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ABSTRACT. Banking firms are becoming increasingly
aware that their clients’ management of environmental
and social risks may in term threaten their own business as
lenders and investors. In addition, stakeholders are
requiring banks to improve their social performance. As a
result, some banks are developing corporate social
responsibility (CSR) policies and management systems to
reduce potential risks and improve their performance. In
the Spanish financial system, half of the banking firms are
savings banks, most of which have always used some
Corporate Social Responsibility (CSR) criteria in their
management. Private Banks have only recently started to
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Introduction

More and more companies are beginning to
understand that their social responsibility is not
exclusively limited to their social involvement in the
community. This implies that their operational
and strategic policies should consider stakeholders’
interests and expectations. Therefore, social
responsibility includes interaction and fluent
dialogue with employees, consumers and customers,
stockholders, distributors, etc.

Corporate social responsibility can be defined as
the legal and ethical obligations, both nationally and
internationally, that an organisation has with stake-
holder’s." These obligations derive from the impact
of the organisation’s activities and operations on
society, the work force, the environment and human
rights. Therefore, CSR affects an organisation’s
management, its production and commercial activ-
ities as well as its relationship with stakeholders.

The integration of Corporate Social R esponsibility
into a company’s management requires the company
to acknowledge the impact of its activities on the
soclety and to generate policies and procedures to
address negative impacts. As a result, CSR would be
systematically incorporated into management as part
of the planning system and business strategy.

The analysis of indicators of social impact can be a
valuable tool in measuring and monitoring social
responsibility in business management. The appli-
cation of these indicators provides a company with
knowledge of its social responsibility practices,
which can be used for evaluating the impact of these
practices on their development, reputation, and
sustainability.

Traditionally, the banking sector has been con-
sidered to play a passive role as a financial interme-
diary limited to obtaining deposits and other
liabilities, as well as granting loans, distributing the
available lending funds and assigning them in a
neutral way while trying to find the most efficient
opportunities for these funds.

However, Chick and Dow (1986, 1988) more
recently concluded that the functions of the banking

system depend on their own degree of development.
In the best-developed systems, their role evolves
from passive liquidity distribution to active credit
supply in order to dynamically contribute to the
development of productive activity.

To be able to determine what is understood as a
socially responsible bank, we have to start by anal-
ysing its four most important functions as a financial
intermediary.

1. The bank intermediates between economic
units with excess and deficient financial re-
sources.

2. It also adapts terms, from borrowing on a
short-term basis to lending on a long-term
basis.

3. It manages money spatially, taking financial
savings in the form of deposits and other lia-
bilities in some regions in order to finance
loans in other regions.

4. It acts as a risk evaluator, efficiently produc-
ing valuable information regarding the profit-
ability and risk involved in many operations
and investments

This last function is particularly important in terms of
financial, social and environmental responsibility.
Thanks to their knowledge and assessment of finan-
cial, social and environmental risks in their custom-
ers’ operations, banking
information asymmetry in the credit and financial
markets. If they incorporated these non-financial
risks in estimating global risks, management would be
more efficient (even by rejecting loans or investments
with a high CSR risk), and the bank would be able to
establish appropriate prices according to risk.
Therefore, customers with a high social and envi-
ronmental (CSR) risk would pay higher interest rates
on the funds obtained. By the same token, good risk
management would result in banks obtaining other
financial resources at lower prices and a bank that
acknowledges good CSR  practices could then
transfer the benefits of lower costs to customers.
Until the beginning of the nineties (Elkington,
1994), the banking sector was considered neutral
with little environmental and social impact com-

institutions  reduce

pared to the industrial sector. However, new
management strategies with sustainability criteria
that companies currently encounter have forced
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banks to analyse their role in society and their
contribution towards obtaining more sustainable
development.

Nowadays, the integration of the CSR into the
banking sector should take two dominant directions:
(1) Social and environmental responsibility initiatives
in internal bank operations and, (ii) Integration of
CSR in banking (social and
environmental considerations in product design,
credit policy, etc.) and in stock market investments.

(1) Social and environmental responsibility initiatives in
internal bank operations. It is important to identify the
direct and indirect impact of bank activities on
environmental management, energy/water use,
materials, waste management, recycling and com-
pliance with national/international standards (ISO,
EMAS?).

To eftectively manage social responsibility, a

intermediation

company must identify key stakeholders, maintain
ongoing dialogue with these stakeholders, and
periodically report back to them. The most impor-
tant bank stakeholders are employees, clients, local
community business partners and public authorities.
Each of them have different issues that could be
banking Satisfying
employees’ demands implies integrating aspects like
equal opportunities, training and development,
health and safety, rights  or
environment in management strategies. Customer
CSR management means managing product quality
(for example offering competitive conditions,
avoiding phenomena such as financial exclusion), or
striving for customer satisfaction and retention.
Community involvement (relations) could be
managed through different actions such as the
sponsorship of cultural and educational activities,
charity donations, encouraging employee involve-
ment, etc.).

(2) Integration of CSR in banking intermediation
(social and environmental considerations in product design,
credit policy, etc.) and in stock market investments. We
can find both savings products and socially respon-
sible investment funds or even ethical deposits, such
as credit or investment products, which take into

relevant  for institutions.

human work

account the social or environmental impact of the
activity subject to being financed. By integrating the
concept of sustainability into a bank’s business
strategy and decision-making procedures, institu-
tions can support socially or environmentally

responsible projects, innovative technologies and
sustainable companies. Thus, their influence is felt
on an even greater scale.

Banking institutions have begun to acknowledge
the importance of considering their clients’ social
and environmental standards and the risks associated
with their investments. They have realised that they
will be held accountable for their lending, invest-
ment and project finance decisions. Therefore, to
reduce their risk exposure and improve manage-
ment, they have started to check their customers’
social and environmental performance more closely,
especially that of corporations (multinational com-
panies) and projects in underdeveloped countries.
Banks have begun to develop mechanisms to
determine risk exposure, in order to protect them-
selves from potential losses. This new focus on risk
management will probably result in improved sol-
vency rates and more accurate pricing and resource
allocations if their clients assume the social, reputa-
tional and environmental risks.

The purpose of this research is to analyse the
social performance of the main Spanish financial
companies through public data, such as social or
sustainability reports and media sources. In order to
do this, we need to determine what is understood as
a socially responsible bank and which CSR criteria
most greatly affect banking firms. Using available
information, we will quantitatively evaluate the
internal dimension of each bank under study. We
will then carry out a qualitative evaluation of each
bank depending on the social performance of its
external dimension.

Research on CSR and the banking industry

Although there are different approaches to CSR
and the measurement of corporate social perfor-
mance (CSP) throughout economic literature, these
approaches can be grouped into three categories: (i)
theoretical frameworks linking ethical and eco-
nomic assumptions, (i) empirical research into the
positive link between social and financial perfor-
mance as a measure of the value added to a firm by
good social and environmental behaviour, and (ii1)
research into the generation and implementation of
reporting
researchers and practitioners to generate a complete

accountability  or systems  allowing
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and homogeneous system for measuring corporate
social performance.

Friedman argued that the only responsibility of a
business is to its shareholders. Since then there has
been a debate between those who agree with
Friedman’s arguments and those, like Carroll (1979)
and Freeman (1984), who theorise about the exis-
tence of groups other than shareholders interested in
a firm’s activities. Friedman and his followers argue
that the main objective of business is to maximise
profits for shareholders within the legal framework.
In this context, a company has no obligation to carry
out any type of action in society as this role is as-
signed to the state, and if society wishes, to organi-
sations created to directly respond to social demands.

Freeman’s stakeholder theory (1984) affirms that
if the claims made by different stakeholders are
considered in a balanced way, managers can increase
their organisations’ efficiency in responding to
external demands. Better results are achieved not
only by satistying the bilateral relationship with these
groups, but also by coordinating and prioritising the
interests of multilateral stakeholders.

Brickley et al. (2002) argues that the stock market
is able to value intangible assets such as a firm’s
reputation which is produced by its ethical behav-
iour as a collective. They also argued that the market
must have the ability to transmit ethical demands to
firms, and that to do so, two conditions must be met:
individuals who have an ethical concern must take
part in the market and have sufficient resources to
transmit a clear and strong message to the firm. For
us, the banking system is able to fulfil these two
conditions and can generate ethical engagements,
not only for its customers, but also for society
through the marketing of ethical financial products.

Another line of research focuses on the relation-
ship between corporate social performance (CSP)
and financial performance (FP). Simpson and Kohers
(2002) analysed this relationship in the banking
industry and found a positive link between CSP and
FP.

According to Griftin and Mahon (1997), the
research process is not well supported theoretically
or methodologically. However, there is a growing
amount of work indicating a positive relationship
between social and financial performance.

The main issue in this line of research is the
problem of how to measure performance. Different

analyses use different performance measurements
and there is no consensus on the best way to measure
results. If this is a problem for financial performance,
the problem grows when researchers try to generate
or use indicators for social performance. Early studies
use single dimension CSP measurements (Griffin and
Mahon, 1997) but more recent studies use multidi-
mensional measurements like the Fortune survey of
corporate reputation or the KLD index. The
Simpson and Kohers (2002) banking industry re-
search uses the Community Reinvestment Act
Ratings,” which covers a broader spectrum of bank
functions, as a measurement of CSP. They argue
that, although this system is not complete, it is
multidimensional and specifically for the banking
industry.

The third line of research rests on many economic
disciplines: finance, applied economics, accounting,
organisation, etc., and, of course, on shareholder
theories and their latest developments. Traditionally,
issues concerning the relationship between firms and
their shareholders have been addressed through the
compulsory annual report, but the rigid structure of
this document has not helped to enhance the quality
of CSR information. Since the mid-nineties, this
situation has changed and companies use various
instruments to report on their social success. Some
examples are the Social Report in France (ASSC,
1975), community involvement reports in Anglo-
Saxon countries, the Sustainability Report or the
Triple Bottom Line Reports (Newson, 2002).
During the seventies and eighties, the Banco de
Vizcaya in Spain offered the Social Balance follow-
ing the structure of the French Social Report
(Moneva and Llena, 1996).

The generation and implementation of account-
ability or reporting systems allows researchers and
practitioners to generate a complete and homoge-
neous system for measuring corporate social
performance.

Various initiatives have been launched to include
social and environmental dimensions in management
systems and to allow internal and external stake-
holders to measure social corporate performance.
The SA 8000 SAI (1997) standard, promoted by
Social Accountability International, helps company
managers identify the key issues relating to social
responsibility within the company and of interest to
some of its stakeholders. The Accountability AA
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1000 standard provides a framework for measuring
and reporting ethical behaviour in business.

The Global Reporting Initiative, one of the most
accepted initiatives nowadays, promotes the Sus-
tainability Reporting Guidelines as a voluntary
framework for companies to report on the
economic, environmental and social dimensions of
their activities. This initiative is a multi-stakeholder
process and different sectorial adaptations have been
developed, including adaptations for the financial
industry with specific social performance indicators.
Engaging with Stakeholders is the leading report
benchmarking program. It was launched by Sustain-
ability-UNEP to enhance corporate sustainability
reporting.

Evaluation of the social performance
of spanish banking institutions

Our intention in this study was to focus on CSR’s
social dimension because it is the most complex
aspect to quantify. We mainly wanted to analyse the
ethical and social aspect of the comprehensive defi-
nition of CSR, which is starting to be accepted by
banks. There are several indicators and standardised
rules, which are useful tools for measuring (ISO
14001, 1996) or even auditing an organisation’s
management (EMAS, 1993) of environmental issues.
However, it is much more difficult to draw up
guidelines to evaluate the impact of the company’s
activity on society. Social issues are less standardised,
especially in the banking sector.

The social dimension of CSR has often been
confused with a company’s community involvement
programs. Nevertheless, the integrated concept of
CSR not only includes a company’s philanthropic
activities but also the quality of working conditions,
the integration of social concerns and respect for
human rights. In the specific case of a bank, this
social responsibility goes farther than the internal
dimension, affecting our society in an indirect way
through its loaning and investment function (exter-
nal dimension). The CSR strategy of banking
institutions is currently centred on promoting the
internal dimension, which is why they only offer
information on this aspect.

As regards the external dimension of social per-
formance, European banking institutions (with the

exception of the Co-operative Bank in the United
Kingdom, the Triodos Bank in Holland or Banca
Popolare in Italy, etc.) have just started working in
this direction. As a result, available information is
very scarce.

The incorporation of CSR criteria in the value
chain requires a greater commitment on the part of
institutions. Only “‘proactive” institutions try to
measure the present and future impact of their
investment and financial decisions on society.

Information sources

The main information source we used is the database
that EIRIS (the Ethical Investment Research Ser-
vice) has kept of more than 3,000 companies, among
which we find the four Spanish banks analysed:
BBVA, SCH, Banco Popular and Bankinter. A total
of 22 areas of analysis and 50 CSR ethical, social and
environmental sub-criteria were analysed for each
company including governance and ethics, social
and stakeholder relations, human rights for specified
companies operating in specified countries and
sourcing for companies with global supply chains in
some industries. We have chosen 16 criteria related
to corporate governance issues, the implementation
of a policy for managing human rights issues,
transparency and disclosure, the bank business in
some of the Third World countries with a high risk
in terms of human rights, and the human resources
policy and community involvement, among others
(see first column of Table I).

We used the Ethical Portfolio Manager (EPM)
programme distributed by EIRIS to filter the data-
base to obtain a list of companies, which follow the
ethical criteria selected. We then compared the fil-
tered banking institutions to obtain a social rating to
determine the position of Spanish institutions in
comparison to banking institutions in other coun-
tries. This also allowed us to analyse the rating of
each of the Spanish institutions and their weak points
in terms of CSR. The information obtained when
applying the filter to the EIRIS database was com-
plemented by that obtained from other sources such
as the entities’ own memorandums, their manage-
ment and CSR reports (when available) and their
web pages.

To assess the external dimension of the entity,
we applied negative criteria to the EIRIS database
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to try to establish which of the group’s invest-
ments are not ethical (shares in tobacco companies,
alcohol...).

For the rest of the information we used the
memorandums and public information provided by
the companies.

Sample

BBVA, SCH, Bankinter and B. Popular are also the
listed Spanish bank firms traded in international
stock markets, and they represent more than 30% of
Ibex 35 (Spanish Stock Exchange Index).

Bankinter: This is a private corporation mainly
devoted to providing banking services and other
financial products to individuals, small businesses,
medium-and large-sized firms and the public sector.
This bank specialises in telephone and electronic
banking. The group has 276 branches in Spain.

Banco Popular Espariol: This is a multi-bank holding
company and financial group. The group’s banking
division consists of the bank itself, five regional banks
in Spain (Bancos de Andalucia, Castilla, Crédito
Balear, Galicia, and Vasconia), a bank in France
(Banco Popular Comercial), a bank specialising in
mortgage financing (Banco Popular Hipotecaria), and
a bank servicing the agribusiness market (Popula
Rabobank). The group also operates several finance,
portfolio and financial services companies. The
company currently operates 2,144 branches.

Santander Central Hispano: This Company princi-
pally operates as a bank with branches throughout
Spain, and its main areas of international activities are
Europe and Latin America. The company’s main
business areas are commercial banking, investment
and pension funds, investment banking, corporate
banking, Internet and telephone banking and the
treasury and capital markets.

BBVA: The main activities of this company are
retail and corporate banking and other financial
services in Spain, Europe and North, Central and
South America. The company is involved in retail
banking, Spanish asset management, investment
services and insurance activities, and wholesale and
investment banking including property and private
equity areas. In Latin America, its business includes

all banking, pension and insurance activities in the
region, including BBVA Bancomer.

The first two institutions also have a very
important international profile, which makes them
the subject of special attention from international
investors. The Banco Popular is an example of a
small bank on the international scale. However, it
has won awards for its financial management and
was listed as the best bank in the world for return
on investment for some time. Bankinter, a very
young bank, has adopted a new way of banking
with the support of new technologies and a
commitment to quality in customer service. SCH
and BBVA are the two Spanish banks with the
greatest international profile, especially in Latin
America.

Evaluation methodology

In order to begin filtering or social screening, we
first established the policy, criteria and indicators for
measuring internal social performance.

In this first approach, we did not intend to be
excessively demanding or strict, given the starting
point at which such Spanish banking institutions are
in relation to CSR. Consequently, the criteria and
aspects for evaluating it have more to do with policy
and procedures implemented in order to study each
of the social elements which need to be managed,
than with quantitative results relating to that
management.

The four aspects evaluated in the internal
dimension are shown in the first column of Table I.

Once the screening policy was defined, we intro-
duced it into the Ethical Portfolio Manager pro-
gramme (EPM). This software classifies companies
and ranks them depending on the CSR policy and
ethical/social/environmental filter applied. Once the
classification was obtained, we could compare the
Spanish banking institutions with each other and with
the rest of the 129 banking institutions classified
according to the policy selected.

The ethical framework chosen was “Scoring all
Companies”, a framework whereby no company is
ruled out or considered unacceptable. Each com-
pany receives a score based on the points assigned to
any number of positive and negative factors. This
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way, the best companies in the sector can also be
identified.

Scoring (Table III) ranges from high positive (3) to
medium positive (2), low positive (1) low negative
(—1) medium negative (—2) and high negative (—3)

For the external dimension, we selected a series of
social performance indicators best suited to the
particular nature of financial institutions by taking
into account the Draft final report of the Social
Performance indicators for the Financial Industry,
(SPI-Finance 2002%). The appendix A.I shows the
main indicators grouped according to: retail bank-
ing, investment banking and asset management.

The external dimension was mainly assessed
qualitatively using information available regarding:

(1) Non-ethical or socially responsible invest-
ments of the group (shares and subsidiaries
linked to tobacco production, arms trade,
pornography, nuclear energy, genetic manip-
ulation or any other activity which has nega-
tive effects on people’s health or the
environment...). For this evaluation we used
the EIRIS database and EMP screening.

(2) Assessment of specific CSR policies and pro-
cedures in policies for granting credit,
investment or management of assets (incor-
poration of these values in the assessment of
risks, employee training, etc.)

(3) Assessment of the integration of CSR criteria
in customer selection and the granting of loans.
Examples include: environmental loans, ethical
savings products, ethical and solidarity invest-
ment funds, advice services, which have an im-
pact on customers’ environmental well-being,
risk capital for companies and projects with a
high environmental content, micro-credits for
people in danger of total exclusion, debt ex-
change transactions for development in Devel-
opment Countries (DCs), credit cards and
savings products with a solidarity and environ-
mental component. Another example of the
fight against financial exclusion is the creation
of specific products for Small and Medium
Enterprises (SMEs) or for low-income custom-
ers, such as local investment funds for local
SME;, venture capital and reciprocal guarantee
formulas, micro-credits in order to create one’s
own workplace or achieve social integration,

bringing low-income towns and villages in clo-
ser contact via the internet, etc.

Results

Table I compares the four Spanish institutions based
on the four CSR criteria used to filter the EIRIS
database. With regard to Corporate Governance, the
questions analysed included the companies’ policies
and procedures for dealing with bribery and corrup-
tion, and their codes of ethics or business principles,
promoted by the company and communicated to all
employees. With regard to Stakeholder issues, we
evaluated the companies’ policies related to their
stakeholders, using their annual reports, websites or
the most recent EIRIS survey. We examined the
companies’ policies on community involvement,
employee training and development, equal opportu-
nities and diversity, and job creation and security, etc.,
as well as evidence of commitment and systems for
monitoring these policies. We also assessed the com-
panies’ management systems towards stakeholders
overall, quantitative reporting (indicators) on stake-
holder relationship, and the level of engagement with
stakeholders.

Additionally, evidence of policies and systems to
maintain a good relationship with customers and/or
suppliers, and the clearness of the company’s com-
mitment to the community or charitable work are
analysed.

With regard to Human Rights issues, EIRIS
provides information on the number of countries
listed in EIRIS Observer/Freedom House Category
A and B in which a company has operations. It also
gives data on a company’s presence and interest in
these countries. We also considered if the companies
had subsidiaries or associated companies in any poor
countries with a Human Development Index (HDI)
score of less than 0.5 (but more than 0.25).

Although EIRIS obtained most of its information
through questionnaires and interviews, it is more
qualitative than quantitative and is often referred to
as evidence of a policy or basic system in a firm.
Thus, we can conclude that the most important of
the four main issues analysed for the internal
dimension of CSR of the 4 Spanish banks are
Corporate Governance and Stakeholder Manage-
ment. This seems reasonable because the issues
regarding human rights and impact in the third
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TABLE III

Position of Spanish banking institutions in EIRIS ranking (Using own criteria for a specific selected policy)

Position Company name Total score Positive score Negative score ~ Country

1 HSBC Holdings 13 15 -2 UK

2 Barclays 13 15 -2 UK

3 Northern Rock 12 12 0 UK

4 The Royal Bank of Scotland Group 12 12 0 UK

5 Lloyds TSB Group 12 12 0 UK
39 Bankinter 2 2 0 Spain
55 Banco Popular Espaiiol 0 0 0 Spain
127 Banco Bilbao Vizcaya Argentaria -2 0 -2 Spain

128 San Paolo-IMI -2 0 -2 Italy
129 Banco Santander Central Hispano -2 0 -2 Spain

130 Alliance & Leicester -3 0 -3 UK

Source: EIRIS.

world are, at the internal level, less important in
bank and finance than in other sectors. Moreover,
EIRIS classifies BBVA y BSCH as having a small
presence in A list countries, and the other two banks
have no presence in A or B countries.

As companies usually give priority to shareholders,
all aspects related to guaranteeing good governance
began to be addressed in 2002 (after the big corporate
governance scandals) and have continued being
managed since then due to the new financial regula-
tion introduced in 2003 to increase transparency in
financial markets (Transparency law, July 2003 Ley de
Transparencia). All of the banks except Popular Bank
had a code of ethics and a bribery and corruption
policy. Nevertheless, none of the four banks placed
stakeholders’ interest at a high level within the com-
pany and participation of women on the board was still
less than 20%.

Regarding stakeholder issues, we observed that all
banks had designed a stakeholder policy and system
(still graded as basic or moderate) with some evidence
of stakeholder engagement practices in two of them
and CSR reporting in three of them. Once again,
Popular Bank was in last place of the 4 banks analysed.
With respect to the employee issues, there is some
evidence that these banks are concerned about their
employees’ demands and are trying to satisfy some of’
them through policies orientated to increasing their

security and stability in the workplace, improving
training and participation, and guaranteeing equal
opportunities.

Table II, which deals with the external dimension
of CSR performance, compares the degree of
transparency and commitment of these four institu-
tions based on information obtained from their
annual reports for 2003, amount and type of infor-
mation (number of indicators, more qualitative or
quantitative information), and importance given to
each dimension. Although there is a lack of stan-
dardised, homogenous data, we have evaluated the
financial investments of the four banks (investments
with a negative impact such as alcohol, tobacco,
gambling or weapons production), their transpar-
ency policies, their ethical and social policies in
banking business (retail banking, investment and
private banking, pension funds and asset manage-
ment), and evidence of special products or services
for people at risk of social and financial exclusion.
Our results were not as good as we had expected
perhaps due to lack of public information or to the
limited knowledge among these banks of the
implications of their CSR strategies.
Nevertheless, the new mandatory reports on cor-
porate governance announced in the transparency
law of July 2003 has motivated these banks to issue
their CG reports before the law came into effect and

external
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three banks have introduced codes of conduct in
their financial market operations.

Regarding the adoption of sustainability criteria
into financing, lending, investment and asset man-
agement policy, we found that only the two biggest
banks (BBVA and SCH) have announced their
intentions to incorporate these issues in their risk
lending analysis. Ethical or social policies have not
yet been considered in the other business areas.

However, sporadic actions have been taken by the
two biggest banks to increase the social impact of their
activities. These two banks have designed products for
those social groups at a high risk of social exclusion.
They include ethical mutual funds, micro-credits for
self~employment without guarantees in Spain or for
micro-enterprises in developing countries, transfer
services for immigrants, special credit lines for stu-
dents, multi-benefit free services for pensioners or
solidarity products or services, which give donations
to NGOs or charities.

The ranking of these Spanish institutions are in-
cluded in Table III. This table is a summary of the
scores obtained by some of the banks included in the
EIRIS database, as a result of the difference between
the positive and negative score given to the 16 criteria
defined in the ethical policy, graded from high posi-
tive (3) to high negative (—3). Bankinter is the best-
positioned Spanish bank (number 38) followed by the
Popular Bank in position 54.> The two big Spanish
banks, BBVA and SCH, are at the bottom of the table
(126 and 128, respectively). Their rankings are pre-
cisely inverse to the size of the institution. Bankinter,
positioned within the top 30% of banks, forms part of
the FTSE4Good ethical index and is one of the
Spanish institutions with the longest record in CSR.
management. In contrast, the two largest Spanish
banks (BBVA and SCH) are positioned at the bottom
of all the institutions analysed by EIRIS. This ranking
only takes into account the internal dimension of
CSR,, which is why it is not totally in accordance with
the conclusions obtained in the analysis of the external
dimension shown in Table II where BBVA and SCH
are in the best positions. It should be noted that the
efforts made by these two bodies and their chairmen
towards CSR are very recent. In 2002, they created
specific CSR-related departments, which report di-
rectly to the chairman’s oftice. The information on
CSR provided by these institutions in 2003 in their
social reports and memoranda demonstrates the

challenge they have taken on, not only in terms of
transparency, but also CSR policies and procedures.
(See the summary of the information provided by each
institution in 2003 on aspects related to CSR).

Conclusions

In this study, we have attempted to define what we
understand by CSR and its implications in the
banking sector, both for its internal management and
through its intermediary function for finance and
investment. In order to do so, we have tried to
define the features of a socially responsible institu-
tion and the business and banking activity areas with
the greatest social impact.

Within the broad concept of CSR, we have
focused on both its internal and external social
dimension that is to say on the business, products
and services of a banking institution.

Finally, we have tried to evaluate the social
performance of some representative Spanish insti-
tutions. In this study, we have focused on PLC
banks because they are the subject of attention
from large institutional investors and, given the
lack of public information on CSR, we have
chosen four banking institutions in the EIRIS
database as a sample. Starting from this database
and analysing each of these institutions’ reports,
we have applied the filter to find out their posi-
tion with respect to 5 criteria (good governance,
stakeholder issues, involvement in the community,
human rights policy, and presence in countries
with a small HDI) and compare them with other
European, North American or Asia Pacific insti-
tutions.

After this approach we reached the conclusion
that:

— Interest in these subjects is relatively recent in
Spain. As a result, public information on CSR is
very scarce. Of the 4 institutions analysed, only
the two largest banks offer some public informa-
tion on CSR and then only from 2003.

— The application of the filter for the internal
dimension of the CSR to the EIRIS database
found that the two large institutions (BBVA and
SCH) were at the bottom of the table of all the
banks compared. Only Bankinter had a positive
evaluation (it has no presence in countries with
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high risk in term of human rights). Nevertheless,
since 2002 the two large banks have created new
departments to manage CSR and reputation is-
sues. They have also adopted different public
commitments such as the Global Compact princi-
ples, the GRI Guidelines, or in the case of BBVA
the World Bank Equator Principles.

— The CSR results of the external dimension
showed that the four Spanish banks are only
beginning to address issues such as the selection
of customers and investments with ethical and so-
cial criteria. Nevertheless, there have been signs
of further development in the last couple of years
due to the increasing demands of stakeholders. In
an external dimension, the adoption and imple-
mentation of Global Compact Principles or the
World Bank Equator Principles implies integrat-
ing human rights and environmental issues in the
banks’ decisions and project finance evaluation.

Appendix

In future studies, we will try to analyse the
social performance of a wider sample of Spanish
banks, including savings banks, as these institu-
tions have only recently started to disclose CSR
information.
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TABLE A.l

Indicators related to the external dimension social criteria applied to banking system

Retail Banking

Development of the local economy

Number of offices and cash dispensers in towns with few inhabitants

Number of offices and cash dispensers in rural areas.

Percentage of employees from the bank in relation to the total population

Credit share in the region

Number of employees working in deprived or less populated areas.

Breakdown of credit information

Delivery of the credit by payee: domestic economies and companies by size and sector to which each

belongs, making special reference to loans to small and medium businesses

Loans with high social impact
Financing communities or deprived regions

Financial support to educational, cultural and social projects

Support to businesses promoted by immigrants, women and disabled people

Support to micro-companies and creation of new companies

Finance to purchase houses or other basic needs
Financial inclusion

Number of accounts of customers or families with low income

Number of small business accounts

Policies and acts initiated to make it easier for people with low income to access new technologies

and new distribution channels

Number of inhabitants per office and number of offices in the towns with less than 6,000 inhabitants
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TABLE A.l

Continued

Investment Banking

Banking investment policy
Social aspects relevant to banking investment

Reference to the standards or directives taken on by the institution

Transactions (business and financial transactions) with high social benefit
Quantitative indicator, which informs of the products and services that apply ethical and sustainability

criteria. Total and percentage of the transactions.

Regional and rural development Water conservation projects

Hydroelectric and sustainable energy projects
Medical and health initiatives

Recycling and management of waste materials
Some infrastructure projects

Asset Management

Assets managed with high social benefits

Quantitative indicator, which informs of the offer of products and investment services that apply ethical

criteria and of special sustainability (ethical or ecologic investment funds, for example). Information in

absolute value and for the whole institution.
Activism of the bank as a shareholder

Qualitative indicator that gives information about the action the institution takes to inform the boards of the

companies in which they set down their concerns regarding CSR. They also exercise their political

power in the shareholders’ meetings.

Management of conflicting interests between commercial and investment banking

Qualitative indicator that informs of the internal control procedures implemented in order to avoid situations in which

information collected by the risk analysis areas of commercial banking could used to mislead investors to the bank benefits.

Source: SPI-Finance 2002 and own work.

Notes

Any group or individual who can affect or who is
affected by any action taken by an organization or by
achievement of organization’s objectives.

These are Indicators and standardised rules, which

are useful tools for measuring or even auditing an orga-
nisation’s management.
> CRA performances are evaluated under one of four
possible scenarios: Streamlined procedures for small
institutions, Three-tiered test for large retail institutions,
Limited-scope test for “special-purpose’ institutions and
Strategic CRA plans. Regardless of the evaluation sys-
tem used, emphasis is placed on the institution’s record
of making loans to low- or moderate-income persons,
in low- or moderate-income areas, and to small busi-
nesses and farms.
* This is a voluntary initiative launched by 10 financial
institutions, Global Reporting Initiative and E2 Man-
agement Consulting to develop social performance indi-
cators for the financial sector.

> It should be noted that this two banks have no pres-

ence in any A or B EIRIS category countries. They
also have not subsidiaries in poor countries with a bad
HDI score.
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