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Executive Summary

The purpose of this report was to analyse Corporate Social Responsibility in the banking sector. CSR assumes that every stakeholder affected by an organisation maintains the same level of importance and a business has a responsibility to be ethical. In todays business environment, there is notable consumer demand for CSR in business.
Ethical banking is a recent trend in the industry where CSR is fully utilised by banks: it’s main driving motives include competitive advantage, reputation and image rebuilding, and access to information and consumer demand.
The report then contains and overview of the CSR practices employed by the ‘Big Five’ banks in the UK, followed by examples of ethical banks like The Co-operative Bank and Triodos. 
The benefits of adopting CSR in the banking sector include brand image, customer loyalty and employee retention, whilst negatives can include greenwashing accusations and expense.
The report concludes by acknowledging that traditional bank only engage in selected elements of CSR, and it’s recommended that banks include CSR in investment policies, support government legislation surrounding social responsibility, and promoting evidence of a change in consumer preference for ethical banking.


1. Introduction
[bookmark: _Toc509517856]1.1 Corporate Social Responsibility
Business ethics can be defined as the ‘study of business situations, activities, and decisions where issues of what is morally considered right and wrong are addressed’ (Crane & Matten, 2010). Michalos (1988) suggested that ethics seek to improve the basic human condition, by acknowledging that the malpractice of businesses can lead to environmental, social, and individual harm and thus seeking to prevent that from happening. The importance of ethics in business is widely recognised by most, although Friedman’s position that a business’s sole responsibility is to generate profits for stockholders (Friedman, 1970) is still accepted by some individuals and businesses.
[bookmark: _Hlk509518159]Freeman’s stakeholder theory is the foundation of Corporate Social Responsibility (CSR), which assumes that every stakeholder affected by an organisation maintains the same level of importance and should be considered like such. Carroll’s Pyramid of Corporate Social Responsibility depicts the ‘economic, legal, ethical, and philanthropic expectations placed on organisations by society at a given point in time’ (Carroll & Buchholtz, 2010). For a business to be considered fully ethical, all four levels of responsibilities must be adequately addressed.
Fig 1: Carroll’s Model of Corporate Social Responsibility
[image: ]
Source: (Crane & Matten, 2010)

[bookmark: _Toc509517857]1.2 Sustainability
The three-legged stool of sustainability represents an organisation’s economic, social and environmental responsibilities (Molthan-Hill, 2014). To ensure sustainable operations, all three elements of sustainability must be considered by an organisation and relevant actions must be taken successfully. John Elkington (1997) developed this concept, commonly referred to as the triple bottom line. It posits that business practices would be unsustainable if social and environmental impacts were unaccounted for, particularly if chasing short-term economic gain. Sustainability would be contained within the ethical responsibility segment of Carroll’s Pyramid of Corporate Social Responsibility.


[bookmark: _Toc509517858]1.3 Development of CSR
During its initial period, CSR was limited to charitable giving from organisations in response to poor social infrastructure provided by struggling institutions (Carroll, 1999). Fast forward to the present day, the scope has widened to encompass workforce conditions and labour rights, pension systems, education, healthcare, environmental protection, and human rights (Kudlak, et al., 2018).
There is an ever-increasing public demand for information concerning the CSR performance of an organisation; stakeholders now commonly evaluate companies using non-financial criteria relating to social repercussions of business activities, in addition to traditional financial indicators (Vartiak, 2016). Studies have also shown that companies with a commitment to CSR outperform competitors, benefit from higher levels of employee engagement, and provide improved customer service (Tennant, 2015). The culmination of these factors has resulted in CSR becoming a mainstream business activity. 

[bookmark: _Toc509517859]2. Main Body
[bookmark: _Toc509517860]2.1 Ethical banking 
Ethical banking refers to a system of banking that adheres to practices that have a beneficial impact on the environment and society (Federation of Small Businesses, 2016). This can include products offered by the bank, the businesses that they invest in, and the relationships that are built with customers. A large element of ethical banking is Socially Responsible Investing (SRI), or ethical investment, an investment process that assesses the positive and negative social and environmental impacts of investments. Companies that meet specific criteria of CSR are identified and allocated investment funds (O'Rourke, 2003).
Mintel research estimates that the overall figure of retail deposits in banks in the UK was £1.4 billion in 2016, which would indicate that only 1.5% of the retail banking sector is represented by ethical banking (Ethical Consumer, 2017). Almost half of the total amount was deposited in the Co-Operative Bank, although Co-op’s dominance of the sector is gradually changing; in 2017 ethical bank Triodos launched a current account that has increased options for customers (Jones, 2017), as providers such as Ecology Building Society and Charity Bank do not offer current accounts for consumers.
Technically, ethical banking does not include traditional banks and practices that have only partially implemented CSR policies.

[bookmark: _Toc509517861]2.2 CSR Drivers in the banking sector
[bookmark: _Toc509517862]2.2.1 Image rebuilding
The most important institutions of any economy worldwide are arguably commercial banks. The financial crisis of 2008 critically demonstrated the role of the banking industry, illustrating the negative impact that the irresponsible behaviour of commercial banks can have on the global economy (Paulik, et al., 2015). In an attempt to rebuild damaged reputations and reclaim public trust, banks have attempted to implement socially responsible principles that fill CSR criteria.

[bookmark: _Toc509517863][bookmark: bb0235][bookmark: _Hlk509437993]2.2.2 Strategic choice and competitive advantage
According to Fombrun and Shanley (1990), a company’s reputation will improve with a greater contribution to social and environmental welfare. Reputation is closely correlated with brand awareness, assists with brand differentiation, and enables the company to gain an advantage over competitors and improve profitability (Brine, et al., 2007). Banks that incorporate CSR within their strategy can attract a greater number of loans and deposits that a non-CSR bank, due to the effects of CSR that create a stronger brand name and sense of identity among customers (Wu & Shen, 2013).

[bookmark: _Toc509517864]2.2.3 Information availability and pressure groups
Easily accessible and affordable communication technology (the internet) has increased the flow of information directly to stakeholders that wouldn’t have been available in the past. External pressure from consumer groups, government and NGO’s, particularly environmental organisations, can now drive CSR and sustainability in business. Through publicised campaigns, these pressure groups can force businesses to become more socially responsible and transparent as they can potentially damage organisational reputation with existing customer bases (Lozano, 2015). Banks are more likely to influenced by this potential risk to reputation as they are more vulnerable to negative stakeholder reactions (Thompson & Cowton, 2004). This is because there is a greater importance for banks to differentiate and maintain customer confidence, due to the intangible nature of the product and need for trust among stakeholders.

[bookmark: _Toc509517865]2.3 Relevant CSR examples
[bookmark: _Toc509517866]2.3.1 The ‘Big Five’
The five largest banks that operate in the UK are HSBC, Lloyds, Barclays, Royal Bank of Scotland, and Santander: together they have approximately 80% of the retail banking market (Swinten, 2018). In Ethical Consumer’s ethical bank rankings, where banks are scored out of 20, all five of the largest banks have a score of 5 or under (2018). None of these are considered ethical banks, but all incorporate some form of corporate social responsibility.
According to their website, HSBC work with large charities to support projects that concentrate education, the environment, and health (HSBC, 2018). They have also pledged to reduce their annual carbon emissions and have pledged £100 billion over the next eight years to back low-carbon and renewable energy. However, critics argue that this does not go far enough and that there is more HSBC can do to embrace and encourage change (Jenkins, 2018). HSBC has been accused of greenwashing multiple times; in 2005 the bank declared itself carbon neutral despite it’s investment portfolio being the exact opposite, and in 2009 they launched a ‘green account’ that was paperless despite still using the deposits to fund palm oil deforestation in Borneo (Pearce, 2009). 
In 2012, Barclays won at the Business Charity Awards for Corporate Social Responsibility (Ainsworth, 2012): they generated £63.5 million of community investment that was used to provide financial and digital access to communities and develop vital infrastructure. Similarly, Santander won a ‘Pioneering Philanthropist’ award for their own community investment scheme created to support social enterprises (Santander, 2012).
All five banks produced satisfactory to good sustainability reporting, yet all five invested heavily in companies that contradict the socially responsible stance taken; all have been involved in numerous scandals, and all but one massively invest in nuclear weapons technology (Ethical Consumer, 2018).


[bookmark: _Toc509517867]2.3.2 Ethical banks
There are a number of ethical banks in the UK that operate under an ethical policy that ensures that all of their practices have a positive social and environmental impact, whilst still generating profits. 
The Co-operative Bank is the only ethical bank on the high street. It has almost 50% of the ethical banking market share and has had an ethical policy that includes refusing to invest in arms manufacturing and fossil fuels, and companies that test on animals or have unethical labour practices, since 1992 (Co-operative Bank, 2018). In 1998, it was also the first bank to publish an open and transparent sustainability report.
Named Ethical Consumer’s most ethical bank is Triodos, Europe’s leading sustainable bank. In 2017, they launched a current account that provides customers with the opportunity to bank in a completely ethical manner (Jones, 2017). Like the Co-op Bank, Triodos only lends money to companies that have a positive social and environmental impact, generally specialising in organic farming, sustainable energy and supporting the arts and culture (Choose, 2017). They also offer complete transparency, publishing details online of every company that they have connections with. In addition to ethical investment policies, their personal banking practices are more responsible than most: arranged overdrafts are available, but customers are unable to fall into an accidental overdraft which often results in high fees for most high street banks (Triodos, 2017). Accidental overdraft fees earn large banks an estimated £1.2 billion annually.
Additionally, there are several other ethical banks such as Charity Bank and Ecology Building Society that can be used to save money ethically, but do not offer current accounts.

[bookmark: _Toc509517868]2.4 Benefits of adopting CSR in the banking sector
[bookmark: _Toc509517869]2.4.1 Customer Loyalty
Matute-Vallejo (2010) demonstrates that customer behaviour is affected by the adoption of CSR policies and transparent pricing strategies of commercial banks by increasing customer loyalty. A bank that is considered to be more socially responsible is often believed by the customer to have fairer pricing policies than competitors, and so they are less sensitive to price dynamics. This allows the bank to impose a ‘premium price’ and gain competitive advantage.


[bookmark: _Toc509517870]2.4.2 Employee motivation and retention
The production of sustainability accounting reports by banks reduces the information asymmetry with stakeholders and improves the company’s standing within the community, reducing the need for public relationship staffing (Wu & Shen, 2013). Employees prefer to work for an organisation that they perceive to be socially responsible when given the choice; this favourable work environment would result in minimising hiring costs and increasing its employee retention rate. The adoption of employee-focused CSR policies is also of benefit to commercial banks; if the focus of the company is directed towards employee responsibility and skill upgradation, employees are better motivated and provide a superior service to customers. In turn, this increases the levels of commitment the customer has towards the bank (Parvatiyar & Sheth, 2001).

[bookmark: _Toc509517871]2.5 Challenges of adopting CSR in the banking sector
Commercial banks are traditionally focused on profit maximization and the financial aspects of there business model, which suggests that the implementation of CSR policies may be accompanied by difficulties. (Paulik, et al., 2015)

[bookmark: _Toc509517872]2.5.1 Green washing
When an organization knowingly misleads consumers about their environmental and social performance, it is termed ‘greenwashing’. This leads to consumer skepticism and mistrust, negatively impacting relationships with organisations. It’s proposed that firms may use CSR reports to advertise themselves as beneficial corporate citizens despite having poor social and environmental records (Mahoney, et al., 2013). For example, Enron was considered a champion of community involvement and fostered other CSR programs, but used off-balance-sheet partnerships to deceive investors, ruining the company (Tran, 2006). Other banks may commit to the Equator Principles and preach about ethical loans, but largely ignore the policies that they’ve advertised (Watchman, et al., 2006). 

[bookmark: _Toc509517873]2.5.2 Expense
Expenditure is expected to considerably increase when conducting CSR programs and policies within the banking sector. Multiple studies have argued that prioritising social responsibility weakens financial performance, because non-mandatory expenditure on social improvement raises the costs of a company which would result in a potential economic disadvantage to competitors (Friedman, 1970) (McWilliams & Siegel, 1997) (Jensen, 2002). This is especially relevant to commercial banks where financial maximisation is at the forefront of their business model, more than most. Given the cost of investing in CSR, potential financial benefit for the industry will be gained in the long-term, if at all (Henderson, 2001).

[bookmark: _Toc509517874]3. Conclusion
Corporate social responsibility has a vital role to play in businesses today. Its presence is found in all business industries, including the banking sector. A variety of motivations drive CSR in this industry, namely strategic choice and brand reputation, access to information and consumer demand, and the need to rebuild image and trust after multiple financial scandals in the industry. There are many ways that incorporating CSR into strategies can benefit banks, like improving customer loyalty, employee retention and brand image that all generate profit, despite being a costly exercise. There is an abundance of CSR initiatives displayed by the big five banks in the UK, but analysis of available ethical banks shows that whilst they are adept at community initiatives and charity donations, the main practices and operations of the banks remain unethical in order to chase profits.
[bookmark: _Toc509517875]4. Recommendations
Following this report, there are several recommendations for the banking sector that will help implement a more rigorous organisational culture of corporate social responsibility:
· Support implementation of a CSR strategy into financial investment arms of banking organisations to ensure responsibility in all aspects of the company.
· Support government legislation that would enforce a minimum level of CSR required in large organisations, as opposed to the current voluntary system: this should involve a designated regulatory body to monitor implementation. 
· Promote the growing evidence of changes in consumer preference for ethical banking and encourage greater transparency in order to keep consumers accurately informed.
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