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Abstract: Introducing products and services in finances and banking with a prominent social
component is one of the ways international community responds to modern challenges. The aim of this
chapter is to matke systematization and provide insight into the financial products and services that are
designed to improve social environment. Main categories of the classification proposed by the anthors
are: Retail and Microentrepreneruship, Corporate and Investment Banking, Asset Management and
Insurance. Even though many of these products and services are still in an experimental phase, a
growing need for social finance and banking is evident. Additionally, the influence of public opinion on
the financial institutions contributes to their adaptation. Overall, a clear trend of growth of this type of
products and services is apparent. Future research and professional discussions are particularly
important in order to support further development of the concepts of social finance and social banking.
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1. Introductory Notes: From Millennium Development Goals to
Sustainable Development Goals

In order for the international community to adequately respond to modern
challenges, such as accelerated growth of ecological problems, poverty, terrorism,
migration, polarization of the world's wealth, economic crisis and rapid technological
and social development [Munitlak Ivanovic-Mitic, 20106], several global conferences
have been organized with the aim to gather international community around common
goals and to establish certain standards of sustainable development. These
conferences emerged in response to the initiatives of vatrious international
organizations such as United Nations (UN), World Bank (WB), International
Monetary Fund (IMF), etc. The first such conference, entitled United Nations Conference
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on Environment and Development (UNCED) was held in Rio de Janeiro in 1992, where
178 countries and several thousand NGO representatives took part*. After Rio in
1992, the next conference of such magnitude was held in Johannesburg in 2002,
entitled World Conference on Sustainable Development from which a Declaration on
sustainable development emerged.

Meanwhile, as a parallel process, in September 2000 in New York City, world
leaders from 189 countries held the Millennium Summit where they ratified the United
Nations Millennium Declaration and established eight Millennium Development Goals
(MDGs). These goals represented the first organized world response to growing
concerns about health, education, economic development, environment, and
inequality. A review process of MDGs was done at the World Summit in September
2005, also in New York City.

Next major conference was The United Nations Conference on Sustainable
Development in Rio de Janeiro in 2012, which is also known as Rio +20. All of the 192
members of the UN participated in this conference. The main objectives were how to
build a Green Economy in order to achieve a sustainable development while improving
international coordination actions through construction of the institutional
frameworks. It is also important to mention a conference on sustainable development
which was held in New York in September 2015. There, a plan named Transforming our
world: the 2030 Agenda for Sustainable Development was adopted. This conference is of
great importance for sustainable development because 17 global Sustainable
Development Goals (SDGs) were adopted. “The Goals and targets will - stimnlate
action over the next fifteen years in areas of critical importance for humanity and the planef”’
[United Nations, 2015, p.5].

When discussing efficiency and effectiveness of implementing these goals, it is
important to emphasize that the predecessors of the SDGs were MDGs. If the
original and current objectives of achieving a sustainable development are compared,
it can be concluded that the new goals of sustainable development are more ambitious
and have a broader spectrum compared to the MDGs. What remains the same is the
fact that none is legally binding. Countries that adopted SDGs have agreed to make
their own frameworks for the implementation and monitoring of these objectives, but
this does not represent a guarantee for the full implementation. According to some
viewpoints, SDGs are seen as an overly ambitious attempt to create a set of universal
goals. Critics stated that "today's development goals are full of good intentions, but we
all know where they lead" [The Economist, 2015]. This raises the question of
participation of the private sector and local stakeholders, because the UN has no
mechanism to involve other stakeholders except Member States. Newly formed SDGs
are viewed as a system within which an interdependent network of targets exists. This
is the first time that the goals and targets are interconnected both horizontally and

4 Before the conference in Rio in 1992, there was a conference held in Stockholm in 1972 but
it reffered specifically to environmental protection, while the conference in Rio was the first
one where the concept of Sustasinable Development was mentioned.
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vertically. The key problem is implementation of targets, because some are more
complicated than others and it will require a high degree of political will to implement
them [Le Blanc, 2015].

From the perspective of social finance and banking, it is of utmost importance
to implement SDGs in international policies and activities. Eventhough there is no
clear mention of social finance or social banking directly linking it with SDGs, there is
a clear indirect connection through Goal 1 of SDGs which states “End poverty in all
its forms everywhere” [UN Statistics Division, 2016, p.2] and especially Target 1.4.
from Goal 1. which clearly mentiones microfinance as one of the most important
parts of social finance and banking [UN Statistics Division, 2016, p.2]. All in all, the
goal of social finance and banking is to help tackle poverty, empower and provide
access to financial products and services to vulnerable social groups.

2. The Introduction of Social Features in Finance and Banking

In parallel with the process of introducing environmental aspects to financial
sector, a tendency to "humanize" the existing financial products and services emerges
[Rakic ef al, 2014]. There is a need to adjust the financial operations to the principles
of sustainability, which contain a wide range of qualitative indicators related to social
environment. According to Roy-Sapre (2016) “several studies have argued that access
to financial instruments, such as banking services and investment options, lead to a
better quality of life, especially for the poor and disadvantaged®. Be that as it may, a
clear difference should be made between developed and developing countries. The
main goal of social finance and banking in developing countries is to help population
get out of poverty, while developed countries have a more subtle goal to help their
population achieve a higher level of social development, and thus products and
services that are offered in those two groups of countries are slightly different.
According to the European Federation of Ethical and Alternative Banks (FEBEA),
there are five key factors that separate traditional banks from those that incorporate
social protection in their business. With certain modifications made by the authors,
these factors can be represented as [FEBEA, 2012]:

1. The impact of banks on the social environment

2. Origin of money

3. Destination of money

4.  Criteria and values for the use of money

5. Socially Responsible Management

The first factor is the bank's business policy which defines its role in the social
environment. If the bank incorporates protection of the social environment it needs
to focus its policies and practices on directing more resources to projects that are
environmentally and socially responsible. The second factor implies that if a bank has
a relationship with the social environment, it will not accept money coming from
socially and environmentally damaging activities, such as all forms of criminal
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activities [Radovic et al, 2013], severe environmental pollutants, commercial
organizations that do not respect workers’ rights and have unethical attitude towards
individuals and society as a whole. According to the third factor — destination of
money, banks should invest in such activities that promote employment, sustainability,
protection of the environment, social inclusion of vulnerable groups, etc.
Furthermore, banks have developed systems not only for the assessment of the
quantitative, but qualitative business activities as well. Criteria and values for the use
of money must be created with regard to social and environmental principles. The
concept of a socially responsible management is the fifth factor, which refers to the
way the bank's management formulates and implements effective business strategies
and policies. Transparency has to be a fundamental value of the bank, which is not
always the case with traditional banks.

3. The Financial Products and Services Aimed at Improving the
Social Environment

The current theory views institutions, products and services that have non-
traditional forms of financial services as “specialized”. Practice shows that their

Figure 1: The financial products and services aimed at improving the social environment
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111



The State and the Market in Economic Development: In Pursuit of Millennium Development Goals

growth rates have been above those of traditional institutions, “especially in the area
of microcrediting since the early 2000s when the business was booming” [Postelnicu -
Hermes, 2016]. The authors underwent the work of categorizing financial products
and services intended for improving social environment (Figure 1).

Some of these products and services are not in widespread use yet. It will take
time until they are settled in everyday business practice. But what is noticeable is that
there is a growing need for them globaly and the influence of public opinion changes
the attitude of financial institutions to adapt, change and improve their offers. Also,
these products and services do not focus solely on profit as a prerequisite for loan
granting or other services, but also assess the nature of the service itself, use value,
ethical relationship and other social criteria.

3.1. Retail Banking and Microentrepreneruship

Microfinance can be classified into five main groups of financial products:
Microcredit, Microsavings, Microinsurance, Microleasing and Microtransfers. These
products are characterized by low administrative and transaction costs, flexible criteria,
low interest rates, short repayment terms, etc. They are mainly intended for vulnerable
population in poor countries [Microfinance, 2010]. The creator of this concept is
Muhammad Yunus, who won the Nobel Prize in 2006. These products and services
are either offered by specialized banks or micro-credit organizations. Majority of the
deposits are received from western developed countries’ major financial organizations,
private donors and humanitarian organizations that specialize in fundraising. These
deposits are then invested trought microcredit organizations in developing countries
(e.g. Oikos Bank of Denmark). It is also possible for financial institutions to establish a
trust fund to invest in microcredit organizations or to establsh their own organization
for investing in this type of products and services (e.g. Triodos Bank - Microfinance
Fund).

After developing the first microcredit banks that are considered socially
responsible (e.g. Charity Bank, Triodos Bank and AIB bank), their business policies
began to adapt and take socially responsible deposits under specific terms. When
talking about socially responsible savings and loans, most of these products actually
relate to the provision of a guarantee to depositors on the method of use of deposited
funds. They have a guarantee that the placement of the funds will be in activities that
ensure a positive stance towards social environment. For example, Triodos Bank takes
into account environmental protection and accordingly places deposits received. A
large number of banks, such as Charity Bank and GLS Bank, offer a specially designed
type of savings which are subsequently invested in social protection projects: if the
customers agree to a lower interest rate, then the difference in the interest rate, from
lower to standard, is invested in these projects. Additionally, the tax policy on this
kind of savings can be more favorable but this depends solely on the tax policy of the
state where the bank operates. "In the UK, the savings that were intended to further
the placement of the sustainable loans were tax-exempt" [Charity Bank, 2016].
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A large number of retail loans relate to mortgage loans that are designed for the
poor. Savings and credit organizations in the UK (e.g. Leeds Building Society Bank,
Necastle Building Society) offer an extremely wide range of mortgage services, including
those for the poor citizens. Sustainable banks offer their customers investment
opportunities in individual securities or various funds that invest in social protection
projects (e.g. Triodos Microfinance Fund and Triodos Ethical Stocks & Shares 15A). It
should be noted that there are different credit and debit cards that operate on the
principle of spending portions of costs for cards maintenance on humanitarian
organizations or projects (e.g. Charity credit card from Co-gperative Bank) supports
organizations such as Amnesty International, Oxfam, Save the Children etc.

3.2. Corporate and Investment Banking

Commercial banks are designing special payment systems, savings and current
accounts and other forms of banking operations for organizations which run socially
responsible businesses. For example, MaglNet bank waives costs of a montly
maintenance fee for account management if the client requests it. There is no
obligation of payment, but an option of payment for that service. The bank’s goal in
the future is to charge clients the actual account usage, rather than fixed amount, so
that it can represent a real value of account usage and not hidden costs® for clients.
Furthermore, the bank is arguing that responsible payment and option for its clients
will help bank cover real costs of account management and not force the bank to
cover costs of account management from revenues collected under a different legal
title [Magnet Bank, 2016].

Next in line is Impact Investing which uses for-profit investment to address
social and environmental problems. Typifying this approach is the Global Impact
Investment Network (GIIN), a non-profit organization dedicated to promoting a
more effective impact investing around the world [GIIN, 2017]. GIIN secks to
promote the infrastructure, activities, education, and research that facilitate more
effective impact investing. The ultimate aim is a coherent, well-developed marketplace
for the impact investing industry, creating along the way “social investment banks”
and “social enterprise clubs” [John, 2010].

When investment banking is concerned, social responsibility can play an
important role in attracting funds for the investments. An investment bank of this
type pays particular attention to the attitude of companies towards the social
environment when offering their services. The investment sector of T7iodos bank has
had a number of successful projects that are shown in Table 1, within which it helped
various organizations raise significant funds for socially responsible projects.

5 Usually, neutral banking operations, such is account management fee, are paid in fixed
amount regardless of service usage. That is why it is arguable that some clients whose account
usage is low partially cover costs of the clients whose account usage is high.
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Table 1: Examples of securities issnance for socially responsible projects

Type of

Institution ..
Activity

Amount Description

Thera Trust Bond issue £2,000,000 |Bond offer to retail investors for a
national charity that provides
support to people with a learning
disability.

Glasgow Bond issue £2,000,000  |Bond offer to investors for a social
Together enterprise  that  employs  ex-
offenders to build and renovate
properties.

Aspire Social Impact|£310,000 Private placement to investors for a
Gloucestershire | Bond payment-by-results programme
which aims to tackle youth
homelessness.

Ebsi Loan and | £350,000 Private placement that supports
Equity commissioners develop SIB which
aim to improve the lives of
disadvantaged children.

GLL Bond issue £5,000,000 |Bond issue for charitable social
enterprise in the health and leisure
sectof.

Bristol Together |Bond issue £1,600,000  |Private  placement for social
enterprise ~ supporting  major
programme of job creation for ex-
offenders.

Source: [Triodos Bank, 2016] Table is compiled by the authors.

When it comes to commercial loans to support socially responsible projects,
they are given to organizations whose main activity is closely related to social
responsibility. Table 2 presents a classification of socially responsible projects that are
most frequently seen in practice. Given these types of projects are relatively new, it is
often a standard that their return is guaranteed by some public institution or private
donor. However, there is an upward trend in their profitability especially in the
penitentiary system, health system, education and employment.

Next to commercial loans for companies, the same loans can be given to
entrepreneurs with their start-ups or socially responsible small businesses. It is
important to mention that “social enterprises in the financial sector—e.g. community
development finance institutions (CDFIs) and credit unions—provide financial
services and support to clients excluded from access to mainstream financial
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services; and, some CDFIs make it a condition for business lending that a client has
been unable to obtain a commercial bank loan [Haugh-Talwar, 2016].

Table 2: Types of socially responsible loans

Type of loan Purpose of the loan

Education ® Improvement of education system

® Assistance to vulnerable social groups to obtain
quality education

Crime rate and public ® Reduction of the crime rate due to preventive action
safety and security ® Reducing the rate of recidivist
® Education and training of inmates
Social Housing ® Reducing the number of homeless people
® Improvement of living conditions
Healthcare ® Improving public health

® DPreventive actions
® Reducing the use of harmful substances

Sport activities and youth | @  The construction of sports centres and promotion

of sports
® Sports event organization
Art and Culture ® The construction and renovation of art and cultural
institutions

® Promoting culture and art through organization of
different events and manifestations

Local and Municipal ® Improvement of public utility services such as
Affairs public transport, parks and other content

® Improvement of public administration

Employment ® Employment of people with disabilities or people
with mental illnesses

Source: Authors
3.3. Asset Management

“In only three or four years, ecological bonds exploded from insignificant
market niche to impressive growth component of major international porftolios and
many other types of significant investors” [Malovic, 2015]. Similatly, just a few years
later, Social Impact Bonds (SIB) has been introduced. SIBs are public-private
partnership securities that finance social programmes which are based on their
financial performance. “They present a new method of financing social outcomes via
private investment. It is envisaged that the SIB will be used to raise capital
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for social projects in the way bonds are used for investment projects” [Fox-Alberston,
2011]. The primary goal of these bonds is for the state to obtain additional private
funding sources in order to improve or develop various social programs, but to keep
profitability margins to make them attractive. By their structure, these bonds are
standard forms of bonds and differ only by object of financing. There can be different
types of social programmes, in which in the early stages re-socialization of former
inmates can be seen as the main objective, also resolving the issue of the homeless and
care for community and children.

The first SIB was issued in the UK in 2010 and called Pezerborongh Social Impact
Bond. 1t aimed to assist the reintegration of former prisoners into society in order to
prevent a recurrence of the criminal activity. In total, the bond raised $5 million for
the project for a period of 5 years, with different foundations as investors. Another
important project of bond issuance was carried out in the UK, with the aim of helping
over 16,000 homeless young people to find a place to live, work and to be trained.
Investors in these bonds were specialized socially responsible finance funds and
investors [Social Finance, 20106]. After Great Britain, which was the first to issue this
type of bonds in 2010, three years later, the USA, Germany, the Netherlands and
Australia issued their bonds with similar characteristics for different types of social
programmes. They were followed by Belgium, Canada, Portugal, Israel, Finland,
Switzerland by 2015 and Sweden in 2016 [Social Finance, 2016, p.11].

The business policy of social impact investment funds is not primarily profit-
oriented, but rather focused on the influence on social environment, which puts profit
on second place, or at least in the place of equal importance as the social impact of the
investment. An example for one of the most influential social impact investment
funds is the Global Health Investment Fund pursuing a business policy of assisting the
financing of the development of new drugs, vaccines, diagnostic tools, and other
disease-fighting interventions that burden low and middle-income countries. The
Fund operates on the quick solution principle, secking different investment
opportunities for cures that can be developed within a two or three year framework
and invest in projects that do not exceed 10 million USD per project [GHIF, 2016].

3.4. Insurance

Insurance companies have a significant role in the implementation of the
system of corporate social responsibility, and in particular their impact is more
significant when they assume the role of institutional investors. Insurance companies
also play an important role in the development of new products and services in the
field of environmental protection, not only in social protection.

Looking at the life insurance market which has a relatively high concentration
degree [Munitlak Ivanovic et al., 2013], there is a number of new forms of life
insurance tied to social responsibility. One of the examples is the insurance of cyclists
by ETA insurance company, which helps cyclists in the event of unforeseen
cicrumstances. There is also a noticeable trend of socially responsible insurance
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companies improving the existing forms of insurance, such as insurance of those who
are over 50 years of age or insurance of persons who have incurable diseases or in
case they get any of them.

Insurance of non-profit and humanitarian organizations is increasingly gaining
importance due to a strong growth in this sector over the past two decades. As an
example, we can mention Nazuresave, the insurance company which has developed a
special group of insurance products and services called Charity & Non-Profit Insurance,
intended for humanitarian and non-profit organizations with standardized insurance
setvices such as "insurance of premises, assets, tevenue, employers and public liability,
as well as specific charity event insurance" etc. Naturesave is provoding competitive
premiums and flexible options, only for charity and non-profit organizations and they
are ready to meet specific requirements those organizations might have with regard to
their core activity [Naturesave Insurance, 2017].

Specific forms of insurance represent less significant forms of insurance that do
not have a large market share. As an example of specific forms of insurance there can
be identified a growing trend of insurance of pets with already established various
options for preimums with a wide range of various insurance coverages [Co-op
Insurance, 2017].

4. Conclusion

Social responsibility in financial sector is an emerging trend which will find its
place in mainstream finance. As it is already mentioned, there are two main directions
of social finance. One is in poor and developing countries, where microfinance is
gaining ground, and the other is in developed countries where the awareness of the
public is forcing companies and other economic stakeholders to include social
responsibility in their investments and business strategies.

Considering all abovementioned, certain characteristics can be identified for the
majority of products and services that are considered socially responsible, which are:

® Transparent cost structure without predatory and high default interest rates

® Tlexible approach towards clients in case of non-performing loans

®  Offering loans to socially responsible projects and organizations

® Blacklisting loans considered bad for the social environment

® Flexible credit scoring and less bureaucracy

® Respecting ethical and moral codes

® The policy of low tax rates

Systematization has been made that provides an insight into the financial
products and services that are designed to improve social environment. Main
categories of the systematization are: Retail and Microentrepreneruship, Corporate
and Investment Banking, Asset Management and Insurance. This systematization of
social finance is intended to shed light on this field and put into context different
actions undertaken by various financial institutions, international organizations, non-
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government sector and other parties in developing better social environment through
financial sector.
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