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CHAPTER 1

Introduction

Mario La Torre and Helen Chiappini

Abstract  The aim of this chapter is to introduce the aim and structure 
of the book. Specifically, the aim of the book is to build a bridge between 
corporate social responsibility (CSR) and sustainable finance in finan-
cial markets. Classic CSR topics have been investigated in the light of a 
modern conception of sustainability. The book is organized in two main 
blocks. The first block emphasizes four relevant topics in the CSR pano-
rama of financial institutions: banks remuneration practices; human cap-
ital disclosure; the impact of environmental performance on banks, and 
finally, the institutional investors’ attitude towards socially responsible 
investments (SRIs). The second block looks to CSR practices within the 
financial markets and discusses risk-return profiles of SRI and non-SRI 
indexes in different time frames; it investigates whether thematic social 
responsible funds obtain different risk-return than traditional funds, 
and finally, assesses whether equity crowdfunding could foster social 
innovation.

© The Author(s) 2019 
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Palgrave Studies in Impact Finance, 
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Keywords  Corporate social responsibility (CSR) · Sustainable finance ·  
Sustainability · Socially responsible investments (SRIs) · Financial 
markets

The aim of the book is to build a bridge between corporate social 
responsibility (CSR) and sustainable finance in financial markets. Classic 
CSR topics have been investigated in the light of a modern conception 
of sustainability.

The book is organized in two main blocks. The first block (Chapters 
2–4) emphasizes four relevant topics in the CSR panorama of financial 
institutions: banks remuneration practices; human capital disclosure; the 
impact of environmental performance on banks, and finally, the institu-
tional investors’ attitude towards socially responsible investments (SRIs).

The second block (Chapters 5–8) looks to CSR practices within the 
financial markets and discusses risk-return profiles of SRI and non-SRI 
indexes in different time frames; it investigates whether thematic social 
responsible funds obtain different risk-return than traditional funds, 
and finally, assesses whether equity crowdfunding could foster social 
innovation.

In more detail, Chapter 2 “Responsible Remuneration Policies in 
Banks: A Review of Best Practices in Europe”—by Stefania Sylos Labini, 
Antonia Patrizia Iannuzzi and Elisabetta D’Apolito—explores whether 
bank remunerations are aligned to a set of CSR measures, going beyond 
the traditional (and controversial) alignment to financial performance. 
Results of this analysis appear promising, although European banks need 
to strengthen practices in terms of measurement of social performance 
and of a concrete link between remuneration and social performance.

Chapter 3 “Intellectual Capital Disclosure: Evidence from the 
Italian Systemically Important Banks”—by Giuliana Birindelli, Paola 
Ferretti and Helen Chiappini—assesses the extent and accuracy report-
ing of intellectual capital (IC) of Italian systematically important banks. 
The analysis shows that Italian banks may improve both the extent 
and accuracy of disclosure of IC to be in line with other international 
competitors.

Chapter 4 “Assessing the Relationship Between Environmental 
Performance and Banks’ Performance: Preliminary Evidence”—by 
Rosella Carè and Antonio Fabio Forgione—investigates whether 
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performance of European banks is related with their environmental dis-
closure and performance. Findings support the thesis of a stringent link 
between environmental performance and banks value.

Chapter 5 “Ready or Not, Here I Come, You Can’t Hide. Are Italian 
Institutional Investors Ready for Responsible Investments?”—by Duccio 
Martelli and Luca Testoni—analyses the institutional investors’ attitude 
towards SRIs. This chapter demonstrates that pension funds and family 
officers are more interested in SRIs than in the past, due to a growing 
awareness sustainability practices. However, the SRI risk-return profile 
does not appear always clear and understandable, limiting the invest-
ments of pension funds and family officers.

Chapter 6 “Sustainable and Responsible Investments: Same Sea, 
Different Fishes?”—by Alberto Burchi, Duccio Martelli and Paola Musile 
Tanzi—shifts the lens from financial institutions to financial markets. The 
chapter investigates risk-return trade-off of socially responsible indexes, 
taking into account different periods and different social responsible 
strategies. The study highlights that SRIs risk and return profile does not 
consistently differ from traditional investments, while they produce bene-
fits in a portfolio view.

Chapter 7 “A New Approach to Sustainable and Responsible 
Investment: The Sustainability-Themed Mutual Funds”—by Federica 
Ielasi and Monica Rossolini—focuses on a specific category of SRI: the 
sustainability-themed mutual funds. The research outlines that sustaina-
bility-themed mutual funds differ in terms of risk-return both from other 
classes of socially responsible funds, and from themed funds that are not 
engaged in the SRI panorama.

Finally, Chapter 8 “Is Equity Crowdfunding a Good Tool for 
Social Enterprises?”—by Stefano Cosma, Alessandro Giovanni Grasso, 
Francesco Pagliacci and Alessia Pedrazzoli discusses the relevance of 
equity crowdfunding in the financing of social innovation and social 
change through the support of social firms. Equity crowdfunding does 
not appear the most suitable model for expanding social change in Italy, 
thus, other types of financial architectures may be implemented to sup-
port the span social innovation in Italy.
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CHAPTER 2

“Responsible” Remuneration Policies 
in Banks: A Review of Best Practices 

in Europe

Stefania Sylos Labini, Antonia Patrizia Iannuzzi  
and Elisabetta D’Apolito

Abstract  The inclusion of non-financial metrics in remuneration plans 
can help companies achieve sustainable business goals. Moreover, 
investors, by assessing the remuneration policies of companies, could 
be better able to identify worthy firms in the long-term interests of 
shareholders and society, enabling them to make more responsible 

© The Author(s) 2019 
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investments. This work investigates the use of non-financial performance 
measures in executive compensation. A sample of globally, systemically 
important European banks are analysed over the period 2013–2016. A 
quantitative score is developed using the content analysis approach. The 
results show an increasing use of these metrics by banks. However, the 
approaches adopted are still very diversified and not uniform. The main 
contributions of this study are (i) a systematic review of the adoption of 
non-financial metrics in bank remuneration contracts; (ii) a comparison 
of best practices in Europe; and (iii) useful indications for top manage-
ment and investors to promote the use and knowledge of these non-fi-
nancial criteria.

Keywords  Banking compensation · ESG criteria · Corporate 
governance · Content analysis

1  I  ntroduction

According to the definition of the United Nations Principles for 
Responsible Investment (UN PRI), “responsible investment” describes a 
process by which environmental, social and governance (ESG) issues are 
incorporated into investment decisions. The linking of remuneration to 
ESG performance can be analysed from a double point of view. From 
the perspective of the investors, the capacity to assess complex pay pack-
ages and corporate performance represents an important challenge in 
their investment decision process (UN PRI 2012). Investors could be 
better able to deliver sustainable companies in the long-term interests of 
shareholders and society. This presupposes in-depth knowledge of these 
kinds of practices. From the perspective of companies, the consideration 
of ESG issues when setting executive pay could help to align them with 
performance and long-term strategy in order to promote sustainable 
value creation (UN PRI 2016). Companies are interested in develop-
ing these practices and disclosing them to obtain a positive evaluation by 
investors, which means easier opportunities for financing.

In the last few years, supervisory authorities have acknowledged 
the need for the inclusion of sustainability targets (or ESG criteria) in 
bank executive remuneration (FSB 2009, 2017; EBA 2015). In other 
words, regulators recommend that in addition to analysing the financial 
results, banks verify the pursuit of social responsibility objectives related 
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to the creation of value from a stakeholder point of view. As stated by 
the supervisory authorities, examples of such “sustainability performance 
measures” include customer satisfaction objectives, the achievement of 
strategic choices, compliance with both internal and external regulations 
and the mission and reputation of bank. More particularly, EBA stated 
that “institutions should set and document both quantitative and qualita-
tive, including financial and non-financial, performance criteria for indi-
viduals, business units and the institution. The performance criteria should 
not incentivise excessive risk taking or mis-selling of products” (EBA 2015). 
Several motivations push the authorities to urge the use of sustainabil-
ity measures in banking compensation. On the one hand, such targets 
strengthen the overall risk adjustment process of remuneration practices 
by introducing “a different lens through which performance is measured” 
(BCBS 2010); on the other hand, these measures could also neutralize 
the risk of misconduct (FSB 2017) and encourage managers to develop 
long-term growth strategies (Banker et al. 2000; Belcredi and Ferrarini 
2013; Flammer et al. 2016).

This study focusses on social, corporate governance and environmen-
tal targets in executive remuneration implemented by the most impor-
tant European banks for the period 2013–2016. More specifically, we 
aim to achieve the following objectives:

(a) � To analyse the adoption of these metrics by the most important 
European banks through the elaboration of an “ad hoc” govern-
ance score;

(b) � To verify the qualitative and quantitative diversification of these 
non-financial (or sustainability) indicators; and

(c) � To identify and examine some best practices adopted by European 
banks.

To answer the previous research questions, a qualitative analysis is con-
ducted. Specifically, through the content analysis approach, a qualitative 
score is developed on the basis of a survey model composed of 12 items. 
The analysis is performed by analysing data of the annual corporate gov-
ernance/remuneration reports of 41 listed European banks. This study 
contributes to the academic literature and practice in several ways. First, 
to our knowledge, no study on this specific issue has been carried out 
in the banking sector. Second, previous research mainly focussed on 
environmental targets in executive remuneration (Campbell et al. 2007; 



8   S. SYLOS LABINI ET AL.

Russo and Harrison 2005; Cordeiro and Sarkis 2008). In contrast, we 
analyse all types of sustainability targets belonging to the three areas of 
ESG performance, namely social, environmental and corporate govern-
ance. Third, our approach is also innovative because we elaborate the 
first corporate governance score that focusses only on the non-financial 
performance criteria adopted in remuneration contracts. Finally, our 
paper contributes to the best practices because the results shed more 
light both on the application of sustainable remuneration in the bank-
ing sector and on which elements contribute to sustainable development. 
The remainder of this paper is structured as follows. The next section 
presents an overview of the existing literature on the adoption of sustain-
ability targets in executive remuneration. Section 3 analyses the regula-
tory framework. Section 4 describes the sample and the model behind 
to elaboration of the ESG-performance rating. In Sect. 5, some cases of 
European banks adopting “responsible” remuneration policies are pre-
sented. Section 6 provides final conclusions and policy implications.

2    Literature Review

The integration of non-financial items in management remuneration 
contracts was analysed in several studies. At first, these contributions 
focussed only on environmental performance. Among these, Campbell 
et al. (2007) showed that environmental risk is a determinant of man-
agement packages. In other words, when the exposure to environmen-
tal risk is high, the top management will be induced to demand higher 
salaries. However, this connection can be “neutralized” by linking the 
incentive plans to environmental performance. In this case, indeed, the 
manager will be encouraged to improve the environmental performance 
of his company and, therefore, to request a significantly lower premium 
for its exposure to environmental risks. This confirms a positive rela-
tionship between the use of environmental standards in the remunera-
tion of top management and the firm’s environmental performance. 
However, other authors found more contrasting or limited results. For 
example, Russo and Harrison (2005) noted that using Corporate Social 
Performance (CSP) targets might contribute to CSP improvement of 
firms, but its sample only includes companies in the electronics industry. 
In contrast, Cordeiro and Sarkis (2008) showed no significant linkage 
between environmental performance measured relative to industry and 
CEO compensation.
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More recently, however, scholars extended the area of investigation by 
examining a possible link between non-financial indicators of manage-
ment compensation and Corporate Social Responsibility (CSR) perfor-
mance. In this case, the empirical evidence is more convergent; the most 
recent contributions, in fact, identified a positive relationship between 
the use of “non-financial metrics” in remuneration packages and the eth-
ical performance of corporations. In more detail, Velte (2016), based 
on a sample of German listed companies, showed that non-financial ele-
ments (social or environmental aspects) in the compensation of board 
management positively influence ESG performance. According to Maas 
(2016), however, only hard CSP targets are effective in improving CSP 
results, while soft CSP targets seem to be mainly used to appear compli-
ant with regulation.

At the same time, other authors analysed the strategic role assumed 
by an effective corporate governance system in positively influencing the 
adoption of non-financial metrics (Hong et al. 2015). In this vein, Ittner 
et al. (1997) provided no support for the hypothesis that CEOs with 
greater influence over the board of directors are more likely to be com-
pensated based on non-financial measures.

Moreover, the relationship between CSR and non-financial incentives 
would also be bidirectional: if the latter have a positive influence on the 
social performance of companies, then the level of CSR (i.e. the adop-
tion of greater social responsibility practices) could also be a determin-
ing factor in the use of non-financial metrics in remuneration packages 
(Hong et al. 2015). Abdelmotaal and Abdel-Kader’s research confirmed 
as much: firms adopting sustainability practices—such as the CSR sus-
tainability committee, the CSR sustainability index and sustainable 
resource efficiency policies—are more likely to use sustainability incen-
tives in their compensation contracts (Abdelmotaal and Abdel-Kader 
2016).

Finally, a greater interest also seems to emerge with regard to eco-
nomic performance. Some studies highlighted that the use of ESG crite-
ria in remuneration packages positively impacts not only on the CSR but 
also the overall value of the company measured in terms of Tobin’s Q  
(Flammer et al. 2016). In this vein, Said et al. (2003) reported a posi-
tive relationship between the non-financial measures used in compensa-
tion contracts and a firm’s stock market returns performance. Further, 
Schiehll and Bellavance (2009) found that firms with high growth 
opportunities rely more on non-financial performance measures to 
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monitor and reward their CEOs. In other words, “firm’s growth oppor-
tunities are an important predictive factor for the use of non-financial 
information in the CEO bonus plan.” Finally, Hassabelnaby et al. (2010) 
suggested that the use of non-financial performance measures in com-
pensation contracts was inversely correlated to the adoption of earnings 
management behaviour.

However, despite the importance of such empirical results, the litera-
ture that analyses the adoption of non-financial metrics in remuneration 
packages still appears to be limited both in terms of the relationships 
investigated (Maas 2016) and with regard to the sample analysed (Kolk 
and Perego 2014). Concerning this last aspect, based on our knowledge, 
no study has been conducted on the banking sector only, despite these 
companies being addressed by numerous regulatory measures that stress 
the importance of implementing adequate risk-sensitive performance 
criteria (Iannuzzi 2013; EBA 2015). Just a few studies concern the 
European context (Eurosif 2010). Nevertheless, recent research showed 
that the “pay for non-financial performance” approach is slowly spread-
ing in the financial sector (Morgan Stanley 2016; Maas and Rosendaal 
2016). Therefore, on the basis of these considerations, this study 
aims to fill this gap in the literature by carrying out an in-depth over-
view of the implementation of non-financial criteria in banks’ executive 
compensation.

3  R  egulation

The European regulation of bankers’ remuneration originated after 
the international financial crisis of 2007. Bank governance, and remu-
neration policies, was considered one of the possible causes of the cri-
sis. The high level of bankers’ compensation has been considered to be 
too generous in the context of banks’ low performance during the crisis 
(Ferrarini 2017). An international debate upon the relevance of bank-
ers’ pay in the financial crisis has arisen both in an academic context and 
at a political and institutional level. Many authors investigated the role 
of incentives in the crisis (Bebchuk et al. 2010; Fahlenbrach and Stulz 
2011; Barontini et al. 2013; Levina 2014). The main question investi-
gated is whether inappropriate remuneration practices in the financial 
services industry induced excessive risk-taking and, thus, contributed 
to the significant losses of major financial intermediaries. Although the 
regulation does not appear to be completely justified (Ferrarini and 
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Ungureanu 2011),1 the answer to the previous question seems to be 
positive. Indeed, numerous principles, standards and rules concerning 
sound remuneration policies have been promoted on an international 
level (FSB 2010, 2013).

The EU adopted a regulatory approach, implementing two Directives. 
The supervisory role is more marginal with respect to other jurisdictions. 
However, in addition to the Directives, the CEBS,2 before, and the EBA, 
after, provided guidelines in order to facilitate the application of the prin-
ciples included in Directives.

The first Directive—Directive 2010/76/EU (CRD III)—is about 
performance pay and required that the total amount of remuneration 
should be based on a combination of the assessment of the performance 
of the individual and of the business unit concerned, and of the over-
all results of the credit institution. Second, this Directive stated that the 
assessment of performance should be set in a multi-year framework in 
order to ensure that the assessment process is based on longer-term per-
formance and that the actual payment of performance-based components 
of remuneration is spread over a period which takes into account the 
underlying business cycle of the institution and its business risks.

The provisions of the CRD III on remuneration were accompanied 
by the interpretative lines of CEBS of 10 December 2010 (CEBS 2010), 
which specify the scope (especially applicative) of the provisions.

The second Directive—Directive 2013/36/EU (CRD IV)—replaced 
CRD III. This Directive substantially confirms the plan already envi-
sioned by CRD III, including the principle of proportionality, but 
introduces a system of rules much more complex and pervasive than 
the previous one. The greater novelty consisted in the introduction of 
a bonus cap to the variable component of remuneration. This compo-
nent cannot exceed the 100% of the fixed component. However, this 

1 The authors argue that the case for regulating the structure of bankers’ pay is rather 
weak, while regulation of remuneration and risk governance and of remuneration disclo-
sure are to some extent justified.

2 CEBS—Committee of European Banking Supervisors—was an independent advi-
sory Group on banking supervision in the European Union (EU). It was established by 
the European Commission in 2004 by Decision 2004/5/EC. On 1 January 2011, this 
committee was succeeded by the European Banking Authority (EBA), which took over 
all existing and ongoing tasks and responsibilities of the Committee of European Banking 
Supervisors (CEBS). The European Banking Authority was established by Regulation (EC) 
No. 1093/2010 of the European Parliament and of the Council of 24 November 2010.
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limit could be extended to 200% with the approval of the shareholders. 
Member States may set a lower maximum percentage.

The EBA Guidelines of 2015 (EBA 2015) introduced a much more 
restrictive regulation on proportionality. No exception is admitted, 
except for those expressly admitted by the CRD IV or by the same 
guidelines, especially with reference to the rules concerning variable 
remuneration. The EBA Guidelines will apply from 1 January 2017, 
so the CEBS Guidelines will no longer be in effect after 31 December 
2016. The EBA Guidelines are directly binding not for banks but only 
for the competent national authorities.3 Indeed, the EBA has no direct 
sanctioning powers over banks that do not comply with the EBA 
Guidelines. The EBA Guidelines specify that the award of variable remu-
neration, including long-term incentive plans (LTIP), is based on past 
performance of at least one year but also depends on future performance.

The EU regulations are more rigorous than US regulation. The 
stricter European rules, on the one hand, facilitate the process of con-
vergence, ensuring a more uniform application. On the other hand, they 
leave little room for the discretion of the national supervisory authorities 
and other institutions in defining remuneration policies, thereby limiting 
their flexibility.

Finally, the element of major innovation in regulations concern-
ing bankers’ remuneration is represented by the focus on long-term 
incentives (LTI). The 2007 financial crisis showed the dramatic conse-
quences of a short-term incentives-based system. The new regulations try 
to overcome these weaknesses by promoting a better balance between 

3 The guidelines become directly binding on a single bank only at the moment of their 
transposition by the competent authorities of each Member State. The competent national 
authorities are subject to the “comply or explain” principle: this means that they will be 
able to adapt to the EBA’s Guidelines, thus modifying the national provisions on prac-
tices and remuneration policies in the credit sector (which are instead directly binding on 
the banks of individual Member States), or they may choose not to adapt. In case of non- 
compliance, the competent national authorities will have to inform the EBA and justify 
their reasons. In this circumstance, the EU Commission could initiate an infringement pro-
cedure against any defaulting Member State, if it considers the reasons for non-compliance 
to be inadequate: this procedure could bring the EU Commission and the Member State 
in front of the EU Court of Justice, which would then have the power to judge on the 
lawfulness of the decision not to adapt to the guidelines issued by the European Banking 
Authority.
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short- and long-term incentives, not only in the CEO’s compensation 
but also in that of all bank employees involved in risk-taking activities.4

The control of remuneration policies is entrusted to supervisors whose 
power is expanded and enhanced compared to how it previously was. 
Effective supervision allows intervention with prompt and appropriate 
corrective measures.

Table 1 illustrates, in chronological order, the main documents/ 
rules on remuneration introduced by different institutional entities in 
Europe. The reference to non-financial criteria is reported in the last 
column.

4  E  mpirical Analysis

4.1    Sample and Survey Model

Our sample includes 41 global and other systemically important insti-
tutions (G-SIIs and O-SIIs), belonging to European geographical areas 
over the period 2013–2016 (see, www.eba.com).5 In terms of managed 
assets up to December 2016 (Table 2), the Anglo-Saxon banks (5 British 
banks and 2 Irish banks) manage overall 28.7% of total assets attributable 
to the whole sample of examined banks. They are followed by French 
banks, with 22.3% of managed assets, then Spanish banks with 12.2% and 
German banks with 9.3%.

The analysis focussed on the elaboration of a survey model, composed 
of 12 items (Table 3), for the construction of a quantitative indicator 
(“ESG-remuneration performance rating”) in order to verify the degree 
and the intensity of the use of non-financial metrics in executive remu-
neration plans by selected banks, as well as to identify the most virtuous 
behaviours.

4 The European Commission published Regulatory Technical Standards (RTS) on the 
criteria to identify categories of staff whose professional activities have a material impact on 
an institution’s risk profile, as Delegated Act on 6 June 2014.

5 Bank Millenium, Bank Zachodni WBK SA and ING Bank Śląski SA have been 
excluded because they belong to banking groups for which only the holding bank has been 
considered.

http://www.eba.com


2  “RESPONSIBLE” REMUNERATION POLICIES IN BANKS …   17

T
ab

le
 2

 
G

lo
ba

l a
nd

 o
th

er
 s

ys
te

m
ic

al
ly

 im
po

rt
an

t 
in

st
itu

tio
ns

 (
to

ta
l a

ss
et

s 
in

 m
ill

io
ns

 o
f e

ur
o)

N
o.

B
an

k
To

ta
l a

sse
t

31
.1

2.
20

16
C

ou
nt

ry
N

o.
B

an
k

To
ta

l a
sse

t
31

.1
2.

20
16

C
ou

nt
ry

1
H

SB
C

22
50

.6
0

U
K

22
Sv

en
sk

a 
H

an
de

ls
ba

nk
en

26
7.

97
Sw

ed
en

2
B

N
P 

Pa
ri

ba
s

20
70

.8
6

Fr
an

ce
23

Sw
ed

ba
nk

22
4.

8
Sw

ed
en

3
D

eu
ts

ch
e 

B
an

k
15

81
.8

8
G

er
m

an
y

24
E

rs
te

 B
an

k
20

7.
99

A
us

tr
ia

4
C

re
di

t 
A

gr
ic

ol
e

15
21

.6
6

Fr
an

ce
25

B
an

co
 d

e 
Sa

ba
de

ll
20

5.
73

Sp
ai

n
5

B
ar

cl
ay

s
14

14
.8

3
U

K
26

B
an

ca
 M

on
te

 d
ei

 
Pa

sc
hi

 d
i S

ie
na

14
9.

88
It

al
y

6
So

ci
ét

é 
G

én
ér

al
e

13
76

.9
1

Fr
an

ce
27

B
an

co
 P

op
ul

ar
 

E
sp

añ
ol

14
3.

02
Sp

ai
n

7
B

an
co

 S
an

ta
nd

er
13

17
.8

6
Sp

ai
n

28
B

an
k 

of
 I

re
la

nd
12

1.
83

Ir
el

an
d

8
L

lo
yd

s 
B

an
ki

ng
95

4.
88

U
K

29
R

ai
ff

ei
se

n 
In

te
rn

at
io

na
l

11
1.

72
A

us
tr

ia

9
R

oy
al

 B
an

k 
of

 
Sc

ot
la

nd
93

3.
52

U
K

30
A

lli
ed

 I
ri

sh
 B

an
ks

92
.7

9
Ir

el
an

d

10
U

ni
cr

ed
it

84
5.

51
It

al
y

31
Jy

sk
e 

B
an

k
78

.9
1

D
en

m
ar

k
11

IN
G

 G
ro

ep
84

4.
77

N
et

he
rl

an
ds

32
N

at
io

na
l B

an
k 

of
 

G
re

ec
e

73
.4

5
G

re
ec

e

12
B

B
V

A
71

5.
46

Sp
ai

n
33

B
an

co
 C

om
er

ci
al

 
Po

rt
ug

uê
s

68
.0

8
Po

rt
ug

al

13
In

te
sa

 S
an

Pa
ol

o
71

3.
97

It
al

y
34

PK
O

 B
P

64
.4

6
Po

la
nd

14
N

or
de

a 
B

an
k

61
3.

80
Sw

ed
en

35
E

ur
ob

an
k 

E
rg

as
ia

s 
B

an
k

61
.4

5
G

re
ec

e

15
St

an
da

rd
 C

ha
rt

er
ed

61
3.

19
U

K
36

A
lp

ha
 B

an
k

60
.3

5
G

re
ec

e
16

C
om

m
er

zb
an

k
47

7.
40

G
er

m
an

y
37

B
an

k 
Po

ls
ka

 K
as

a 
O

pi
ek

i P
ek

ao
39

.3
4

Po
la

nd

(c
on

tin
ue

d)



18   S. SYLOS LABINI ET AL.

N
o.

B
an

k
To

ta
l a

sse
t

31
.1

2.
20

16
C

ou
nt

ry
N

o.
B

an
k

To
ta

l a
sse

t
31

.1
2.

20
16

C
ou

nt
ry

17
D

an
sk

e 
B

an
k

46
8.

42
D

en
m

ar
k

38
B

an
co

 B
PI

37
.8

4
Po

rt
ug

al
18

C
ai

xa
ba

nk
33

8.
28

Sp
ai

n
39

O
T

P 
B

an
k

36
.6

1
H

un
ga

ry
19

D
N

B
29

2.
08

N
or

w
ay

40
B

an
k 

of
 C

yp
ru

s
26

.3
3

C
yp

ru
s

20
Sk

an
di

na
vi

sk
a 

E
ns

ki
ld

a 
B

an
ke

n
27

3.
36

Sw
ed

en
41

Sy
db

an
k

19
.7

2
D

en
m

ar
k

21
K

B
C

 G
ro

ep
27

2.
95

B
el

gi
um

T
ab

le
 2

 
(c

on
tin

ue
d)



2  “RESPONSIBLE” REMUNERATION POLICIES IN BANKS …   19

Table 3  The diffusion of non-financial performance evaluation metrics (years 
2013–2016)

Items 2013 (%) 2014 (%) 2015 (%) 2016 (%)

1 Use of non-financial 
performance criteria

86 83 90 93

2 Number of non-finan-
cial performance criteria 
used

52 67 71 71

3 Differentiated valoriza-
tion of qualitative tar-
gets for each executive

7 10 10 13

4 Definition of the % of 
variable remuneration 
linked to non-financial 
performances

25 30 27 30

5 Definition of quanti-
tative targets for each 
non-financial criterion

14 19 21 21

6 Balance between non- 
financial criteria and 
financial criteria

55 55 57 55

7 Balance % between 
non-financial criteria 
and financial criteria

24 31 33 33

8 Use of non-financial 
criteria at the individual 
level and/or business 
units

50 50 60 62

9 Use of non-financial 
criteria at the Enterprise 
level

55 60 76 76

10 Claw-back or malus 
clauses in the presence 
of unethical conduct by 
managers

50 52 50 52

11 Inclusion of non-finan-
cial metrics within the 
long-term incentive plan

36 40 45 45

12 Use of non-financial 
criteria also for senior 
management

14 17 17 19
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In line with the previous research methodology of Gompers et al. 
(2003), Bianchi et al. (2011) and La Porta et al. (1998),6 we measured 
the ESG-remuneration performance rating on a binary scale which takes 
the value 1 if the item is disclosed (and thus implemented by bank), and 
0 otherwise. Then, we calculated the cumulative score using the follow-
ing formulation:

ESG-remuneration performance rating = N. of items disclosed/imple-
mented by bank/total items of the model.

Through the consultation of specific corporate documents 
(Compensation/Remuneration report, Annual report, Corporate 
Governance report), a value was assigned to each item of the analy-
sis model for each survey year. Attributed scores vary between zero 
(non-compliance of the items or absence of relative information) and  
1 (compliance of the bank with the item). Only for item 2 a graduated 
valuation is considered (if < 3 = 0; if > 3 = 1).

4.2    The Compliance of Banks with Each Item of the Survey Model

During the investigation period, the number of banks that used non- 
financial criteria in their remuneration policies was growing (item 1, from 
86% in 2013 to 93% in 2016), as was the number of non-financial per-
formance criteria adopted by banks (item 2, from 52% in 2013 to 71% 
in 2016). This positive trend may denote a greater sensitivity of banks 
towards this innovative governance issue. However, when we check 
whether banks differentiate between non-financial targets for a single 

6 The “Governance Index,” denoted as “G” (Gompers et al. 2003), was built using 24 
distinct corporate governance provisions for a sample of about 1500 firms as a proxy for 
the balance of power between manager and shareholders in each firm. The “Compliance on 
Related Party Transactions” (abbreviated as “CoRe” index, Bianchi et al. 2011) attempts 
to measure the quality of a company’s internal procedures for RPTs (related party trans-
actions). Finally, the “Anti-Director Rights index” (La Porta et al. 1998) tries to measure 
how strongly the legal system protects minority shareholders against managers or dominant 
shareholders. Finally, Djankov’s Anti-Self-Dealing index (Djankov et al. 2008) consists of 
numerical measures of the intensity of regulation of self-dealing across 72 countries, eval-
uating both public and private enforcement. Another remuneration disclosure score was 
built by Laksmana (2008), who used a comprehensive checklist of 23 compensation-related 
items to provide evidence that greater compensation disclosure reduces information asym-
metry. However, the score of Laksmana excludes the banking industry and concerns the 
examination period before the subprime crisis.
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executive (item 3), the percentages collapse, reaching a maximum of 
13% in 2016. This virtuous behaviour is, in fact, only practised by a few 
banks, including HSBC and Lloyds Banking, Banco Popular Español and 
Credit Agricol. The overwhelming majority of the banks, indeed, choose 
to apply these criteria in a homogeneous and univocal manner without 
considering the specificity of the role and functions held by each exec-
utive manager. Further critical issues also emerged from the analysis of 
the subsequent items, a circumstance that denotes the presence of behav-
ioural standards susceptible to ample room for improvement. In fact, 
there are still very few banks that communicate the percentage of vari-
able remuneration linked to non-financial criteria (approximately 30% in 
2016; item 4) or define quantitative targets associated with these metrics 
(between 14 and 21% in the survey period; item 5).

Finally, for the balance between financial and non-financial criteria, 
although most banks (approximately 55%, item 6) are concerned with 
estimating and communicating this relationship, the weight of non- 
financial indicators still appears to be significantly reduced compared to 
the economic ones (on average, the weighting of non-financial indica-
tors is between 31 and 50%). Greater compliance, on the other hand, 
emerges with regard to the articulation of the use of these non-financial 
criteria (items 8 and 9). In fact, most banks declare using such metrics 
at the enterprise level, the business unit level and the individual level, 
thus satisfying a precise regulatory requirement (EBA 2015). Moreover, 
there is always an above-average proportion of banks (approximately 
52% at the end of 2016) that appear to adopt appropriate clawback or 
malus arrangements for variable compensation in the presence of unethi-
cal conduct by the manager (item 10), while there are fewer banks who 
adopt non-financial metrics, both for the preparation of bonuses and 
for the definition of LTI (between approximately 36 and 45% in the 
investigation period; item 11), as well as banks that extend the use of 
non-financial criteria to senior management also (approximately 19% in  
2016; item 12).

As a second step, this analysis led to the creation, distinctly for all 
banks, of the “ESG remuneration performance rating” for each year 
of the investigation period (2013–2016). Then these ratings are been 
grouped in order to elaborate descriptive statistics both for the total sam-
ple and for each country (see Table 4). A first important aspect concerns 
the extreme variability of the score, ranging from over 100% to approx-
imately 0%. This aspect demonstrates a wide lack of homogeneity in 
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Table 4  ESG-remuneration performance rating—descriptive statistics for coun-
try and total sample (years 2013–2016)

Country 2013 (%)
Mean value

2014 (%)
Mean value

2015 (%)
Mean value

2016 (%)
Mean 
value

UK 77 86 86 88
Netherlands (only 1 bank) 83 83 83 88
Germany 52 65 65 65
France 58 58 58 61
Italy 50 56 58 58
Spain 50 58 62 58
Norway (only 1 bank) 42 58 58 58
Hungary (only 1 bank) 50 50 50 50
Poland 42 42 46 46
Belgium (only 1 bank) 17 17 17 42
Denmark 22 22 33 33
Cyprus (only 1 bank) 17 25 33 33
Greece 33 30 30 30
Austria 21 25 25 29
Portugal 4 17 25 25
Ireland 8 8 21 21
Sweden 17 17 19 19

Total sample 2013 (%) 2014 (%) 2015 (%) 2016 (%)

Mean 39 43.57 46.60 47.60
Median 38 46 46 46
Stand. Dev. 27 29 28 27
Min 0 0 0 0
Max 83 100 100 100

the behaviour of banks. During the time laps of the survey, the English 
banks, with an average score of over 80%, confirm themselves as lead-
ers in the use of “non-financial performance indicators” in remuneration 
packages, while the Irish, Portuguese, Austrian and Swedish banks, with 
a final 2016 average score between 10 and 30%, are positioned at the 
bottom of the ranking.

Figure 1 reports the average value of the “ESG-remuneration per-
formance rating” for all banks analysed. The growing trend of the over-
all average score (which rose from 39.36% in 2013 to 47.60% in 2016) 
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demonstrates the gradual adjustment by banks to the new regulatory 
obligations, as well as a major awareness of the importance of using and 
disseminating information about “non-financial performance indicators” 
within remuneration schemes.

4.3    Non-financial Targets: Categories and Diffusion

A further analysis consisted of cataloguing all non-financial performance 
criteria used by banks, and highlighting, for the survey period (2013–
2016), the respective degree of diffusion in the sample analysed. Overall, 
42 metrics are used, and as shown in Table 5, they can be traced to three 
different macro categories (ESG). The first macro category concerns 
environmental sustainability (Environmental—E) and is composed of  
2 indicators; the second consists of relations with stakeholders 
(Social—S) and includes 10 indicators; finally, the third area consists of 
corporate governance structures (Corporate Governance—G) to which 
29 indicators belong. Sub-categories were also assigned to each area 
of investigation based on the choices made by the main ethical rating 
agencies.
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Fig. 1  ESG-remuneration performance rating (average percentage values, years 
2013–2016)
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Some interesting aspects emerge from the analysis of the data. 
The first concerns the number of non-financial criteria used by banks 
in their high diversification. At first, this circumstance induces sup-
port for how banks adopt rather diversified behaviours among them-
selves, choosing wide and varied criteria. In reality, as emerged during 
the course of the analysis, many criteria, although they are similar to 
each other, are often referred to by different expressions. From this, 
it follows that the wide diversification in the selection of non-financial 
parameters is much lower than that detected. However, one criticism is 
that the frequent use by banks of names that are often slightly ambig-
uous or at least not perfectly understandable with regard to the aspect  
investigated.

A second element worthy of consideration concerns the primacy 
of the social area: the criteria belonging to this field, in fact, not 
only always prevail in all the years of investigation but also increase 
between 2014 and 2015–2016 at the expense of the environmental 
area. In other words, there emerges a clear preference of the sample 
banks to use criteria related to the value produced for the stakehold-
ers rather than environmental sustainability parameters. Moving on, 
from an overall viewpoint with an analysis of the individual metrics, 
the most used criteria, attributable to the social universe, concern cus-
tomer satisfaction in its various meanings (customer satisfaction, cus-
tomer retention, customer experience). In fact, these objectives are 
present in many remuneration reports; indeed, it could be said that 
they represent the first value that banks rely on in articulating their 
non-financial performances (this, moreover, is in line with the most 
recent literature, see, Maas and Rosendaal 2016). Next, always in a 
prevalent position, are the non-financial criteria relating to employee 
satisfaction and retention. Even in this case, the spread appears ade-
quate, although it is a minority compared to the importance attrib-
uted to customers.

Finally, the analysis carried out also shows a good orientation of the 
banking system towards the qualitative criteria referable to the corpo-
rate governance area, among which it is possible to cite, in order of dif-
fusion, the criteria linked to the “Bank’s strategy” that relates to “Risk 
Management” and, finally, the parameter linked to “Reputation” and 
“Bank quality.” This appears to be in line with the “dogmas” of the new 
regulation on the subject of banking compensation which, on several 
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occasions, reiterates the need that remuneration practices are strongly 
linked not only to the bank’s mission and strategy, but above all to its 
risk profile. Then, with more homogeneous percentages of diffusion, fol-
low the criteria of “CSR and sustainable growth,” of “Compliance with 
adequate sales and loyalty conduct,” of “Code of conduct (code of eth-
ics)” and of “Leadership.”

5  B  est Practices in Europe

In this paragraph, we present a case study analysis of five European banks 
whose “ESG remuneration performance rating” is the highest among 
those elaborated. Such banks represent leaders in the adoption of non- 
financial performance criteria in remuneration contracts and, thus, can be 
considered the most virtuous banks in this field.

HSBC Holdings plc has made progress on the use of non-financial 
metrics in remuneration plans by aligning them to the Group’s strate-
gic actions, leadership and people metrics. The bank, when assessing 
the value of the LTI, takes into consideration non-financial measures 
(weighted 40%) as part of a balanced scorecard for ensuring alignment 
with the long-term strategy of the Group. Targets are based on the 
achievement of key long-term commitments and of a successful global 
standards roll-out, including risk and compliance measures and con-
duct, and a minimum of 25% of the scorecard for Group Management 
Board members was set. The Group Remuneration Committee has the 
discretion to change the overall weighting of the financial and non- 
financial measures, to vary the measures and their respective weight-
ings within each category and to apply malus and clawback under the 
policies it has adopted, considering an individual’s proximity to and 
responsibility for the issue in question. The table below provides an 
example of the non-financial performance achieved by each executive  
Director (Table 6).

Deutsche Bank introduced in 2016, a new compensation frame-
work for aligning employee compensation with the strategic and busi-
ness objectives of the bank, and for ensuring that Fixed Pay over Variable 
Compensation are appropriately balanced. The company determines the 
recipient of the Long-Term Performance Award (LTPA) by including 
non-financial metrics and the so-called Culture & Clients factor, namely 
that Employee Commitment, Behaviour and Reputation agreed with 
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Table 6  Non-financial performance criteria for HSBC

Source HSBC Holdings plc (2016), Strategic Report, p. 200

Global standards including risk and compliance Assessment
Effective risk management in compliance with AML (anti-money laun-
dering), sanctions and anti-bribery and corruption policies

65.0%

Enhancement of customer due diligence
Implementation and embedding of global conduct programme
Progress on embedding global standards
Personal objectives Assessment
Progress transactions in Brazil and Turkey 81.3%
Progress key milestones on set-up of UK ring-fenced bank
Delivery of other high-priority projects
People development including diversity
Global standards including risk and compliance Assessment
Strengthen governance and control around financial processes 65.0%
Delivery of controls optimization project
Implementation and embedding of global conduct programme
Enhancement of operational risk management framework
Successful delivery of stress testing in key markets
Personal objectives Assessment
Deliver cost savings 80.0%
Implementation of consistent capital management framework
Progress key milestones on set-up of UK ring-fenced bank
People development including diversity
Global standards including risk and compliance Assessment
Effective risk management in compliance with AML, sanctions and 
anti-bribery and corruption policies

65.0%

Enhancement of customer due diligence
Implementation and embedding of global conduct programme
Enhancement of operational risk management framework
Implementation of US risk management measures.
Personal objectives Assessment
Deliver cost savings 80.0%
Successful delivery of stress testing
Support business growth and improve RWA effectiveness/efficiency.
People development including diversity.

each Management board member. Under the new compensation frame-
work, variable compensation has the advantage of being able to differ-
entiate between the “Group Component” links to Group performance 
and the “Individual Component” that considers a number of financial 
and non-financial factors. These metrics include the applicable divisional 
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Table 7  Non-financial 
performance criteria for 
Deutsche Bank

Source Deutsche Bank, Annual Report 2016, p. 213

Relevant indicators Relative 
weight 
(%)

Group component
Short-Term Award 
(STA)

CET1 ratio 25
Leverage ratio 25
Adjusted non-interest 
expenses

25

Post-tax return on tangible 
equity (RoTE)

25

Individual component (exemplary)
Short-Term Award 
(STA)

Revenue growth/IBIT 
y-o-y versus plan

30

Project-related objectives 
(realization, management)

30

Employee commitment 
index (% y-o-y)/diversity 
objectives

30

Adjustment based on 
informed judgement

10

Long-Term Award 
(LTA)

Relative total shareholder 
return

33.34

Organic capital growth 
(net)

33.33

“Culture & client factor”/
control environment grade 
Group

33.33

performance, the employee’s individual performance and conduct, rela-
tivities within the employee’s peer Group and retention considerations. 
The allocation of the objectives to the individual compensation compo-
nents is set out (Table 7).

Banco Santander simplified qualitative assessment for calculating var-
iable remuneration by reducing the number of categories and metrics. 
The framework score card contained in the remuneration applied to 
executive directors is presented (Table 8).

A qualitative assessment cannot adjust the quantitative result by more 
than 25% upwards or downwards. The company also evaluates the fol-
lowing elements: management of the risk appetite model, level and dis-
closure of excesses; the general control environment in accordance with 
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internal regulations and Group standards; the degree of compliance 
with internal and external regulations, observations made by regulators 
and supervisory bodies; and prudent and efficient liquidity and capital 
management.

BNP Paribas published a new structure of remuneration of execu-
tive corporate officers, in compliance with the new European Banking 
Authority (EBA) guidelines, on 21 December 2015. “The variable por-
tion of remuneration linked to qualitative assessment by the board of 
directors is capped at 25% of the target variable remuneration” (Table 9).

The board assesses the qualitative aspect of annual variable remuner-
ation, looking at implementation of the bank’s strategic guidelines, par-
ticularly its transformation plan, the Leadership for Change initiative and 
CSR, in the general context of the year under consideration. The perfor-
mance of this qualitative assessment by the board of directors is consid-
ered essential, especially in view of the reinforcement of its responsibilities 

Table 8  Non-financial performance criteria for Banco Santander

Source Banco Santander (2016), Annual Report on the Remuneration of Directors of Listed Companies, 
p. 37

Qualitative assessment

Customers (15%) ● Effective development of the franchise
● Compliance with adequate sales and loyalty conduct

Employees (10%) ● �Evidence of a strong Simple, Personal & Fair culture.  
A comparison with high-performance organizations’ 
standards was also taken into account

Society (5%) ● Support for the society of the future
Risks (10%) ● Effective risk appetite management

● Reinforcing culture and risk control
● Operational risk management
● Progress towards risk management (Pillar II)

Capital (10%) ● Management of regulatory changes affecting capital
● Effective capital management in business decisions
● �Progress in the capital plan to achieving Pillar III 

objectives
Profitability (50%) ● �Growth compared to the previous year, considering the 

market environment and competitors
● Sustainable profits and capital management
● Cost management
● Effective capital allocation
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Table 9  Non-financial performance criteria for BNP Paribas

Source BNP Paribas (2016), Registration document and annual financial report, p. 45

Criteria applicable % of fixed remuneration

Assessment with regard to implementation of the bank’s 
strategic guidelines, particularly its transformation plan, the 
Leadership for Change initiative and CSR, in the general context 
of the year under consideration

25.0

for monitoring and controlling provided by the French Monetary 
and Financial Code since 2014 (thereby implementing CRD 4).  
Variable compensation includes “penalty” and “clawback” clauses as 
well as a cancellation clause in the event of a bank resolution measure, in 
accordance with the same terms and conditions described in the LTIP.

Unicredit defined the categories of the main indicators of finan-
cial and non-financial Group performance annually within the KPI 
Bluebook. Among the non-financial goals, the Group includes goals 
related to both risk and compliance, e.g. credit quality, operational 
risks, application of MIFID principles, products sales quality, respect of 
the customer, Anti-money-laundering requirement fulfilment. The four 
categories of core drivers represent “financial and non-financial perfor-
mance,” and they are mapped into 12 clusters of business to help identify 
the most relevant standardized KPIs (all certified by relevant functions) 
for each business, with specific focus on risk-adjusted, sustainability- 
driven metrics and economic measures (Table 10).

6    Conclusions and Practical Implications

This paper aimed to analyse the sustainability targets in executive remu-
neration implemented by most important European banks for the period 
2013–2016. To this end, we have elaborated an “ad hoc” governance 
score (ESG-remuneration performance rating) in order to verify the 
degree and the intensity of the use of non-financial metrics in executive 
remuneration plans. Finally, we have identified and examined some best 
practices adopted by European banks.

The results that emerged appear encouraging, even if there are some 
critical issues. In fact, on the one hand, almost all the intermediaries 
examined declared, at the end of 2016, that they include non-financial 
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Table 10  Non-
financial performance 
criteria for Unicredit

Source Unicredit (2016), Group Compensation Policy, p. 63

The 4 categories of core drivers

1. �Financial & 
Economics

● Economic profit
● Net operating profit
● Total direct cost

2. Risk ● Expected loss%
● Coverage on impaired
● �Reputation risk management 

effectiveness
3. �Controls (audit & 

compliance)
● �Compliance risk assessment 

completed
● �Enhance risk & control culture via 

audit effectiveness
● �Process performance and con-

trol—critical/major findings 
issued on own processes

4. �Operational & 
clients

● Internal service quality index
● Reputation index
● People engagement index

metrics in their remuneration policies but appeared rather limited in the 
subdivision of non-financial metrics according to each executive. Most 
banks, in fact, do not provide such an articulation that they apply the 
same criteria and the same weighting to each manager. Furthermore, the 
methodologies for measuring non-financial metrics are rather limited, 
the names of non-financial criteria are often slightly ambiguous and it 
is often not possible to understand how the bank concretely realizes the 
link between pay incentives and non-financial performance, or through 
which instruments and/or parameters these results are measured. In our 
opinion, the aspect of the measurability of qualitative performance is of 
considerable importance because it depends strongly on the effectiveness 
of the link between remuneration practices and “non-financial perfor-
mance criteria.”

This study has important policy implications. First, it presents 
encouragement for the use of non-financial targets in banks’ execu-
tive compensation. Indeed, incentive contracts incorporating sustain-
ability performance measures facilitate investor monitoring, improve 
the board of director’s ability to enhance shareholder value and allows 
a more balanced assessment of the top manager performance, thereby 
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improving managerial incentives and, thus, the corporate governance sys-
tem. Second, the strong heterogeneity of the use of non-financial tar-
gets in remuneration plans denotes the need for enhanced disclosure of 
the performance criteria linked to executive compensation, which would 
improve investor understanding of the alignment between executive pay 
and firm performance. To this end, national and European regulations 
on compensation should introduce more detailed guidelines to urge 
banks to give more and better information on non-financial performance 
criteria and on their selection and implementation processes.
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CHAPTER 3

Intellectual Capital Disclosure:  
Evidence from the Italian Systemically 

Important Banks

Giuliana Birindelli, Paola Ferretti and Helen Chiappini

Abstract  The need to overcome the limitations connected with the 
traditional financial reporting has driven the development of intellec-
tual capital (IC) and corporate social responsibility (CSR) disclosure. 
Such need has also highlighted the relevance of an integrated reporting, 
recently supported by the Directive 2014/95/EU, which makes man-
datory the disclosure of non-financial information for large-sized enter-
prises. The chapter focusses on the disclosure of the IC issues provided 
by the Italian systemically important banks. To conduct our analysis, we 
defined a disclosure model for the IC issues and collected data from the 

© The Author(s) 2019 
M. La Torre and H. Chiappini (eds.), Socially Responsible Investments,  
Palgrave Studies in Impact Finance, 
https://doi.org/10.1007/978-3-030-05014-6_3

G. Birindelli · H. Chiappini (*) 
G. d’Annunzio University of Chieti-Pescara, Pescara, Italy
e-mail: helen.chiappini@unich.it

G. Birindelli 
e-mail: giuliana.birindelli@unich.it

P. Ferretti (*) 
University of Pisa, Pisa, Italy
e-mail: paola.ferretti@unipi.it

https://doi.org/10.1007/978-3-030-05014-6_3
http://crossmark.crossref.org/dialog/?doi=10.1007/978-3-030-05014-6_3&domain=pdf


38   G. BIRINDELLI ET AL.

reports available on the banks’ websites; we used a deductive content 
analysis, integrated by the Scott’s pi test in order to evaluate the inter-
coder reliability. Our findings, accordingly to prior literature, point out an 
incomplete IC disclosure, meaning that banks should extend the level of 
reporting on IC issues, and particularly they should improve the presence 
of forward-looking information and the quantified terms of IC elements.

Keywords  Intellectual capital · Non-financial information ·  
Disclosure · Italian banks · Content analysis

1  I  ntroduction

The need to overcome the limitations connected with the traditional 
financial reporting has driven the development of intellectual capital 
(IC) and corporate social responsibility (CSR) disclosure, aimed to bet-
ter represent the firm’s value and the firm’s business activities (Guthrie 
et al. 2007). Nevertheless, over the years, the disclosure of intangible 
and social issues, increasingly considered as critical key-factors for the 
competitiveness of any organisation, has shown overlaps and/or short-
comings in terms of goals, contents and vehicles of reporting: while envi-
ronmental, social and sustainability reports have been largely issued on a 
voluntary basis, IC reports have had a more limited diffusion.

At the same time, taking into account that IC and CSR have a common 
root and thus that there is a close relationship between them, the need of 
an integrated reporting has been increasingly highlighted by the doctrine 
(Lev and Zambon 2003), practitioners (Veltri and Nardo 2008; Demartini 
and Paoloni 2013) and interest groups (Global Reporting Initiative—GRI 
2011; Integrated Reporting 2013). The issuing and implementation of 
Directive 2014/95/EU, which makes mandatory the disclosure of non- 
financial information for public-interest entities and large-sized enterprises, 
banks included, are probably moving in this direction.

Our study focusses on the disclosure of the IC issues provided by the 
four Italian banks recognised as systemically important institutions at 
national level for 2018 (Bank of Italy 2018). The final aim of this chapter 
is to present the state of art of the IC disclosure in the Italian banking 
system also in the light of the entry into force of the Legislative Decree 
254/2016, transposing the above mentioned Directive. To this end, we 
defined a disclosure model for the IC issues and collected data from the 
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reports available on the websites of the four banks. Considering that the 
Italian Leglislative Decree is in force from the beginning of 2017, we 
decided to focus our analysis on 2017 data, by collecting information 
from either the Integrated Reports or the Non-financial Statements, as 
well as the Annual Reports. To conduct our analysis, we used a deductive 
content analysis, integrated by the Scott’s pi test in order to evaluate the 
inter-coder reliability.

2  D  efining Intellectual Capital

The increasing focus on the limitations of the traditional financial report-
ing helps explain the importance of the need of disclosure of non-fi-
nancial information, defined by Robb and Zarzeski (2001), as “all 
information disclosed outside the financial statements issued by the 
company”. Particularly, the reference is to the information made avail-
able from the CSR and IC  fields. Indeed, it is widely recognised that 
the most relevant shortcomings of the traditional financial reporting 
are linked to the fact that both the business activities and the value of  
a firm are not fully taken into account, and that CSR and IC reporting 
are suitable to overcome such limitations. On these premises, Guthrie 
et al. (2007), among others, suggest an integrated framework for the 
CSR and IC information also in order to avoid overlap of content. At the 
same time, the increasing emphasis on the voluntary disclosure of non- 
financial data is explained as it represents a means for the firms to achieve 
significant benefits, such as the reduction of the asymmetry information 
(Lang and Lundholm 2000; Guo et al. 2004) and the improvement in 
the efficiency of investment decisions (Gray et al. 1990).

Focussing on the IC reporting, this is considered as a successful tool, 
for example, for the creation of sustainable competitive advantages for 
firms, such as those linked to the opportunity of improving their image 
(Polo and Vázquez 2008). Over the years, the value drivers of firms have 
increasingly been represented by intangibles rather than tangibles—the 
former defined as firms resources without physical substance generat-
ing future benefits through innovation, unique organisational designs 
or human resources practices (Lev 2001). Moving from the basic/
simple concept of goodwill in the 1980s, since the early 1990s the IC 
issues have been reaching significant proportions and attracting growing 
attention and interest from academics, practitioners and standardisation 
bodies. The IC definition, even if still not unambiguous as literature  
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provides different cues, may be referred to the notions of knowledge and 
information and their capacity of contributing to firms value (Edvinsson 
and Malone 1997). Hence, the knowledge-based economy represents 
the natural cradle for affirming the IC dominance: indeed, the effec-
tive management of knowledge and its exploitation for the benefits of 
the stakeholders are key-variables for the success of firms (Cabrita et al. 
2017), especially, of course, when they are knowledge-based, as banks 
are (Sect. 4). On the basis of an accounting-based approach, this could 
also mean that the IC allows to assess the gap between the market and 
the book value of a firm: the more the firm is knolwledge intense, the 
higher the difference between the two values is. Otherwise said, the IC 
may be expressed by the gap between the market and the book value 
of a firm (Edvinsson and Malone 1997; Sveiby 1997), a difference quite 
ignored by the traditional balance sheet and financial statements, which 
thus provide a partial picture of a firm’s value (Hope and Hope 1998; 
Brennan and Connell 2000). It is worth adding that the incomplete 
account of the firm’s value could lead to suboptimal decisions, such as 
those about capital allocation and investments in IC-creating activities 
(Carroll and Tansey 2000). Therefore, the completeness of the informa-
tion about a firm’s value should include information on IC: that is the 
best way to assess viability and the true value of a firm (Guthrie et al. 
2007). Hence, the IC, linked to the specific resources, capabilities and 
competences of a firm, is strategically (and increasingly) relevant in the 
contemporary context, as it contributes to the wealth and the growth of 
the economy (Cabrita and Vaz 2006).

Despite its strategic importance, however, IC value measurement and 
reporting show some difficulties; this helps explain the reasons many 
categorisation schemes and methods have been developed over time. 
The most widely adopted approaches tend to split IC into different ele-
ments, conceived as the combination of value creating (Brooking 1996; 
Marr et al. 2004). Among these, the framework provided by Sveiby’s 
Intangible Asset Monitor (Sveiby 1997) defines the following cate-
gories of IC: external structure (customers), internal structure (organ-
isation) and employee competence (people); for each class, growth, 
renewal, efficiency and stability indicators are provided. The business 
navigator Skandia includes five key-dimensions of business: financial, 
renewal and development, customer, process and human focus, the lat-
ter represents the heart of the model (Edvinsson and Malone 1997). 
Lastly, on the basis of the Balanced Scorecard approach four perspectives 
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are considered: financial, customer, business process, and learning and 
growth (Kaplan et al. 2004). All these models share the multidisciplinary 
character of IC, expressed by the internal and external resources used 
by firms (through their activities) in the process of value creation and 
therefore able to generate future benefits (Mention 2011). Consistently 
with the definition within the Meritum Project (2002), IC is nowadays 
conceived as the combination of the human, organisational and relational 
resources (capitals) of a firm. Undoubtedly, more than a mere sum, IC 
is hence represented by the value-creating mix of such resources, among 
which the strongest interconnection may be achieved through the appro-
priate intangible activities carried out by a firm. A brief description of 
the Human Capital, the Structural Capital, and the Relational Capital is 
provided below:

•	Human Capital includes the knowledge, skills, motivation, experi-
ence, abilities of the firm’s personnel. Some of this capital is unique 
to the individual (e.g. personal attributes, technical competence, 
previous experience, creativity), some may be referred to the organ-
isation (e.g. teamwork, healthy work environment). Sveiby (1997) 
defined Human Capital as “the capacity to act in a wide variety of 
situations to create both tangible and intangible assets”.

•	Structural Capital may be considered as the knowledge produced by 
an organisation and not separable from it (e.g. procedures, systems, 
cultures, databases, technologies, organisational learning capacity). 
Brooking (1996) defined Structural Capital as “the skeleton and the 
adhesive of the organization, which strengthens the company and 
creates a close and coherent relationship between individuals and 
their processes”.

•	Relational Capital is linked to the relationships of a firm with exter-
nal actors, such as customers, suppliers, investors, creditors. This cap-
ital includes image, customers loyalty and satisfaction, environmental 
activities. Relational Capital is connected with the relations a firm has 
with third parties, and at the same time it is expression of the percep-
tion external parties have on the firm (Cabrita et al. 2017).

As shown, among others, by Cabrita (2009), the IC is of a dynamic 
nature and for this it may be conceived as a “phnenomenon of interrela-
tionships and interactions, having each component little value if consid-
ered per se, but as a whole it represents great value for the organization”.
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3  T  he Intellectual Capital Disclosure: Determinants 
and Open Issues

As previously mentioned, there are various factors explaining the intel-
lectual capital disclosure: the opportunity to mitigate information asym-
metries and litigation risks; to promote credibility, image and reputation; 
to support more efficient investment decisions; to contribute to the 
decrease of equity costs; to contribute to the creation of the firm eco-
nomic value and, through it, ensure its long-term viability. At the same 
time, there are many theories explaining the IC disclosure; they could 
be mainly referable to the stakeholder theory, legitimacy theory and 
signalling theory. As regards the first theory (e.g. Guthrie et al. 2006), 
the stakeholders of a firm (investors, creditors, government/authorities, 
competitors, media, etc.) are the main (and most powerful) addressees 
of the IC reporting, as this contributes to reduce the asymmetry infor-
mation between the two parties and, as a consequence, helps give stake-
holders a correct representation of the firm value and performance. On 
the other hand, as a result of the legitimacy theory (e.g. Deegan 2002), 
IC disclosure allows a firm to legitimise its status: it is the means to 
ensure that its business is compliant with regulations and perfomed con-
sistently with the market/community expectations. Lastly, the signalling 
theory (among others, Whiting and Miller 2008) focusses on the oppor-
tunity of reducing the information asymmetry between the agent and 
the management; particularly, positive signals to the market may produce 
advantages for the firm. Given the different theories, An et al. (2011) 
argue that an adequate theoretical framework for IC disclosure needs 
above all an integration among them.

By speaking of IC disclosure, the link with the CSR reporting is imme-
diate. There are differences, but also similarities, common roots, as well 
as overlaps, which over the years have driven an intense debate on these 
issues, also in terms of rising awareness on the opportunity of an inte-
grated reporting. Particularly, the integration of different types of disclo-
sure may be considered as a key-factor for corporate reporting, provided 
that it does not result in a stratification and proliferation of data but in 
a better and more complete understanding of the dynamics of a firm: in 
essence, the focus should shift from the quantity of information disclosed 
to the quality and correct scope of reporting (Nardo and Veltri 2014).

In operational terms, the elaboration of IC reports as separate state-
ments providing exclusively information on aspects of IC management 
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and resources is fairly widespread among few countries, such as Denmark 
and Sweden, which are considered pioneers of this type of reporting. 
However, in most countries, firms tend to disclose little information on 
IC, especially for the absence of a IC reporting framework (Cinquini 
et al. 2012). Moreover, such information tends to be included in the 
Annual Reports or in the CSR/Sustainability Reports, with the con-
sequence that some relevant information on IC issues may be lost or 
overlapped. This is one of the reasons several studies analyse whether 
CSR/Sustainability reports may represent a channel for disclosure of  
IC information (among others, Oliveira et al. 2010) and why many 
scholars state the crucial relevance of the integrated reporting (Nardo 
and Veltri 2014). Hence, the need of an integrated reporting has been 
increasingly highlighted by several interested parties: the doctrine  
(e.g. Lev and Zambon 2003), practitioners (Veltri and Nardo 2008; 
Demartini and Paoloni 2013) and interest groups (GRI 2011; Integrated 
Reporting 2013). The issuing and implementation of Directive 
2014/95/EU, which makes mandatory the disclosure of non-financial 
information for public-interest entities and large-sized enterprises, banks 
included, may contribute to the achievement of this goal, as it is aimed 
to improve the quality and systemisation of the information disclosed 
(Venturelli et al. 2017).

4  W  hy the Focus on Banks IC Disclosure?
The general remarks regarding the IC disclosure apply in a specific man-
ner for certain industries, such as the banking, as one of the most knowl-
edge-intensive sectors, for which the management of the knowledge 
basis certainly represents a strong competitive advantage, also consider-
ing the increasingly dynamic market where banks operate. In this respect, 
it is useful to point out that over the last decades the globalisation pro-
cess has accelerated the dynamism of the financial service industry (Joshi 
et al. 2010) and as a consequence the banking sector has experienced 
great changes connected with new and complex challenges to face. It 
should be sufficient to recall the changes in regulation, business models 
and information technologies, all phenomena that have drastically altered 
the external context and consequently affected, sometimes reshaped, the 
structure, the organisation and the business of the banks. Particularly, 
reference is made, among others, to the new business strategies, aimed 
to better meet the needs of the market and withstand the competitive 
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pressures (Latif et al. 2012)—e.g. the development of new financial 
products and services as well as the entrance in new markets; the role of 
new technologies, with impacts also on the ways of reaching customers; 
the consolidation operations. These considerations help understand the 
link with the IC, and its disclosure, as well as its centrality in the bank-
ing activity (Mention 2011): indeed, the changes mentioned may require 
new skills (Human Capital), adjustments to the processes and procedures 
(Structural Capital) and the improvement/enhancement in the relations 
with the wide range of stakeholders (Relational Capital). Hence, in a 
hypercompetitive and dynamic environment, banks have to focus on tan-
gible assets, but above all improve the ability in the IC management and 
exploitation, as a key issue to ensure their long-term viability.

Moreover, the peculiarities of banks draw attention to the intellec-
tual nature of their business (Mavridis 2004) and to the presence of an 
intellectually staff more homogeneous than staff in other sectors (Kubo 
and Saka 2002). Banks offer knowledge-based products and services 
by integrating professional competencies and market needs, in order 
to achieve positive economic results from financial knowledge and risk 
management (Shih et al. 2010). Banks therefore are typical knowledge- 
intensive institutions, as they are characterised by a heavy reliance on 
individual knowledge workers, a strong role of technologies and a close 
interaction between employees and customers (Mention 2011). It is the 
IC that determines the quality of banks’ business, by highlighting the 
knowledge as unique resource. Indeed, the success of banks activity relies 
on the quality of human capital and the ability to leverage the talents 
(Muhammad and Ismail 2009). Technologies are also crucial for the 
development of new products and services as well as the automation of 
processes; this may strengthen the relationship with customers and thus 
give more evidence to the connection between Relational and Structural 
Capitals (Cabrita and Bontis 2008).

The extraordinary focus on knowledge in the banking sector, com-
pared to others in the economy, helps explain the need of a great trans-
parency of bank’s information aimed, among others, to ensure the 
protection of stakeholders (Chen and Pan 2011). This must be consid-
ered for different reasons: economic ones, but above all those linked 
to the need of maintaining or increasing the legitimacy of banks in the 
market where they operate. Otherwise said, the IC disclosure may help 
the restoring of trust and confidence, as core intangibles, in particular in 
times of general lack of belief in banks’ reliability (Cabrita et al. 2017).
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5  S  ample and Methodology

5.1    Sample

The significance of IC disclosure for the banking industry has led schol-
ars to explore empirically this issue with exclusive focus on banks (e.g. 
Mention 2011; Cabrita et al. 2017) or considering both financial and 
non-financial firms (e.g. Cinquini et al. 2012). Nevertheless, the analysis 
of banks IC disclosure still represents a significant area for research, as 
the practices of the banking sector are rather unexplored to date.

Our chapter is part of this strand of research, by analysing the IC dis-
closure of a sample of Italian banks: the four banks recognised as sys-
temically important institutions at national level for 2018: Unicredit, 
Intesa Sanpaolo, Monte dei Paschi di Siena (MPS), Banco BPM (Bank 
of Italy 2018). We consider this type of banks particularly representative 
of IC disclosure practices in the light of their size, operational complexity 
and listing status, as key-factors for a greater propensity for IC report-
ing (Oliveira et al. 2010; Venturelli et al. 2017). For our purposes, we 
focus the analysis on 2017, corresponding with the entry into force of 
the Legislative Decree 254/2016, transposing the Directive 2014/95/
UE, by collecting data from either the Integrated Reports or the Non-
financial Statements, as well as the Annual Reports.

The Italian banking sector, like other systems, has been hard-hit by 
the international crisis and some national banks have experienced (or 
are still experiencing) critical situations. This calls for a renewed atten-
tion (also) to the centrality of the role of the intangible values, in order 
to maintain, and enhance, leading competitive positions in the financial 
markets, increasingly threatened by new entrants and technologies. As 
reported by Nardo and Veltri (2014), the Italian context shows a certain 
delay in the IC reporting, contrary to CSR disclosure (among the studies 
focussed on the integration between CSR and IC, we mention Cordazzo 
2005; Pedrini 2007). Such delay seems to be related to cultural reasons 
or information asymmetries. Focussing on a sample exclusively consisting 
of banks, we try to provide further insights on these questions, by inves-
tigating the present state of art of IC disclosure.

5.2    Methodology

To measure the extent and accuracy of IC disclosure, we employ a multi- 
step methodology. Foremost, we identify the IC components deriving 
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and adapting them from the prevalent literature. Then, we analyse banks’ 
reports (see Sect. 5.1), applying the encoding technique to understand 
what and how Italian banks disclose on IC. A summary of the findings is 
obtained through the measurement of the extent and accuracy of IC disclo-
sure (see Sect. 5.2.2). Finally, we test the reliability of the content analysis.

5.2.1 � The Model of IC Disclosure
The methodology applied in the first step is content analysis, one of 
the most common research method used to analyse IC disclosure, as 
reported by Guthrie et al. (2004). Through the content analysis, texts 
can be resumed in a restricted number of categories (Berelson 1952; 
Krippendorff 1980; Weber 1990), identifying the main characteristics of 
a message (Holsti 1969).

Specifically, we apply a deductive content analysis deriving and  
adapting our IC disclosure indicators from the prevalent literature. We 
follow, in particular, three models: two models focussed on the IC dis-
closure of European banks (Mention 2011; Cabrita et al. 2017) and 
a model on the IC reporting of Italian listed firms, including banks 
(Cinquini et al. 2012).

Our final model includes the three common elements of IC—Human, 
Structural, and Relational capital—and a set of specific indicators for each 
capital, grouped by categories and sub-categories.

Human capital reporting includes two categories (Staff characteristics 
and Policy) and six sub-categories of indicators, mapping the most rel-
evant features of employees—such as education and gender—their atti-
tudes and skills, training, stability of employability, staff incentives and 
satisfaction, and how talents are managed (Table 1).

Structural capital is composed by two categories: Organisational cap-
ital and Technological capital. Specifically, Organisational capital gathers 
information about mission and strategies, operational and innovation 
processes, teamwork and internal cooperation, and Technological capital 
shows disclosure on communication systems and management and con-
trol systems.

Finally, Relational capital comprises information about Business capital 
and Society capital, disclosing the relationships established with custom-
ers and investors (Business capital), and with the society and other stake-
holders (Society capital).

Table 1 presents the model and the specification of all the IC 
indicators.
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5.2.2 � Encoding Technique, Extent and Accuracy of Disclosure
We use the encoding technique to verify the extent and accuracy of IC 
disclosure.

We use two different indicators to summarise the results: the Index of 
disclosure level (1) and the Index of accuracy (2). We calculate the Index 
of disclosure level (1), to express the extent of Italian banks’ reporting 
in terms of Human, Structural and Relational capital, and in terms of IC 
categories and sub-categories. According to Mention (2011), this Index 
synthetically describes what is mainly reported by banks. Thus, inde-
pendently of the level of disclosure, we assign the value 1 when informa-
tion is disclosed, and 0 when it is not provided.

However, to take into account that information could not be exhaus-
tively reported by banks, we identify an intermediate score (0.5) and we 
synthesise results in the Index of accuracy (2). This is useful to classify 
banks according to the value (0, 0.5 or 1) attributed to the reporting. 
Thus, the numerator of the Index of accuracy (2) represents the sum of 
values obtained by each bank, instead of the number of the observed 
indicators disclosed, as in the Index of disclosure level (1). Therefore, 
the Index of accuracy can be considered sensible to the accuracy of dis-
closure, while the Index of disclosure level does not take in consideration 
this element.

We are also aware that the Index of accuracy can be mostly affected by 
subjectivity of the point of view of different researchers, increasing con-
cerns on content analysis reliability. To mitigate this limit, we implement 
a set of strategies, described in Sect. 5.2.3.

5.2.3 � Reliability Test
One of the most common concerns on content analysis is the reliability. 
According to Stemler (2001), reliability regards the stability and repro-
ducibility of the content analysis. A content analysis is stable when a 
researcher obtains the same results repeating the analysis in a following 
period, while reproducibility is ensured when two researchers find the 
same evidence analysing a text.

(1)Index of disclosure level =
Number of observed indicators disclosed

Total number of indicators possible

(2)Index of accuracy =
Value obtained in the IC disclosure

Total value possible



3  INTELLECTUAL CAPITAL DISCLOSURE …   51

Thus, to ensure reliability of content analysis, two different research-
ers analyse the text repeating everyone the analysis two times.

The Scott’s pi (3) is used to summarise the level of reproducibility of 
our content analysis, according to Mention (2011).

The Scott’s pi reveals a good level of reliability of this analysis, showing a 
value of 0.935. Indeed, 0.80 is considered an acceptable lower limit for 
reliability (Perreault and Leigh 1989).

6  F  indings and Discussion

This section summarises the results of our analysis on IC disclosure of 
the sample banks. We analyse where banks report IC, what information 
banks provide to stakeholders, and how accurate is the reporting.

The four systemically important institutions at Italian level report on 
IC in the Non-Financial Statement (Banco BPM and Intesa Sanpaolo) 
or in the Annual Report (MPS and Unicredit). Banco BPM and Intesa 
Sanpaolo disclose specific indicators in the Annual Report. That is the 
case of Dependence to key customers and Financial reputation.

To evaluate what banks report, we use the Index of disclosure level 
and relative sub-indexes for IC categories and sub-categories. The 
Index, as previously described, measures the IC disclosure in terms of 
number of items disclosed, independently of the accuracy of the report-
ing. The sample banks, on average, show an Index of 62%, while Intesa 
Sanpaolo, representing the most appreciable bank in terms of IC report-
ing, shows an Index of disclosure of 73% (Table 2). These levels of dis-
closure are below the level obtained by Mention (2011) examining five 
European banks. Indeed, Mention (2011) recognised an average disclo-
sure of 80%.

Regarding the IC elements (Human, Structural and Relational cap-
ital), the sample banks mostly report on Relational capital (71%). The 
disclosure of Structural capital follows the Relational capital (60%), while 
Human capital represents the lowest disclosed element by Italian banks 
(56%). An exception is represented by Unicredit, which mostly reports 
on Structural capital (75%). Relational capital (72%) and Human capital 
(53%) follow in the Unicredit IC reporting.

(3)Scott’sπ = 1−
100−% of observed matches

100−% of expected matches
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Table 2  Index of disclosure level

Source Authors elaboration

Banks Unicredit 
(%)

Intesa sanpaolo 
(%)

BPM (%) MPS (%) Total 
(%)

Human capital 53 73 53 43 56
Characteristics 63 88 75 38 66
Attitude and skills 0 20 0 0 5
Training 67 100 67 67 75
Incentives and 
satisfaction

75 75 75 75 75

Stability 75 100 75 25 69
Talent management 50 67 33 67 54
Structural capital 75 60 50 55 60
Organizational capital 60 50 40 30 45
Mission and corporate 
strategies

100 100 100 67 92

Operational and inno-
vation processes

50 25 25 0 25

Team work and internal 
cooperation

33 33 0 33 25

Technological capital 90 70 60 80 75
Systems of 
communication

100 75 50 75 75

Management and con-
trol systems

83 67 67 83 75

Relational capital 72 83 66 62 71
Business capital 67 80 73 60 70
Customer relations 64 82 73 82 75
Investors relations 75 75 75 0 56
Society capital 79 86 57 64 71
Actions in social and 
environmental fields

100 100 75 75 88

Relationship with other 
actors

40 60 60 80 60

Corporate reputation 100 100 40 40 70
Total 66 73 57 53 62

Although the exception of Unicredit, Relational capital results the 
most disclosed element, according to previous studies (Guthrie and 
Petty 2000; April et al. 2003; Oliveras et al. 2008; Struikova et al. 2008; 
Mention 2011), and this result may be because Relational capital is 
still considered as the element that is “most available to be disclosed” 
(Cabrita et al. 2017).
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In contrast with other findings (Guthrie and Petty 2000; April et al. 
2003; Oliveras et al. 2008; Struikova et al. 2008; Mention 2011), 
Structural capital is second in the ranking of IC disclosure. The prevalent 
disclosure of Structural capital, compared to Human capital, is mostly 
determined by the disclosure of technological capital, in turn explained by 
the increasing spreading (and reporting) of communication and of control 
systems. This is supported by Mention (2011), who recognises a grow-
ing trend for Structural capital and a relative low trend for Human and 
Relational capital. Therefore, the sample banks IC disclosure, on average, 
can be assumed as a final picture of that growing international trend.

Intesa Sanpaolo and Banco BPM represent an exception: they pay 
a relative higher attention to the disclosure of Human capital (73 and 
53% respectively) than to the disclosure of Structural capital (60 and 50% 
respectively), although Relational capital remains the most reported ele-
ment also for these banks.

Going through the sub-categories of IC, Actions in social and envi-
ronmental fields represents the most reported sub-category of Relational 
capital, with an average Index of 88%. This may be explained by the 
increasing demand of social and environmental commitments and invest-
ments over the last years. Indeed, banks are increasingly involved in envi-
ronmental issues either directly, as companies, or indirectly, through their 
lending activity (Alberici and Querci 2016).

Regarding Structural capital, the most disclosed sub-category is mis-
sion and strategies (92%), while Incentives and satisfaction (75%) as well 
as Training (75%) are the most disclosed sub-categories in Human capital.

By contrast, attitudes and skills represents the most challenging sub- 
category: the sample banks, on average, report on 5% of this section’s indi-
cators. Specifically, banks do not seem oriented to the disclosure of current 
staff’s attitudes and skills, while they pay attention to how they can improve 
some skills through training. This finding is in contrast with Mention 
(2011), who shows attitudes and skills as a widespread sub-category.

Operational and innovation processes as well as teamwork and inter-
nal cooperation represent other under disclosed sub-categories (Table 2), 
with an average of reporting of 25%.

Furthermore, some indicators of the most reported category Society 
capital surprisingly are not reported by all the banks. This is, for instance, 
the case of identification of stakeholders. The identification of stake-
holders is a common practice also in terms of corporate social respon-
sibility (Freeman 1984; Carroll 1991; Mitchell et al. 1997), thus the 
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lack of reporting was not expected. The missing reporting of Social and 
Environmental reputation is a little unexpected.

We introduce the Index of accuracy to appreciate the how of IC dis-
closure, namely, we do not consider just whether banks provide or not 
information, but also its completeness (Table 3).

Results of our analysis do not change substantially when we con-
sider the accuracy of the disclosure. The four banks examined, on aver-
age, account an Index of accuracy of 58%, four points below the average 
Index of disclosure level. Intesa Sanpaolo remains the most appreciable 
bank in terms of IC disclosure, obtaining an Index of accuracy of 66%, 
while its IC Index of extent shows a value of 73%.

Relational capital is confirmed as the most disclosed element in terms 
of accuracy (65%), Structural the second (54%), and Human the last one 
(53%). The most reported sub-category of Relational capital remains 
Actions in social and environmental fields (84%), although all the 
sub-categories show higher (in few cases, equal) Index of disclosure level 
than Index of accuracy (Tables 2 and 3).

Regarding Structural capital, technological capital remains the most 
reported category (75%), confirming one more time that banks have 
been making a substantial effort to increase their digital and tech invest-
ments and to inform stakeholders of these technological innovations.

These findings, although mostly confirming results of the Index of 
disclosure, show that a lot of information is partially reported by banks. 
Thus, in terms of policy suggestions, Italian banks should work on the 
improvement of disclosure of items not accurately reported, as well as on 
the enhancement of IC disclosure in general terms.

7    Conclusions

Considering the growing significance of IC disclosure, we decided to 
investigate the related practices of a sample of Italian banks: the four 
banks recognised as systemically important institutions at national level 
for 2018. To this end, we defined a disclosure model for the IC issues, 
by collecting data from the 2017 Integrated Reports, Non-Financial 
Statements and Annual Reports of the four banks, and developed two 
indexes aimed at measuring, respectively, the extent of the information 
disclosed and the accuracy of the reporting.

The main results of our study show that among the three IC capitals, 
the Relational one represents the most disclosed in terms both of extent 
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and accuracy. Nevertheless, our general findings, accordingly to prior 
literature, point out an incomplete IC disclosure, meaning that banks 
should enhance the level of reporting on IC issues, and particularly they 
should improve the presence of forward-looking information and the 
quantified terms of IC elements.

Table 3  Index of accuracy

Source Authors elaboration

Banks Unicredit 
(%)

Intesa sanpaolo 
(%)

BANCO
BPM (%)

MPS (%) Total 
(%)

Human capital 52 68 52 40 53
Characteristics 63 88 69 38 64
Attitudes and skills 0 10 0 0 3
Training 67% 100 67 67 75
Incentives and 
satisfaction

63 63 75 63 66

Stability 75 100 75 25 69
Talent management 50 58 33 58 50
Structural capital 65 55 48 50 54
Organizational capital 45 45 35 25 38
Mission and corporate 
strategies

83 100 83 67 83

Operational and inno-
vation processes

38 25 25 0 22

Teamwork and internal 
cooperation

17 17 0 17 13

Technological capital 85 65 60 75 71
Systems of 
communication

100 75 50 75 75

Management and con-
trol systems

75 58 67 75 69

Relational capital 67 72 62 57 65
Business capital 60 73 70 60 66
Customer relations 55 77 73 82 72
Investors relations 75 63 63 0 50
Society capital 75 71 54 54 63
Actions in social and 
environmental fields

88 100 75 75 84

Relationship with other 
actors

40 40 50 50 45

Corporate reputation 100 80 40 40 65
Total 61 66 54 49 58
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This helps explain the need of further research on these topics, for 
example by extending the sample period and the number of banks, as 
well as investigating the existence of a relationship between the level and 
accuracy of IC disclosure and some governance variables, in order to 
show whether the sensitivity to a better reporting could depend on inter-
nal features of banks.
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CHAPTER 4

Assessing the Relationship Between 
Environmental Performance and Banks’ 

Performance: Preliminary Evidence

Rosella Carè and Antonio Fabio Forgione

Abstract  The question of whether it pays to be green has been 
addressed by many studies, but despite the growing number of works, 
the debate about the relationship between environmental performance, 
environmental disclosure, and banks’ performance is still unresolved, 
and mixed results have been found. This work explored the relation-
ship between environmental disclosure, environmental performance, 
and financial performance by using a sample of 57 EU15 listed banks. 
Moreover, by applying the value relevance methodology, we analyzed the 
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relationship between market values, environmental disclosure, and envi-
ronmental performance. Our findings reveal strong evidence of the value 
relevance of environmental disclosure.

Keywords  Banking industry · Environmental performance · Financial 
performance · Value relevance · Environmental disclosure

1  I  ntroduction

The entire banking sector has come under increasing pressure since 
the subprime mortgage crisis to take a more long-term view of their 
stakeholders’ interests and to acknowledge and respond to their obli-
gations to society (De la Cuesta-González et al. 2006; Matten 2006; 
Lauesen 2013; Jizi et al. 2014). The engagement of the banking indus-
try in non-socially responsible practices has caused a loss of trust among 
the industry’s customers (Hurley et al. 2014; Esteban-Sanchez et al. 
2017). In particular, the consequence of the negative external effects 
that poorly managed banks can impose on society and the perception 
of the firms’ corporate social responsibility (CSR) activities are impor-
tant not only for investors’ and customers’ risk assessment but also for 
regulators’ goodwill and for the public’s confidence in the financial sys-
tem (Jizi et al. 2014). The expectations of stakeholders—and more 
generally of the community—regarding sustainable development have 
strengthened the importance of CSR practices in banks. Consequently, 
banks have changed their overall approach to CSR and to CSR disclo-
sure by paying attention to the potential reputational risks and brand 
image damage related to these issues (Thompson and Cowton 2004; 
Scholtens 2006; Carnevale and Mazzuca 2014). In this sense, Laidroo 
and Sokolova (2015) underline that the CSR disclosure scores of inter-
national banks in 2013 were significantly higher than those in 2005, but 
significant improvements are required in the area of sustainable products 
and environmental management policies (Laidroo and Sokolova 2015; 
Carè 2018). The disclosure quality of European banks has been further 
increased with the endorsement of IAS/IFRS principles, particularly with 
regard to credit risk exposures (Bischof 2009).

Environmental considerations are becoming an important facet, both 
in the sustainability engagement and communication process of banks. 
Several key changes are occurring in the regulation and supervision of 
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banking (and financial) systems, and banks have incentives to voluntar-
ily provide information regarding their engagement and commitment 
to sustainable practices and environmental/social activities (Wright 
2012; Carnevale and Mazzuca 2014; Caldecott and McDaniels 2014). 
Furthermore, it is widely recognized that, in recent years, banks have 
significantly increased their commitment to CSR, with particular atten-
tion to corporate environmental performance (CEP) (Porter and  
Van der Linde 1995; McDonald and Rundle-Thiele 2008; Weber et al. 
2008; Truscott et al. 2009; Prior and Argandoña 2009; Laguir et al. 
2018).

The question of whether it pays to be green has been addressed by 
many studies (Bansal and Hoffman 2012; Jo et al. 2015). However, 
despite the growing number of works, the debate about the relation-
ship between environmental performance and firm performance is 
still unresolved, and mixed results have been found (Al-Tuwaijri et al. 
2004; Elsayed and Paton 2005; Clarkson et al. 2008; Nor et al. 2016). 
With regard to environmental disclosure, Fazzini and Dal Maso (2016) 
explored the case of Italian banks and concluded that environmental vol-
untary disclosure represents value-relevant information positively cor-
related with firms’ market value, while Carnevale and Mazzuca (2014) 
showed that investors appreciate sustainability reports and that this dis-
closure produces a positive effect on stock prices. In the wide range of 
proposed methodological approaches, the value relevance method—
devoted to exploring the firm’s market value and its variations—is par-
ticularly useful to analyze whether environmental disclosure provides 
information to the market (Moneva and Cuellar 2009) and to under-
stand whether environmental performance is reflected in the market 
value of banks (Hassel et al. 2005).

Moving from these considerations, by using a multiple econometric 
approach, this work explored: (i) the relationship between environmental 
disclosure and financial performance; (ii) the relationship between envi-
ronmental performance and financial performance; and (iii) the value 
relevance of environmental disclosure and environmental performance. 
This exploratory analysis—based on a quantitative approach—provides 
useful insights on the role and relevance of the environmental disclosures 
and performance of European banks. To our knowledge, no study has 
explored and compared environmental performance and environmen-
tal disclosure from both a financial and a market relevance perspective 
and with regard to the banking sector. The contribution of this work  
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is twofold: on one hand, we provide better knowledge of the above- 
described relationships and, on the other hand, we offer several sugges-
tions to banks and regulators with regard to the attention the market 
pays to this kind of information.

The remainder of this paper is organized as follows: the next section 
provides a literature overview. Section 3 explains the characteristics of 
the sample, the empirical model and the methodology. The final sections 
conclude, discuss the limitations of this exploratory study, and point to 
future lines of research.

2    Literature Review and Hypotheses Development

Environmental considerations are becoming an important aspect of both 
the sustainable engagement and communication process of banks. In this 
vein, Mengze and Wei (2015, p. 159) highlight that “for most banks the 
primary basis for sustainable finance is incorporating environmental con-
sideration into their bank lending products and services such as lending, 
project finance etc.” The contribution of the banking sector to environ-
mental protection has been explored by many authors (Jeucken 2004; 
Weber 2005; Scholtens 2006; Scholtens and Dam 2007; Weber et al. 
2008, 2010; Bouma et al. 2017). The literature indicates that banks con-
sider environmental risks as part of the credit appraisal process (Weber 
et al. 2008), and the banking industry has come to realize that banking 
operations, and in particular lending, affect and are affected by the envi-
ronment (Thompson 1998b; Emtairah et al. 2005; Mengze and Wei 
2015; Weber et al. 2015). The 1990s marked a turning point for new 
environmental sensitivity (Costa and Torrecchia 2018), and environmen-
tal legislation increased (Carè 2017, 2018). Banks affect and are affected 
by environmental issues both directly and indirectly (Thompson and 
Cowton 2004; Scholtens 2009; Weber 2012; Bouma et al. 2017). Direct 
risk is defined as the exposure to risk that stems from the borrower dam-
aging the environment such that it becomes a cost for the bank, while 
indirect risk is related to the potential value or profit decreases for the 
bank due to the acts of the borrower (Thompson 1998a, b; Thompson 
and Cowton 2004). In the same vein, Bouma et al. (2017) classify the 
environmental impacts of the banking sector by distinguishing between 
internal—related to their direct contribution to environmental protection 
in terms, for example, of energy or water consumption—and external—
related to the impact of their products. The term “sustainable lending” 
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is considered by Jeucken (2004) to be one of the main aspects of the 
“sustainable banking” model. Weber et al. (2015) show that some banks 
apply sustainability criteria in their lending business by considering credit 
risk management as one of the major activities guaranteeing the business 
success of a bank (Weber 2012) and the improvement of their reputa-
tion (Thompson and Cowton 2004; Nandy and Lodh 2012; Carè 2018). 
Moreover, Weber (2014) highlights that stakeholder pressure on sus-
tainable development influences the reputational risk of banks and has 
an impact on their financial performance (Scholtens and Zhou 2008). In 
line with the research aims of this work, our literature review is developed 
around three main research lines. The first two explore previous studies—
both related to the banking industry and not—that have analyzed the 
relationship between environmental disclosure and financial performance 
and the relationship between environmental performance and finan-
cial performance. The third research line is dedicated to the relationship 
between environmental performance/environmental disclosure and the 
market value of banks. The analysis of previous works led us to develop 
our three main research hypotheses, which are described in the relative 
sections.

2.1    Environmental Performance and Financial Performance

Previous works—not focused on the banking industry—suggest that 
firms that have improved environmental management systems and bet-
ter environmental performance show a lowering of their betas (Feldman 
and Soyka 1997), are exposed to lower levels of risks (Labatt and White 
2003; Sun and Cui 2014) and are able to improve investors‘ perceptions 
of the firm, both in terms of reputation and in terms of future perfor-
mance (Lee et al. 2016). Miles and Covin (2000) have explored the rela-
tionship between environmental performance, reputation, and financial 
performance, concluding that good environmental performance provides 
firms with a reputational advantage that enhances their financial perfor-
mance. Similarly, by analyzing the interrelations among environmen-
tal performance, environmental disclosure, and economic performance, 
Al-Tuwaijri et al. (2004) highlight that “good” environmental perfor-
mance is significantly associated with “good” economic performance. At 
the same time, firms with a better CEP tend to be exposed to lower lev-
els of risks (Sharfman and Fernando 2008; Sun and Cui 2014; El Ghoul 
et al. 2018). CEP has an influence on investors‘ perceptions of a firm, 



66   R. CARÈ AND A. F. FORGIONE

both in terms of reputation and in terms of future performance (Russo 
and Fouts 1997; Gilley et al. 2000; Peloza 2006). However, only a few 
studies have analyzed the relationship between CEP and financial per-
formance in the banking sector. Despite the evidence of a positive link 
between CEP and CFP, recent studies on environmental practices in the 
banking sector (Sobhani et al. 2012; Weber 2005) indicate that only the 
largest and wealthiest banks (Branco and Rodrigues 2006; Chih et al. 
2010; Darnall et al. 2010) give a strategic role to these issues by promot-
ing both of these actions related to internal management systems rather 
than external actions, such as the development of new products or ser-
vices (Wu and Shen 2013; Carè 2018; Laguir et al. 2018). By exploring 
a sample of 68 banks from 2008 to 2011, Laguir et al. (2018) highlight 
that high CFP is associated with high CEP. At the same time, the authors 
also reveal that CFP and CEP may strengthen each other, suggesting a 
complex bidirectional relationship. Given the aforementioned literature, 
our study tests the following hypothesis:

H1: The level of a bank’s CEP significantly and positively influences the 
level of its financial performance.

2.2    Environmental Disclosure and Financial Performance

The fast growth of interest in environmental disclosure comes from the 
recognized presence of financial investors who consider firms’ ethical 
practices in their decision-making process (Berthelot et al. 2003; Gupta 
and Goldar 2005; Moneva and Cuellar 2009; Fazzini and Dal Maso 
2016; Baldini et al. 2018). Corporate environmental reporting (CER) 
can be considered as an outcome of management’s assessment of the 
economic costs and benefits related to additional disclosure (Barth et al. 
1997; Cormier and Magnan 1999, 2003). Other studies highlight a neg-
ative relationship between the level of financial disclosure and the cost 
of capital (Botosan 1997; Richardson and Welker 2001). In particular, 
El Ghoul et al. (2011) show that firms with better CSR scores exhibit 
cheaper equity financing and that investment in CSR issues, including 
environmental policies, contributes substantially to reducing firms’ cost 
of equity. Arshad et al. (2012) highlight that CSR practices are posi-
tively related to the reputation and performance of banks, and the results 
showed that banks’ CSR disclosure indices significantly and positively 
affect ROA and ROE. In recent years, an extensive body of literature has 



4  ASSESSING THE RELATIONSHIP BETWEEN ENVIRONMENTAL …   67

explored how CSR reporting can positively affect stakeholders’ percep-
tions of firm performance, risk, value, share price, profitability, and cost 
of capital (Gray et al. 1995; Scholtens 2008; Cormier et al. 2011; Jizi 
et al. 2014). Given the aforementioned literature, our study tests the fol-
lowing hypothesis:

H2: The level and quality of banks’ corporate environmental disclosure 
significantly and positively influences the level of its financial performance.

2.3    The Value Relevance of Environmental Performance 
and Environmental Disclosure

Many works have explored the relationship between ESG performance 
and firm value (Li et al. 2018). In particular, previous works have 
explored the value relevance of CSR disclosure (Li et al. 2018), the 
value relevance of environmental performance (Konar and Cohen 2001; 
Hassel et al. 2005; Clarkson 2012; Baboukardos 2018) and the value rel-
evance of environmental disclosure (Iatridis 2013; Plumlee et al. 2015). 
Nevertheless, mixed results have been retrieved and are often related to 
measurement concerns, data constraints (Li et al. 2018), subjective envi-
ronmental performance criteria (Konar and Cohen 2001), methodolog-
ical misspecification, or different methodological approaches (Alberici 
and Querci 2016; Li et al. 2018). Moreover, the results are strongly 
influenced by the sector investigated. In this sense, for example, positive 
disclosure quality is significantly positively associated with firm value in 
the case of the oil and gas, chemical, food/beverage, pharmaceutical, 
and electric utilities sectors (Plumlee et al. 2015), while Johnston et al. 
(2008)—by analyzing a sample of publicly traded US electric utilities—
find that the value of a firm’s bank of emission allowances has two com-
ponents that are likely to be positively valued by the capital market: (1) 
an asset value component; and (2) a real option value component (p. 
760). Cormier and Magnan (2007) investigate the impact of environ-
mental reporting on the relationship between a firm’s earnings and its 
stock market value by highlighting that the interaction among environ-
mental reporting, financial statement information, and firm stock mar-
ket value is conditioned by the reporting context of firms. Hassel et al. 
(2005) show that environmental performance has a negative effect on 
the market value of a Swedish sample of firms. These different results are 
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often attributed to the broad range or research methods and to the lack 
of common environmental performance measures (Ilinitch et al. 1999; 
Konar and Cohen 2001; Al-Tuwaijri et al. 2004; Delmas and Blass 2010; 
Delmas et al. 2013). An interesting classification of prior environmental 
accounting research is provided by Clarkson et al. (2008) who highlight 
three main categories: (i) studies that examine the valuation relevance of 
CEP  information, (ii) studies that analyze factors affecting managerial 
decisions to disclose potential environmental liabilities, and (iii) studies 
that explore the relation between environmental disclosures and environ-
mental performance. Studies on the relationship between environmen-
tal disclosures and firm value show different approaches (Cormier and 
Magnan 2007). From a short-term perspective, empirical analyses based 
on the event study methodology highlight a clear stock market reaction 
to environmental announcements. In this sense, Endrikat (2016) accu-
mulated the empirical evidence of 29 event studies and corroborated a 
positive relationship between CEP and CFP by demonstrating that there 
is a positive market reaction to positive CEP related events and a nega-
tive reaction to negative events.

Moreover, with regard to environmental disclosure, Fazzini and Dal 
Maso (2016) explored the case of Italian banks, concluding that volun-
tary environmental disclosure represents value-relevant information pos-
itively correlated with firms’ market value, while Carnevale and Mazzuca 
(2014) show that investors appreciate sustainability reports and that this 
disclosure produces a positive effect on stock prices.

In the wide range of proposed methodological approaches, the value 
relevance method is particularly useful to analyze whether environmental 
disclosure provides information to the market beyond what is captured 
in traditional financial statements (Moneva and Cuellar 2009) and to 
understand whether environmental performance is reflected in the mar-
ket value of banks (Hassel et al. 2005). Moneva and Cuellar analyze the 
value relevance of different types of financial and non-financial environ-
mental disclosures. The authors suggest that non-financial environmental 
disclosures are not value relevant, but that financial environmental disclo-
sures are relevant, concluding that there is a relation between environ-
mental reporting and financial performance in the Spanish context.

To assess the value relevance of environmental disclosure and environ-
mental performance, we test the following hypothesis:

H3: Environmental disclosure and environmental performance is value rel-
evant and enhances banks’ market value.
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3  E  mpirical Study

3.1    Sample and Variables

With the aim of verifying our research hypotheses, we carried out a 
quantitative analysis on a sample of 57 EU15 listed banks. To select the 
sample, we considered only banks for which Datastream, BvD Orbis, and 
ASSET4 provide data regarding prices and other accounting variables of 
interest. Environmental data are obtained from the ASSET4 database—
commonly used in empirical corporate governance and CSR research—
under the category ESG—ASSET4 for the business years 2012, 2013, 
2014, 2015, and 2016. Data are obtained from Datastream, Thomson 
Reuters, and BvD Orbis in March 2018. Table 1 summarizes the varia-
bles used and the source of data.

In our analysis, we used the environmental performance score 
(EnvPerf), which is an aggregated value between 0 and 100 that sum-
marizes the company’s environmental impact on living and non-living 
natural systems, including the air, land, and water, as well as complete 
ecosystems. This variable reflects how well a company uses best manage-
ment practices to avoid environmental risks and capitalize on environmen-
tal opportunities in order to generate long-term shareholder value. The 
EnvPerf provided by ASSET4 is commonly used in the academic litera-
ture as a proxy for the bank’s engagement in environmental activities in 
CSR studies (Eccles et al. 2012; Cheng et al. 2014; Misani and Pogutz 
2015; Benlemlih et al. 2018; Dell’Atti et al. 2017). With regard to the 
quality of environmental disclosure, we used the environmental transpar-
ency score (TS) provided by ASSET4. TS is calculated on the number 
of data points reported by the company and is largely used as proxy for 
a company’s transparency in reporting environmental information. With 
regard to financial performance, previous studies recognize a good proxy 
of CFP in market-based and accounting-based variables (Soana 2011; 
Gama Boaventura et al. 2012; Esteban-Sanchez et al. 2017). In particu-
lar, Gama Boaventura et al. (2012) and Esteban-Sanchez et al. (2017) sug-
gest return on equity (ROE) and return on assets (ROA) as the most used 
(Griffin and Mahon 1997; Simpson and Kohers 2002). Several authors 
used ROA as a proxy for financial performance when doing research 
that explores the relationship between CSR and financial performance 
(Trang and Yekini 2014; Taskin 2015; Platonova et al. 2018; Nguyen 
2018). We also included control variables based on the findings of pre-
vious authors. In particular, Bikker and Hu (2002) and Nguyen (2018)  
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Table 1  Variable definitions and sources

Source Authors’ elaboration

Variable Description Source

Environmental per-
formance score

EnvPerf Overall measure that reflects how 
well a bank uses best management 
practices to avoid environmental 
risks and capitalize on environ-
mental opportunities in order to 
generate long-term shareholder 
value.

Asset4—
Thomson Reuters

Environmental trans-
parency score

TS Overall measure based on the 
number of datapoints reported by 
the bank.

Asset 4—
Thomson Reuters

Financial perfor-
mance score

ROE Measure of financial performance. 
The Return on equity (ROE) is 
defined as profits (net income 
after taxes) relative to equity.

Orbis Bank Focus

ROA Measure of financial performance. 
The Return on assets (ROA) is 
defined as profits relative to total 
assets.

Orbis Bank Focus

Market to book value MtB Bank market capitalization divided 
by book value of its equity

Orbis Bank Focus

Control variables Z-Score Risk measure that reflects the 
bank’s probability of insolvency. 
It is the number of standard devi-
ations that a bank’s rate of return 
on assets should fall for the bank 
to become insolvent. A higher 
Z-score value signals a lower 
probability of bank insolvency.

Orbis Bank Focus

Leverage It has been calculated as equity 
divided by total asset

Orbis Bank Focus

Loanloss Bank loans quality indicator. Orbis Bank Focus
Loantodep Bank liquidity indicator Orbis Bank Focus
Cost to 
income 
ratio

Efficiency indicator, given by total 
bank costs over total income. 
The latter is given by net interest 
income plus non-interest income.

Orbis Bank Focus

ln (equity) It represent a proxy for firm size 
and is calculated as the natural 
logarithm of the bank’s total 
assets

Orbis Bank Focus
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indicated that bank size has an impact on banks’ financial performance, as 
banks of large size might attract more capital at a lower price, leading to 
higher profits. In our study, we used the control variables described in the 
sections below.

3.2    Empirical Model

The longitudinal structure of our data set, and the kind of the variables 
employed in the model, allow us to apply a panel data estimator. In par-
ticular, we will exploit the fixed effect (FE) estimator to attenuate dis-
tortion from omitted variables, since the variables are constant over time 
in a given state. Previous empirical studies have also used such statistical 
techniques (Moneva and Cuellar 2009; Fazzini and Dal Maso 2016).1 
The resulting panel data are unbalanced because all variables are not 
observed for all banks and years, meaning there are missing observations. 
We report standard errors asymptotically robust to heteroskedasticity 
and possible serial correlation. As explained below, we have run several 
econometric regressions.

The general equation for panel data is as follows:

Where i is the statistic unit, t is the time, and x
′

it is a vector of the explan-
atory variable, whereas uit is the statistical error, which can be decom-
posed in the temporal effect (λt) and in the traditional stochastic 
component (νit).

Our first empirical assessment regards the relationship between envi-
ronmental disclosure—by using the transparency score (henceforth 
TS)—and financial performance (HP1), and the relationship between 
environmental performance—by using the environmental performance 
score (henceforth EnvPerf) and financial performance (HP2). Therefore, 
we have tested our hypothesis regarding the ability of the two variables 
of non-accounting performance measures (NAPerfMeasures, namely, TS 

(1)yit = α1 + x
′

itβn + uit with i = 1, . . . ,N; t = 1, . . . Ti; uit = αi + �t + vit

1 We have chosen the fixed-effect estimator against the random-effect, because the 
Hausman test results suggest that the first estimator is the more suitable for the data.
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and EnvPerf) to affect bank profitability (Perf), proxied by ROA and 
ROE ratios. To that end, we have estimated the coefficients of the fol-
lowing equation:

Regarding the control variables in Eq. (2), we have included seven 
different covariates capturing bank characteristics, such as risk, size, 
liquidity, bank business model, and efficiency. In this selection, we also 
consider possible multicollinearity issues between variables.

In more detail, the bank risk profile has been captured by two dif-
ferent variables for the two measures of financial performance: Z-Score 
and Leverage and Loanloss. The first has been calculated as the ratio 
between the sum of equity capital as a percentage of assets and the ROA, 
in the numerator, and the standard deviation of ROA, in the denomina-
tor (Boyd and Runkle 1993). The higher the score value, the lower the 
probability of bank insolvency. For the ROE ratio, instead of the Z-Score 
variable, we have used Leverage, calculated as equity divided by total 
assets and Loanloss, namely, the ratio of the loan loss provision to gross 
loans, as a bank loan quality indicator. The prior of the first two bank risk 
variables is positive, reflecting the risk attitude of management, whereas 
Loanloss is negative, since it represents a credit portfolio quality indicator.

Size has been proxied by the natural logarithm of equity. Its influence 
on financial performance cannot be predicted, since high capitalization is 
directly related to lower bank default risk; however, at the same time, it 
may have a negative impact on bank efficiency.

Loantodep is the ratio of loans to short-term funds at the bank level 
and controls for bank liquidity. It measures the weight of the most bank 
bearing-interest illiquidity assets regarding short-term bank funding. 
The ratio of non-interest operating income to operating income controls 
for bank business model, given that it is a proxy of a bank’s aptitude in 
selling non-financial services (NNII). Additionally, for the latest ratio, 
the effect on the dependent variables is uncertain, because the services 
sold by the bank are usually high added-value services, but—at the same 
time—revenue generated by non-financial bank services is often unclear. 
Finally, Cost to income ratio is a rough measure of bank efficiency and has 
been calculated as the ratio of operating cost to operating income. The 
expected sign for this variable is positive.

(2)Perfit = β1 + β2NAPerfMeasuresit +
∑7

i=1
ϕCit + β3τ + εit
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Then, we tested our third hypothesis. In fact, we are interested in two 
issues: either the relationship between the accounting performance measure 
and the key variables of our analysis and, separately, the possible difference 
among the effect of TS and EnvPerf on bank market performance measures 
and accounting-based bank performance. Therefore, we would like to ver-
ify the market sensitivity of the information embedded in such variables.

In this regard, following Fazzini and Dal Maso (2016), we have used 
as a dependent variable of these models the market to book value (MtB), 
which is the bank market capitalization divided by the book value of its 
equity. It is a continuous variable capturing the ith bank’s market perfor-
mance in year t. The higher the ratio is, the higher the market values of 
a bank’s assets compared to its accounting value. Our sample concerns 
listed companies operating in the same industry (banks) that own similar 
assets evaluated according to the same accounting rules. In light of this, 
higher value in such a ratio may indicate the market aptitude to grasp 
bank value, beyond an accounting standpoint.

We estimate the coefficient of the following equation, which reports 
the two critical variables of our hypothesis (TS and EnvPerf) and two 
control variables. It also controls for the time effect.

We have added to our equation as covariates the natural logarithm of 
bank equity at time t (Equity), and the ratio between bank operating 
income and the book value of equity in the previous period (Earning-
to-equity). As prior of these two control variables, we expect a negative 
sign for the coefficient associated with Equity and a positive for the lat-
ter. Indeed, the former is also the denominator in the dependent vari-
able, even if it has been transformed in logarithmic terms. Indeed, the 
former is also the denominator in the dependent variable, even if it has 
been transformed in logarithm terms. Instead, the rationale for prior of 
the second control variable is that a high ratio in the dependent variable 
must be supported by high profitability.2

Table 2 reports the summary statistics for all our variables. The two 
main variables of our analysis span from zero (or almost zero) to 100% (or 
almost), with a mean far higher than 50% and quite a low variance. On 

(3)
MtBit =β1 + β2NAPerfMeasuresit + β3Equityit + β4Earning− to− Equityit−1

+ β5τ + εit

2 In a first attempt, we also include in the regression the growth rates of revenue, but the 
associate coefficient was never significant.
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average, the financial performance measures (ROA and ROE) and MtB 
of our sample appear to be in line with the industry. In particular, the 
MtB variable takes a value close to one, and can be explained both by the 
specificity of many bank assets and by accounting rules (fair value), which 
tend to align book value with the market value. Such specificity makes our 
analysis of the factors explaining the differences in the two values relevant. 
Finally, the control variables take their value in line with the industry.

Table 3 reports the results of our estimation of Eq. (2). Our data 
do not provide evidence that TS and EnvPerf affect the financial per-
formance of accounting-based measures, except for the TS in the ROA 
model, where such factor is highly statistically significant with a positive 
sign. This means that the higher the transparency score is, the higher 
the return on bank assets will be. Surprisingly, this result is sensitive to 
the performance measure used. It is worth noting that our results show 
significance only for the profitability indicators that are less market- 
sensitive, such as the ROA.

The control variables, if statistically significant, take the expected 
sign. In detail, we find that higher risk is associated with high profitabil-
ity. Our proxies for bank liquidity and bank efficiency do not affect the 
dependent variables in the different models, whereas a bank’s ability to 
sell non-financial services (NNII) negatively affects the return on equity.

Table 2  Summary statistics

Source Authors’ elaboration

Variable n. Mean Std. Dev. Min Max

MtB 239 1.101 0.849 0.064 3.737
ROA 270 0.310 1.447 −6.560 9.930
ROE 270 3.323 20.926 −99.798 80.264
EnvPerf 262 0.780 0.25 0.089 0.972
TS 270 0.594 0.127 0 1
Equity 270 15.909 1.667 9.089 17.732
Earning-to-equity 239 0.508 0.368 0.066 1.839
Z-Score 270 0.043 0.167 −0.744 1.157
Leverage 262 0.068 0.036 0.006 0.287
Loanloss 262 1.230 1.669 −0.594 12.793
Loantodep 270 0.957 0.845 0.016 7.200
NNII 270 2.971 10.787 −54.332 71.970
CIR 270 63.685 17.342 −23.553 129.020
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We have checked for the multicollinearity problem among the explica-
tive variables. In particular, we have calculated the variance inflation 
factor, and the results show a mean lower than 2 as the higher variable 
score. We have also specifically checked our models for potential endog-
eneity issues. However, the results of the specifics test conducted do not 
provide evidence for endogeneity and for the validity of the set of applied 
instruments.

Table 4 reports the results of the estimation of the value rele-
vance for EnvPerf and TS, which is the estimated coefficient of Eq. 3.  

Table 3  Results for EnvPerf and TS on accounting-based profitability indicators

Notes Robust standard error in parenthesis
*Significant at 10%; **significant at 5%; ***significant at 1%
All estimations have been conducted applying fixed effect
All variables have been winsorized at 5th and 95th percentiles
Source Authors’ elaboration

ROE ROA ROE ROA

EnvPerf −13.254
(16.67)

0.496
(0.49)

TS 3.712
(12.37)

0.457***

(0.16)
Z-Score 175.524***

(17.10)
174.385***

(17.12)
Leverage 15.095***

(3.66)
14.068***

(3.30)
Loanloss −0.575***

(0.05)
−0.571***

(0.05)
Equity −9.270**

(3.80)
−0.055
(0.04)

−9.256**

(3.80)
−0.039
(0.03)

Loantodep 1.660
(2.65)

0.129
(0.08)

2.138
(2.02)

−0.144*

(0.08)
NNII −0.592***

(0.07)
0.238
(0.22)

−0.583***

(0.06)
0.237
(0.22)

CIR 0.131
(0.23)

−0.012
(0.01)

0.121
(0.22)

−0.011
(0.01)

Yeardummy Yes Yes Yes Yes
Constant 146.043**

(60.48)
0.493
(0.84)

133.531**

(66.20)
0.466
(0.85)

R2 between 0.3130 0.1720 0.3239 0.1624
R2 overall 0.2746 0.2085 0.2912 0.2016
Banks (groups) 270 (57) 262 (57) 270 (57) 262 (57)
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Our empirical analysis provides evidence that the environmental per-
formance score seems to positively affect the market value of banks. We 
find also evidence that confirms the relationship with TS, which is rather 
statistically significant at 1%. Therefore, ceteris paribus, the transparency 
score also positively affects the market to book ratio, which explains the 
divergence between the numerator and denominator of the ratio. The 
other control variable, which is highly significant, takes the expected 
sign, meaning that a high value of equity reduces the MtB ratio and, on 
the contrary, previous year earnings push the bank market value beyond 
its equity book.

Additionally, for model (3), we have checked for multicollinearity 
issue, calculating the variance inflation factor. The result confirms the 
absence of such distortion in the estimated coefficient (mean is lower 
than 2, as the higher variable score). Similarly, we have also checked 
for possible endogeneity issue, by performing the appropriate statistic 
tests, which does not highlight concerning evidence for the presence of 
endogeneity.

Table 4  Results for 
EnvPerf and TS on MtB

Notes Robust standard error in parenthesis
*Significant at 10%; **significant at 5%; ***significant at 1%
All estimations have been conducted applying fixed effect
All variables have been winsorized at 5th and 95th percentiles
Source Authors’ elaboration

MtB MtB

EnvPerf 0.253*

(0.15)
TS 1.076***

(0.37)
Equity −0.204***

(0.08)
−0.258***

(0.10)
Lag of Earning-to-equity 0.230***

(0.60)
0.257***

(0.06)
Yeardummy Yes Yes
Constant 77.330**

(31.89)
4.352***

(1.52)
R2 between 0.2593 0.2071
R2 overall 0.2362 0.2037
Banks (groups) 239 (64) 239 (64)
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4    Concluding Remarks

Our study analyzed the relationship between environmental performance 
and financial performance and the relationship between environmental 
disclosure and financial performance and explored the value relevance of 
environmental disclosure. With regard to our first two hypotheses, we 
find that only the transparency score—which we used as a proxy of the 
quality of the environmental disclosure—is positively associated with 
ROA. Comparing such results with the estimated coefficient of ROE—
which is not statistically significant—it could be intended as the effect of 
a latent variable related to other aspects that require further analysis. In 
more detail, it seems that the transparency score can be associated with a 
better internal organization.

Turning to our third hypothesis, we find strong evidence of the value 
relevance of environmental disclosure, while for environmental perfor-
mance the significance for the associated coefficient is only 10%. This is 
an interesting result, because it means that environmental disclosure is 
value-relevant information, positively correlated with firms’ market value. 
This latter finding is of potential interest to a much broader constitu-
ency than the academic world. In particular, banks could reconsider the 
importance of their disclosed environmental information, since it is able 
to affect their market value.

Overall, our findings need more tests and are a preliminary attempt to 
explore these relationships in the banking sector that face a lack of stud-
ies that perform the same analysis.

5    Limitations and Future Research Directions

There are a few limitations in the approach adopted in this paper. First, 
we used the transparency score as a proxy of the quality of disclosure. 
Many previous works (see among others Fazzini and Dal Maso 2016) 
used stand-alone score as a unique indicator of the quality of the infor-
mation provided by banks to their stakeholders. However, the literature 
shows the possibility to assess the quality of disclosure by using other 
methodological approaches. Among others, content analysis could be 
considered as a better way to analyze not only the quantity (as in the 
score) but also the quality and extent of disclosure of various items in 
disclosed documents. Future development of this work will consider 
the possibility of developing a new environmental disclosure score able 
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to consider not only the quantity of information disclosed but also the 
quality and to consider other factors that may affect the information 
provided to stakeholders, such as country-specific environmental regula-
tions, the typology of published documents (e.g., sustainability report, 
integrated report) and the availability of further information (e.g., spe-
cific documents).

Another aspect is related to the sample dimension and characteristics. 
The group of EU15 listed banks shows many differences, both in terms 
of banks size and their characteristics. Despite the use of the widely used 
control variable, lnequity, this aspect could affect our results (in particu-
lar in the case of HP1 and HP2).

Future investigations about the issues analyzed in this work can find 
space in the field of risk management and reputational risk. Finally, future 
research needs to be designed to more clearly establish the relation-
ships between environmental disclosure and reputational perception of 
stakeholders, and between the quality and quantity of environmental— 
and CSR—disclosure and effective responsible practices in banks.

References

Alberici, A., & Querci, F. (2016). The quality of disclosures on environmental 
policy: The profile of financial intermediaries. Corporate Social Responsibility 
and Environmental Management, 23(5), 283–296.

Al-Tuwaijri, S. A., Christensen, T. E., & Hughes, K. E. (2004). The relations 
among environmental disclosure, environmental performance, and economic 
performance: A simultaneous equations approach. Accounting, Organizations 
and Society, 29(5), 447–471.

Arshad, R., Othman, S., & Othman, R. (2012). Islamic corporate social respon-
sibility, corporate reputation and performance. World Academy of Science, 
Engineering and Technology, 64(4), 1070–1074.

Baboukardos, D. (2018). The valuation relevance of environmental perfor-
mance revisited: The moderating role of environmental provisions. The British 
Accounting Review, 50(1), 32–47.

Baldini, M., Dal Maso, L., Liberatore, G., Mazzi, F., & Terzani, S. (2018). Role 
of country-and firm-level determinants in environmental, social, and govern-
ance disclosure. Journal of Business Ethics, 150(1), 79–98.

Bansal, P., & Hoffman, A. J. (Eds.). (2012). The Oxford handbook on business and 
the natural environment. Oxford: Oxford University Press.

Barth, M. E., McNichols, M. F., & Wilson, G. P. (1997). Factors influenc-
ing firms’ disclosures about environmental liabilities. Review of Accounting 
Studies, 2(1), 35–64.



4  ASSESSING THE RELATIONSHIP BETWEEN ENVIRONMENTAL …   79

Benlemlih, M., Shaukat, A., Qiu, Y., & Trojanowski, G. (2018). Environmental 
and social disclosures and firm risk. Journal of Business Ethics, 152(3), 
613–626.

Berthelot, S., Cormier, D., & Magnan, M. (2003). Environmental disclosure 
research: Review and synthesis. Journal of Accounting Literature, 22, 1–44.

Bikker, J. A., & Hu, H. (2002). Cyclical patterns in profits, provisioning and 
lending of banks and procyclicality of the new Basel capital requirements. 
Banca Nazionale del Lavoro Quarterly Review, 55(221), 143.

Bischof, J. (2009). The effects of IFRS 7 adoption on bank disclosure in Europe. 
Accounting in Europe, 6(2), 167–194.

Boaventura, J. M. G., Silva, R. S. D., & Bandeira-de-Mello, R. (2012). 
Corporate financial performance and corporate social performance: 
Methodological development and the theoretical contribution of empirical 
studies. Revista Contabilidade & Finanças, 23(60), 232–245.

Botosan, C. (1997). Disclosure level and the cost of equity capital. The 
Accounting Review, 72(3), 323–350.

Bouma, J. J., Jeucken, M., & Klinkers, L. (Eds.). (2017). Sustainable banking: 
The greening of finance. New York: Routledge.

Boyd, J. H., & Runkle, D. E. (1993). Size and performance of banking firms: 
Testing the predictions of theory. Journal of Monetary Economics, 31(1), 
47–67.

Branco, M. C., & Rodrigues, L. L. (2006). Corporate social responsibility and 
resource-based perspectives. Journal of Business Ethics, 69(2), 111–132.

Caldecott, B., & McDaniels, J. (2014). Financial dynamics of the environment: 
Risks, impacts, and barriers to resilience. Documento de trabajo del Estudio del 
PNUMA. UNEP Inquiry/Smith School, Oxford University.

Carè, R. (2017). Exploring environmental disclosure in Banks: Evidence from 
the euro area. ACRN Oxford Journal of Finance and Risk Perspectives, 6(2), 
18–40.

Carè, R. (2018). Sustainable banking: Issues and challenges. New York: Springer.
Carnevale, C., & Mazzuca, M. (2014). Sustainability report and bank valuation: 

Evidence from European stock markets. Business Ethics: A European Review, 
23(1), 69–90.

Cheng, B., Ioannou, I., & Serafeim, G. (2014). Corporate social responsibility 
and access to finance. Strategic Management Journal, 35(1), 1–23.

Chih, H. L., Chih, H. H., & Chen, T. Y. (2010). On the determinants of cor-
porate social responsibility: International evidence on the financial industry. 
Journal of Business Ethics, 93(1), 115–135.

Clarkson, P. M. (2012). The valuation relevance of environmental performance: 
Evidence from the academic literature. In Contemporary issues in sustainabil-
ity accounting, assurance and reporting (pp. 11–42). Bingley: Emerald Group 
Publishing.



80   R. CARÈ AND A. F. FORGIONE

Clarkson, P. M., Li, Y., Richardson, G. D., & Vasvari, F. P. (2008). Revisiting the 
relation between environmental performance and environmental disclosure: 
An empirical analysis. Accounting, Organizations and Society, 33(4), 303–327.

Cormier, D., & Magnan, M. (1999). Corporate environmental disclosure strat-
egies: Determinants, costs and benefits. Journal of Accounting, Auditing & 
Finance, 14(4), 429–451.

Cormier, D., & Magnan, M. (2003). Environmental reporting management: A 
continental European perspective. Journal of Accounting and Public Policy, 
22(1), 43–62.

Cormier, D., & Magnan, M. (2007). The revisited contribution of environmen-
tal reporting to investors’ valuation of a firm’s earnings: An international per-
spective. Ecological Economics, 32(3/4), 613–626.

Cormier, D., Ledoux, M. J., & Magnan, M. (2011). The informational contri-
bution of social and environmental disclosures for investors. Management 
Decision, 49(8), 1276–1304.

Costa, M., & Torrecchia, P. (2018). Social, environmental and financial infor-
mation. In Current issues in corporate social responsibility (pp. 25–44). Cham: 
Springer.

Darnall, N., Henriques, I., & Sadorsky, P. (2010). Adopting proactive envi-
ronmental strategy: The influence of stakeholders and firm size. Journal of 
Management Studies, 47(6), 1072–1094.

De la Cuesta-González, M., Muñoz-Torres, M. J., & Fernández-Izquierdo, M. Á.  
(2006). Analysis of social performance in the Spanish financial industry 
through public data: A proposal. Journal of Business Ethics, 69(3), 289–304.

Dell’Atti, S., Trotta, A., Iannuzzi, A. P., & Demaria, F. (2017). Corporate social 
responsibility engagement as a determinant of bank reputation: An empiri-
cal analysis. Corporate Social Responsibility and Environmental Management, 
24(6), 589–605.

Delmas, M., & Blass, V. D. (2010). Measuring corporate environmental per-
formance: The trade-offs of sustainability ratings. Business Strategy and the 
Environment, 19(4), 245–260.

Delmas, M. A., Etzion, D., & Nairn-Birch, N. (2013). Triangulating environ-
mental performance: What do corporate social responsibility ratings really 
capture? The Academy of Management Perspectives, 27(3), 255–267.

Eccles, R. G., Ioannou, I., Li, S. X., & Serafeim, G. (2012). Pay for environ-
mental performance: The effect of incentive provision on carbon emissions. 
Cambridge: Harvard Business School Working Paper.

El Ghoul, S., Guedhami, O., Kim, H., & Park, K. (2018). Corporate environ-
mental responsibility and the cost of capital: International evidence. Journal of 
Business Ethics, 149(2), 335–361.

El Ghoul, S., Guedhami, O., Kwok, C. C., & Mishra, D. R. (2011). Does cor-
porate social responsibility affect the cost of capital? Journal of Banking & 
Finance, 35(9), 2388–2406.



4  ASSESSING THE RELATIONSHIP BETWEEN ENVIRONMENTAL …   81

Elsayed, K., & Paton, D. (2005). The impact of environmental performance on 
firm performance: Static and dynamic panel data evidence. Structural Change 
and Economic Dynamics, 16(3), 395–412.

Emtairah, T., Hansson, L., & Guo, H. (2005). Environmental challenges and 
opportunities for banks in China: The case of industrial and commercial bank 
of China. Greener Management International, 50, 85.

Endrikat, J. (2016). Market reactions to corporate environmental performance 
related events: A meta-analytic consolidation of the empirical evidence. 
Journal of Business Ethics, 138(3), 535–548.

Esteban-Sanchez, P., de la Cuesta-Gonzalez, M., & Paredes-Gazquez, J. D. 
(2017). Corporate social performance and its relation with corporate finan-
cial performance: International evidence in the banking industry. Journal of 
Cleaner Production, 162, 1102–1110.

Fazzini, M., & Dal Maso, L. (2016). The value relevance of “assured” envi-
ronmental disclosure: The Italian experience. Sustainability Accounting, 
Management and Policy Journal, 7(2), 225–245.

Feldman, S. J., & Soyka, P. A. (1997). Does improving a firm’s environmental 
management system and …. Journal of Investing, 6(4), 87–97.

Gilley, K. M., Worrell, D. L., Davidson, W. N., III, & El-Jelly, A. (2000). 
Corporate environmental initiatives and anticipated firm performance: The 
differential effects of process-driven versus product-driven greening initiatives. 
Journal of Management, 26, 1199–1216.

Gray, R., Kouhy, R., & Lavers, S. (1995). Corporate social and environmental 
reporting: A review of the literature and a longitudinal study of UK disclo-
sure. Accounting, Auditing & Accountability Journal, 8(2), 47–77.

Griffin, J. J., & Mahon, J. F. (1997). The corporate social performance and 
corporate financial performance debate: Twenty-five years of incomparable 
research. Business and Society, 36(1), 5–31.

Gupta, S., & Goldar, B. (2005). Do stock markets penalize environment-un-
friendly behaviour? Evidence from India. Ecological Economics, 52(1), 81–95.

Hassel, L., Nilsson, H., & Nyquist, S. (2005). The value relevance of environ-
mental performance. European Accounting Review, 14(1), 41–61.

Hurley, R., Gong, X., & Waqar, A. (2014). Understanding the loss of trust in 
large banks. International Journal of Bank Marketing, 32(5), 348–366.

Iatridis, G. E. (2013). Environmental disclosure quality: Evidence on environ-
mental performance, corporate governance and value relevance. Emerging 
Markets Review, 14, 55–75.

Ilinitch, A. Y., Soderstrom, N. S., & Thomas, T. E. (1999). Measuring corporate 
environmental performance. Journal of Accounting and Public Policy, 17(4), 
383–408.

Jeucken, M. (2004). Sustainability in finance: Banking on the planet. Delft: 
Eburon Uitgeverij BV.



82   R. CARÈ AND A. F. FORGIONE

Jizi, M. I., Salama, A., Dixon, R., & Stratling, R. (2014). Corporate governance 
and corporate social responsibility disclosure: Evidence from the US banking 
sector. Journal of Business Ethics, 125(4), 601–615.

Jo, H., Kim, H., & Park, K. (2015). Corporate environmental responsibility and 
firm performance in the financial services sector. Journal of Business Ethics, 
131(2), 257–284.

Johnston, D. M., Sefcik, S. E., & Soderstrom, N. S. (2008). The value relevance 
of greenhouse gas emissions allowances: An exploratory study in the related 
United States SO2 market. European Accounting Review, 17(4), 747–764.

Konar, S., & Cohen, M. A. (2001). Does the market value environmental perfor-
mance? Review of Economics and Statistics, 83(2), 281–289.

Labatt, S., & White, R. R. (2003). Environmental finance: A guide to environ-
mental risk assessment and financial products (Vol. 200). Hoboken: Wiley.

Laguir, I., Marais, M., El Baz, J., & Stekelorum, R. (2018). Reversing the busi-
ness rationale for environmental commitment in banking: Does financial per-
formance lead to higher environmental performance? Management Decision, 
56(2), 358–375.

Laidroo, L., & Sokolova, M. (2015). International banks’ CSR disclosures after 
the 2008 crisis. Baltic Journal of Management, 10(3), 270–294.

Lauesen, M. L. (2013). CSR in the aftermath of the financial crisis. Social 
Responsibility Journal, 9(4), 641–663.

Lee, K. H., Cin, B. C., & Lee, E. Y. (2016). Environmental responsibility and 
firm performance: The application of an environmental, social and governance 
model. Business Strategy and the Environment, 25(1), 40–53.

Li, Y., Gong, M., Zhang, X. Y., & Koh, L. (2018). The impact of environmental, 
social, and governance disclosure on firm value: The role of CEO power. The 
British Accounting Review, 50(1), 60–75.

Matten, D. (2006). Why do companies engage in corporate social responsibility? 
Background, reasons and basic concepts. The ICCA Handbook on Corporate 
Social Responsibility, 3, 28.

McDonald, L. M., & Rundle-Thiele, S. (2008). Corporate social responsibility 
and bank customer satisfaction: A research agenda. International Journal of 
Bank Marketing, 26(3), 170–182.

Mengze, H., & Wei, L. (2015). A comparative study on environment credit risk 
management of commercial banks in the Asia-Pacific region. Business Strategy 
and the Environment, 24(3), 159–174.

Miles, M. P., & Covin, J. G. (2000). Environmental marketing: A source of 
reputational, competitive, and financial advantage. Journal of Business Ethics, 
23(3), 299–311.

Misani, N., & Pogutz, S. (2015). Unraveling the effects of environmental out-
comes and processes on financial performance: A non-linear approach. 
Ecological Economics, 109, 150–160.



4  ASSESSING THE RELATIONSHIP BETWEEN ENVIRONMENTAL …   83

Moneva, J. M., & Cuellar, B. (2009). The value relevance of financial and non-fi-
nancial environmental reporting. Environmental & Resource Economics, 44(3), 
441–456.

Nandy, M., & Lodh, S. (2012). Do banks value the eco-friendliness of firms 
in their corporate lending decision? Some empirical evidence. International 
Review of Financial Analysis, 25, 83–93.

Nguyen, N. (2018). The effect of corporate social responsibility disclosure on finan-
cial performance: Evidence from credit institutions in Vietnam. Available at 
https://ssrn.com/abstract=3101658.

Nor, N. M., Bahari, N. A. S., Adnan, N. A., Kamal, S. M. Q. A. S., & Ali, I. M. 
(2016). The effects of environmental disclosure on financial performance in 
Malaysia. Procedia Economics and Finance, 35, 117–126.

Peloza, J. (2006). Using corporate social responsibility as insurance for financial 
performance. California Management Review, 48, 52–72.

Platonova, E., Asutay, M., Dixon, R., & Mohammad, S. (2018). The impact of 
corporate social responsibility disclosure on financial performance: Evidence 
from the GCC Islamic banking sector. Journal of Business Ethics, 151(2), 
451–471.

Plumlee, M., Brown, D., Hayes, R. M., & Marshall, R. S. (2015). Voluntary 
environmental disclosure quality and firm value: Further evidence. Journal of 
Accounting and Public Policy, 34(4), 336–361.

Porter, M. E., & Van der Linde, C. (1995). Toward a new conception of the 
environment-competitiveness relationship. Journal of Economic Perspectives, 
9(4), 97–118.

Prior, F., & Argandoña, A. (2009). Best practices in credit accessibility and cor-
porate social responsibility in financial institutions. Journal of Business Ethics, 
87(1), 251–265.

Richardson, A. J., & Welker, M. (2001). Social disclosure, financial disclosure 
and the cost of capital. Accounting, Organizations and Society, 26(7/8), 
597–616.

Russo, M. V., & Fouts, P. A. (1997). A resource-based perspective on corpo-
rate environmental performance and profitability. Academy of Management 
Journal, 40(3), 534–559.

Scholtens, B. (2006). Finance as a driver of corporate social responsibility. 
Journal of Business Ethics, 68(1), 19–33.

Scholtens, B. (2008). A note on the interaction between corporate social respon-
sibility and financial performance. Ecological Economics, 68(1), 46–55.

Scholtens, B. (2009). Corporate social responsibility in the international banking 
industry. Journal of Business Ethics, 86(2), 159–175.

Scholtens, B., & Dam, L. (2007). Banking on the equator: Are banks that 
adopted the equator principles different from non-adopters? World 
Development, 35(8), 1307–1328.

https://ssrn.com/abstract=3101658


84   R. CARÈ AND A. F. FORGIONE

Scholtens, B., & Zhou, Y. (2008). Stakeholder relations and financial perfor-
mance. Sustainable Development, 16(3), 213–232.

Sharfman, M. P., & Fernando, C. S. (2008). Environmental risk management 
and the cost of capital. Strategic Management Journal, 29(6), 569–592.

Simpson, W. G., & Kohers, T. (2002). The link between corporate social and 
financial performance: Evidence from the banking industry. Journal of 
Business Ethics, 35(2), 97–109.

Soana, M. G. (2011). The relationship between corporate social performance 
and corporate financial performance in the banking sector. Journal of Business 
Ethics, 104(1), 133.

Sobhani, F. A., Amran, A., & Zainuddin, Y. (2012). Sustainability disclosure in 
annual reports and websites: A study of the banking industry in Bangladesh. 
Journal of Cleaner Production, 23(1), 75–85.

Sun, W., & Cui, K. (2014). Linking corporate social responsibility to firm default 
risk. European Management Journal, 32, 275–287.

Taskin, D. (2015). The relationship between CSR and banks’ financial perfor-
mance: Evidence from Turkey. Journal of Yaşar University, 10(39), 21–30.

Thompson, P. (1998a). Assessing the environmental risk exposure of UK banks. 
International Journal of Bank Marketing, 16(3), 129–139.

Thompson, P. (1998b). Bank lending and the environment: Policies and oppor-
tunities. International Journal of Bank Marketing, 16(6), 243–252.

Thompson, P., & Cowton, C. J. (2004). Bringing the environment into bank 
lending: Implications for environmental reporting. The British Accounting 
Review, 36(2), 197–218.

Trang, H. N. T., & Yekini, L. S. (2014). Investigating the link between CSR and 
financial performance: Evidence from Vietnamese listed companies. British 
Journal of Arts and Social Sciences, 17(1), 85–101.

Truscott, R. A., Bartlett, J. L., & Tywoniak, S. A. (2009). The reputation of the 
corporate social responsibility industry in Australia. Australasian Marketing 
Journal, 17(2), 84–91.

Weber, O. (2005). Sustainability benchmarking of European banks and finan-
cial and financial service organizations. Corporate Social Responsibility and 
Environmental Management, 12(2), 73–87.

Weber, O. (2012). Environmental credit risk management in banks and financial 
service institutions. Business Strategy and the Environment, 21(4), 248–263.

Weber, O. (2014). Environmental, social and governance reporting in China. 
Business Strategy and the Environment, 23(5), 303–317.

Weber, O., Fenchel, M., & Scholz, R. W. (2008). Empirical analysis of the inte-
gration of environmental risks into the credit risk management process of 
European banks. Business Strategy and the Environment, 17(3), 149–159.



4  ASSESSING THE RELATIONSHIP BETWEEN ENVIRONMENTAL …   85

Weber, O., Hoque, A., & Ayub Islam, M. (2015). Incorporating environmen-
tal criteria into credit risk management in Bangladeshi banks. Journal of 
Sustainable Finance & Investment, 5(1/2), 1–15.

Weber, O., Scholz, R. W., & Michalik, G. (2010). Incorporating sustainability 
criteria into credit risk management. Business Strategy and the Environment, 
19(1), 39–50.

Wright, C. (2012). Global banks, the environment, and human rights: The 
impact of the equator principles on lending policies and practices. Global 
Environmental Politics, 12(1), 56–77.

Wu, M. W., & Shen, C. H. (2013). Corporate social responsibility in the banking 
industry: Motives and financial performance. Journal of Banking & Finance, 
37(9), 3529–3547.



87

CHAPTER 5

“Ready or Not, Here I Come, You Can’t 
Hide.” Are Italian Institutional Investors 

Ready for Responsible Investments?

Duccio Martelli and Luca Testoni

Abstract  Despite the number of studies showing the potential advan-
tages of responsible investing, and the growing number of international 
investors interested in this type of assets, at the domestic level it is not 
clear yet whether Italian investors are ready for this switch. Thanks to the 
use of a proprietary database, collecting data about institutional investors, 
and two partnerships (with the Italian Association of Pension Funds—
Assofondipensione, and the Italian Family Officers Association—AIFO), 
it has been possible to conduct a preliminary survey among major Italian 
institutional investors, potentially interested in responsible assets.
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The results of the pilot study seem to point out a change in their atti-
tude: A large portion of respondents declares themselves to be ready 
to invest either in sustainable and responsible assets or in companies 
running responsible businesses. However, the results of this pilot 
inquiry show a delay by domestic players in investing in these assets, 
compared to foreign investors, who appear to be more familiar with 
them. The survey, therefore, confirms the growing interest and aware-
ness regarding responsible finance among domestic players; in fact, 
sustainable and responsible investments (SRIs) currently represent 
a tendency among institutional investors toward the future way of 
investing.

SRIs can be defined as type of assets designed to generate social 
and environmental benefits alongside financial returns. In the past, this 
type of investments were closely associated with philanthropy; how-
ever, recent studies (among others, Eccles et al. 2012) have shown that 
they may provide favorable returns in addition to volatility reduction. A 
growing evidence states that responsible investing can produce financial 
returns comparable to those of alternative traditional investment strate-
gies, as well as being particularly favorable over a long time period. This 
is especially beneficial for institutional investors, who often employ long 
investment horizons and long-term investment objectives. That is why 
institutional investors (such as pension funds, foundations and family 
offices) are considered key players in creating and developing an inter-
national responsible market. At the same time, it could be hard for such 
players to move towards these new types of investments, mainly because 
of cultural and behavioral issues.

Despite the number of studies showing the potential advantages of 
responsible investing, and the growing number of international inves-
tors interested in this type of assets, at the domestic level it is not 
clear yet whether, Italian investors are ready for this switch. Thanks 
to the use of a proprietary database, collecting data about institu-
tional investors, and two partnerships (with the Italian Association of 
Pension Funds—Assofondipensione, and the Italian Family Officers 
Association—AIFO), it has been possible to conduct a preliminary sur-
vey among major Italian institutional investors, potentially interested in 
responsible assets.

The results of the pilot study seem to point out a change in their 
attitude: almost the entire sample of respondents has move beyond the 
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concept of responsible investments as a synonym of philanthropy, also 
showing a wider awareness of responsible finance in general. Moreover, 
a large portion of respondents declares themselves to be ready to invest 
either in sustainable and responsible assets or in companies running 
responsible businesses. However, the results of this pilot inquiry show 
a delay by domestic players in investing in these assets, compared to for-
eign investors, who appear to be more familiar with them. The survey 
therefore confirms the growing interest and awareness regarding respon-
sible finance among domestic players; in fact, SRIs currently represent 
a tendency among institutional investors towards the future way of 
investing.

1  I  ntroduction

Over the last decade, responsible finance has become an increasingly dis-
cussed topic among institutional investors, who aim to combine social or 
environmental goals with financial returns (Eccles et al. 2012).

The survey presented in this paper is part of this strand of research, 
aiming to investigate the beliefs of investors in the Italian market 
toward responsible finance, and the operational issues financial insti-
tutions have in putting in practice sustainable and responsible princi-
ples. In particular, the survey is targeted to pension funds and family 
offices, as these are the institutional investors which are more likely 
to foster responsible investments in the near future, also consider-
ing that insurance companies and foundations are already among the 
major players in the market. Unlike other surveys conducted in the 
Italian market, the present study shows that participants are more 
aware of the meaning of responsible finance, although investors still 
face practical issues in identifying the right approach to invest in  
these assets.

The study is divided as follows. Section 2 summarizes the lit-
erature review regarding the perceptions investors have toward 
responsible finance, while Sects. 3 and 4, respectively, describe the 
methodology and the preliminary results of the analysis. Finally, the 
concluding section highlights the main evidence that emerges and 
underlines both the limits of the study and some suggestions to pro-
mote SRIs in Italy.
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2    Literature Review

In recent years, responsible finance has played a key role, especially for 
institutional investors and high-net-worth individuals. According to 
Eurosif, “Sustainable and Responsible Investment (‘SRI’) is a long-term 
oriented investment approach, which integrates environmental, social 
and governance (ESG) factors in the research, analysis and selection pro-
cess of securities within an investment portfolio. It combines fundamen-
tal analysis and engagement with an evaluation of ESG factors in order to 
better capture long term returns for investors and to benefit society by 
influencing the behaviour of companies.”1 From what emerges from the 
2016 European SRI Study (Eurosif 2016), in recent years institutional 
players have always increased their investments in sustainable and respon-
sible assets. In particular, at the European level, responsible investments 
amounted to about 11,000 billion euros at the end of 2015. Among 
a few big players, insurance companies continue to play a central role, 
despite pension funds having increased their market presence over the 
last two years, although their assets are still limited. As for retail inves-
tors, high-net-worth individuals are showing an increasing awareness of 
responsible investments and have started demanding responsible assets, 
after a few asset managers decided to launch SRI products.

However, despite the growing body of literature suggesting that 
investor interest in SRIs is growing rapidly, some issues appear to limit 
the potential of the market. One of the main issues is represented by 
the skepticism some institutional investors still have toward the financial 
performance of responsible assets, despite several studies find that there 
is no difference in terms of return between responsible and traditional 
assets. The perceived lower returns of responsible investments are seen as 
an important obstacle to the real development of the market: About 30% 
of fund managers experience the “return issue” as an obstacle to imple-
menting SRI strategies (Escrig-Olmedo et al. 2013).

Another issue in the development of a responsible market is that 
fund managers tend to focus mainly on short-term returns. According 
to several studies (among others Rappaport 2005), when investors have 
a strong focus on the short term, they are more willing to emphasize 
short-term information (e.g. market momentum) and to underweight 

1 Eurosif. European SRI Study 2016. Brussels: 2016, p. 9.
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information relevant to the evaluation of an investment in the long run, 
such as social and environmental impacts (Guyatt 2006; Juravle and 
Lewis 2008).

Furthermore, reputational issues can be detrimental to the growth of 
a responsible market. When institutional investors are afraid of reporting 
lower performances compared to their peers, they are more willing to 
show a herding behavior (i.e., a tendency to follow others). This behav-
ior reduces the need to justify the choices made to their clients and inter-
nally, since most other investors in the market behave in a similar fashion. 
Since responsible investments still represent a niche in the asset allocation 
of institutional investors, the fear of reputational damage does not repre-
sent an incentive to invest in sustainable and responsible assets (Guyatt 
2006).

To further develop this strand of research, the present study aims to 
investigate the perceived drivers of SRIs among pension funds and family 
offices in the Italian market. Understanding their beliefs and the issues 
they face while implementing responsible strategies is, in fact, crucial for 
the development of a responsible market in Italy.

3  M  ethodology

The study aims to understand the awareness Italian pension funds and 
family offices of responsible investments, as these investors could in the 
near future foster the growth of these assets in the Italian market. The 
study is based on an online self-administered pilot survey promoted by 
ETicaNews in Spring 2017, in collaboration with the Italian Association 
of Pension Funds (Assofondipensione) and the AIFO. A self-adminis-
tered survey is a quantitative research method, which does not require 
the use of an interviewer in submitting the questions. Respondents 
receive the questionnaire by e-mail and select their responses themselves. 
While a self-administered survey allows the interviewer to contact a large 
number of potential respondents within a short period of time, one of 
the disadvantages of this methodology is the relatively low response rate 
(among others Bourque and Fielder 2002).

The survey, involving 142 Italian pension funds and family offices, 
with a response rate of 20.42%, is structured in 10 close-ended ques-
tions, 5 of which are dichotomous (yes/no questions) while the other 
5 are multiple-choice questions. The number of questions has been 
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deliberately kept low, as this is a pilot survey. The questions mainly focus 
on two areas of interest: on the one hand, the perception of investors 
regarding responsible finance, and on the other, whether investors have 
implemented responsible strategies in their portfolios (or are likely to in 
the near future). Although the questionnaire is short and the number of 
respondents is limited, to our knowledge the study represents one of the 
first attempts in Italy to directly investigate the interest of institutional 
investors toward responsible assets.

4  P  reliminary Results

Analyzing the answers given by the institutional investors surveyed, 
Italian pension funds and family offices show a general interest in SRIs. 
When asked if they or some of their clients had started to consider 
investing in responsible assets, the level of awareness is very satisfactory: 
79% of respondents affirm they have started thinking about these alter-
natives, and this percentage reaches 100%, if we filter only the answers 
given by pension funds (Fig. 1).

The different sensitivity toward responsible investments probably 
denotes some reservations among high-net-worth individuals toward 
sustainable and responsible assets, which are still perceived as a form of 
charity. Family offices have instead definitively abandoned the philan-
thropic aspect generally associated with responsible assets, seeing these 
types of investments as alternatives like any other (Fig. 2).

Yes 
79% 

No 
21% 

Yes 
100% 

(A) (B)

Fig. 1  Panel A Level of awareness of family offices. Panel B Level of awareness 
of pension funds (Source Authors’ elaboration)
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Given the managers’ awareness of the role of responsible finance, they 
have been specifically asked whether the family offices they work for have 
planned or are planning to make responsible investments in the near 
future. The answers given are quite surprising, as only half the profes-
sional investors surveyed are actively engaged in these forms of invest-
ments, or will be shortly; 48% of respondents still seem not to perceive 
correctly, or not to believe, in the real benefits that these alternative 
investments can generate from both a social and a financial points of view 
(Fig. 3).

Among managers who believe in the opportunities offered by respon-
sible assets, around 40% consider these alternative ways of investing to be 
a good model for supporting local communities; others see in responsi-
ble finance a system for funding deserving initiatives or a high-yield asset 
class, with both financial and social returns (Fig. 4).

The same family office managers, interested in responsible investments, 
also appear to be more likely to invest directly in companies adopting sus-
tainable strategies, such as greater respect for the environment or other 
social aspects, and focusing on the quality of their governance. About six 
out of ten investors believe that these companies will outperform their 
competitors, mainly thanks to a correct integration of all ESG factors. 
Companies, which follow only one of these three principles, are by con-
trast only seen as an interesting investment by a third of the interviewees, 
while the attractiveness of companies which only follow corporate social 
responsibility principles has dropped dramatically over the years (Fig. 5).

Fig. 2  Perception of responsible investing: investment strategy vs philanthropy 
(Source Authors’ elaboration)
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Fig. 3  Willingness to make responsible investments (Source Authors’ elaboration)

39.12%

23.09%

21.74%

16.05%

0.00% 10.00% 20.00% 30.00% 40.00% 50.00%

COMMUNITY SUPPORT MODEL

FUNDING SYSTEM

HIGH YIELD (BOTH FINANCIAL AND SOCIAL) 
INVESTMENT

OTHER

Fig. 4  Aims of responsible investments (Source Authors’ elaboration)

Pension funds also seem to prefer companies that integrate ESG 
principles as a whole, as compared to companies which have either 
high standards of governance, or respect for the environment, or social 
aspects. In these cases, however, response rates show that preferences for 
these types of investments are higher, compared to the answers given by 
family offices: More than 40% of pension funds are willing to invest in 
environment-oriented or social-oriented companies, while only under 
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a third of them would choose companies focusing exclusively on gov-
ernance. The data regarding pension funds willing to choose companies 
which fully integrate ESG principles might appear to be quite surprising 
at first (Fig. 6). This percentage (100%), however, is not entirely unex-
pected, as a strong inclination toward responsible investments has already 
been observed in Fig. 1—Panel B.

While previous tables highlight the fact that Italian pension funds 
and family offices are theoretically interested in investing in responsible 

Yes
57%

No
43%

57.00%

39.00%

30.00%

26.00%

13.00%

0.00% 10.00% 20.00% 30.00% 40.00% 50.00% 60.00%

INTEGRATION OF THE ESG ASPECTS

FOCUS ON GOOD GOVERNANCE (G)

FOCUS ON HIGH RESPECT FOR THE SOCIAL 
ASPECTS (S)

FOCUS ON HIGH RESPECT FOR THE 
ENVIRONMENT (E)

COMPANIES WITH LONG EXPERIENCE IN CSR

(A)

(B)

Fig. 5  Panel A Investments in responsible companies: family offices’ view. 
Attractiveness of responsible companies. Panel B Investments in responsible 
companies: family offices’ view. Characteristics of companies selected (Source 
Authors’ elaboration)
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assets, in practice only a small percentage integrate ESG aspects in the 
investment process. The percentages are similar both for family offices 
and pension funds, although the latter are more active in using respon-
sible selection strategies (52% of family offices against 62% of pension 
funds) (Fig. 7).

100.00%

28.57%

42.86%

42.86%

14.29%

0.00% 25.00% 50.00% 75.00% 100.00%

INTEGRATION OF THE ESG ASPECTS

FOCUS ON GOOD GOVERNANCE (G)

FOCUS ON HIGH RESPECT FOR THE SOCIAL 
ASPECTS (S)

FOCUS ON HIGH RESPECT FOR THE 
ENVIRONMENT (E)

COMPANIES WITH LONG EXPERIENCE IN CSR

Fig. 6  Investments in responsible companies: pension funds’ view. 
Characteristics of companies selected (Source Authors’ elaboration)

Yes 
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No 
48% Yes 

62% 

No 
38% 

(A) (B)

Fig. 7  Panel A How many family offices apply ESG filters in the investment 
process. Panel B How many pension funds apply ESG filters in the investment 
process (Source Authors’ elaboration)
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Fig. 8  Panel A Responsible investment strategies: family offices. Panel B 
Responsible investment strategies: pension funds (Source Authors’ elaboration)
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In particular, among family offices, which integrate responsible fil-
ters in their investment processes, about half define the guidelines that 
fund managers have to follow, while another 30% prefer either to invest 
directly in responsible companies or leave fund managers free to define 
the guidelines to follow. These behaviors are completely different if we 
analyze pension funds: Indeed, they mainly tend to define the guide-
lines themselves, or allow the manager choose the strategy to adopt 
(Fig. 8).

5    Conclusions

The pilot survey presented above shows interesting preliminary results 
regarding the level of interest institutional investors have in responsible 
investments. In particular, many players are aware of the importance of 
the issue of sustainability while choosing the right investments, although 
they are not completely sure of the real added value (in terms of achiev-
ing a better risk-return trade-off) that responsible investments can effec-
tively give portfolios. These beliefs still survive, although the similarities 
between responsible investing and philanthropy have disappeared. In 
practice, players adopt a number of practical approaches while selecting 
responsible assets: Sometimes it is the institutional investor who decides 
the strategy to follow (as in the case of pension funds), while in other 
cases this choice is delegated to fund managers (as in the case of family 
offices). This lack of homogeneity seems to demonstrate an operational 
issue that asset managers have to face when practically choosing respon-
sible assets to add to their portfolios. There is, therefore, a very strong 
demand for qualified training and events on these topics, which can 
help investors to correctly evaluate the risk-return profile of such assets. 
It does not matter, therefore, whether Italian institutional investors are 
actually ready to invest effectively in responsible assets; these alternatives, 
which only a few years ago were considered very specific investments 
reserved for certain types of clients, are nowadays widely appreciated 
among both institutional and retail investors.

Following studies which focus on other European countries (such 
as the analysis proposed by Escrig-Olmedo et al. 2013 for the devel-
opment of the responsible retail investment market in Spain), it is 
possible to suggest some guidelines to increase awareness among insti-
tutional investors of responsible finance in the near future. The main 
aims of these suggestions are, on the one hand, to finally overcome the 
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prejudice of their hypothetically low level of profitability, and on the 
other, to highlight the benefits these assets give when added to insti-
tutional and retail portfolios. In order to achieve these aims, more 
in-depth studies are needed, focusing on both the risk-return trade-
off of well-diversified portfolios, including responsible assets, and the 
potential demand for these instruments from wealthy and retail inves-
tors. This second field of studies will allow institutions to offer products 
which are more in line with the real needs of the market. Moreover, 
institutional investors should raise the awareness of final investors, 
through the promotion of events and the distribution of brochures, 
which show the characteristics of responsible alternatives, in order to 
capture the unexpressed demand. Finally, governments should also pro-
mote these forms of investment (also using tax incentives), given the 
positive impacts the companies and projects financed have on local 
communities and the environment.

Although the pilot survey has highlighted interesting preliminary 
results, which need to be confirmed in future studies, the above analysis 
shows certain limitations. Further development of this strand of research 
should follow these lines of enquiry: (i) increase the number of respond-
ents, including not only pension funds and family offices, but also other 
financial institutions (e.g., foundations) and retail investors as well; (ii) 
survey respondents on one specific topic at a time, focusing for instance 
on the reasons why investors are (or are not) willing to invest in respon-
sible assets; and (iii) finally, employ alternative strategies (such as nudg-
ing to overcome potential behavioral issues) to make institutional and 
retail investors more aware of SRIs.
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CHAPTER 6

Sustainable and Responsible Investments: 
Same Sea, Different Fishes?

Alberto Burchi, Duccio Martelli and Paola Musile Tanzi

Abstract  The current international economic scenario, long charac-
terized by interest rates close to zero and a higher positive correlation 
between traditional investment solutions, has persuaded retail and pro-
fessional investors to rethink their investment strategies and to consider 
alternative investment solutions. The appeal of specific investments, com-
bining financial returns and social wellness, is increasing. Such a strat-
egy, which seeks to achieve both goals, is generally called sustainable 
and responsible investing or socially responsible investment (SRI). This 
paper attempts to answer two research questions: (1) What are the SRI 
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risk-return trade-offs over different time horizons? and (2) Is SRI able 
to meet investors’ needs, to reduce risk without a negative impact on 
returns? Preliminary results show that SRI is not completely different 
from the others investment opportunity, but in a portfolio view, SRI pro-
duces benefits for investors.

Keywords  Socially responsible investment (SRI) · Risk-Return  
trade-off · Portfolio optimization

1  I  ntroduction

The current international economic scenario, characterized by interest 
rates close to zero and the higher positive correlation between tradi-
tional investment solutions, has persuaded retail and professional inves-
tors to rethink their investment strategies and to consider alternative 
investment solutions classes. In addition, recent corporate scandals (e.g., 
Volkswagen) have increased the appeal of specific investments that com-
bine financial returns and social good. Such a strategy, which seeks to 
achieve both aims, is generally called sustainable and responsible invest-
ing or socially responsible investments (SRI). The interest in SRI has 
grown impressively, especially since the recent financial crisis: according 
to the 2016 Global Sustainable Investment Review, global assets rose to 
$22.89 trillion, increasing by 25% since 2014.

In practice, there is unfortunately no consensus either on the termi-
nology to use—depending on the emphasis, investors can refer to sus-
tainable and responsible investments as “ethical investments,” “(socially) 
responsible investments,” or “sustainable investments”—or on the style 
of investing that SRI represents.

In the literature, the question of whether SRI is an alternative to tra-
ditional forms of investment is still widely debated (El Ghoul and Karoui 
2017). This research analyzes, from the financial perspective, the bene-
fits and limits for a generic investor of having part of her/his portfolio 
allocated to SRI instruments. Beginning with a literature review, our 
research tries to answer in its empirical part two research questions:

1. � What are the SRI risk-return trade-offs over different time horizons?
2. � If we consider SRI as part of a diversified portfolio, can this style of 

investment meet investors’ needs and reduce risk without having a 
negative impact on returns?
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The methodology proposed follows two steps: We perform a mean– 
variance portfolio optimization, using two SRI funds over different time 
horizons (research Question 1); and we simulate the impact of hold-
ing those portfolios over different time horizons (research Question 2). 
Therefore, we are able to evaluate the expected contribution (in terms of 
risk and performance) offered by SRI to generic investors.

The methodology proposed and the data used appear to be consistent  
with the existing literature on the construction of efficient invest-
ment portfolios (Calvo et al. 2015; Herzel et al. 2011). Our approach 
also addresses the gap of the single time horizon, typical of the mean– 
variance methodology.

In our opinion, this work has a couple of points of novelty: First, it 
investigates a plurality of time horizons, from 5 years up to a year; and 
second, it evaluates the investment benefits both for SRI and for Impact 
funds, according to which it adopts a logic of efficient portfolios with 
different risk measures.

2    Literature Review

SRI, sometimes also defined as ethical investment, is a management style 
that aspires to achieve social or environmental goals, in addition to the 
objectives typical of traditional financial investments (the return). Next 
to the classical approaches to responsible investments, such as exclusion, 
which avoid investing in companies that are active in unacceptable areas 
(e.g., tobacco, weapons, and alcohol), now it is possible to identify other 
styles of investing that focus more on the goodness of management and 
on the corporate governance of companies (e.g., activism or engage-
ment). Following the recent financial crisis, which affected traditional 
investments more significantly than it did responsible ones, SRI funds 
have shown interesting growth rates, driven mainly by the increasing 
interest of institutional investors, such as pension funds and foundations, 
and retail investors, who are able to benefit from the growing number of 
responsible funds in the market.

Despite the increasing interest in responsible investments, some play-
ers still hesitate to prefer SRI funds over traditional alternatives; their 
main concern is the lower expected performance of the former compared 
with the latter, given the smaller number of assets that responsible fund 
managers can invest in. Although the number of studies on this issue has 
grown rapidly over the last decade, the results are still unclear.
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Most studies in this field, such as Hamilton et al. (1993), Statman 
(2000), Bauer et al. (2005), Bello (2005), and Utz and Wimmer (2014), 
do not find significant performance differences. A number of stud-
ies, such as Schröder (2004, 2007), Statman (2006), and Lee and Faff 
(2009), do not provide evidence of an out- or underperformance of SRI 
indices compared with conventional indices.

In particular, Mill (2006) does not show significant differences, in 
comparing the performances of some UK funds, between traditional strat-
egies and responsible strategies. Similar results are achieved by Bauer et al. 
(2007), who do not show any significant lower performance of SRI funds 
compared with others. Comparisons of alphas of traditional funds and of 
ethical investments also do not show a big difference (Bauer et al. 2005; 
Amenc and Le Sourd 2008). Belghitar et al. (2014) find no difference in 
the expected returns and their variance. However, SR investors pay a high 
price in terms of utility if higher moments are taken into account.

On the other hand, Kempf and Osthoff (2007) show that the 
adjusted returns for SRI funds are higher than those of others, contra-
dicting Hamilton et al. (1993). Similar findings are reported by Statman 
(2000), who shows how responsible investments perform better than tra-
ditional alternatives.

Other researchers find opposite results, highlighting how traditional 
investments, the so-called sin stocks, report higher returns (Hong and 
Kacperczyk 2009), or how the selection of only SRIs leads to small losses 
in terms of risk-adjusted returns (Herzel et al. 2011).

Most studies focus on one special ESG rating database. However, dis-
crepancies in search results could be attributed to the underlying rating 
approach. Dorfleitner et al. (2015) reveal significant differences in dis-
tribution, level, and risk of various ESG rating concepts. Furthermore, 
most studies are based on very short time series, since most rating agen-
cies did not commence their work before 2000.

Derwall et al. (2011) suggest that the diversity of findings in the liter-
ature depends in particular on the different style of management of the 
funds. On one hand, investors who prefer to exclude certain assets (neg-
ative screening) are willing to give up part of their financial performance 
to achieve non-financial objectives. On the other hand, investors who 
actively select companies (positive screening) are convinced that these 
assets can generate higher returns given the higher standards followed. 
Another study, trying to explain this uncertainty in the results in litera-
ture (Barnett and Salomon 2006), demonstrates how the performance 
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of SRI funds is usually lower in the funds’ early years, when managers are 
less experienced, but tends to increase over time, as managers are able to 
choose high-value assets more carefully. This seems to confirm that it is 
the manager’s ability to determine the success of an SRI fund, being able 
to compensate a lower diversification benefit (Fabretti and Herzel 2013; 
Kurtz 1997; Herzel et al. 2011).

The present study tries to shed light in this field of research, focusing 
on the benefits that responsible investments offer to traditional portfolios.

3  M  ethodology

To evaluate the goodness of SRI, we adopted a portfolio logic, using dif-
ferent risk measures. This allowed us to compare the behavior of SRI in 
two respects: the potential effect when combined with traditional invest-
ments and when the concept of risk aversion changes.

The asset-allocation methodologies assume several measures of risk 
that impact the same portfolio’s allocation.

In this section, the risk measurements that we adopt are:

(a) � standard deviation;
(b) � maximum loss;
(c) � conditional value at risk (CVaR); and
(d) � conditional drawdown at risk (CDaR).

Recent developments show that linear programming-based algorithms 
can handle portfolio allocation problems with thousands of instruments 
and scenarios (Andersson et al. 2001; Chekhlov et al. 2004; Rockafellar 
and Uryasev 2000, 2002). We formulate all measures as a linear program-
ming problem, following Krokhmal et al. (2001). All the calculations and 
analyses were made in the R environment for statistical computing and 
graphics using the Systematic Investor Toolbox (SIT) package.

CVaR is also called expected shortfall (ES), average value at risk 
(AVaR), and expected tail loss (ETL). The CVaR was created by 
Rockafellar and Uryasev (2000, 2002) as an extension of the value at 
risk (VaR) framework (Duffie and Pan 1997; Jorion 1997). Basically, 
VaR answers the question “What is the maximum loss, which is 
expected to be exceeded, say, only in 5% of the cases within the given 
time horizon?” Mathematically, VaR with confidence level α is the 
α-quantile of the loss distribution. However, the VaR optimization 
process can be very difficult if the return distributions of a portfolio’s  
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instruments are not normal. These VaR problems are caused by its 
non-convex and non-subadditive nature (Artzner et al. 1997). The dif-
ficulties with controlling and optimizing VaR in non-normal portfolios 
have forced the search for similar percentile risk measures that would also 
quantify downside risks while being efficiently controlled and optimized 
(Krokhmal et al. 2001).

CVaR was created to calculate the average of the losses that occur 
beyond the VaR cutoff point in the distribution. CVaR can be defined 
as an average (expectation) of high losses residing in the α-tail of the 
loss distribution, or, equivalently, as a conditional expectation of losses 
exceeding the α-VaR level. From this, it follows that CVaR incorporates 
information on VaR and on the losses exceeding VaR. In other words, 
CVaR answers the question “In case of losses so severe that they occur 
only α% of the time, what is our average loss?” A comprehensive descrip-
tion of the CVaR risk measure and CVaR-related optimization method-
ologies can be found in Rockafellar and Uryasev (2000, 2002).

CVaR is a more adequate measure of risk than VaR because it 
accounts for losses beyond the VaR level. In other words, VaR can be 
seen as the “optimistic” low bound of the losses in the tail, whereas 
CVaR estimates the value of the expected losses in the tail. Moreover, 
CVaR is easily optimized. Formally, if X is the payoff of a portfolio in 
future and 0 < α < 1, then we define the CVaR as

where VaRα is the value at risk. This can be equivalently written as

where xα = inf {x ∈ R : P(X ≤ x) ≥ α} is the lower quantile and 

1α(x) =

{
1 if x ∈ A

0 else
 is the indicator function (Acerbi and Tasche 2002).

Conditional drawdown at risk (CDaR) is a portfolio performance 
measure (Chekhlov et al. 2004) that is closely related to CVaR. A port-
folio’s drawdown is the drop of the uncompounded portfolio value com-
pared with the maximal value attained in the previous moments. Denote 
by function w(x, t) the portfolio return at time t, where the components 
of the portfolio vector x = (x1, x2, x3, ..., xn) are weights of n instruments 
in the portfolio. The drawdown function at time t is defined as the 

CVaRα =

1

α

α
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difference between the maximum of the function w(x, t) over the history 
preceding time t and the value of this function at time t.

Mathematically, the drawdown function for a portfolio is

It follows that the drawdown quantifies the losses for the most “unfa-
vorable” investment moment in the past compared with the current 
moment. This approach reflects pretty well the preferences of investors 
who define their acceptable losses as percentages of their initial invest-
ments (e.g., an investor may consider it unacceptable to lose more than 
20% of his investment). While an investor may ignore short-term draw-
downs in his account, he would begin to be troubled about his capital in 
the case of a long-lasting drawdown.

Such drawdown accounts not only for the amount of losses, but also 
for the time length of these losses.

For a specified sample path, the drawdown function is defined for 
each time moment. However, to evaluate the performance of a port-
folio on the whole sample path, we would like to have a function that 
aggregates all drawdown information, over a given time period, into one 
number. We can consider different risk functions: maximum drawdown 
(MaxDD), average drawdown (AvDD), and conditional drawdown at 
risk (CDaR). Mathematically, the MaxDD on the interval [0, T ] is the 
maximum of the function D(x,t):

Therefore, the AvDD is

However, both functions may inadequately measure losses. The MaxDD 
is based on one “worst case” event in the sample path. This event may 
represent some very specific circumstances, which may not appear in the 
future. The risk management decisions based only on this event may be 
too conservative. On the other hand, the AvDD takes into account all 
drawdowns in the sample path. However, small drawdowns are accept-
able, and averaging may mask large drawdowns (Krokhmal et al. 2001).

D(x,t) = max
0≤τ≤t

{w(x, t)} − w(x, t).

MaxDD(x) = max
0≤τ≤t

{D(x, t)}.

AvDD(x) =
1

T

∫ T

0

D(x, t)dT .



108   A. BURCHI ET AL.

Chekhlov et al. (2004) suggested a new drawdown measure that com-
bines the drawdown concept of measuring risks with the CVaR approach 
in estimating downside losses. The CDaR risk function is actually a fam-
ily of risk functions parameterized by the parameter α. It contains, as a 
special case, the MaxDD and AvDD risk functions.

Let N denote the number of time sub-periods in the time inter-
val [0, T ] and α ∈ [0, 1] denote the confidence level. In the case where 
(1− α) N is an integer (so we are able to precisely count (1− α)× 100% 
of the drawdowns), the CDaR is defined as the mean of the worst 
(1− α)× 100% drawdowns. For instance, if α = 0, CDaR equals the 
AvDD over all sub-periods, and if α = 0.95, then CDaR is the average of 
the worst 5% drawdowns. Let ζα(x) denote a threshold such that exactly 
(1− α)× 100% of drawdowns exceed this threshold (it is supposed that 
(1− α) N is an integer). In this case, CDaR with a confidence level α is 
the average of (1− α)× 100% of the drawdowns. Formally:

where Ωt = {t ∈ [0, T ] : D(x, t) ≥ ζα(x)}. Also, CDaR can be efficiently 
treated with linear optimization algorithms (Chekhlov et al. 2004).

As a last step, we want to test the performance of an investment 
strategy. More precisely, we adopt an investment strategy, based on 
minimizing the risk measures shown above. Therefore, at each portfo-
lio rebalancing, the composition will be the one that coincides with the 
minimum-risk point within the efficient border. The negotiations take 
place each quarter. The simulation takes into account the whole analysis 
period at our disposal. Therefore, with each quarter, we have low-risk 
portfolios that are kept constant until the next rebalancing. At the end 
of the period, it will be possible to evaluate the performance and the 
dynamics of the investment amount.

The simulation makes it possible to evaluate the differences in terms 
of minimized risk measures and to evaluate the benefits due to the inclu-
sion of SRI funds in the possible investments.

4  D  ata and Results

4.1    Data

Our sample consists of eight indices from January 1, 2012 to September 
15, 2017. The number of price observations is calculated monthly. All 

�x =
1

(1− α)T

∫

Ωt

D(x, t)dt
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data are expressed annually. Table 1 shows the composition of the anal-
ysis sample, the means (return) and standard deviations (risk). The ini-
tial six market indices represent an investment portfolio of traditional but 
very well-diversified assets. Subsequently, we have added two funds, fall-
ing into the world of SRI. To bring the analysis closer to the real pos-
sibilities of the investor’s, instead of using the returns of the indices we 
adopt the returns of the largest exchange-traded funds (ETF)1 for each 
selected index. The choice of US asset classes is due to the greater availa-
bility of historical data for these.

We chose to conduct the empirical testing with a variety of approaches. 
On one hand, we adopted a variety of optimization models; on the other 
hand, we analyzed a range of time horizons. We report the results on a 
horizon of almost 5-year (5Y: January 1, 2012–September 15, 2017) 

Table 1  Sample composition (Data as at September 21, 2017)

Source Our elaboration from ETF.com data

Ticker Fund Name Issuer AUM Segment

SPY SPDR S&P 500 
Trust

State Street Global 
Advisors

$248.54B Equity: U.S.—Large 
Cap

EFA iShares MSCI EAFE BlackRock $80.29B Equity: Developed 
Markets Ex-U.S.—
Total Market

AGG iShares Core U.S. 
Aggregate Bond

BlackRock $50.30B Fixed Income: 
U.S.—Broad Market 
Investment Grade

GLD SPDR Gold Trust State Street Global 
Advisors

$35.76B Commodities: 
Precious Metals Gold

VNQ Vanguard REIT Vanguard $35.01B Equity: U.S. Real 
Estate

BSV Vanguard Short-
Term Bond

Vanguard $22.69B Fixed Income: 
U.S.—Government/
credit Investment 
grade Short-Term

DSI iShares MSCI KLD 
400 Social

BlackRock $877.18 M Equity: U.S.—Total 
Market

MPCT iShares MSCI Global 
Impact

BlackRock $25.83 M Equity: Global—
Total Market

1 To select ETFs we used the ETF Database (www.etfdb.com).

https://www.etf.com/
http://www.etfdb.com
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and almost 3-year horizons (3Y: January 1, 2015–September 15, 2017). 
We considered a very short time horizon (about 1 year) to add an impact 
investment ETF to the analysis. The impact investment fund is considered 
only in this short-term simulation (since the beginning: May 1, 2016–
September 15, 2017), as data are only available from April 22, 2016.

The sample includes larger ETFs for assets under management 
(AUM) to compose a well-diversified portfolio. More precisely, regard-
ing the two SRI assets, the selected ETFs are iShares MSCI KLD 400 
Social ETF (AUM $886,638,533) and iShares MSCI Global Impact 
(AUM $25,831,403).2 The iShares MSCI KLD 400 Social ETF tracks 
a market-cap-weighted index of 400 companies deemed to have posi-
tive environmental, social, and governance characteristics by MSCI. The 
iShares MSCI Global Impact ETF tracks an index composed of compa-
nies whose revenues are driven by products and services that address at 
least one of the United Nation’s Sustainable Development Goals.3

Tables 2 and 3 show the average rate of return, standard deviations, 
and correlations of ETFs considered in the different time horizons. 
Figure 1 illustrates the input ETFs in the mean–standard deviation space.

The figure shows the different characteristics of individual ETFs. It 
also shows that the two SRI funds have virtually identical performance 
and risk, despite having different investment policies. This is also con-
firmed by the correlation data (Table 3).

The correlation results show behavior that is similar to the stock 
index. This is due to the investment policies of the funds, which are 
focused precisely on large enterprises. SRIs therefore are not fully unique 
assets. In other words, the sea in which the managers are swimming is 
the same as for the other operators.

The ability to provide benefits will be evaluated according to their 
inclusion in the portfolio through different optimization models.

4.2    SRI Or Not Under the Mean–Variance Optimization

This part of the analysis allows us to answer the first research question: 
What are the SRI risk-return trade-offs over different time horizons? To 
create the efficient frontier, in the optimization procedure we imposed 
two constraints: Each ETFs must have a capital allocation between 0 and 
80% and a total portfolio weight equal to 100%.

2 http://www.ishares.com.
3 http://www.etf.com.

http://www.ishares.com
http://www.etf.com
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We conducted the analysis to confirm the benefits obtainable by 
including SRI in a portfolio that is already well diversified. Thus, the 
results that follow are presented to show, first, the portfolio of traditional 
funds only, followed by the portfolio with SRI funds added, each for 
both of the temporal analysis horizons. The transition map displays port-
folio weights as we move along the efficient frontier. We display portfolio 
risk along the X-axis and portfolio weights along the Y-axis. The width of 
the portion represents the portfolio weight for the given risk level. The 
graph is limited to the maximum risk level reached by the efficient fron-
tier. For this reason, the transition graph is not affected by the flattening 
effect toward the Y-axis due to the X-axis scale.

In the transition map plot in Fig. 2, the allocation to the S&P500 
(SPY; blue) was less than 3% at the lower risk level and steadily grew to 
80% at the higher risk level. Similarly, the allocation to Fixed Income: 
USA—Government/Credit Investment Grade Short-Term (BSV; light 
blue) was about 80% at the lower risk level and steadily decreased to 0% 
at the higher risk level.

The SRI inclusion produces an improvement to the efficient frontier. 
The investor then has the opportunity to reach a more favorable risk- 
return trade-off. The transition map shows that the greatest contribu-
tion is possible in high-risk portfolios. The presence of SRI in high-risk 

Table 2  Sample composition, mean and Standard deviation of the return 
(annual basis)

Source Our elaboration from Thomson Reuters Eikon data

Symbol Asset Class Return Risk Return Risk Return Risk

5Y 3Y 1Y

SPY SPDR S&P 500 Trust 11.90% 9.80% 9.00% 10.40% 13.80% 5.50%
EFA iShares MSCI EAFE 5.60% 12.70% 4.90% 12.40% 11.40% 8.10%
AGG iShares Core U.S. 

Aggregate Bond
−0.2% 3.00% −0.9% 2.90% −0.7% 3.20%

GLD SPDR Gold Trust −4.3% 15.70% 1.20% 15.50% 1.00% 14.70%
VNQ Vanguard REIT 6.40% 13.30% −0.3% 13.10% 2.40% 10.50%
BSV Vanguard Short-Term 

Bond
−0.3% 1.30% −0.4% 1.40% −0.7% 1.50%

DSI iShares MSCI KLD 400 
Social

11.90% 10.00% 9.00% 10.80% 13.90% 6.00%

MPCT iShares MSCI Global 
Impact

13.20% 7.00%
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portfolios reaches over a fifth of all invested assets. Presumably, this result 
is due, on one hand, to the presence in the sample of SPY (S&P500) that 
in the periods shows particularly high risk-return performance. On the 
other hand, the SRI funds are characterized by returns and risks that are 
not particularly high; indeed, the low correlation with the other securities 
at our disposal leads us to reflect before setting them aside.

Confirming our expectations, efficient portfolio compositions are 
not particularly affected by the observation period, since these are three 
moments of different lengths but within the same historical period. The 
5- and 3-year periods see a weight distribution of bonds between bonds 
and equity, almost “scholastic,” with the weight of bonds high for low-
risk portfolios and decreasing as the risk profile increases.

In all periods, the share of capital allocated to the S&P500 index is 
prevalent, but, in the shortest simulation period, the efficient portfolio is 

Table 3  Correlation matrix in our sample

Source Our elaboration from Thomson Reuters Eikon data

Five Years EFA AGG GLD VNQ BSV DSI

SPY 78.60% −7.3% −2.7% 44.00% −8.4% 98.60%
EFA 6.00% 6.60% 38.00% 6.90% 76.90%
AGG 44.60% 55.60% 89.80% −9.5%
GLD 16.10% 52.20% −5.8%
VNQ 44.20% 45.40%
BSV −9.9%

Three Years EFA AGG GLD VNQ BSV DSI

SPY 83.40% −7.8% −18.7% 55.20% −23.0% 98.80%
EFA 1.30% −17.2% 33.70% −12.0% 83.40%
AGG 61.90% 49.70% 91.50% −7.8%
GLD 6.50% 67.60% −20.5%
VNQ 34.90% 58.80%
BSV −21.8%

One Year EFA AGG GLD VNQ BSV DSI MPCT

SPY 34.10% −14.7% −7.3% 51.00% −19.1% 96.20% 37.50%
EFA 11.90% 9.00% −4.2% 10.30% 44.50% 76.60%
AGG 84.70% 55.60% 94.70% −18.5% 36.30%
GLD 46.20% 93.10% −10.3% 29.40%
VNQ 47.60% 45.20% 28.40%
BSV −21.5% 29.00%
DSI 47.00%
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also composed of a part of the Impact fund, so there is a sort of substi-
tution effect: The part of capital allocated in the stock market is moved 
from the general index to the Impact investment.

For space reasons, hereafter, we show the results only in reference to 
the shorter horizon (1Y).

4.3    Expected Shortfall (CVaR), Conditional Drawdown 
at Risk(CDaR) and Maximum Loss (ML) Risk Measures.

Let’s examine efficient frontiers computed under different risk measures. 
In Fig. 3, we show the results obtainable by two optimization models: 
mean variance and minimization of the ML. In Fig. 4, we show the 
individual ETFs and the efficient frontier obtained with the more com-
plex optimization models. The graphs show, on the Y-axis, the expected 
return, and on the X-axis, the different risk measures.

The results of the mean–variance model are shown above. Here, it is 
useful to compare the advantage obtained by inserting SRI even when 

(a) (b)

(c)

Fig. 1  Representation of the asset class in the mean–variance space
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Fig. 2  Efficient fron-
tier and transition map
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Fig. 2  (continued)



116   A. BURCHI ET AL.

Fig. 3  Efficient frontier under maximum loss optimization model
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Fig. 4  Efficient frontier under three optimization models in the space 
return-risk
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the risk measure is not the standard deviation. In fact, when using the 
maximum-loss measure, the ETF DSI is included in the high-risk effi-
cient portfolios. The ML for the SRI is lower than in the other asset of 
our sample.

The efficient frontiers constructed under ES (CVaR) and standard 
deviation risk measures look similar. As we expected, each efficient fron-
tier is superior to the others in the specific risk on which the model is 
optimized. However, the difference between the efficient portfolios of 
different models is more evident when analyzing the risk of drawdown. 
The distance between the efficient frontier constructed under condi-
tional drawdown at risk (CDaR) and under ES (CVaR) is more evident.

The transition graphs (Fig. 5) show consistent changes in weights. 
Whereas the CDaR model better incorporates the “feelings of risk” typi-
cally associated with the investor, this analysis highlights the possible dif-
ferences between an asset allocations optimized for estimating the risk 
unsuitable to capture “undesirable events.”

The comparison of different optimization models allows us to out-
line the results in a deeper way. The optimization process, in fact, tries to 
obtain the maximum return while minimizing risk. The model changes 
to varying what the investor considers “risk.”

Surprisingly, in all models the SRI, contribution is present. In the 
mean–variance optimization (panel a), the results confirm what we have 
seen previously: in this case, the inclusion of SRI in relation to low-risk 
portfolios.

Given that the investor’s risk profile, quantified by the VaR, may have 
an advantage in the SRI inclusion, the addition of SRI in fact occurs in 
particular in low-risk portfolios.

Finally, the results for CDaR here are very interesting. In the other 
models, the benefit of the SRI concerns portfolios placed in the low-risk 
part: When we adopt a risk acceptation as the CDaR, the contribution of 
SRI moves in high-risk portfolios.

This can smooth the initial result. Analyzing SRI only in the mean–
variance space does not allow us to appreciate its uniqueness. If instead 
we evaluate the SRI in a portfolio context, it makes it possible to high-
light the benefits of the inclusion.

The introduction of SRI funds produces in each model an increase in 
overall efficiency. However, the benefit is greater in the ES, where insert-
ing SRI funds results in a more marked shift to the left of the efficient 
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Fig. 5  Transition map of the efficient frontier under three optimization models
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frontier, which, by contrast, is not captured by the simple variance 
measure.

Finally, at this point, we propose the simulation of the investment 
strategy shown in Sect. 3. The strategy is replicated over two time hori-
zons: 5 years and 1 year. In the former, the SRI fund can be involved, 
whereas the investment in the Impact fund is also included in the latter.

The backtest of the strategies allows us to answer the second research 
question: If we consider SRI as part of a diversified portfolio, can this 
style of investment meet investors’ needs and reduce risk without having 
a negative impact on returns?

We highlight two aspects:

•	First, from observing the chart, we can see that the equally 
weighted strategy always reaches the highest capital, but with 
greater volatility.

•	Second, in both time frames analyzed, adding SRI ETFs allows all 
the investment strategies to achieve better results. This is clearly 
shown by the graphs: higher capital levels with visually lower volatil-
ity. Also, the evaluation of various risk-adjusted performance meas-
ures (omitted for space reasons) confirms the benefit of including 
SRI funds.

However, the backtest could produce distorted results: The adoption of 
a risk-minimization policy is equivalent to a highly risk-averse attitude. 
Therefore, in favorable market times (such as the US markets in the past 
5 years), any approach that reduces the risk profile seems to lose to a 
simply equally weighted strategy. The same can be said about the differ-
ences between risk measures. The minimum-risk portfolio also produces 
the smallest possible differences between alternative measures (Fig. 6).

5    Conclusions

In this paper, we analyzed the benefits arising from including SRI funds 
in the investment basket. The analysis was conducted using a variety of 
models and different time horizons.

First, analyzing different time horizons, the SRI does not seem to 
be completely different from the other investment solutions. Rather, 
it appears to be a subsample of a larger investment universe. However, 
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while they share the same game plan, the selection of SRI produces a 
more favorable trade-off between return and risk. This is better appreci-
ated by adopting different risk metrics.

Fig. 6  Backtest
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Second, from a portfolio view, the benefits of SRI are better appre-
ciated. The correlation data by itself may have conflicting results. 
However, in our simulation, SRI funds are included in financial portfo-
lios. This inclusion also occurs by adopting different optimization pro-
cesses with varied risk profiles, especially using ML measures. These 
results confirm the ability of SRI to produce benefits for investors.
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CHAPTER 7

A New Approach to Sustainable 
and Responsible Investment: The 

Sustainability-Themed Mutual Funds

Federica Ielasi and Monica Rossolini

Abstract  This research analyzes the risk-adjusted returns and the invest-
ment style of sustainability-themed funds, a fast-growing category of 
sustainable and responsible mutual fund. Sustainability-themed funds 
are compared with sustainable and responsible mutual funds that imple-
ment different approaches in portfolio selection and management, and 
with thematic funds not involved in responsible investment strategies. 
The study uses a European sample of 1512 mutual funds where 468 
are sustainability-themed funds, 633 are other sustainable and respon-
sible funds, and 411 thematic funds. Monthly performance and fund 
characteristics are analyzed for the period 2007–2017 using a single 
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factor Capital Asset Pricing Model (CAPM), a Fama and French (1993) 
3-factor model, and, lastly, a Fama and French (Journal of Financial 
Economics, 116: 1–22, 2015) 5-factor model. The analysis is extremely 
innovative. During the last 15 years, literature about sustainable and 
responsible investment has focused on the differences in terms of risk 
and performance between socially responsible and conventional funds. 
Starting from the methodology applied in previous studies, and in light 
of their exponential growth in recent years, this paper focuses on sustain-
ability-themed mutual funds. We demonstrate that sustainability-themed 
funds differ in terms of risk, performance, and investment style from 
other funds that implement social responsible strategies and from the-
matic funds focusing on a specific theme, but not responsible investment.

Keywords  SRI · Responsible mutual funds · Thematic funds · 
Sustainability-themed funds · Performance measures

1  I  ntroduction

Sustainable and Responsible Investment (SRI) is continuing to increase 
in Europe, not only in terms of SRI assets relative to total professionally 
managed assets, but also in terms of approaches used for portfolio selec-
tion and management (Vigeo Eiris 2016; GSIA 2017). On the basis of 
a general strategy that integrates environmental, social, and governance 
(ESG) factors in the research, analysis and selection of securities within 
an investment portfolio, SRI fund managers are now adopting and some-
times combining the following different approaches (Eurosif 2016):

1. � Negative/exclusionary screening: the exclusion from a fund or 
portfolio of certain sectors, companies, or practices based on spe-
cific ESG criteria;

2. � Positive/best-in-class screening: investment in sectors, companies 
or projects selected for positive ESG performance relative to indus-
try peers;

3. � Norms-based screening: screening of investments against minimum 
standards of business practice based on international norms;

4. � ESG integration: the systematic and explicit inclusion by invest-
ment managers of environmental, social, and governance factors 
into financial analysis;
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5. � Sustainability-themed investing: investment in themes or assets 
specifically related to sustainability (e.g., clean energy, green tech-
nology, and sustainable agriculture);

6. � Impact/community investing: targeted investments, typically 
made in private markets, aimed at solving social or environmen-
tal problems, and including community investing, where capital 
is specifically directed to traditionally underserved individuals or 
communities, as well as financing that is provided to businesses 
with a clear social or environmental purpose; and

7. � Corporate engagement and shareholder action: the use of share-
holder power to influence corporate behavior, including through 
direct corporate engagement (i.e., communicating with sen-
ior management and/or boards of companies), filing or co-filing 
shareholder proposals, and proxy voting that is guided by compre-
hensive ESG guidelines.

Table 1 shows how some of these approaches are emerging in Europe.
This research aims to analyze the investment style and the risk-ad-

justed returns of a fast-growing approach: sustainability-themed invest-
ing (Towers Watson 2012). As shown in Fig. 1, funds that implement 
this kind of approach are experiencing a high level of CAGR in different 
European countries.

In general, theme-based funds, or thematic funds (TH funds), focus 
their investments across one or more sectors related to a common theme, 

Table 1  Assets professionally managed under responsible investment strategies 
in Europe

Source GSIA, Global Sustainable Investment Review 2016, 2017

Approaches 2014 ($) 2016 ($) Growth 2014–2016 (%)

Negative/exclusionary screening 7470.81 11,064.15 48.1
ESG integration 2071.04 2884.52 39.3
Corporate engagement and share-
holder action

3570.76 4654.35 30.3

Norms-based screening 3960.84 5545.67 40.0
Positive/best-in-class screening 385.37 537.78 39.5
Sustainability-themed investing 64.27 158.32 146.3
Impact/community investing 22.09 107.18 385.1
Total 10,774.61 12,039.57 11.7



128   F. IELASI AND M. ROSSOLINI

such as digital, robotics, security, global environmental opportunities, 
water, or infrastructure. Recent analysis shows that energy efficiency 
and environment are the most frequent themes for European investors 
(Nicholls 2015; CBI 2016; Eurosif 2016; European Commission 2016).

In a TH fund, asset managers first select a key trend and then a more 
specific-related theme. Trends have a broader scope, and a single trend 
can produce many themes, which can be defined as the implications gen-
erated in a region or sector of interest. The proper recognition of themes 
depends on the ability of asset managers to rapidly identify the conse-
quences of a trend, in terms of potential profits and values generated.

In the field of sustainability, current main trends around the world can 
be identified with reference to United Nations’ Sustainable Development 
Goals (SDGs), the common objectives for international development, 
which can be reached through the mix of economic growth, social inclu-
sion, and positive environmental impact.

An increasing number of investors are now seeking investments which 
offer solutions to such challenges, generating both positive environmen-
tal and social impacts as well as attractive financial returns. For example, 
investors look favorably on climate-sensitive topics, so renewable energy 

Fig. 1  Growth of sustainability-themed investments by country (Source Eurosif 
(2016))
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and energy efficiency are among the most frequent themes at European 
level, as shown in Fig. 2. These are followed by waste and water manage-
ment, sustainable practices in agriculture and transport, as well as in the 
real estate market, with investments in the subsector of energy-efficient 
building and social housing.

During the last 15 years, literature about sustainable investing has 
focused especially on the differences in terms of risk and performance 
between sustainable and responsible mutual funds (SR funds) and con-
ventional funds, which are often considered to be more diversified and 
profitable. This paper, using the methodology applied in previous stud-
ies, focuses on the specific category of sustainability-themed mutual funds 
(ST funds) in order to verify the differences in terms of performance 
compared to other sustainable approaches and other thematic strategies.

First of all, the research aims to compare sustainable funds which 
implement a thematic approach with sustainable funds adopting the 

19.68% 

10.66% 

6.82% 

23.72% 

6.04% 

13.30% 

7.29% 

12.49% 

Renewable energy Energy efficiency

Sustainable transport Building sector

Land use/Forestry/Agriculture Water management

Waste management Other

Fig. 2  Sustainability-themed investments, by sector (Source Eurosif (2016). 
“Other” includes: Multi-theme, Climate-related opportunities, Healthcare, 
Education, Safety, Well-being)
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other types of responsible approaches. Given the same level of sustain-
ability, the study aims to verify if a specific managerial approach impacts 
on investment returns. Our first research questions are:

1. � Do ST funds differ from SR funds, in terms of returns, age, size, 
and asset allocation?

2. � Do the risk-adjusted returns and investment style of ST funds dif-
fer from those of SR funds?

ST investing is a relatively new approach in the field of asset manage-
ment, and we expect ST funds to be younger and with a lower level of 
diversification than SR funds. Selection of securities related to a spe-
cific theme may in fact constrain fund managers’ choices and the conse-
quent asset allocation of funds. Given the set of constraints on portfolio 
choice imposed by the thematic approach, and the correlated impact on 
the level of mutual fund diversification, we expect ST funds to be riskier 
than SR funds. At the same time, ST funds have a portfolio centered on 
a common theme, which is expected to grow long term more than the 
market as a whole. The aim of the thematic approach is in fact to select 
the long-term winners on the global market by identifying megatrends 
changing the world globally. In our hypotheses, ST funds are more vol-
atile, but can produce higher returns than SR funds. We thus expect ST 
funds not to differ statistically from the other sustainable mutual funds, 
despite the differences in terms of portfolio characteristics.

We also analyze the thematic approach to verify whether it is more suit-
able for sustainable than other themes. We investigate whether the choice 
of a specific theme impacts on investment returns where the investment 
approach is thematic. Our second group of research questions is:

1. � Do ST funds differ from TH funds, in terms of return, age, size, 
and asset allocation?

2. � Do the risk- adjusted returns and investment style of ST funds dif-
fer from those of SR funds?

Sustainability-themed investing is a long-term-oriented approach which 
combines fundamental analysis and engagement with an evaluation of 
ESG factors in order to better capture long-term returns for investors, 
and benefit society by influencing the behavior of companies (European 
Commission 2016; Eurosif 2016). This implies that as well as being a the-
matic approach, sustainable investing is long-term oriented, powered by 
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the megatrends shaping the world, and designed to provide a source of 
long-term capital growth. Theme-specific investing fits well with sustaina-
ble investing. We thus expect ST funds to be older and bigger than other 
TH funds. Concerning the level of diversification, we expect ST funds to 
be more specialized than TH funds, because the selection of securities 
is influenced both by the choice of the theme, and by the application of 
ESG criteria. Looking at themes chosen by ST funds, the most impor-
tant criterion applied for these products is related to the Environment. 
Landmark events such as COP21 have reminded the investor commu-
nity of the connection between environmental and financial risks. We thus 
expect a lower level of financial risk for ST funds than for other TH prod-
ucts. On the other hand, the environmental issues that characterize a high 
percentage of European ST funds, including those connected with the 
mitigation of climate change, the de-carbonization of the economy, and 
water consumption, produce returns in the very long term and not as dis-
ruptively as some innovative technologies. Compared to other TH funds, 
we expect that ST funds produce lower financial returns.

Our study refers to a European sample of 1512 mutual funds where 
468 are ST funds, 633 are SR funds, and 411 TH funds. The monthly 
performance of each fund is downloaded from Bloomberg for the period 
from August 31, 2007 to July 31, 2017. We analyze fund performance 
by applying the single factor Capital Asset Pricing Model (CAPM), a 
Fama and French (1993) 3-factor model, and, lastly, a Fama and French 
(2015) 5-factor model.

The research contributes to the existing literature in two main ways. 
First, it introduces into the strand of literature related to sustainable 
investing, a specific focus on the category of ST funds, characterized by 
a new and developing screening approach. In fact, literature about SRI 
has to date focused on the differences in terms of risk and performance 
between sustainable and responsible mutual funds and conventional ones, 
without distinguishing different methodologies of portfolio selection 
and management. Our second contribution is analyzing the impact of an 
important new strategy in the field of asset management: the thematic 
approach, a new investment strategy which differs from the traditional 
regional-/sector-based approach. Surprisingly, to our best knowledge, 
there are no studies existing on risk-adjusted performances of TH funds.

Our main finding is that ST funds are able to reach a risk-adjusted 
performance not lower than other SR funds. Sustainability- themed 
investing thus occurs simultaneously and in a growing number of 
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possible combinations with the other SRI strategies, without modifying 
the general level of risk-adjusted performance. Mutual fund managers 
can consider thematic approach as an efficient opportunity for reconcil-
ing financial performance and economic sustainability.

However, when ST funds are compared with other TH funds, they 
demonstrate a lower capability to produce financial returns and a lower 
risk- adjusted performance. This study also identifies many differences 
between the investment styles of ST and TH funds.

The paper is organized as follows. Section 2 reviews the literature 
about the relationship between SR funds and conventional ones, because 
the starting hypotheses and the assumptions are the same used for the 
comparison of ST, SR, and TH funds. Section 3 provides information 
about sample data and the methodology used for the analysis. Section 4 
presents the empirical results. Section 5 concludes.

2    Literature Review

Reference models for this study come from the early literature about 
sustainable and responsible funds (SR) from the mid-twentieth century, 
relating in particular to differences in performance levels of conventional 
and SR funds (Markowitz 1952; Sharpe 1966; Jensen 1968; Diltz 1995; 
Mallin et al. 1995; Cohen et al. 1997; D’Antonio et al. 1997).

Moskowitz (1972) was among the first authors interested in the effect 
of social issues on investment decisions. He suggested that a portfolio of 
responsibly screened stocks might perform as well as or better than an 
unscreened portfolio. Rudd (1979) and Grossmann and Sharpe (1986) 
found that any constraint placed on investment decisions would reduce 
utility or leave it constant. Some years later, Markowitz (1991) made 
important findings on portfolio choice and diversification as well as the 
CAPM: SR investments seemed to be condemned to an ethical sacrifice 
in terms of returns, because of their portfolio constraints.

Nevertheless, Luther et al. (1992) in a study of UK unit trusts, includ-
ing ethical ones, found that ethical trusts outperformed the market index. 
Similar results were obtained by Bernett and Salomon (2006). Thereafter, 
other authors (Hamilton et al. 1993; Gregory et al. 1997; Mackenzie and 
Lewis 1999) found no statistical difference in average returns between eth-
ical funds and conventional ones. Various studies (Bello 2005; Renneboog 
et al. 2008a, b; In et al. 2014; Das and Rao 2014) confirmed an equivalence 
between SR funds and conventional ones in terms of performance measures 
and portfolio characteristics.
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Bauer et al. (2005) applied the Fama and French 3-factor model and, 
using a database containing 103 German, UK and US ethical mutual 
funds, found no evidence of significant differences in risk-adjusted returns 
between ethical and conventional funds for the 1990–2001 period.  
Many studies analyze the performance and the mutual fund character-
istics (Statman 2000; Scholtens 2005; Benson et al. 2006; Bauer et al.  
2007). Gregory et al. (1997) showed that the age of the funds can influ-
ence returns, regardless of fund size and ethical status. Becchetti and 
Fucito (2000) found that ethical sacrifice decreases when the ratio between 
SRI and all shares are large enough, and rejected Markowitz’s explanation 
for such cases. Kreander et al. (2005) discovered that management fees 
were a significant explanatory variable for the Jensen measure. Chen et al.  
(2004) investigated the effect of scale on performance in the active money 
management industry by analyzing the role of liquidity and organization. 
Lastly, Hudson (2005) found that stocks yield market returns and the 
share price of ethical firms are unaffected by the actions of ethical investors.

3  D  ata and Methodology

In order to create our database, data were collected mainly from the 
Bloomberg database and missing information was completed from 
Morningstar. During the data collection, we only considered mutual 
funds, both open and closed-end, and funds of funds; we excluded 
hedge funds, private equity funds and funds investing in these catego-
ries, respectively fund of hedge funds and funds of private equity funds. 
We limited our selection to funds classified by Bloomberg as active, and 
to funds domiciled and distributed around Europe, using Euro as main 
currency in their ongoing operations. Among the other fund features, we 
did not limit the sample according to the asset class in which it invests, 
its rating or its market capitalization.

We then used a Bloomberg function consisting of selecting the gen-
eral attributes of an investment. We used “Ethical” and “Environment, 
Social, Governance” as attributes for SR funds, Then, focusing on the 
Fund Industry variable, that is able to categorize funds according to  
the industry, or the list of industries in which they operate, we selected 
the funds with the label “thematic,” for identifying funds concentrated in 
just one reference theme, related to sustainability or not. Lastly, among 
TH funds, the general attributes of “Clean energy,” “Climate change,” 
“Environmental sustainability” and “Religiously responsible” are used 
for selecting ST funds.
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The sample obtained is composed of 1512 mutual funds where 633 
are SR funds and 879 are TH funds. A percentage of 53.24 of TH funds 
are focused on sustainable themes (ST funds). We collected data for 
each fund relative to: monthly return, net asset value, age, asset alloca-
tion (equity, fixed income, or mixed allocation), geographical diversifica-
tion (European, global, or other) and the juridical structure (open-end, 
closed-end, or fund of funds). We calculated the average returns, com-
paring first ST funds with SR funds and then, separately, ST funds with 
TH funds not sustainably themed. We did not exclude the funds with 
establishment date after 2007, but we took into account the specific 
period between the date of establishment and 2017.

Using this sample, statistical tests were run in order to compare ST, 
SR, and TH funds in terms of fund characteristics, performance, and 
asset allocation.

We analyzed the differences in risk-adjusted performance between our 
subsamples by estimating Jensen’s Alpha using the CAPM model. The 
CAPM Model has been the main model used in studies on mutual fund 
performance for decades.

The first model used is a CAPM based-single-index model. The inter-
cept of the model αp gives the Jensen Alpha

where

rpt is the return on fund p in month t,
rft is the return on one-month Euribor in month t,
rmt is the return on the benchmark portfolio in month t,
βp is the portfolio p’s beta, which measures the portfolio’s risk with 

respect to market risk, and
εpt is the residual term during period t.

CAPM single-index model proved to have many weaknesses and was 
replaced by multi-factor models many years ago. The need for a multi-factor 
asset pricing model is clearly expressed in recent literature on the cross-sec-
tional variation of stock returns (see e.g., Fama and French 1993, 1996; 
Chan et al. 1996; Imbens 2004; Huij and Verbeek 2009), and these stud-
ies question the adequacy of a single-index model to explain mutual fund 
performance. The Fama and French (1993) 3-factor model was introduced 
to give a better explanation of fund behavior. It contains a value-weighted 
market proxy, and two additional risk proxies; the returns on size- and 

(1)rpt− rft = αp + βp(rmt−rf )
+ εpt
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book-to-market-sorted equity portfolios. The model was based on the con-
sideration that smaller firms, along with the so-called value stocks (i.e., with a 
low market price/book value) tend to outperform bigger and growth stocks.

We estimate:

where:

SMBt is the difference in return between a small cap portfolio and a large 
cap portfolio at time t,

HMLt is the difference in return at time t between a portfolio containing 
value stocks (with a high book-to-market ratio) and one consisting of 
growth stocks (with a low book-to-market ratio).

Although this model already mitigates CAPM pricing errors, it was only 
one of the many multi-factor models using the initial intuition of Fama 
and French. More recently, the same two authors extended their model 
to include five explanatory factors (Fama and French 2015). The 5-factor 
model aims to capture the size, value, profitability, and investment patterns 
in average stock returns and includes two new effects, profitability and an 
investment factor. The profitability effect is that stocks with a high operat-
ing profitability perform better, and the investment factor is that stocks of 
companies with the high total asset growth have below average returns.

The Fama French 5 factors model is shown in Eq. 3:

where

RMWt is the difference between the returns in diversified portfolios of 
stocks with robust and weak profitability;

CMAt is the difference between the returns in diversified portfolio of low 
(conservative) and high (aggressive) investment stocks.1

All these models were applied with different benchmarks. We first 
used the MSCI World Index and the Dow Jones Industrial Average 

(2)rpt− rft = αp + β0p(rmt−rft) + β1pSMBt + β2pHMLtεpt

(3)
rpt − rft =αp + β0p(rmt−rft) + β1pSMBt + β2pHMLt

+ β3pRMWt + β4pCMAt+εpt

1 SMB, HML, RMV and CMA factors relating to European markets were downloaded 
from the Web site http://mba.tuck.dartmouth.edu/pages/faculty/ken.french/data_
library.html#Developed (downloaded the 30/6/2017).

http://mba.tuck.dartmouth.edu/pages/faculty/ken.french/data_library.html#Developed
http://mba.tuck.dartmouth.edu/pages/faculty/ken.french/data_library.html#Developed
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Index, and then the Dow Jones Sustainability Index, which as its name 
suggests, features sustainable investments.

4  R  esults

As described above, we expected differences in terms of asset allocation 
and fund characteristics between ST funds and SR funds, and between 
ST funds with TH funds as a whole.

Table 2 presents the main differences between ST funds and SR funds.
ST funds show a higher net asset value than SR funds. No differences 

were found in terms of age: more or less both these categories present 
an age of 7.5 years. No differences in terms of mean returns were found. 
There are many differences in asset allocation. A percentage of 68% of ST 
fund investments are in global portfolios, whereas for SR funds the percent-
age is only 49%. SR funds concentrate more on European investments (39% 
of the total) than ST funds (26%). For both SR and ST funds, asset alloca-
tion is concentrated in equity investments but ST funds present a higher 
percentage in equity investment and a lower percentage of investment 
in fixed income or mixed allocation. In more than 90% of cases, ST and 
SR funds are open-end funds, but the percentage is higher for SR funds, 
whereas the percentage of fund of funds is slightly higher for ST funds.

Table 3 compares the entire sample of TH funds, classified into ST 
funds and TH funds not focused on the theme of sustainability. There 
are clear differences in the average returns; ST funds show a lower return 
than TH funds. ST funds have a higher net asset value than TH, and 
are on average 1.5 years older than TH funds. There are also some dif-
ferences in terms of asset allocation. Although the main percentage of 
investment is in global portfolios, ST funds invest in this strategy less 
than TH funds. The percentage of global investment is 68% for ST funds 
and 77% for TH funds. On the other hand, ST funds invest more in 
European investment (26%) than TH funds (13%). Most asset allocation 
is on equity portfolios but ST funds show a lower percentage (66%) than 
TH funds (85%). Regarding other type of investment, ST funds invest 
more than TH funds in fixed income and mixed allocation. In terms of 
fund structure, in more than 90% of cases ST and TH funds are open-
end funds, but the percentage is higher for TH funds, whereas the per-
centage of fund of funds is slightly higher for ST funds.

Summarizing our main findings, ST funds seem to apply an invest-
ment strategy more similar to TH funds than to SR funds but with a 
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lower emphasis. For instance, they invest more than SR funds in equity, 
but with a lower percentage of investment than those applied by TH 
funds. They apply greater geographical diversification than SR funds, but 
the percentage of global investment is lower than TH funds.

In light of the differences between these subsamples of funds, we 
deepen the analysis with the application of CAPM models and the com-
putation of Jensen’s Alpha. Table 4 presents the results of the CAPM 
models on the two groups: ST funds and SR funds. We analyze the two 
portfolios of funds separately and then compare them calculating the dif-
ference between coefficients and their statistical significance. In this anal-
ysis, we use the MSCI World Index as a benchmark.2

We notice an increase in average R squared for the multi-factor mod-
els compared to 1-factor CAPM models. This confirms that multi-factor 
models are superior in explaining mutual fund returns.

The Alpha estimate is negative for both ST funds and SR funds, which 
indicates underperformance compared to a market proxy, but no sig-
nificant difference in terms of Alpha is found between the two groups. 
All the funds are characterized by a market Beta lower than one, and 
ST funds show a higher exposure to the market risk than SR funds. By 
applying a Fama and French (1993) 3-factor model, we overcome the 
limits of a CAPM based-single-index model. The results of Eq. 2 are pre-
sented in Table 4. We confirm the differences in terms of Beta: ST funds 
tend to have a higher market risk exposure than ST funds. ST funds are 
relatively less invested in small caps (or more invested in large caps) than 
SR funds. The Fama and French 5-factor model confirms the results of 
the previous models in terms of difference in market risk exposure and 
the SMB factor. In this model, we add some information on the invest-
ment style since ST funds are more value oriented (or less growth ori-
ented) compared to the sample of SR funds. They are more heavily 
exposed to stocks with robust profitability (or less exposed to stocks with 
weak profitability) than SR funds.

Table 5 presents the result of the CAPM models for ST funds and TH 
funds.

Comparison between ST funds and TH funds does not reveal differ-
ences in terms of market risk exposure, but reveals differences in terms 
of Alpha. ST funds show more serious underperformance compared to a 

2 We run the same analysis with DJIA index obtaining similar results. These results are 
available from the authors on request.
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benchmark than TH funds. These results are confirmed by the 3-factor 
model, but are not confirmed by the 5-factor model.

The 3- and 5-factor models show that ST funds are more growth 
oriented or less value oriented than the sample of TH funds. They are 
more heavily exposed to stocks with weak profitability (or less exposed to 
stocks with robust profitability) than TH funds and they invest more in 
aggressive stock (or less in conservative stock).

4.1    Robustness Tests: Dow Jones Sustainability Index

To verify the robustness of these results, the analysis is run using a spe-
cific benchmark, the Dow Jones Sustainability Index, to take into 
account the peculiarity of sustainable investment.

Table 4  CAPM models 
for ST and SR funds 
(MSCI World Index)

The table reports the results of the estimation of Eq. 1 (CAPM 
based-single-index model), Eq. 2 (Fama and French 3-factors 
model), and Eq. 3 (Fama and French 5-factor model) for the period 
2007:08-07:2017.
Reported are the OLS estimates for both sustainability-themed 
mutual (ST) funds and Socially Responsible Funds (SR). The bench-
mark used is MSCI World Index. Significance is expressed with one, 
two, or three asterisks, indicating the rejection of the null hypothesis 
with probability levels of 10%, 5%, and 1%, respectively

ST funds SR funds Difference

Single Model
Alpha −0.2437*** −0.2404*** −0.0033
Market 0.3009*** 0.2604*** 0.0405***
R squared 0.1147 0.0953
3-factor Model
3-factor Alpha −0.2588*** −0.2648*** 0.006
Market 0.3063*** 0.2689*** 0.0374***
SMB 0.0574*** 0.0886*** −0.0312**
HML −0.0207*** −0.0313*** 0.0106
R squared 0.1154 0.0972
5-factor Model
5-factor alpha −0.4081*** −0.3903*** −0.0178
Market 0.3234*** 0.2881*** 0.0353***
SMB 0.1233*** 0.147*** −0.0237*
HML 0.1264*** 0.0719*** 0.0545***
CMA 0.142*** 0.1514*** −0.0094
RMW 0.354*** 0.2785*** 0.0755***
R squared 0.1222 0.1027
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Table 6 confirms the result of the previous analysis using the MSCI 
World Index as a benchmark (Table 4). ST funds show a higher expo-
sure to the market risk than SR funds and no differences exist in terms of 
Alpha. The 5-factor model confirms that ST funds invest more in value 
stocks (and less in growth stocks) than SR funds, and they invest more in 
stocks with robust profitability than SR funds. The results relative to the 
investment in small and large caps are not confirmed.

Table 7 confirms the results reported in Table 5. ST funds show 
more serious underperformance than TH funds, but this difference is 
not confirmed by the 5-factor model either. Regarding the investment 
style all the results are confirmed: ST funds show a different investment 
style from TH funds. They invest more in growth stocks (or less in value 

Table 5  CAPM models 
for ST and TH funds 
(MSCI World Index)

The table reports the results of the estimation of Eq. 1 (CAPM 
based—single-index model), Eq. 2 (Fama and French 3-factors 
model), and Eq. 3 (Fama and French 5-factor model) for the period 
2007:08-07:2017.
Reported are the OLS estimates for both sustainability-themed 
mutual (ST) funds and Thematic Funds (TH). The benchmark used 
is MSCI World Index. Significance is expressed with one, two, or 
three asterisks, indicating the rejection of the null hypothesis with 
probability levels of 10%, 5%, and 1%, respectively

ST funds TH funds Difference

Single Model
Alpha −0.2437*** −0.1399*** −0.1038***
MarketMarket 0.3009*** 0.305*** −0.0041
R squared 0.1147 0.0859
3- factor Model
3-factor Alpha −0.2588*** −0.1405*** −0.1183***
Market 0.3063*** 0.298*** 0.0083
SMB 0.0574*** 0.0305** 0.0269
HML −0.0207** 0.0351*** −0.0558***
R squared 0.1154 0.0863
5-factor Model
5-factor alpha −0.4081*** −0.4008*** −0.0073
MarketMarket 0.3234*** 0.3351*** −0.0117
SMB 0.1233*** 0.1495*** −0.0262
HML 0.1264*** 0.2642*** −0.1378***
CMA 0.142*** 0.2847*** −0.1427***
RMW 0.354*** 0.5888*** −0.2348***
R squared 0.1222 0.1016
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stocks), they are more heavily exposed to stocks with weak profitability 
(or less in stocks with robust profitability) and focus more on aggressive 
stocks (and less on conservative) than TH funds.

5    Conclusions

According to the Financial Standard Guide to Thematic Investing 
(Financial Standard 2009), “thematic mutual funds identify the best 
future global investment opportunities by examining significant struc-
tural, macroeconomic, social, demographic or political shifts taking place 
around the world ….” Bérubé et al. (2015) define TH funds as suita-
ble instruments for taking advantage of the present global marketplace, 

Table 6  CAPM 
models for ST funds and 
SR funds (Dow Jones 
Sustainability Index)

The table reports the results of the estimation of Eq. 1 (CAPM 
based—single-index model), Eq. 2 (Fama and French 3-factors 
model), and Eq. 3 (Fama and French 5-factor model) for the period 
2007:08-07:2017.
Reported are the OLS estimates for both sustainability-themed 
mutual (ST) funds and Socially Responsible Funds (SR). The bench-
mark used is the Dow Jones Sustainability Index. Significance is 
expressed with one, two, or three asterisks, indicating the rejec-
tion of the null hypothesis with probability levels of 10, 5, and 1%, 
respectively

ST funds SR funds Difference

Single Model
Alpha −0.2172*** −0.2159*** −0.0013
Market 0.2677*** 0.2308*** 0.0369***
R squared 0.1073 0.0887
3-factor Model
3-factor Alpha −0.2379*** −0.2453*** 0.0074
Market 0.2798*** 0.2454*** 0.0344***
SMB 0.0677*** 0.0977*** −0.03**
HML −0.0487*** −0.0559*** 0.0072
R squared 0.1087 0.0915
5-factor Model
5-factor alpha −0.3822*** −0.3666*** −0.0156
Market 0.2977*** 0.2656*** 0.0321***
SMB 0.1342*** 0.1571*** −0.0229
HML 0.0839*** 0.0328*** 0.0511***
CMA 0.1513*** 0.1619*** −0.0106
RMW 0.3374*** 0.2636*** 0.0738***
R squared 0.1152 0.0968
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since global megatrends will provide opportunities to investors who take 
a long-term view and identify the beneficiaries of those changes before 
they become widely recognized.

In the field of SRI, themed investment is also characterized by an 
exponential growth. Sustainability-themed strategy for screening and 
selecting securities is one of the investing approaches which has seen the 
highest growth in the last five years.

Many studies on sustainable and responsible investments have com-
pared SR funds with conventional funds, which were expected to be 
more diversified and profitable. Starting from the hypotheses tested in 
these previous studies, this research focused on sustainability-themed 
mutual (ST) funds. ST funds were compared with other SR funds and 

Table 7  CAPM 
models for ST funds and 
TH funds (Dow Jones 
Sustainability Index)

The table reports the results of the estimation of Eq. 1 (CAPM 
based—single-index model), Eq. 2 (Fama and French 3 factors 
model), and Eq. 3 (Fama and French 5-factor model) for the period 
2007:08-07:2017.
Reported are the OLS estimates for both sustainability-themed 
mutual (ST) funds and Thematic funds (TH). The benchmark used 
is the Dow Jones Sustainability Index. Significance is expressed 
with one, two, or three asterisks, indicating the rejection of the null 
hypothesis with probability levels of 10, 5, and 1%, respectively

ST funds TH funds Difference

Single Model
Alpha −0.2172*** −0.11*** −0.1072***
Market 0.2677*** 0.2708*** −0.0031
R squared 0.1073 0.0805
3 factor model
3-factor Alpha −0.2379*** −0.1172*** −0.1207***
Market 0.2798*** 0.2696*** 0.0102
SMB 0.0677*** 0.0398*** 0.0279*
HML −0.0487*** 0.0093*** −0.058***
R squared 0.1087 0.0807
5-factor model
5-factor alpha −0.3822*** −0.3699*** −0.0123
Market 0.2977*** 0.3064*** −0.0087
SMB 0.1342*** 0.1595*** −0.0253
HML 0.0839*** 0.2199*** −0.136***
CMA 0.1513*** 0.2925*** −0.1412***
RMW 0.3374*** 0.5693*** −0.2319***
R squared 0.1152 0.0954
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with generic TH funds, in order to verify whether portfolio qualitative 
characteristics and the risk-adjusted performance of sustainability-themed 
mutual funds are related more closely to their responsible nature or to 
their thematic approach.

Our analysis of the sustainable and responsible mutual fund context 
showed that ST funds are more exposed than SR funds to market risk, 
but there are no differences in terms of Alpha and returns. The invest-
ment style of ST funds differs from SR funds: they are more value ori-
ented (or less growth oriented) and tend to focus on stocks with robust 
profitability.

The substantial equivalence in the level of performance between ST 
funds and other SR funds has important implications for investors and 
asset managers. ST funds demonstrate the capacity to generate returns in 
line with other SR strategies. In building a sustainable strategy for pro-
fessionally managed funds, asset managers can combine thematic screen-
ing and different investment policies without substantially modifying the 
expected average results of investment portfolios. This means that differ-
ent SRI strategies can be applied simultaneously and in a growing num-
ber of possible combinations.

The reasons for these results can probably be found in the specific 
areas ST funds are invested in, which are usually related to energy and 
the environment. These areas incorporate several sectors and countries, 
which lowers the level of constraints for asset managers. For example, 
an investment strategy for major environmental problems should ide-
ally focus on companies involved in energy transition in different ways, 
such as energy efficiency in public transport and construction, low-car-
bon power generation, sustainable waste management, water and power 
distribution infrastructures, and food safety. Many economic sectors and 
companies are engaged in offering more energy-efficient products and 
in producing/consuming low-carbon forms of energy. “Responding 
to the various challenges of the energy transition constitutes in itself a 
step towards investment diversification” (Eurosif 2016). A level of diver-
sification can thus be maintained, and moreover, divestment from car-
bon-producing companies and the inclusion of companies considered 
leaders in mitigating climate change can produce a positive impact on the 
overall risk of investment portfolio.

With performance results, comparable to other SR funds, ST 
funds respond to the increasing awareness of climate change and its 
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implications and the growing interest in climate-sensitive topics. They 
are thus expected to expand in the near future.

Nevertheless, the specific areas of investment of ST funds lead to big 
differences in terms of performance compared to other thematic (TH) 
funds. Thematic mutual funds show no differences in terms of market 
risk exposure, whereas ST funds show more serious underperformance 
than TH funds. TH funds focused on a theme of sustainability show an 
investment style different from other TH funds. They are more growth 
oriented, and heavily exposed to stocks with weak profitability and high 
investment stocks.

In conclusion, it appears that the theme of SRI is not able to gener-
ate high performance in the field of thematic investing. Funds specialized 
in SR themes are one of the oldest and most consolidated type of TH 
funds, but they are not suitable for investors who are keen to focus on 
specific areas of investment, with a high propensity to risk, and who are 
aiming to maximize performance. Our findings indicate that asset man-
agers should not consider thematic funds as a single category of fund 
characterized by a specific risk/return. The same investment strategy 
could in fact yield different risk-adjusted performance levels depending 
on the theme.
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CHAPTER 8

Is Equity Crowdfunding a Good Tool 
for Social Enterprises?

Stefano Cosma, Alessandro Giovanni Grasso, Francesco 
Pagliacci and Alessia Pedrazzoli

Abstract  Equity crowdfunding is an emerging financing tool that can help 
social start-ups and firms to collect people and resources around a project. 
This paper focuses on equity crowdfunding. We look at this as a comple-
mentary financing channel useful for promoting innovation and social 
change by cutting down the traditional features of financial investment. 
Our unique data set regards all the 104 Italian equity crowdfunding cam-
paigns, launched by different platforms on the Italian equity crowdfunding 
market from 2013 to 2017. Our aim is twofold: (a) to describe the charac-
teristics of the social firms which have had resource to equity crowdfunding 
and (b) with a logit model, to investigate which factors influence the suc-
cess of the campaign, in particular by the social orientation of the issuers. 
The results suggest that social firms’ investment offerings are not different 
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from those of non-social ones, but so far, the Italian equity crowdfunding 
market does not seem suitable for supporting the financial needs of this 
type of firms, on the side of either investors or firms.

Keywords  Equity crowdfunding · Sustainability · Social enterprises · 
Entrepreneurial finance

1  I  ntroduction

Due to major changes in socio-economic and political contexts, academ-
ics and policymakers are paying increasing attention to social enterprises 
and social innovation, and the rate of growth in research and studies in 
this field has also accelerated (Nicholls 2008; Bacq and Janssen 2011). 
The question of what exactly constitutes a social enterprise has been the 
subject of a rigorous, lengthy debate in the academic literature, but so far 
no consensus on the exact definition has been reached. At the same time, 
there is a growing need to meet the financing needs of social enterprises 
and sustainability-oriented ventures.

Studies on the financing decisions of social enterprises are unanimous 
that social enterprises lack sufficient access to finance (Miller et al. 2010; 
Nicholls 2010). This financing gap is due to a small group of factors: (a) 
the presence of information asymmetries and the lack of collateral; (b) 
a problem of scale, with high fixed costs and small average investments; 
and (c) a local dimension that means that these enterprises are predomi-
nantly found in economically and socially deprived areas, where the need 
for their services is highest (Santos 2012). Because of these features, it is 
clear that conventional finance does not always offer the types of capital 
needed by this growing sector. Alternative forms of financing have been 
on the rise in the last ten years, including microfinance, peer to peer 
lending and crowdfunding (Giudici et al. 2012; Bruton et al. 2015).

In particular, crowdfunding is a collective call to a heterogeneous 
crowd able to make small financial pledges to an entrepreneurial project, 
issued using new form of intermediary institution (Belleflamme et al. 
2014; Lehner 2013; Lehner 2014). The financial pledges can be dona-
tions, prepayment for a product not yet marketed, or debt and equity 
investments (Mollick 2014). Specifically, equity crowdfunding allows 
backers to become shareholders in the firm, and entrepreneurs may 
obtain the capital they need, which is not available from more traditional 
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sources. Moreover, crowdfunding in general offers other potential ben-
efits to entrepreneurs, such as more information from the target market 
and early feedback for products, while also attracting public and social 
media attention at the same time (Giudici et al. 2012; Agrawal et al. 
2014; Gerber and Hui 2013; Belleflamme et al. 2014).

Crowdfunding is particularly relevant today because it is viewed 
as an alternative means of financing sustainability-oriented ventures 
and environmental technologies (Lehner et al. 2015; Hörisch 2015; 
Calic and Mosakowski 2016). In particular, Goodman and Polycarpou 
(2013) maintain that crowdfunding is a potentially revolutionary appli-
cation of social networking with direct consequences for sustainability. 
Crowdfunding is an opportunity to create forms of economic growth 
that answer to social and environmental needs (Calic and Mosakowski 
2016).

Policymakers and regulators have been focusing an increasing amount 
of attention on this theme and there is a need for closer study of the 
phenomenon. There is an established body of works that refer to the 
financing of social enterprises but, to the best of our knowledge, none 
of them has investigated the equity crowdfunding tool. More specifically, 
our study sought to address the following research question: Is equity 
crowdfunding a good tool for social enterprises? We investigate this 
research question in a unique data set—comprising all funded and non-
funded projects—from the Italian equity crowdfunding market.

This paper therefore sets out to explore social enterprise-related 
aspects of equity crowdfunding through an in-depth look at the Italian 
equity crowdfunding market. In fact, Italian legislation has just recently 
recognized crowdfunding as a financial instrument for sustaining their 
growth (Law 6/06/2016, n. 106). Given the lack of a universally 
accepted definition, in our work we define social enterprises in two ways: 
the first based on the definition used in Italian legislation, and the sec-
ond expands this social dimension, following the broader European 
Commission guidelines.

This research contributes to crowdfunding literature by empirically 
examining the characteristics of social enterprises in the Italian equity 
crowdfunding market. In addition, it sheds light on the key debate 
within the area of social entrepreneurship financing.

This article proceeds as follows: firstly, we introduce the phenom-
enon of social enterprises and the financing problems related to their 
development. Next, we review the literature on crowdfunding for social 
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enterprises. We follow with a discussion of the sample and descriptive 
used in the study. Finally, we conclude by reviewing and discussing the 
results and providing future directions.

2  T  heoretical Framework

With reference to our research question, we focus our literature review 
on three main parts: the first regards the definition of social enterprises; 
the second is about social enterprises’ financing problems; and the last 
one concerns equity crowdfunding as a tool for meeting social enter-
prises’ financial needs.

2.1    Definition of Social Enterprises

The definition of social enterprises has evolved and benefited from the 
injection of ideas derived from a broad array of theories and research 
fields. These have allowed economics researchers to develop a multi-
ple perspective on social enterprises with regard to both their definition 
and the measurement of their social impact. Some definitions of social 
enterprise build from a focus on social change for communities or client 
groups, others on business and revenue-generation aspects, and others 
on the organization’s structure.

Due to the fact that the field of social enterprise research is highly 
fragmented across disciplines, many studies accept that there is no clear 
definition of the concept and try to review all perspectives. (Kerlin 2006; 
Peredo and McLean 2006; Dacin et al. 2011; Huybrechts and Nicholls 
2012, Lehner, and Nicholls 2014). Dacin et al. (2011) identify 37 differ-
ent definitions of social enterprises in the literature from 1998 to 2010. 
Young and Lecy (2014), using a zoo animal metaphor, restrict the classi-
fication to six major kinds of organizational entities.

Most scholars and practitioners agree that social enterprises are 
hybrids, with characteristics of both commercial and non-profit organi-
zations, and that they combine social values with pursuit of financial suc-
cess in the private marketplace (Dart 2004; Di Domenico et al. 2010; 
Mair and Martí 2006; Esposito 2012). Social enterprises put into prac-
tice the triple bottom line principle, which identifies three areas of focus: 
profit, people and the planet, instead of profit alone. Pearce (2003) 
names the prevalent areas of business of social enterprises: trading; ser-
vice delivery contracts; cross-sector partnerships; culture and the arts, 
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community development, education and employment skills training; 
child-care provision; community safety schemes; low-cost transport; recy-
cling; and infrastructure and subsidized housing.

Definitions of social enterprise vary between countries and are a prod-
uct of the different political regimes and traditions of the countries from 
which they originate (Kerlin 2006). Bacq and Janssen (2011) com-
pare researchers from different geographical origins, who use different 
approaches to define the concepts. American studies focus their atten-
tion on the importance of the social entrepreneur as an individual and 
on his/her characteristics, and therefore they argue that social enterprises 
will survive by conducting profit-generating activities in order to finance 
social value creation. They do not impose any constraints regarding legal 
form and profit distribution. Conversely, European studies create a spe-
cific legal framework for social enterprises to protect the primacy of the 
social mission.

In this field, the Italian definition of social enterprises is provided by 
the Law on Social Enterprises (Legislative Decree no. 155/2006) and 
the Law on Social Cooperatives (Decree no. 381/1991), which set out 
specific requirements. For example, the Law on Social Enterprises (Law 
no. 155/2006) stipulates that a social enterprise must generate at least 
70% of its income from entrepreneurial activities—for example, the pro-
duction and sale of socially useful goods and services. Therefore, to be a 
social enterprise in the eyes of the law, a business can only operate within 
certain defined sectors. These include: social services; health care; edu-
cation; environmental conservation; cultural heritage; social tourism; 
and support services to social enterprises supplied by entities which are 
at least 70% owned by social enterprises. Its operations are restricted to 
the furthering of its social purpose and it cannot distribute profit. Profits 
must be used to either further the primary activity of the organization or 
to increase its capital.

In contrast, the European Commission does not restrict social enter-
prises to a single legal form and defines a social enterprise as an operator 
in the social economy whose main objective is to have a social impact 
rather than to make a profit for its owners or shareholders. It operates by 
providing goods and services for the market in an innovative entrepre-
neurial way and uses its profits primarily to achieve social objectives. It is 
managed in an open and responsible manner and, in particular, involves 
employees, consumers and stakeholders affected by its commercial activ-
ities. The interpretation of what constitutes a social aim varies from a 
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narrow focus on work integration to broader societal and environmental 
goals including such areas as renewable energy and fair trade. In particu-
lar, on the basis of existing sectorial classification, social enterprises’ activ-
ities are (European Commission 2015, p. 5):

•	social and economic integration of the disadvantaged and excluded 
(such as work integration and sheltered employment);

•	social services of general interest (such as long-term care for the 
elderly and for people with disabilities; education and child care; 
employment and training services; social housing; health care and 
medical services);

•	other social and community services: for example, counselling, 
youth outreach, microfinance, temporary housing for homeless;

•	public services: for example, maintenance of public spaces, transport 
services, refuse collection, rehabilitation of ex-offenders;

•	land-based industries and the environment: for example, reducing 
emissions and waste, recycling, renewable energy;

•	cultural, tourism, sport and recreational activities;
•	practising solidarity with developing countries (such as promoting 

fair trade).

Even if the object of this study is not to provide a review of all academic 
and legal definitions of what constitutes a social enterprise, it is clear that 
broader criteria need to be used to identify the characteristics of a social 
enterprise.

2.2    Financing of Social Enterprises

Despite their efforts to make changes in society, social entrepreneurs 
stand at disadvantage in bridging the financing gap in their seeding 
stage (Lehner 2013; Miller et al. 2010). Financial needs vary according 
to their level of development (conceptual support, development of pilot 
projects or prototypes, large-scale development) and sector. Also, financ-
ing instruments for social enterprises range from grants and debt capital, 
common for non-profit organizations but also available for social enter-
prises, to equity capital, debt capital and mezzanine capital, common for 
for-profit companies but available for social enterprises as well. Social 
enterprises are typically less grant-dependent than their traditional third 
sector counterparts. They rely on external financing markets to pursue a 
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self-sustainable financing strategy. Hence, the growth and development 
of the sector is crucially dependent on well-functioning finance markets. 
Unfortunately, access to finance has been identified as one of the big-
gest obstacles to the continuous development of the sector (Brown and 
Murphy 2003; Perrini and Marino 2006; Bugg-Levine et al. 2012).

Social enterprises appear to be less attractive to traditional capital 
providers, such as banks, venture capitalists or private equity investors. 
Literature highlights different ways for social enterprises to raise money 
and various subjects involved in this process. Reviewing Larralde and 
Schwienbacher (2012), Lehner (2013) identified different types of inves-
tors: social banks, government agencies, bootstrapping techniques and 
donations. Other intermediaries are hybrid partnerships of ethically and 
environmentally oriented banks and mainstream financial institutions: 
impact investment funds that explicitly aim to create a positive impact 
beyond financial returns, or social impact bonds that pioneer new ways 
of combining public and private funding.

On the demand side of the social finance market, there are a growing 
number of investors who seek to use their capital to achieve economic, 
social, cultural and environmental objectives. The decision-making cri-
terion for investment is social return on investment (SROI) but social 
impact value is actually the most important principle. Usually social 
investors are patient and generally willing to accept below-market finan-
cial returns, at least over the short term, because they expect their money 
to generate a social benefit before yielding returns. Spiess-Knafl and 
Jansen (2013) categorize three types of potential investors from which 
social enterprises can raise funds: investors with market-rate financial 
return expectations, focused almost exclusively on financial returns but 
considering social issues as a constraint in their investment decisions; 
investors with reduced financial return expectations, for example clients 
of ethically oriented banks using special saving accounts; and investors 
without financial return expectations, who focus on the social mission 
and do not demand financial returns in exchange for their investment.

Crowdfunding investors’ motivations could be the same as those of 
these last two types of investors. Social investors range from angel inves-
tors or high-net-worth individuals to funders of large-scale initiatives. 
Crowdfunding in all its models has enlarged the audience for social 
investment.
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2.3    Equity Crowdfunding and Social Enterprises’ Needs

Funding of companies and sustaining innovation through the crowd 
has been discussed intensively since 2010 and explored in practice 
and theory. A group of studies have aimed to define and classify the 
crowdfunding model. In fact, it is widely accepted now that there are  
four crowdfunding models: reward-based crowdfunding, lending-based 
crowdfunding, donation-based crowdfunding and finally equity-based 
crowdfunding. The donation-based model, in particular, provides a 
large number of financial instruments for social enterprises (Larralde and 
Schwienbacher 2012), but in view of investors’ motivations and the char-
acteristics of crowdfunding, other models cannot be marginalized.

The nature of social enterprises is closely related to the motivations 
of crowdfunding investors and proponents. From the investors’ perspec-
tive, Lehner (2013) maintains that crowd investors typically do not pay 
much attention to business plans, concentrating instead on the firm’s 
ideas and core values, and thus its legitimacy: this is why crowdfunding 
could be an answer to the financing needs of social ventures. In particu-
lar, crowdfunding investors enjoy some additional utility over other reg-
ular consumers and they value the feeling of belonging to a group of 
“special” individuals who contributed to the very existence of the prod-
uct (Belleflamme et al. 2014). Gerber and Hui (2013) identify the moti-
vations for participation in crowdfunding campaigns: to support creators 
and causes by confirming values, and to seek rewards and strengthen 
connections with people in their social networks. From the proponents’ 
perspective, Bernardino and Santos (2016) highlight that proponents’ 
personality traits influence the decision to finance social projects through 
crowdfunding, especially the conscientiousness personality trait that 
refers to responsibility and reliability.

Given the fact that entrepreneurial financing is characterized by a 
relationship where external investors possess incomplete and imperfect 
information compared to the entrepreneur, one solution for the better 
informed party is to disclose information about unobservable charac-
teristics and send signals of quality to the less informed one. A group 
of crowdfunding studies have investigated which signals can facili-
tate fund-raising success (Agrawal et al. 2014; Mollick 2014; Marelli 
and Ordanini 2016; Ralcheva and Roosenboom 2016; Courtney et al. 
2017). In particular, equity crowdfunding research highlights the pres-
ence of a professional investor, the percentage of equity offered, and 
the planned exit strategies (Ahlers et al. 2015; Moritz et al. 2015; 
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Hornuf and Neuenkirch 2016; Vismara 2016; Lukkarinen et al. 2016). 
Sustainability orientation in projects is also a signal of additional legit-
imacy for the crowd and influences campaign success (Dart 2004; 
Lehner and Nicholls 2014). Calic and Mosakowski (2016) show that  
sustainability-oriented projects experience greater levels of crowdfunding 
success, relative to commercial-only entrepreneurs. Therefore, they are 
likely to receive higher total pledge amounts. The study was conducted 
on Kickstarter, the most famous, widely used international reward-based 
platform. Another important signal in some forms of social enterprises 
is the limit on monetary motivation for owners, which can be seen as a 
strong signal that the owners give significant weight to quality of out-
come and less to monetary gains (Lehner 2013).

The connection between social enterprises and crowdfunding in the 
literature continues to be very limited, and although the reward-based 
model and donation are known, nobody has explored the equity crowd-
funding model for social enterprises as yet. Equity crowdfunding could 
be an opportunity for financing social ventures.

One reason lies in the large number of shareholders participating, 
which may bring benefits for social ventures, by improving external legit-
imacy and refining the approach to the social needs, generating greater 
effectiveness (Lehner 2013). Another reason is that equity crowdfund-
ing may amplify and extend social change through the business scalabil-
ity of social entrepreneurial ventures. In fact, crowdfunding is not only 
a means of bridging the equity gap but also has other advantages for 
firms, such expanding awareness of their work, attracting media atten-
tion and providing connections (Gerber and Hui 2013). In the case of 
social enterprises, shareholders could be also consumers and thus enlarge 
the firm’s market base, increasing the diffusion of social innovation. 
Finally, social enterprises make extensive use of social networking strat-
egy to increase stakeholders’ participation as a means of expanding their 
governance structures, to generate new contacts and links with key mar-
ket players (Haobai et al. 2007; Johannisson and Olaison 2007). Also 
in the crowdfunding context, social networking and the entrepreneur’s 
social capital are two key factors that influence campaigns’ success, help-
ing to fill the asymmetry gap and facilitating fund-raising (Mollick 2014; 
Colombo et al. 2015; Marelli and Ordanini 2016; Skirnevskiy 2017; 
Butticè et al. 2017). Crowdfunding may be an instrument not only for 
strengthening social entrepreneurs’ strategic tools and improving their 
networks but also for promoting business scalability.



158   S. COSMA ET AL.

3  T  he Italian Equity Crowdfunding Market

The Italian equity crowdfunding market has grown rapidly since 2013, 
with an average growth rate of 73%. There were more than 40 cam-
paigns in 2016 and we recorded 45 campaigns during January–August 
2017: 31 of them have already been completed and 14 campaigns are 
currently still open.

In the Italian equity crowdfunding market 22 portals have been 
authorized, but only 15 have operated in the market: 2 have shut down, 
6 are authorized but still not operating and 1 portal closed without pre-
senting a campaign. Although the number of platforms is high, some of 
them have run more than 20 campaigns each, while others have held far 
fewer campaigns. The equity crowdfunding market appears to be con-
centrated: the Herfindahl-Hirschman Index for campaigns per portal 
is 0.34. The target amount for the 104 initial crowd offerings closed is 
almost €32 million. About 60% of campaigns have been successful and 
have raised €14.4 million.

The characteristics of the 101 issuers vary widely. More than 50% of 
them operate in the ICT sector (using a broad definition of ICT). On 
a geographical basis, 60.3% of issuers are from northern Italian regions, 
20.3 of issuers are located in central Italy and only 15.8% of them are 
located in the South. In most cases, issuers are start-ups: 93 out of 
101 cases are five years old and less. On average, when issuers decide 
to undertake a crowd offering campaign, they are relatively young: the 
average time between the year of the crowd offering and the year of the 
establishment of the business is 2.33 years.

Campaign types vary. On average, campaigns last about three months 
(93 days). The average target amount (which also includes the share pre-
mium) observed on the Italian equity crowdfunding market is € 297,976.

4  D  ata and Results

4.1    Sample

This research focuses on the Italian equity crowdfunding market. The 
major novelty of this work lies in the original data set it adopts. Data 
about Italian equity crowdfunding campaigns were collected by the 
authors in an ongoing process which has lasted since 2013, constantly 
monitoring the campaigns published on all Italian platforms. Previously, 
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collecting data about equity crowdfunding projects was a major hurdle 
in this field, because platforms generally delete information about past 
projects, especially in the case of non-funded ones. Thus, our data set 
is unique and generates an updated picture of the state of the art of the 
Italian equity crowdfunding market, with data referring to the whole set 
of campaigns that have taken place in Italy.

As of August 2017, 118 campaigns had been published and 104 of 
them had been completed: these campaigns are the sample for our anal-
ysis. However, in the rest of the paper, we will consider only 101 out of 
the 104 total campaigns due to the fact that two issuers completed more 
than one campaign each (three and two campaigns, respectively).

Out of the sample of 101 issuers, we identified issuers with a socially 
oriented business. In defining social enterprises, we refer to two dif-
ferent descriptions: strictly social issuers (SSIs), corresponding to the 
Italian legislation’s definition, and broadly social issuers (BSIs), or firms 
that engage in socially oriented business as defined by the European 
Commission’s broader guidelines. We checked issuers’ areas of business 
by examining the articles of association, trade register extracts and busi-
ness plans of every company in the sample.

According to the company profiles, only 6 out of 101 cases can be 
classified as SSIs. Under our broader definition, the number of issuers 
with a socially oriented business significantly increases: actually 23 out 
of 101 (namely, 22.8% of the total). Thus, Table 1 singles out three dif-
ferent types of enterprises: non-social, broadly social and strictly social. 
This classification will be adopted in the rest of the analysis. Table 1 
also reports the distribution of issuers by geographical area. Across the 
northern regions, there are a large proportion of non-social issuers, 
while in central and southern regions the relative share of social issuers 
is larger.

Our concept of social enterprise does not seek to replace the concepts 
of the non-profit sector strictu sensu; rather, it is intended to bridge 
these two concepts, by focusing on enterprises that pursue social aims.

In our selection, we do not consider a harsh distinction between com-
mercial and social enterprises, because traditional business companies are 
incorporating social impact aims in their strategies and non-profit organ-
izations are also increasingly adopting strategies and behaviours from the 
business sector (Maurer et al. 2011; Wilson and Post 2013). In addition, 
institutional theory analysis suggests that social enterprise is likely to con-
tinue its evolution with a more narrow focus on market-based solutions 
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and with a pro-market approach, because of the broader validity of this 
business model in the social environment (Dart 2004). Ownership and 
legal status are also not the defining criteria.

By socially oriented business, we refer to corporate missions and activ-
ities: for example, we consider whether the project benefits and operates 
in those sectors that can improve social and economic integration, health 
care, environment, cultural, tourism, sport and recreational activities as 
the European Commission states. Environmental purposes are also con-
sidered as closely linked to social orientation (Thompson et al. 2011).

4.2    Variables

We focus on several key variables related to the issuers and the cam-
paigns. The selection of the variables follows the studies by Vismara 
(2016) and Lukkarinen et al. (2016).

The share capital before the issue (SHARE CAPITAL) is the nominal 
face value of total outstanding shares.

The number of shareholders (SHAREHOLDERS) is the number of 
shareholders before the issue.

The number of administrators (ADMINISTRATORS) is the number 
of shareholders involved in the company’s administration.

The target amount (TARGET AMOUNT) is the capital outstanding 
offered (the sum of nominal face value and share premium).

The share premium account (SHARE PREMIUM) is the difference 
between the value at which the shares were issued by the company and 
their nominal face value.

The percentage of share capital offered post-campaign (% SHARE 
CAPITAL POST-CAMPAIGN) is the ratio of the amount of shares 
offered to total share capital after campaign.

Table 1  Social and 
non-social issuers, 
according to different 
definitions, by 
geographical area

Number

Issuers Total North Centre South

Non-social issuers (NSIs) 72 48 14 10
Broadly social issuers (BSIs) 23 11 7 5
Strictly social issuers (SSIs) 6 2 3 1
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The minimum investment (MINIMUM INVESTMENT) is the mini-
mum amount of money (in euros) that an individual can invest to partic-
ipate in the campaign.

The number of non-professional investors (NON-PROFESSIONAL 
INVESTORS) is the number of backers that participate in the campaign.

4.3    Characteristics of Broadly Social Issuers and Strictly Social 
Issuers

BSIs and SSIs represent more than a quarter of the total number of issu-
ers. Table 2 returns some important features that characterize these types 
within the Italian equity crowdfunding market.

Almost all SSIs and BSIs are start-ups and their level of share capital 
is close to the minimum set by law. Even though the level of share cap-
ital is low, the target amount is high, averaging eight times share capi-
tal value, due to a high premium share. Indeed, the share capital of the 
equity crowdfunding campaign is, on average, about 25% of the share 
capital after the campaign. The specific feature pinpoints the request for a 
price premium from the market in recognition of the quality of the busi-
ness idea owned by the enterprise. Even if the minimum investment is 
low to encourage the widest participation of investors in the campaign, 

Table 2  Summary statistics of broadly social issuers (BSIs) and strictly social 
issuers (SSIs)

BSIs (23) SSIs (6)

Mean Median Mean Median

Share capital before the 
issue

42,962 11,194 3037 10,7928

Shareholders 6.43 5.00 5.17 2.50
Administrators 2.52 3.00 1.67 1.00
Target amount 295,537 240 247,383 175
% of share capital 
post-campaign

21.50 16.00 28.71 17.15

Share premium 130.74 39.00 88.08 61.00
Minimum investment 569.72 460.00 276.94 150.00
Non-professional investors 27.75 15.50 31.40 17.00
Average investment 9704 3201 33,750.75 4264
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especially for SSIs, neither type of issuers attracts a high level of participa-
tion from non-professional investors.

When considering each single variable, we performed One-Way 
ANOVA (Analysis of Variance) tests to assess whether average val-
ues are statistically different among non-social issuers, BSIs and SSIs. 
Preliminarily, Levene’s test is computed to test whether groups’ variances 
are equal.1 Data suggest that no significant differences are found across 
the number of issuers considered here. The Kruskal–Wallis test was also 
estimated with regard to median values, to allow a statistical comparison 
of the median values among observed groups. Unfortunately, no signifi-
cant differences are identified among the groups.

The limited sample and the high level of heterogeneity of the enter-
prises having recourse to equity crowdfunding affect the statistical signifi-
cance of the mean and median values.

4.4    Equity Crowdfunding and Social Orientation Effect

The second aim of our analysis is to assess the relevance of some variables 
for the campaign’s success. In particular, we try to verify whether the 
success of the campaign is influenced by the characteristics of the issuers, 
and in particular by the social orientation of the issuers.

Table 3 returns the main results of two logit models, computed on 
the whole set of campaigns run in the Italian equity crowdfunding mar-
ket. In both models, the dependent binary variable is represented by the 
success of the campaign. Among the selected independent variables, the 
models control for some of the most traditionally used characteristics in 
equity crowdfunding literature. In particular, two models are defined as 
follows:

(1)
logit p(success) =β0 + β1 log (Share capital)+ β2Shareholders+ β3 log (Target amount)

+ β4 Age of the issuer + Dgeo + Dtype of issuer

(2)
logit p(success) =β0 + β1 log (Share capital)+ β2 Administrators

+ β3 log (Target amount)+ β4 Age of the issuer + Dgeo + Dtype of issuer

1 If groups’ variances are equal, simple F test for the equality of means in a One-Way 
ANOVA is performed; otherwise, Welch (1951) method is adopted.
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where:
Dgeo is a dummy, which is equal to 0 for issuers located in northern 

regions and to 1 for issuers located in central and southern regions;
Dtype of issuer is a categorical variable, which assumes three levels, dis-

entangling NSIs, BSIs and SSIs.
The number of shareholders is not significant in Model 1, while in 

Model 2 the number of administrators is positively associated with the 
success of the campaign. The presence of a team or more than one 
administrator in the board of the company seems to reassure investors 
and to influence the likelihood of the campaign’s success.

As specific variables, both models also include the degree of social 
orientation of the issuers, here considered as categorical variables, with 
three levels: NSIs, BSIs and SSIs.2

Table 3  Success of the issuers: logit models

Standard errors in parentheses
Signif. codes: ****0.001, ***0.01, **0.05, *0.10

Model_1 Model_2

Intercept 3.311 2.679
−3.825 −3.955

Log (SHARE CAPITAL) −0.261* −0.243*
(0.142) (0.129)

SHAREHOLDERS 0.059
(0.044)

ADMINISTRATORS 0.426**
(0.184)

Log (TARGET AMOUNT) −0.021 −0.036
(0.329) (0.334)

AGE of the issuer (in years) 0.083 0.041
(0.082) (0.083)

GEOGRAPHICAL LOCATION 
(Centre+South)

−0.606 −0.491

(0.451) (0.454)
DTYPE OF ISSUERS: −0.758 −1.017*

Diff. BSIs—NSIs
(0.528) (0.553)

Diff. SSIs—NSIs 0.481 0.507
(0.955) (0.959)

Deleted obs. 1 1

2 In Table 3 both models do not show the non-social issuers level. Coefficients for BSIs 
and SSIs refer to the respective differences with that level.
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When controlling for the aforementioned variables, the social orien-
tation of the issuer seems to play a role in explaining the success of the 
campaign.3 Especially in Model 2, BSIs show a lower rate of campaign 
success than NSIs, although statistical significance is weak. No significant 
results are returned when considering SSIs. According to these findings, 
we may assume that equity crowdfunding is not particularly suitable for 
social issuers.

When considering other control variables, one unexpected finding is 
linked with the share capital. In contrast to the financial literature (Ross 
1977; Leland and Pyle 1977), a lower equity value increases the likeli-
hood of the campaign’s success. The negative sign here seems to be asso-
ciated with the fact that equity crowdfunding is a particularly useful tool 
for start-ups, which have a low amount of share capital. In fact in a large 
number of cases (41 out of 101 observations), the share capital is close 
to the minimum amount required (€10,000).4

In both models, the other control variables—geographical location, 
age of the issuers and target amount—are not significant.

5    Conclusions and Research Implications

Equity crowdfunding is an emerging financing tool that can help social 
start-ups and firms to collect people and resources around a project. 
This study is one of the first to explore equity crowdfunding for social 
enterprises. In this paper, we look on the one hand at the characteris-
tics of social firms which have had recourse to equity crowdfunding and 
on the other hand consider whether equity crowdfunding could help 
social firms to bridge their equity gap. We view crowdfunding as a com-
plementary financing channel useful for promoting innovation and social 
change by cutting down the traditional features of financial investment. 
Although the Italian equity crowdfunding market is in its infancy, the 
growth rate has been increasing since 2013.

4 The number of issuers with capital above €100,000 is 28 out of 104. The remaining 
number of issuers has capital between €10,000 and €100,000.

3 In Annex 1, correlation coefficients of the selected variables are returned (Table 4).
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About one quarter of equity crowdfunding campaigns have concerned 
social enterprises, both BSIs e SSIs. The results suggest that, so far, the 
Italian equity crowdfunding market does not seem appropriate to sup-
port the financial needs of this type of firms. Given that the market is 
still in its initial phase, it is not yet possible to understand whether this 
derives from the characteristics of social enterprises or from the charac-
teristics of the market. In fact, differences between social issuers, both 
BSIs and SSIs, and NSIs, are not significant.

In our study, we confirm results reported by other researchers 
that pinpoint the difficulties for social enterprises in raising money. 
Therefore, from a practical perspective, consistent with previous stud-
ies, our research may suggest that equity crowdfunding is not suitable 
for this kind of firms, so other models may be considered, for exam-
ple donation and reward-based crowdfunding models (Calic and 
Mosakowski 2016).

Moreover, even if equity crowd investors’ motivations are also 
include the desire for better financial returns on their investments, 
financial aspects do not influence the likelihood of campaign success.  
We do not rule out the possibility that non-financial aspects may also 
play a role in this decision such as: the presence of a video, proponent’s 
sympathy and authenticity. Private equity investments and business 
angels’ decisions are also driven by other factors apart from financial 
ones. For example, personal factors, enjoyment and fun, rather than 
return (Hall and Hofer 1993; Mason and Rogers 1997; Mason and 
Harrison 2008). In this vein, future research could extend the aspects of 
campaigns studied to include non-financial ones and test their effects on 
funding success.

From a theoretical perspective, these results encourage future research 
into improving the potential of equity crowdfunding for social enter-
prises, extending both the size of the data set and the number of coun-
tries considered. Future research could also shed light on platforms’ 
characteristics and the financing objectives of social investors, in particu-
lar how investors’ willingness to support the same social project changes 
on reward-based and equity-based platforms or on a dedicated socially 
oriented platform.
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Annex 1

Table 4  Correlation coefficients: selection of variables

Share 
capital

Shareholders Administrators Target 
amount

% of 
social 
capital 
offered

Share 
premium

Minimum 
investment

Share capital 1 0.059 0.094 0.098 −0.145 −0.038 0.026
Shareholders 1 0.326 0.050 −0.247 0.006 −0.091
Administrators 1 0.201 −0.114 −0.113 0.142
Target amount 1 0.233 0.008 0.132
% of social capi-

tal offered
1 −0.079 0.292

Share premium 1 0.235
Minimum 

investment
1
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