boundaries,” he has written.22
Elkington argues for a system perspective. What is needed is to fundamentally rethink how the economy as a whole operates, and not look just at individual investments or business decisions. Only from a system perspective is it possible to ascertain whether the economy as a whole has the impact we are aiming for. This form of system thinking is reflected in several concepts that followed the TBL framework and are known under such rubrics as the circular economy, the sharing economy, true cost accounting, and biomimicry, to name a few. All these models introduce a new economic paradigm. The concept of the circular economy, for example, suggests that economic decisions be modeled on how nature recycles all of its resources. The implication is that our economy can eliminate waste through a continual recycling of its resources, as opposed to the use-and-dispose character of a linear economy.
ESG principles In 2004 the United Nations secretary-general convened an international group of institutional investors to discuss how to connect social, environmental, and governance principles with investment decisions. This group formed the Principles for Responsible Investment (PRI) initiative, which today has over 2,500 signatories worldwide. The initiative was supported by a 2005 report, Who Cares Wins, which made the business case that integrating sustainability objectives into capital markets is good for business and good for society.23 This initiative coined the term ESGs (environmental, social, and governance principles). The signatories of the UN initiative identified six principles to guide an ESG investment strategy.
Principle 1: We will incorporate ESG issues into investment analysis and decision-making processes.
Principle 2: We will be active owners and incorporate ESG issues into our ownership policies and practices.
Principle 3: We will seek appropriate disclosure on ESG issues by the entities in which we invest.
Principle 4: We will promote acceptance and implementation of the Principles within the investment industry.
Principle 5: We will work together to enhance our effectiveness in implementing the Principles.
Principle 6: We will each report on our activities and progress towards implementing the Principles.24
The ESG principles acknowledge environmental, social, and governance risks in operating businesses and that with these risks comes a fiduciary duty. The ESG principles do not exclude investments or promote specific focus areas such as green energy or living wages. A prominent example of an environmental risk for businesses is the impact of climate change on the insurance industry. Climate change causes more extreme weather patterns—with storms, floods, and wildfires resulting in increased insurance claims—and poses the question of what fiduciary duty insurance companies have when they recognize these risks.
The ESG principles are less a clear definition and guideline for investing than a political process for engaging businesses and encouraging them to take more responsibility for the negative externalities of their operation in their own interest. The ESG principles are based on a business rationale that translates social and environmental risks such as climate change into the costs of day-to-day business operations. The contribution of the ESG principles is a political engagement process for businesses.
Impact investment The latest example of combining finance with impact is the impact investing movement. While SRI laid the foundation for this field, impact investing today brings into the mainstream the idea of creating positive impact through investment decisions. The impact investing field was launched from a different societal perspective, namely, that of the philanthropic sector. In 2007 the Rockefeller Foundation convened a discussion on new ways to create impact other than through grants and donations.25 The foundation defines impact investing as follows: “Impact investments are defined as investments made into companies, organizations, and funds with the intention to generate social or environmental impact alongside a financial return.”26 It is important to note that the launch of impact investing occurred at a time when some activists had begun questioning the investment strategies of foundations, arguing that the foundations’ investments conflicted with their goals and mission statements.27 Since then, the impact investment field has expanded even as it has struggled to find effective ways of measuring and communicating impact.28
Despite the challenges associated with measuring, understanding, and communicating the impact of investment decisions, impact investing has entered the mainstream. It is hard to find a major financial institution today that does not offer some sort of impact investment option. While the total volume of impact investments is difficult to quantify, and the tools for understanding and measuring impact are imperfect, impact investing has managed to change the industry.
This brief look at the field reveals a diversity of concepts, practices, and approaches, which are summarized in table 3.2. The storyline of innovations in the field of impact finance has moved from the margins to the mainstream in banking.
Table 3.2
Innovations in the field of investment decisions
Each concept has a different set of practices that has contributed to Just Banking. An important shortcoming of all these different approaches, however, is the lack of uniform definitions, consistent terminology, and impact measurement standards. While there are several well-documented and researched proposals for measuring impact, including approaches that have been tested and applied, it is still difficult for investors to agree on how best to measure impact and to show how an investment aligns with their values.
3. Development Finance
Development finance aims for positive social impact by investing in regions with high economic or political risk.29 Development finance employs some Just Banking practices. Though it is not possible to fully explore this complex topic here, we will look at microfinance as one prominent example.
Microfinance Microfinance institutions provide financial services such as lending, making saving products available, and offering insurance for individuals and small businesses with no or limited access to mainstream banking. The lack of access to banking services often is due to poverty, social or geographic exclusion. After years of being valorized as the solution to ending poverty, microfinance fell off its pedestal around 2008. Research began to emerge that questioned the claim that microfinance ends or reduces poverty,30 and damning reports were published describing the negative impacts of some microfinance products on clients. The microfinance industry went through a period of crisis, and it quickly became clear that the players in the field differ widely, as they do in any other part of the financial industry. What we know now is that assessing the impact of microfinance requires a deep analysis of the different actors.
Early forms of microfinance began to emerge in the mid-1970s, especially in Bangladesh, with BRAC Bank and the Grameen Bank. Shameran Abed, director of the Microfinance and Ultra Poor Programs at BRAC said the following in an interview:
Our microfinance program really started to get off the ground in earnest in the late 1970s. We grew very quickly in the ’80s and ’90s, but still doing mostly traditional microfinance, which was the group-based loans mostly given out to women—very small ticket sizes. Over time our portfolio grew, and now (2015) we are doing a lot more than that, many different types of products and services, but still with a real focus on the unbanked at the base of the pyramid. So initially, it was mostly credit-led, but with some savings components in it. It was very basic products, very rigid, because that’s the way it was able to scale. It was very simple, accessible, and that was good for scale. …
Wherever possible, we add savings as a product, which is very positive for the sector … and more recently, we’re seeing new types of products for risk mitigation, insurance, and even the beginnings of micro-pensions, and that’s very good for the clients.
I think one of the advantages that our microfinance has is being very close to our clients. … We used to have weekly collections. So, some member of our staff would meet every single one of our clients on a weekly basis. That kind of KYC (know your customers), which is not formal KYC, but an informal knowledge of your clients, what’s happening in their lives, what’s happening with their livelihoods. It’s very powerful … if organizations do what they can to … gather all that information and data and see how that can be used to improve product offering, to improve service quality.31
BRAC is one of the most successful microfinance institutions in the world; it also provides services that go well beyond microfinance, such as health and education services, and develops programs for the ultra-poor who cannot be reached by microfinance. Shaman Abed describes BRAC’s approach as having a close connection to the context and lives of the clients at the center of their work.
Today it is clear that microfinance institutions around the globe can have a life-changing impact on their clients, lifting them out of poverty, but in extreme cases microfinance institutions can destroy the lives of their clients—for example, by creating a debt spiral when loans cannot repaid because of high interest rates or by failing to support clients in ways that allow them to address the root causes of the challenges they face.32 Juan Pablo Meza, CEO of SAC Apoyo Integral, a microfinance institution in El Salvador, explains: “How does the quality of life change when our customers receive a microfinance loan? We use a holistic approach to measure the impact of our loans, not focus[ing] only on the repayment rates.”33 Meza points out that microfinance lenders can be distinguished by the intention that underlies the operation. There are processes and structures that can ensure that microfinance benefits its clients, but all these structures can be corrupted or standardized in ways that don’t serve the clients’ well-being. For example, microfinance institutions that do not include quality-of-life indicators in their assessment process might miss a negative impact on the loan recipients. One possible negative impact of loans that are not designed to serve their recipients is overindebtedness, which can lead to a downward spiral for clients. Successful microfinance programs consider the environment the clients live in, the community, and the broader socioeconomic context. Only if the intention of a microfinance product is to improve clients’ quality of life will it improve lives. Microfinance is an example of how the intention behind a financial product makes all the difference to the impact of this product.
4. Fintech for Social Impact
Digital technologies in finance have changed the sector over the past decade and launched a new set of financial institutions, the so-called fintechs. The fintech sector builds new technological solutions, usually around a banking service, such as payments, remittances, or investments. Early fintech focused on the use of mobile phones for banking services; more recently, blockchain technologies have allowed the launch of cryptocurrencies, a form of secure, decentralized digital currencies. Though the sector is too young for a historical review, fintech represents a milestone in financial history that has affected the current status of Just Banking and will be relevant for the future.
While much of the field is profit-driven, there are examples of fintech institutions that use the opportunities created by digitization for impact innovations. These include Worldcoo, M-Pesa, Omisego, and Quipu Market.34 Quipu Market, for example, is creating a community currency that allows informal economies with no or limited access to money to engage in economic activities.
Even when an institution or a technology application is intended to create a positive social impact, the devil is in the details. Blockchain, for example, provides a revolutionary opportunity to decentralize financial transactions but creates a large CO2 footprint through the “mining” process—the addition of transactions to the ledger—and by design lacks an effective governance process. The search for technical solutions to complex social issues is fraught with failure and unintended consequences. Like Just Banking institutions, fintech institutions striving to achieve a positive societal impact need to make an intentional shift toward ecosystem awareness and address the same questions of how to anchor their mission through governance, organization, and leadership practices.
bKash—a Fintech with impact bKash developed an early mobile banking app that allows its users to receive money, make payments, recharge mobile balances, and pay bills. bKash was built to meet the needs of millions of rural, often poor Bangladeshis who depended on remittances from family members working outside the country or in different regions of the country. In April 2018 the World Bank Group estimated that about 266 million migrants and refugees worldwide sent or received remittances worth a total of US$689 billion.35 Most of the beneficiaries of these payments are in low- and middle-income regions of the world. Remittances are often a financial lifeline for their recipients. Bangladesh received US$15.5 billion in remittances in 2018, accounting for 5.4 percent of GDP that year.
Sending money to family members in Bangladesh can be both costly and risky. In 2011, bKash was launched to address this challenge.36 BRAC, the NGO, has a wide and highly distributed network across Bangladesh to serve poor Bangladeshis with health, educational, and microfinance services. bKash began to use this network when it launched in 2011, striving to serve poor and unbanked clients. Today bKash is one of the largest players in the field. Its infrastructure consists of a network of 80,000 agents in urban and rural areas, with over 30 million registered accounts in 2018. One key goal of bKash was to create accessibility for people at all income levels. Rather than relying on smart-phone technology, bKash can be accessed through even the cheapest mobile devices by entering an access code. It is accessible on 98 percent of the phones in Bangladesh. bKash is a subsidiary of BRAC Bank and was founded in partnership with Money in Motion, the International Finance Corporation, and the Bill and Melinda Gates Foundation.
The story of bKash illustrates how an impact focus can lead to innovation in fintech banking. The driver for founding bKash was connected to BRAC’s quest to serve poor Bangladeshis in rural areas. BRAC possessed the network and knowledge that allowed the innovation of bKash. Today bKash is a successful fintech business that also serves the banked and middle-income population of the country.
A Brief Journey through the History of Challenges and Opportunities in Just Banking
Just Banking institutions do not operate in isolation. They are embedded in a sector wrestling with systemic challenges. This brief journey has illustrated how innovations in Just Banking have emerged over time. Self-help initiatives launched financial institutions such as credit unions and CDFIs. When people’s movements and investors’ preferences aligned, a launching pad was created for the impact investing movement that is mainstream today. We are now poised on the edge of a new technological wave that seeks to integrate the learning and experiences in this field and create scalable solutions for the positive change that is desperately needed.
This chapter has identified some of the milestones that brought Just Banking institutions to where they are today. Just Banking institutions are innovations at the margin that are prototyping solutions for rethinking finance. Their practices are rooted in a long history of small innovations leading to successful blueprints that can be picked up, copied, and scaled up. But the challenge to understand, measure, and communicate impact remains. The next chapter focuses on this issue.
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4
Learning Infrastructures for Understanding Impact
Just Banking is about impact. Understanding and measuring impact distinguishes Just Banking practices in the financial sector. While understanding the nonfinancial impact has been an issue for businesses around the globe for some time, practical ways of doing so are lagging behind. In 2019, a group of MIT researchers published an in-depth analysis comparing how rating agencies calculate indicators and rank businesses for their performance on environment, social, and governance dimensions.1 The researchers found substantial discrepancies in the results, which they traced back to difficulties in selecting the right indicators, weighing different variables, and developing common standards for an industry. The MIT study exemplifies the challenge of measuring impact. Understanding impact from a social and environmental perspective requires moving beyond a single number to represent the success or failure of a business—namely, profit—and introducing a system that captures the qualitative impact of a business on the world.
We have seen inspiring examples of banks and financial institutions that have changed lives, transformed neighborhoods, and enabled social and green innovators and entrepreneurs to launch their businesses. Still, developing a strategy to create this impact reliably and understanding how to measure and capture it is a struggle for all the organizations we have worked with. We have found that the success of an impact strategy depends on how the organization manages to:
Impact assessment tools need to match the strategic objectives of the organization, align with the organization’s size and culture, and respond to the specifics of the sector in which the organization operates. Most important, the bankers we work with tell us that connecting the right measuring tool with a learning process is crucial.
Measuring Impact as a Learning Process in a Complex System
No one measurement system fits all exigencies. A tool that is useful for measuring impact today can become less useful over time. A tool that was successfully developed and implemented by the first user group may not have the same connection to the bank’s intention with the second or third user group. Indicators can easily become numbers that lose their meaning. We have seen teams develop an impact dashboard, but the data collected were less meaningful for those who were not involved in the development work, and the dashboard was used by only a handful of team members. An impact assessment tool can even begin creating its own reality. Here is an example: in one conversation, a manager told us he introduced “number of jobs created” as a measure of impact. Two years later, he began to realize that his loan officers were missing out on opportunities because they looked at loan applications mainly through the lens of job creation, not as a way to help the neighborhood or launch a new business. The focus on the overall community impact had gotten lost. A measurement system that creates its own feedback loop will influence the behavior of those who use it.
Impact is an ever-moving target. One day a renewable energy technology may seem to help fight climate change, but a few years down the road, when we better understand its side effects, we may conclude that its negative impact outweighs the technology’s benefits. We see the same thing in our daily lives. We switch to an electric car, but then realize we need to think about how the electricity we use to charge the car is generated and how to assess the environmental impact of its batteries. We become vegans to save CO2 and then come to understand that the production of almond milk might have a larger negative water balance than we knew. Impact assessment requires taking the complexity of a system into account rather than isolating one variable. Understanding impact requires stepping back, looking at the big picture, and mapping the connections in a system. Change in one corner of a system will in turn create change in other parts of the system.
But this process of trial and error, of learning and reflection, is the key to measuring and understanding impact. Just Banking requires stepping into the context in order to understand the details of the reality in which banks operate, and then looking at the overall system. The process of wrestling with a dilemma, or taking a wrong step that leads to the right step, is what assessing impact is all about. Impact measurement without learning, dialogue, and reflection only leads to rankings that are meaningless or, in the worst case, counterproductive. Any metric can be used in ways that contradict its original purpose. The intention and the learning infrastructure that accompany the process of measuring impact are as central to the success of the evaluation as the numbers themselves.
The following two steps can help an organization design an effective impact measurement tool:
Figure 4.1 outlines four impact measurement approaches based on developing a learning infrastructure and a system perspective. The approaches can be combined to inform each other.
Figure 4.1
System transformation that incorporates a learning infrastructure
Figure 4.1 describes options for integrating a system perspective with a learning infrastructure in an impact measurement process. Traditional impact indicators identify variables that measure itemized impact. Moving along the horizontal axis to the right quadrant suggests combining indicators with a learning infrastructure. Examples of learning infrastructures are dialogic spaces that include those involved in developing or using impact indicators to make sense of the data.
Moving along the vertical axis requires the generation of indicators from a system perspective. Systems are interconnected and define the context in which the indicators are embedded.2 Developing indicators from a system perspective requires defining and identifying the system and understanding the feedback loops in the system. Finally, the upper right quadrant combines both axes to yield a learning infrastructure with a system perspective. Data are generated and stakeholders representing the whole ecosystem are included in the learning process based on the data analysis.
The next section explores learning infrastructures and the system perspective in more detail, as we consider them essential components of an effective impact measurement system.
Developing a Learning Infrastructure for Understanding Impact
An impact report is generated and sits on the desk of the managing director. Instead of stashing the report on a shelf, the director invites the relevant team members to discuss the data in the report and to launch a reflection and learning process. For example, B Corporations (B Corps, for short) are certified social and green businesses that use the data from their certification process to create customized feedback for their members. The data become a starting point for a learning process that includes a dialogue about impact. GLS Bank in Germany initiates conversations with its business clients based on its assessment of the possibilities for improving the businesses’ impact.
A learning infrastructure can be created on any level of an organization, across organizational boundaries, or even at the level of society. Teams meet, leadership groups go on retreats, businesses create reports for customers and invite feedback. The options for using impact data to create learning processes are diverse, but the quality of these learning infrastructures needs to be high for their implementation to be meaningful. Just inviting folks to sit around a table and talk is not enough. What distinguishes learning infrastructures that are successful from those that fail is whether the process of evaluating impact data engages the participants in an open dialogue that is built on listening and reflection. Otherwise the result is a downloading exercise, after which participants leave the meeting with the same assumptions they brought to the meeting in the first place.
In working with teams, we sometimes suggest a simple tool for assessing the quality of a learning infrastructure: If you have not heard anything new, you have not listened. The quality of listening in a room defines the success of the learning process.
A second factor crucial to evaluating impact data is the adoption of a system perspective. Looking at the impact data from a system perspective introduces what learning theory calls double-loop learning. Double-loop learning occurs when a second loop is added to the learning process that requires the learner to look at the learning process itself.3 An example will illustrate what we mean.
One focus area for Germany’s GLS Bank is financing renewable energy. In launching a new impact assessment process, the bank asked whether its investments in renewable energy, although growing and successful, were capable of shifting the overall energy sector in Germany toward renewable energy. It didn’t know the answer. So the bank articulated a vision for the future of renewable energy in Germany and outlined the steps and changes necessary to get there. GLS Bank then had to evaluate whether its investments were in line with this larger vision for renewable energy. The bank had been using a single-loop process of measuring the number of loans it made in renewable energy. Articulating a vision for impact transformation and aligning a loan program accordingly is a double-loop learning process that both assesses the loans and evaluates the impact those loans have on the system as a whole.
A double-loop learning infrastructure developed with a system perspective measures the data and then engages participants in a dialogue on system impact, systemic barriers to change, and interdependencies in the system. A system can be a sector such as renewable energy, a client group, or society at large.
A system perspective often requires more than analytical tools. If the voices in the room do not represent the whole system, relevant perspectives that are needed to find leverage points for transformation will be missing. Bringing these voices into the room is important. At the MIT Community Innovators Lab (CoLab), we describe this process as “innovation from the margins.” Voices from the edges of a system often have a better understanding of where the system fails than voices at the center of the system. This idea has long been accepted in innovation concepts such as user-centric design, which requires innovators to put themselves in the position of extreme users and users at the edge of the system to identify openings for innovation.4
Why Bring Stakeholders into a Learning Infrastructure?
Businesses that want to understand impact from a system perspective benefit from inviting stakeholders into the room. Shameran Abed of the BRAC NGO in Bangladesh describes how BRAC moved beyond microfinance to design a program for the ultra-poor:
If you look at the microfinance movement of the ’80s and ’90s, most of us as MFIs [microfinance institutions] used to say that microfinance basically serves the poorest. It took an organization like BRAC a long time to figure out that the very poorest, the people who are the most destitute, are not being reached by microfinance for a number of reasons. Microfinance institutions weren’t able to get to these people because they were almost invisible within their own communities. Even the communities didn’t see these people as full members because they were just too poor and too destitute. When we found this out, we realized that we needed to do more than traditional microfinance to be able to lift these people out of extreme, dire poverty. So we developed a different model and a different program, which we started in 2002 … and now we’ve scaled up quite significantly in Bangladesh, and it has been piloted, and is now scaling in many other parts of the world. It’s a two-year program, which is not just a financial services program, but it also tries to combine essential elements from social protection, financial services, and livelihoods. So, it’s an asset transfer grant-based program. It’s a very intensive two-year program. It’s a complex program to run, but if it’s done well, we find that the results are tremendous. Over a two-year period, if the targeting is done well, if the interventions are provided well, the vast majority of the participants who come into this program are able to graduate out of extreme poverty, at which point we see that they are more than ready for more commercial microfinance. The ultra-poor program, being a grant-based program, requires funding. It cannot be commercially viable like microfinance programs typically are.5
Abed describes how connecting to the ultra-poor required BRAC to move beyond the microfinance framework. Engaging directly with the ultra-poor allowed BRAC to better understand their daily experience and develop ways to reach them with new programs.
When Vancity Credit Union in British Columbia launched its Fair & Fast Loan program as an alternative to payday loans, its process was similar. Archana Ananthanarayan describes how understanding the experiences of its members allowed Vancity to design a financial product that has the intended impact:
To develop Fair & Fast, we used a user-centric design process. That means we stepped into the shoes of those who use payday lending in order to understand what they need, and we co-created Fair & Fast with them. One learning that surprised us was that many people felt embarrassed at needing to take out a payday loan, and would go to great lengths to keep it a secret. We met people who would go to payday lenders in a different city so that their neighbors wouldn’t see them. Some people would go to the payday lender late at night, after their family was asleep. That’s when we decided we needed to create an online version of the Fair & Fast Loan that our members can use at home any time of the day.6
Integrating a System Perspective
Integrating a system perspective into an impact assessment process offers an additional leverage point for success. One important argument for adding a system perspective is that it helps the business avoid unintended negative side effects or negative impact. For example, reducing CO2 emissions by raising the price of gasoline in order to reduce the use of cars might disproportionally affect low-income people who lack alternative transportation options. Even a well-intended intervention can have a negative impact.
This is where the concept of thinking in systems is helpful. Systems thinking became popular after a group of MIT researchers produced the 1972 report Limits to Growth.7 To map the impact of economic actions, the report adopted a system perspective on the environmental state of our world and identified limiting factors that affect the future of our planet. The study introduced the concept of leverage points for change, which the authors defined as “places within a complex system (a corporation, an economy, a living body, a city, an ecosystem) where a small shift in one thing can produce big changes in everything.”8
The report also described how delayed feedback loops affect systems. For example, my actions have impacts that are distant in time or space from when and where they took place. I pollute the air today by driving my old diesel car through the streets of Cambridge. The impact is felt by the bike rider behind me, and my grandkids will suffer from the accumulated air pollution. But I don’t see or feel the impact of my decision here and now. To understand how my action affects others and the system as a whole, I must stop, reflect, and analyze my behavior from a larger perspective.
Three forms of complexity Systems thinking has been influential in how we understand nature, society, and organizations, and has allowed the development of tools and methods to understand and cope with the complexity of systems.
We can think of three forms of complexity: (1) dynamic complexity (delayed feedback in time and space), (2) social complexity (diverse stakeholders, interests, mental models), and (3) emerging complexity (disruptive change).9
Dynamic complexity describes the delayed feedback loop between cause and effect. The full impact of an action is delayed in time and space; those who cause the change do not experience its effect, or experience it only later. A whole-system analysis captures the different feedback loops that create the dynamics of a system—for example, connecting car pollution with the biker and the asthma of the young child in the neighborhood. This form of analysis can be done at any level of social reality—the individual, team, or organization—and in a neighborhood, an industry, society, or planetwide. Limits to Growth introduced systems analysis to the field of environmental issues. Peter Senge in his bestselling book The Fifth Discipline describes how to lead organizations with a systems thinking approach,10 and systems thinking is being used in many different fields, including in the fight against climate change.11
Understanding the complexity of systems requires moving beyond the dynamic complexity that describes delayed feedback loops, the delay between cause and effect. Many banks deal with social complexity, such as when they work with different stakeholders in order to create impact. The work of Harvard professor Chris Argyris helps us understand how to address social complexity with the help of mental models.12 Mental models describe how we think and what frameworks and concepts underlie our analysis of the world around us. For example, the discriminatory redlining of minority neighborhoods in the United States, which hindered investments in these communities, was based on decision-makers’ mental models, beliefs and thinking about marginalized communities and communities of color. Each time we meet with a client, we bring our own framework with us and apply it to our interpretation of the behavior of others or the purpose of what we are doing. Mental models guide us as individuals, but teams, organizations, and societies also operate according to collective mental models, concepts, and frameworks that influence their interpretation of the world. How we think about the economy, refugees, and climate change influences our actions and how we collaborate. To achieve profound innovation and change, we need to become aware of the mental models we use to explain the world around us and, if necessary, to change how we think about the present and the future.
Social complexity calls for different tools from those used to analyze dynamic complexity. Social complexity requires us to develop the skills of self-reflection and the ability to listen and engage in dialogue. Creating effective spaces for stakeholders to do so requires what we call social technologies. Social technologies are skills, tools, and processes that improve the quality of social interactions. All of us have experience with social technologies, which we implement when we facilitate meetings or lead conversations, for example.
Having worked with change processes for a large part of our professional lives, we believe that social technologies are essential skills that determine the success of most interventions. In our work with approximately fifty practitioners around the world through the nonprofit Presencing Institute in Cambridge, Massachusetts, we are advancing the development and practice of social technologies that help people reach their potential by addressing and transforming mental models.
The third type of complexity, emerging complexity, has become particularly relevant in recent years because it deals with disruptive change. Emerging complexity arises when the future is radically different from the past. In moments of disruptive change, experience, past learnings, and the tools and capacities that helped us yesterday no longer apply. They might even be counterproductive when it comes to addressing the challenge in front of us. C. Otto Scharmer, a leading thinker in the field of emerging complexity, has introduced the concept of presencing and a framework that he calls Theory U, which employs tools and processes that allow people and organizations to learn in situations of disruptive change. Theory U enables us to “lead from the emerging future” by engaging in this process.13
Addressing these three types of complexity is a starting point for creating impact assessment that integrates a systems analysis.
Four Strategies for Creating Impact
A learning infrastructure and a system perspective are important cornerstones of an effective impact assessment process for evaluating the impact of a Just Banking strategy. Banks have choices when it comes to developing an effective strategy that accelerates their impact. A loan officer in one bank we work with asked the following question about the bank’s position as a niche player in the Just Banking industry: “If Bank of America decides to switch to 100 percent recycled paper, would they save more CO2 than our entire renewable energy program?” As niche players, Just Banking organizations have to decide where and how to focus their resources to have the most meaningful impact.
To maximize impact, a Just Banking institution must develop a strategy that meets the needs of its community (the context). As we see it, it has four options, with differing levels of complexity:
Strategy 1: Isolated Social or Green Business Projects and Practices
A large financial player switching to recycled paper is an example of an isolated social or green initiative. The strategy may be implemented by a corporate social responsibility department, but the bank does not otherwise consider social and environmental impact as decisive criteria in its core operations. The purpose of such an initiative might be to improve branding, motivate and engage employees, respond to stakeholder demands, or take advantage of a business opportunity with an environmentally sustainable or green product. The practice is not core to the overall business. Although it has a positive social or environmental impact, the activity is isolated.
Figure 4.2
Four impact strategies
Strategy 2: Just Banking at the Core of the Business Model
When impact is central to the business model, the brand, the relationship with clients, and the profitability of the business all depend on this strategy. It is not something “nice to have” or an add-on; instead, the activities of this impact strategy are aligned with the purpose of the business through its organizational structure, organizational processes, and leadership. This strategy distinguishes Just Banking players in the market, although no bank is 100 percent socially responsible or green. There is always a gap.
To ensure they do not deviate from their impact objectives, many banks identify minimum criteria and processes that define a boundary the organization is not willing to cross. For example, Triodos Investment Management (TIM) uses the following process when considering an investment:
The implementation of these three steps establishes the conditions for investment by an organization in which impact is central to the business model.
Strategy 3: Strategic Ecosystem Innovation That Identifies Leverage Points for Change
Just Banking businesses are niche players in the markets they operate in and must determine how to leverage their impact. Some of these organizations employ “strategic ecosystem innovation.” This strategy requires identifying and focusing on leverage points in the system. A leverage point can be an innovation that changes an industry, an entrepreneur who enters a new market, or a missing element in a community development process. Answering the following questions can be helpful:
GLS Bank in Germany funded one of the first solar-electric boats that transport tourists on the Spree River in Berlin. The decision was made to support this fast-growing sector in Germany’s capital by financing the company that introduced a renewable energy solution. GLS’s head of sustainable economy, Andre Meyer, described the bank’s investment decision in this way: “We knew that this was the first of its kind. So, we wanted to help prove that solar-electric ships are possible. Our objective is for all ships in our state to run emission-free in a few years. … We are OK if competitors step in and support this clean way of transportation. The market is big enough and has to change quickly.”14
The impact strategy underlying this decision is to identify a player in the field who might change how the overall sector—in this case, shipping—operates. It is not about competition but about the opposite. The goal is for the rest of the market to catch on. This strategy is an ecosystem innovation.
The ecosystem innovation strategy requires integrating the following steps:
Strategy 4: Intentional (Purpose-Driven) Ecosystem Innovation That Shifts the System to the Next Level
Although identifying leverage points in a system increases impact, a purpose-driven strategy requires expanding the role of banking so that the bank becomes an active player in the ecosystem.
XacBank, based in Ulaanbaatar, the capital of Mongolia, has a mission to provide accessible and transparent financial services to the most marginalized citizens of Mongolia. Ulaanbaatar is the coldest capital city in the world, with temperatures routinely dropping below −30° C in the fall, winter, and spring, and also one of the most polluted cities in the world. Nonetheless, more than 800,000 residents in the city of 1.4 million live in gers, felt tents typically used by nomadic herders in the countryside. Ger districts are often deeply impoverished and lack connections to water, electricity, and other crucial elements of urban infrastructure. It is common for ger district residents to heat their tents with inefficient coal-burning furnaces. This leads to two major issues: energy costs often account for a large portion of a family’s annual income, and burning coal for heat is a major contributor to the high levels of air pollution in the city.
Fuel-efficient stoves and other methods of ger insulation, such as blankets and door coverings, can be exorbitantly expensive for residents of the ger districts. XacBank, recognizing a need for better and more affordable heating methods, built a network of product centers throughout the ger districts of Ulaanbaatar. These centers sell subsidized energy-efficient and clean-burning heaters in partnership with the Millennium Challenge Corporation and the Clean Air Fund of Mongolia. Through these centers, the bank offers microloans for the purchase of the energy-efficient products. These Eco Consumption Loans are designed to be accessible to the low-income population, offering a low interest rate, flexible repayment plans, and low collateral requirements. On the provider side, XacBank also targets loans to small and medium-sized enterprises producing energy-efficient products.
In addition to establishing the product centers and eco-loans, XacBank has worked with the social enterprise MicroEnergy Credits to calculate and monitor the reduction in carbon emissions that is a direct result of the products they have sold. MicroEnergy Credits buys carbon credits from XacBank and sells them on the mainstream carbon market. XacBank then uses the money from this exchange to further finance and develop its eco-banking programs.
This case illustrates the concept of the intentional ecosystem strategy. The starting point is similar to strategy 3, which is to understand the overall system and the leverage points for change. But it does not stop there. XacBank is creating a collaboration among actors in the system that need each other to devise effective solutions, in this case addressing the inefficient heating systems in gers. Just creating a loan product would not be a solution. XacBank had to partner with a network of stakeholders who collaborated to cocreate the solution.
Engaging in an intentional ecosystem innovation requires the following steps:
This impact strategy requires additional skills from a bank, including the capacity to facilitate stakeholder collaboration. Here is another example that dives deeper into the level of engagement that might be needed when employing a purpose-driven ecosystem impact strategy:
Verity Credit Union joined the Othello Square project, an initiative in South Seattle, a highly diverse district with a large number of refugees, many of whom reside there to escape the high cost of housing in central Seattle. The project was started by Verity employees who were involved with nonprofits in the neighborhood. The employees’ engagement connected the credit union with the people who lived there. Building on those connections, Verity decided to take the next step and fully participate in the initiative. Adjacent to the Othello light-rail station in Seattle is a piece of land that was claimed by neighbors to be transformed into a multipurpose center for the community. It took more than two years of regular multistakeholder meetings, forums, and workshops for the Othello Square project to take off. The goal is to co-locate affordable retail space, an early learning center, a high school, a business incubator, cooperatively owned and mixed-income housing, a health clinic, and a multicultural center. The project aspires to become an economic and cultural anchor, with more than 350 on-site jobs, health care, education, and ownership possibilities for the residents. From the very beginning of the project, Vivian Valencia, director of community relations at Verity Credit Union, attended weekly community meetings to better understand how the credit union could serve the neighbors’ needs. Valencia’s ongoing presence further developed the connection between the community and Verity Credit Union. More than a dozen other partners joined the initiative, including the City of Seattle, King County, the Multicultural Community Coalition (comprising eight smaller ethnic organizations), and the Odessa Brown Children’s Clinic on behalf of Seattle Children’s Hospital. Verity Credit Union became the preferred lender for the affordable housing cooperative and plans to open a new branch inside one of its four buildings.
This example of a purpose-driven ecosystem strategy illustrates the level of collaboration needed to pursue the strategy. Building the level of trust needed to create an effective collaboration requires personal engagement and a reliable and trusted partner.15
Measuring Impact
Once an impact strategy is in place, a bank needs to figure out how to measure its impact. As impact finance grows in importance, the number of promising approaches has also grown. There are many inspiring examples of measuring systems, reporting systems, and impact standards, including the Impact Reporting and Investment Standards (IRIS), the International Integrated Reporting (IR) Framework, the Sustainable Accounting Standards Board (SASB), and the Global Reporting Initiative (GRI), to name a few.16 All these approaches grapple with balancing quantitative and qualitative criteria, conducting evaluation and self-assessment, ranking results, and introducing learning processes.
Understanding Impact at the Organizational Level: GLS Bank, Germany
Many banks develop their own tools and methods to fit their size and their culture, and to align processes with their impact strategy. GLS Bank in Germany is experimenting with developing its own comprehensive impact measurement system, with the goal of guiding the bank toward systemic impact. What distinguishes this example in the field of impact measurement on the organizational level is the goal to connect the measurement tool with the systemic questions, What is our vision of society? What is the image of our future that we want to create? Answering these questions launches a deep dive into the different impact areas that the bank wants to focus on, such as renewable energy, education, and food.
Let’s consider the example of renewable energy. First, GLS Bank developed and described its vision for the renewable energy sector. It researched the sector and conducted a dialogue with loan officers responsible for the sector, with clients in the sector, and with the leadership of the bank. The vision is encapsulated by selected key phrases:
With this list as a starting point, the impact measurement tool gets more detailed for each technology: wind, solar, geothermal, biogas, and so on. For each technology, the bank defines its system vision and proposes impact indicators to account for the respective contributions to this vision. By assessing the contributions, relevance, and details of each indicator used, all stakeholders are invited to challenge and discuss the most relevant leverage points to achieve the system vision. System change stories are developed to help channel financing activities and societal debate in the direction needed to create the most impact.
The purpose of this work-intensive process is dual: (1) to ensure that the bank has a systemic societal impact and (2) to engage all levels of the organization, from loan officers to clients to internal and external experts. The effort is led by an internal team in the bank that engages with the different stakeholders. Ideally, the result is a continuous learning process at all levels and a better understanding of whether and how the investments in renewable energy affect the sector as a whole. This impact assessment focus also helps clients learn and advance their own practices by asking themselves the same question that the bank poses: What is needed, from a system perspective, to shift Germany toward renewable energy?17
The example of GLS Bank illustrates how measuring impact and creating a learning infrastructure go hand-in-hand, and how including the system perspective can guide the development of an impact measurement process.
Certify and Collaborate
In addition to impact measurement at the level of a single organization, measurement methods have been developed to evaluate impact across several organizations. One example is a certification process. B Corps are businesses certified as balancing purpose and profit. Today, more than three thousand businesses in over sixty-four countries worldwide are certified B Corps.18 The certification process is organized by the global nonprofit organization B Lab. B Lab reviews the social and environmental performance of the business in several steps and adjusts the process to its size and to the sector the business operates in. The process follows these steps:
Once certified, B Corps are listed in a B Corp directory and are allowed to call themselves B Corp certified.19 A new B Corp pays an annual fee and signs a declaration that says it “uses business as a force for good.”20 Certified B Corp companies also commit to change their legal documents to include their commitment to all stakeholders. After certification, B Corps receive a customized improvement plan based on the assessment.
The B Corps impact assessment is a comprehensive tool that integrates a learning component by using the data from the certification process to engage the business in a reflection and improvement process. The B Corps approach focuses less on an impact strategy for leveraging the individual business approaches and more on creating a movement toward social and green business practices. The certification allows members to identify themselves in the market and to attract customers that respond to this objective. B Corps have become a successful global movement.
In the financial sector, the scorecard of the Global Alliance for Banking on Values (GABV) is another assessment tool. With more than sixty members around the world, GABV is a network of banks that use finance as a tool for addressing societal challenges. The alliance has developed a scorecard that lets its members self-assess based on principles of “values-based” banking. The criteria include:
The GABV Scorecard is designed for regulated banking institutions, and each section of the self-assessment tool has quantitative and qualitative elements. The scorecard allows members to self-assess their impact and improve their own practices by tracking their progress over time. Similar to B Corps, the GABV aims to create a movement that has a systemic impact.
Understanding Impact at a Societal Level
Finally, let us take a look at the best-known measurement of economic development, gross domestic product (GDP). GDP is just one number that measures the value of goods and services produced by a nation. The GDP framework was developed for a US congressional report in 1934. The economist who wrote the report, Simon Kuznets, immediately warned that GDP should not be used as a key indicator of economic success, a warning that went ignored when, in 1944, the Bretton Woods Conference made GDP the standard for measuring, ranking, and comparing the success of economies.
Critics of GDP object to its use on several grounds:
If the GDP of two economies is the same, and one economy benefits from exploitation and poverty whereas the other reflects a more equal and sustainable society, the GDP would not capture this distinction.
What is the alternative? Since the 1990s, we have seen several attempts to introduce impact measurement systems on a macrolevel that capture different qualitative factors in society. The United Nations Development Program (UNDP) launched the Human Development Index to capture quality of life as measured by a country’s life expectancy at birth, its adult literacy rate, and its standard of living. The World Happiness Report, produced by the UN Sustainable Development Solutions Network, offers an annual index ranking countries on factors such as social support, life expectancy, freedom, trust, and generosity, in addition to income. The Organization for Economic Cooperation and Development (OECD) produces the Better Life Index, which compares well-being across countries based on factors the organization deems essential to quality of life, including housing, community, health, and environment.22 Bhutan’s Gross National Happiness Index captures data on psychological well-being, culture, education, and the environment and no longer includes GDP.23 All UN member states adopted the seventeen Sustainable Development Goals (SDGs) in 2015. The SDGs are “a universal call to action to end poverty, protect the planet and ensure that all people enjoy peace and prosperity by 2030.” The widespread use of the SDGs shows the power of indicators to communicate a common vision.24
To return to our starting point, the implementation of impact indicators requires a learning infrastructure that introduces the indicators, measures behaviors, and allows for adjustments. Such an infrastructure can be applied to the individual, organizational, regional, and global levels. The indicators used by an organization reflect what it thinks is important to measure. The use of GDP currently reflects how we think about the economy. Changing the indicators will require changing how we think about economic development and societal well-being.
Learning to Understand Impact
Creating impact goes hand-in-hand with understanding impact. Impact measurement systems can oversimplify by creating simple indicators for complex matters. But we need this simplification of indicators to create a common language, and to measure different points in time. Indicators are always (and only) models of the world that simplify a complex reality. It is therefore important to remain aware of the complexity of reality and to be clear about the assumptions that underlie the indicators in use.
It is necessary to connect with the specifics of the impact—for example, by talking with the residents of the neighborhood, the entrepreneurs, and the loan officers about the specifics of a loan and a client. And we need to take a larger perspective, engage in double-loop learning, and look at situations from a system perspective. Effective impact assessment requires moving fluidly among these three poles. What we cannot do is to stay in one corner of the triangle and assume that we understand the impact of our work. Impact measurement is a movement, an activity, that requires analysis, letting go of assumptions, stepping into concrete experiences, and engaging with the context.
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Just Money: From Ego-System to Ecosystem Finance
The disruptive challenges we face today are unprecedented. Democracies are under attack, inequality and marginalization are destroying our social fabric, climate change is threatening the very survival of our planet, and a pandemic and its social and economic fall-out threatens the health and livelihood of billions. New approaches and solutions are needed. What we are doing now is no longer working. Four in ten Americans would be unable to come up with $400 in cash reserves in the event of an emergency, according to a 2019 report from the Federal Reserve Board, a statistic that became a devastating reality during the COVID-19 pandemic.1 The world’s ten richest billionaires, according to Forbes in 2019, own $745 billion in combined wealth, a sum greater than the value of the total goods and services many nations produce annually.2 More than one million species of plants and animals are at risk of extinction, with as many as 30 to 50 percent of all species possibly heading toward extinction by mid-century.3 Climate change has evolved into a climate crisis.
Hans Joachim Schellnhuber, an atmospheric physicist, climatologist, and the founding director of the Potsdam Institute for Climate Impact Research (PIK), was one of the first to identify climate change as a threat to the global community in the 1970s. In a meeting with some of the bankers we work with, he argued that the climate crisis cannot be addressed without support from the financial sector. We believe this is true for a number of the disruptive challenges we face as a society. Banks will define our future, and without changes in the financial sector, it will be impossible to find or fund solutions.
This book has explored innovators in the financial system that are combining profitability with positive societal impact. The Just Banking model operates according to a logic that challenges the profit-maximizing economic paradigm we live in. Even though this new thinking goes against the current, we are seeing the market for impact-aware financial products grow. More and more consumers and organizations, not just banks, seem to be coming around to the idea that social and climate crises are not going to be fixed by governments and nonprofits alone. Where and how we spend and invest our money matters. This mixing of business with societal responsibility has also taken hold outside the financial sector. Businesses are embracing social causes from climate change to inequality.
The Relationship between Business and Society
Confronted with these crises, the role of business in society, and the relationship between business and society, may be on the brink of change. Giving governments and NGOs the sole responsibility for fixing problems that are caused in large part by how we organize our economies is not a solution. Today’s challenges also require the power of the private sector as a force for good.
In June 2019, 181 CEOs of major US businesses released a joint statement specifying the purpose of companies as serving not only shareholders but also other stakeholders, including customers, staff, suppliers, and their communities.4 This announcement marks a notable departure from the status quo. Commenting on this statement, the Economist reflected the mainstream argument: business is about competition, not about fixing societal problems. Noting the small percentage of society that owns shares in large businesses, it questioned the right of the CEOs of the largest US firms to decide what societal issues need to be addressed and to whom they should be accountable. What CEOs consider a worthwhile cause might not reflect what society needs but rather what these CEOs need to grow their own business. The Economist writers argued that corporations already contribute to society by providing goods and services, as well as jobs.5 This is a valid point: unlike government, businesses do not have a democratic mandate to decide what causes should be prioritized. That said, the opportunity to leverage the entrepreneurial players to accomplish positive change cannot be missed. It will be a crucial element of any long-term solution. The Economist raises an important issue that should not shut the door on businesses shifting their focus away from shareholder wealth maximization but rather should raise new questions, many of which we discuss in this book. At a minimum, businesses should understand their impact and take responsibility for it. Even more, they can help find innovative solutions for societal problems and build a business case around them. This is what Just Banking institutions and impact-aware businesses do.
Innovating from an Ecosystem Perspective
When the first science of climate change emerged in the 1970s, and the subsequent catastrophe of Chernobyl exposed the risk of nuclear energy, the Netherlands-based Triodos Bank and Germany’s GLS Bank began to develop financial products that created investment opportunities in renewable energy, an idea that is mainstream today. Southern Bancorp, a community development financial institution, provides innovative financial solutions for local businesses that create jobs in the Mississippi Delta of the United States, and Vancity Credit Union in Vancouver, Canada, builds on user-centered design principles to create a financial product that helps its low-income members break out of the downward spiral of payday lending. Just Banking institutions are prototyping a shift in the banking business model from impact-unaware to impact-aware, and demonstrating how to take a societal challenge as a starting point for building a business model.
More and more businesses are beginning to integrate impact awareness into their operations. The public debate about the role of business and the impact of our economic system is growing. The number of publications, conferences, and presentations on such topics as rethinking capitalism and the new economy are indicators of this trend.6
From Ego-System to Ecosystem Awareness
Economic systems evolve over time. We need only consider the shift from preindustrialized economies in Europe to the first Industrial Revolution in the late eighteenth century, and how the economic logic shifted from centralized coordination of the economy dominated by a few heads of state to a decentralized free market system.7 The result was astonishing. The new freedom created an explosion of market activity and growth. Freed of restrictions devolving from a centralized system and a limited number of players, individuals became entrepreneurs who could make use of opportunities and their own labor. But the shadow side continued. Exploitation of labor and environmental destruction created misery and human suffering. In economic theory, these effects are referred to as the negative externalities of the free market system.
When stakeholder groups begin to form around these negative externalities—for example, around labor issues—a third form of coordination emerges. Stakeholder engagement appears. Labor unions fight for better working conditions. NGOs form to address social and environmental issues and push back against the growing power of business. The European economic model has settled on this regulated market approach, whereas in the United States the debate over the role of government in regulating the economy is an ongoing political battle.
Just Banking institutions, as well as social businesses in other sectors of the economy, introduce a fourth logic, the logic of ecosystem awareness. The urgent need to address and mitigate the negative externalities of a free market system can only partly be handled by a complex stakeholder negotiation process or government intervention. Social businesses and Just Banking institutions have recognized this limitation and aim to create business innovations that address societal challenges that are also financially self-sustaining. When the business objectives of Just Banking institutions introduce a positive societal impact into the equation, they no longer fit the dominant economic paradigm of profit maximization. This fourth logic incorporates an intentional shift from focusing on just the business (ego-system awareness) to focusing on the ecosystem in which the business operates. The ecosystem can be the community the bank serves or the society the bank wants to see move toward carbon neutrality to fight climate change. This also requires new collaborations among NGOs, government, and business. While the first three models describe existing economic models, this fourth model of ecosystem economies, we believe, is emerging, and Just Banking institutions are a part of it.
We have divided the past and future of our economic system into four primary coordination mechanisms. Though these mechanisms are not completely distinct or linear over time, we see that each additional economic logic requires new skills and practices. Table 5.1 summarizes this evolution.
Table 5.1
Evolution of the economic logic toward ecosystem awareness
Underlying each logic are different societal, organizational, and personal attributes. Centralized economies are coordinated through a hierarchy that is based on power and traditional leadership. Free markets require the skills, capacity, and motivation to act entrepreneurially. Regulated markets require stakeholder engagement and negotiations, as well as dialogue skills. Ecosystem awareness requires an intentional shift away from an ego-system perspective to an ecosystem awareness and builds on people’s ability to operate in complex systems.
From Ego-System to Ecosystem Finance
The Just Banks described in this book will not change the financial system. Their model is scalable, but not to a degree that will transform the financial sector as a whole. Their market share is too small and the dominant financial actors are too powerful. But the niche players presented here are challenging the traditional thinking about finance and banking with their business model, and in doing so they are questioning the fundamental role of finance in society. They are not satisfied with the idea that banks fulfill their role in society by, as the Economist suggests, providing financial services, creating jobs, and maximizing profits.
The cases in this book provide insight into what the next iteration of financial institutions might look like—businesses that innovate from an ecosystem perspective. In ecosystem finance the well-being of society is one of the core drivers of the innovation process. Just Banking institutions offer learnings about new business practices, but they also identify leverage points for shifting the financial system. The following sections identify some of these leverage points for moving from ego-system to ecosystem finance.
Assess the Success of the Financial Sector from the Perspective of Society
The purpose of the nonfinancial economy is to provide goods and services. The purpose of finance is to facilitate financial transactions for nonfinancial actors. In our current system, the financial sector and its profits are growing disproportionally in comparison with the rest of the economy. A large number of financial products are disconnected from the real economy of goods and services and are speculative in nature. The logic of who should serve whom is turned upside down.
Shifting toward ecosystem finance requires assessing the effectiveness of the financial sector in terms of how well it serves the real economy and the needs of the broader society. Financial institutions that operate with an ecosystem logic do not use profitability as the sole indicator of their success. To assess how and to what degree the financial sector succeeds in fulfilling that role requires new indicators and new regulation, but also a new understanding of the role of finance in society.
Implement a Regulatory Approach That Rewards Positive Impact
If the role of the financial sector is seen through the lens of society as a whole, regulations need to reflect that. Financial products that speculate with food prices or bet on the collapse of currencies are disruptive and destabilize society. Regulatory frameworks that support a shift toward ecosystem finance integrate the impact of financial institutions on society into the regulatory framework. Current regulation often does the opposite. Small and impact-aware financial institutions struggle with regulatory demands that do not take the institutions’ societal impact into account. Large financial players use their lobbying power to create a regulatory environment that benefits them.
Impact-aware regulations will also need to incorporate a new way to think about risk management. Although regulators are beginning to ask for environmental risk assessments and corresponding reporting practices, the systemic challenges of understanding impact and risk will require innovations in accounting and reporting standards.
Rethink the Economic Model
The current mainstream economic paradigm is highly influenced by neoliberal economics. This paradigm, which is taught in schools and universities, defines academic careers and influences policy decisions but does not provide solutions to the crises we are facing. Social and environmental crises are labeled negative externalities, and the tasks of addressing them are typically assigned to governments, NGOs, and foundations. As with any powerful system, our current economic paradigm reinforces itself with mental models about profit, growth, and individualism that are deeply ingrained in our politics and culture. Much of the work of moving from ego-system to ecosystem finance involves dismantling these concepts and developing new skills, new ways of operating, and even a new economic vocabulary. We cannot solve the existing problems without articulating a new economic model.
There is a thriving and ongoing discourse in search of a new economic model; some rubrics here include “circular economy” and “regenerative economy.” All these approaches recognize the need to move away from profit maximization and a never-ending growth model, and many integrate new ideas derived from biological processes and observations of the natural world. Just Banking institutions learn from these models, but they also play an important role in prototyping and testing these theories in practice.
This requires both adopting an ecosystem perspective and intentionally shifting toward impact awareness. The moment businesses take responsibility for their impact, they begin to operate with the logic of ecosystem awareness, stepping into the perspective of the ecosystem in which the business operates. For a small bank, this could be the local community; for a green bank, it could be the energy sector.
Innovate Business Operations from an Ecosystem Perspective
Just Banking institutions need to anchor this perspective and its impact objectives in their organization through their governance system, their operational structure, and their leadership. But the daily operation of a business from an ecosystem perspective is substantively different from, and often more complex than, the daily operation of a traditional business. In response to this complexity, Just Banking institutions have developed new organizational practices for running a business from an ecosystem perspective. How do you compensate and measure performance when the business objective is not maximizing profit? How do you measure and evaluate your impact? How do you communicate with your clients and depositors about your impact? These are questions that must be answered if a Just Banking institution is to anchor its mission and make impact the core of its business model. Ecosystem finance—and all impact-aware businesses—must reinvent their operations to reflect this expanded mission
Learn How to Understand Impact
Measuring and communicating impact is critical to the success of a Just Banking institution. Such institutions need to develop impact measurement tools that fit both their business model and the ecosystem in which they operate. An impact measurement approach driven by a system perspective goes beyond capturing how much the bank’s investments contribute to reducing the CO2 footprint, for example. A system perspective leads banks to ask how they can proactively contribute to solving the climate crisis and seeking leverage points for change through a deeper analysis of the ecosystem. Any impact measurement tools used should attempt to capture this system impact.
The success of any impact measurement system also depends on what happens with the indicators once they are identified. Who should look at them? How should they be discussed and interpreted? What action should come next? Impact measurement needs to be combined with an effective learning infrastructure that creates structured space for learning and reflection. This can happen in a meeting, at a retreat, or in a dialogue space. The quality of the learning space depends on the social and communication skills of the participants—for example, the quality of listening they bring to the space.
Upgrade the Monetary System So That It Serves Societal Well-Being
Will our future monetary system be designed by Facebook? The national bank of Sweden and the national bank of China are exploring cryptocurrencies to be used in parallel with the existing currency system.8 A citizen initiative in Switzerland proposed putting a sovereign money system on the ballot, aiming to give the Swiss National Bank the sole authority to create money.9 Although the initiative was rejected, it launched a debate about why retail banks have the authority to issue money when they issue a loan.10
The questions of what money is and who controls it are central to the discussion about upgrading our financial system. Banks and financial institutions are important players in the economy because they deal with all forms of money. Economies depend on a functional financial system that facilitates monetary transactions effectively.
The existing monetary system has evolved over centuries, defined both by economic and political decisions and by technological and cultural changes. Given the dysfunctionality of the current financial system, we have the option to wait for it to collapse, or we can be proactive and begin the process of rethinking money. Historical events such as the Bretton Woods Conference after the end of World War II prove that the process of designing the monetary system and its governing institutions is negotiable. A similar process today would address only the current challenges if (unlike at Bretton Woods in 1947) the voices of the marginalized and the voices of the future were represented at the table. A redesign of the existing monetary system needs to determine how the financial system can best serve the real economy, who should sit at the table when reforms are discussed, and what technologies are needed. One can imagine a type of constitutional assembly tasked with rewriting the rules.
Develop Ecosystem Leadership Capacities
Our experience running a leadership development program for high-potential leaders in Just Banking institutions revealed that leading with an ecosystem perspective requires distinct skills. Leadership is not the same as management, which focuses on developing operational methods to achieve goals. One definition of “to lead” is “to go forth”; another is “to cross a threshold.”11 According to that definition, leadership should entail stepping into the unknown and the new. Leaders of Just Banking institutions need to understand and communicate why they are doing this new work, why they want to take responsibility for stepping into this new territory. Ecosystem leadership implies that leaders are aware of their personal intentions, which are anchored in their personal values and their life journey. Ecosystem-based businesses should expect a leader to step into a system perspective. Systems are complex and interdependent. Ecosystem leadership is based on the ability to see and sense these systems, and to act from the perspective of the whole.
Advance Financial Education
Many of the banks we work with offer financial education to their customers and communities. The impact of financial education can be life-changing. It is important for individuals, families, and communities to understand how their financial decisions will affect their futures. But financial education related to ecosystem finance goes beyond individual finances and includes a public debate on the future of the financial system.
The complexity of financial products today—the speed with which they are disseminated, their global reach, and the language used to discuss them—can hinder this public debate on the purpose and limitations of the financial sector. But there are ways to dissolve these barriers. When the US Consumer Financial Protection Bureau proposed that every mortgage contract in the United States summarize all essential decisions required by the contract on its first page, it was met with an outcry that the inherent complexity of a mortgage contract would make this impossible. But it worked.
Financial education builds the capacity of everyone to manage her or his finances, but also to open up the black box that is called a “the financial sector” and look for accountability and transparency. Ecosystem finance raises the lid on this black box and shines a light inside.
Use Digitization for Impact
Emerging digital technologies raise hopes for decentralizing and possibly democratizing finance. Although the biggest investors in financial digitization are large banks and financial institutions, a wide range of newcomers around the globe are joining in. Fintech companies have plucked specific financial products and services from the banking sector and created businesses around providing them quickly and at low cost, without the institutional bulk or regulatory burden of a bank. Digitization has changed banking and will continue to change it in the coming years.
In an ecosystem-based financial sector, digitization provides a host of new and exciting opportunities. Cryptocurrencies designed for specific communities,12 crowdfunding and lending circles, financial services designed to reach marginalized communities, and platforms that leverage social innovators (e.g., platform.coop), among other innovations, have the potential to create positive, wide-reaching impact. Though there is much talk of digital disruption in the banking sector as new players emerge, the underlying logic that defines the current financial system also in large part defines digital financial innovations. The learnings in this book about the relationship between finance and impact apply. New technologies might increase the efficiency and accessibility of finance, but using digitization as a force for positive change requires anchoring the digital solutions in an intention to do so and developing structures of systemwide accountability. The experience of Just Banking institutions reveals that technology does not create solutions; the impact is created by the underlying intention that drives its use. This intention defines the outcome as well as the impact on society. And the intention needs to be anchored in the governance system, the operations, and the leadership of the organization.
What Kind of Banking Does the Future Need?
In setting out to write this book, we wanted to explore whether Just Banking practices and innovations could inform the next iteration of our financial system, and if so, how. We hoped to contribute to a discussion about what kind of banking our future needs. Finance defines our future with every investment decision we make. What is funded or not writes the story of what the future will look like.
The challenges societies face today raise many questions about the future role of finance and about the relationship between finance and society. The current system is unstable and dysfunctional, and systems theory teaches us that unstable systems do not last. Governments and NGOs on their own are not in a position to solve the problems created by our financial and economic systems.
The next iteration of our economic system needs to measure its success against the well-being of all. We believe that this will require upgrading to an ecosystem economy, one centered on the impact of the system on society and one that prioritizes the well-being of all. This means that the innovation power of business must be directed toward solving society’s problems. But its success will depend on the collaboration among all sectors—business, government, and nonprofit organizations.
We are far from possessing the skills and building the institutions required for an economy that is based on ecosystem thinking. But the examples in this book provide some insight into the kinds of innovation that will be necessary. Rethinking finance will be one of the most important cornerstones in the transition to an ecosystem economy. The types of financial institution described here cannot create stability on their own, but they demonstrate how the financial system can address pressing issues. Their innovations show what a financial system that serves the whole could look like. To quote the founder of Germany’s GLS Bank, “We can only overcome our fear of a future that we are anxious about with an image of a future that we want.”13 This vision of the future we want to create is already palpable.
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