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ABSTRACT. This article studies the differences

between traditional financial intermediaries (commercial

banks, savings banks and cooperative banks) and ethical

banks based on property rights, in which the owner

decides the ideology, principles, standards and objectives

of the organisation. In ethical banking, affinity centres on

positive social and ethical values. The article consequently

focuses on an index proposed both to differentiate ethical

banks from other types of banks, and also to pinpoint the

differences between the various ethical banks themselves.

This is the Radical Affinity Index (RAI), which groups

banks together in terms of their stance on ethical com-

mitment, concentrating on ethical ideology and principles

(information transparency, placement of assets, guarantees

and participation) and using a sample of 114 European

banks. The evidence shows that transparency of infor-

mation and placement of assets are factors that differen-

tiate ethical banks from other financial intermediaries.

Guarantees and participation are characteristics specific to

ethical banks; these variables, however, do not offer clear

evidence to our analysis.

KEY WORDS: assets placement, ethical banking, guar-

antees, participation, Radical Affinity Index, ranking,

transparency

Introduction

In spite of its importance, before the financial crisis

only little consideration was given to ethics in

finance (cf. Boatright, 2008) and to ethics in banks

(cf. Cowton, 2002; Cowton and Thompson, 1999;

Edery, 2006). With the onset of the financial crisis,

more attention is being given to ethics in finance, at

least on a theoretical level (cf. Dembinski, 2009;

Palazzo and Rethel, 2008; San-Jose, 2009), but few

articles analyse ethical banks and show the relevant

role ethical banking plays as an independent and

differentiated financing activity (Alsina, 2002; Bar-

anes, 2009; Barbu and Vintilã, 2007; Buttle, 2008;

Cowton, 2010; Kendric, 2004; Lynch, 1991;

Thompson and Cowton, 2001).

The aims of ethical banking go beyond economic

benefits to include social objectives, assuming that

both are relevant in a socio-economic model. In

some cases, traditional banks incorporate ethical and

social aspects through Corporate Social Responsi-

bility (CSR), which can be another way to add

value. ‘CSR contributes to value, and thus to a

competitive advantage to the company’ (Perrini

et al., 2006, p. 72). This is a self-regulating mecha-

nism whereby financial entities monitor and ensure

their adherence to law and international norms,

specifically in terms of the triple-bottom line com-

prising people, planet and profit, but it does not

involve directly ethical commitments around finan-

cial decision-making.

The differentiation between ethical banks and

traditional banks is important for stakeholders, as

they need to acquire information not only about

investments in positive projects (which is the focus

of social or ethical investment funds), but also about

the ethical management of financial entities globally.

There are also great differences between one ethical

bank and another. If there are such differences

between banks, it is important that investors and

other stakeholders be aware of the fact. Unfortu-

nately, the ethical or social terminology that banks

use can prove confusing, and so, in this regard, the

aim of this article is to explain not only theoretically,

but also in a quantitative way (using an index),

whether there are differences between ethical banks1

and traditional banks, and also to show differentia-

tions between ethical banks themselves, using a

quantitative scale.
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The article makes three main contributions.

Firstly, we used different theories to analyse ethical

banking to identify the underpinning of its founding

principles and its differentiation, and thus explain the

existence of ethical banks. Secondly, we developed

the Radical Affinity Index (RAI), which is useful for

explaining not only the differences between ethical

banks and traditional banks, but also those that exist

between the different ethical banks. Thirdly, using a

sample of 114 European banks (ethical banks,

commercial banks, savings banks and cooperative

banks), we provide a ranking of financial institu-

tions,2 which highlights the differences between

ethical banks, in terms of their transparency and the

quality of the information they offer concerning the

placement of assets. Consequently, the authors have

developed a tool (the index) that will be helpful for

reflecting and pinpointing differences between credit

institutions where the ethical management of banks

is concerned (transparency, placement of assets,

guarantees and participation).

The remainder of this article is organised as fol-

lows: The next immediate section provides an

overview of theories about ethical banking, which

explain the question of founding principles and the

question of differentiation. The section following

the above section shows the factors for differentiat-

ing banks and the index that was developed. The

article then describes the data and method em-

ployed. This is followed by the empirical results,

with an explanation of the ranking of different types

of banks, as well as a detailed ranking of ethical

banks. This article concludes with a discussion of the

key findings.

Ethical banks: theoretical approach

The basic constraints of ‘ethical’ management commitments

in banks: social profitability, economic profitability

and the formal consideration of a financial institution

In this section, the basic constraints used in this

study, which govern the commitments that banks

make in the area of ethical management, are estab-

lished. There are two accepted characteristics that

define ethical banking (Alsina, 2002; Cowton and

Thompson, 1999; Green, 1989; Kendric, 2004;

Lynch, 1991):

1. The obtaining of social profitability, under-

stood as the funding (placement of assets) of

economic activities with social added value3

and as the unconditional absence of invest-

ments in speculative projects or in undertak-

ings that fulfil negative criteria.4

2. The obtaining of economic profitability, which

means benefits.5 The dimension of obtaining

benefit refers to good bank management, be-

cause ethical banks do not generally distrib-

ute benefits between shareholders and, if at

all they do so, the distribution is very lim-

ited, and profit is, therefore, only residual.

Both aspects are necessary because the social dimension

makes the bank ethical, while the benefit dimension

makes the bank economically sustainable. Neverthe-

less, a third characteristic, which is not analysed by

previous studies, is needed to test the differences be-

tween credit institutions (it is used as a constraint in our

empirical analysis), so as to create the same conditions

between the institutions (formal financial institutions),

which will make a comparative study possible:

3. Recognition of the institution as a bank or as a

credit institution by national authorities. This

dimension is important for distinguishing be-

tween ethical banks and other financial expe-

riences, such as solidarity programs or

foundations that depend on banks but do not

work as real financial institutions. Sometimes

traditional banks have foundations that might

in themselves fulfil ethical criteria, but are

not, properly speaking, credit institutions, be-

cause they depend on the bank’s activities

(which will probably have another kind of

social impact). Assuming that this legal rec-

ognition is necessary, the ethical bank will

need economic and social profitability and

have a separate existence, and it will, there-

fore, be possible to study it under the same

conditions that apply to other traditional

entities. Ethical commitments, then, should

affect all aspects of the bank and not just part

of the bank and its activities, as foundations

do. Furthermore, ethical banks must meet

ethical commitments, not only in their ac-

tions, but also in the actions of their subsidi-

aries and significant partners.
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Moreover, the definition of ethical bank, which will

be employed in this article to support our analysis, is

based on Cowton and Thompson (1999) and

Cowton (2010), who describe how ethical banks

provide an unusually high level of transparency and

more detailed information to their depositors with

regard to where money has been lent – information

transparency and placement of assets –, and how

ethical banking policy is based on the assumption of

risk conditions associated with improvements in

terms of asset allocation – alternative guarantee sys-

tems. Harvey (1995) places a special emphasis on the

banking relationship that is established between

financial entities and stakeholders, whereby the

interests of the latter are taken into consideration (he

uses the Co-operative Bank as an example). These

variables that define the ethical banks are analysed

theoretically in the next section.

Two questions to address: the question of the underpinning

of founding principles and the question of differentiation

Apart from the three characteristics explained in the

previous section, there are two more interesting issues

to address: the question of founding principles and the

question of differentiation. Both areas are explained in

this study, but the empirical analysis focuses on the

second, with the development of an index:

1. The question of founding principles: This refers

to the arguments for the existence of the

ethical bank itself, because ethical banking

might just be a one-off experience, a residual

exception without possibilities of generalisa-

tion, in opposition to the fundamentals of

Economic Theory.

2. The question of differentiation: This refers to the

possibility that ethical banking performance

might obtain higher added social value than

traditional banks do. Ethical banking might

be a different way of explaining or giving a

name to Ethical Corporate Responsibility,

which traditional banks are incorporating

within their approach.

The question of founding principles

This concerns the premise that the relationship

between banks and clients is based on trust that

demands moral behaviour from the agents (Chami

et al., 2002). In this sense, Cowton (2002) identifies

three levels of responsibilities associated with the

relation of trust established between depositors and

bank managers:

1. Integrity – relating to the concept of financial

exclusion – is the responsibility to prevent

exclusion, which should be understood as

the banking system’s obligation to ensure

that there are no organisations, micro com-

panies, NGOs, black economy or groups

excluded from the financing system, either

because of a lack of resources (poverty),

their geographical situation or because they

belong to a certain social or ethnic group.

In this sense, attention to marginalised

groups is not exclusive to any one kind of

banking. It occurs in different types of insti-

tutions, and constitutes a meeting point be-

tween traditional banking and banking ethics

(Viganò, 2001).

2. Responsibility – linked to the concept of neg-

ative criteria for investments and to CSR – is

about those involved being accountable for

the social and economical consequences of

their behaviour.

3. Affinity – associated with the concept of posi-

tive criteria in investment, joint shareholder

responsibility and asset quality – concerns the

responsibility of financial entities in decisions

regarding the final use of deposited funds.

Affinity6 is based on asset placement that

matches the interests of depositors and savers

(Cowton, 2010).

The theoretical foundation of ethical banking

around integrity, responsibility and affinity may be

explained using different theories: Social Institu-

tional Theory, CSR and Property Right Theory.

In terms of Social Institutional Theory (Boatright,

2002), ethical banking might be an instrument or

mechanism that the Administration or Public

Authorities could use to mitigate the disruptions of

the banking system, fundamentally in relation to

financial exclusion and speculation. However, in

such scenarios, the Administration could use other

resources, rendering the promotion of ethical banking

unnecessary. In fact, the European Administrations
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do not generally develop specific actions to promote

the growth of ethical banking.

In terms of CSR, ethical banking could be de-

scribed as a type of differentiated bank. According to

this perspective, based on self-regulation, the sector

seeks to achieve an ethical maximum within current

bank reality, introducing ethical aspects that affect

the whole organisation.

Finally, Property Right Theory (Coase, 1937;

Demsetz, 1967) explains ethical banking as decisions

taken by bank owners, in this case, the owners of

ethical banks. It is important to note that this theory

supports not only the existence of ethical banking,

but also the different financial structures that actu-

ally exist. This is because a group of organisations or

persons (NGOs, public administrations, religious

groups, etc.) have privately promoted the creation

of a bank (particularly an ethical bank) with a

purpose (social or ethical objective in the case of

ethical bank). The owners, accordingly, decide to

develop a bank with the ideology and principles

that they establish and that they want. In ethical

banking, the ideology and principles are based on

social affinity.

Bank management, meanwhile, is professionalised

(as it is in ethical banks), and so a manager is con-

tracted to supervise the organisation. In this con-

nection, it is important to clarify that managers in

ethical banks try to optimise the interests of the

majority of the stakeholders in accordance with the

ideology and principles of the bank (around ethical

commitments).

Ethical banking is justified not only from the

perspective of a relationship of trust between

depositors and bank managers (Davies, 2001), but

also because of social returns on provided funds, as

an alternative or complement to economic earnings

(Ideals, Principles and Ideology of ethical banks).

The participants (individuals or organisations) of the

ethical bank share a mission, although the specific

mission may be different but similar and take a social

and ethical direction (ecology, social inclusion or

assistance to developing countries, for example).

This ideological link is a differential characteristic of

ethical banks when compared with traditional banks,

in which the ideology is more economic than social.

This justification is grounded in the affinity concept

proposed by Cowton (2002): the best alignment

between the bank and the persons or stakeholders

who make up the financial entity in relation with the

‘common good’ (that is to be achieved).

The question of differentiation

According to Cowton and Thompson (1999), eth-

ical banking is based on dual commitments, of a

social and economic nature (as explained above).

Rodrı́guez and Cabaleiro (2007), in agreement with

these commitments, use two axes (social and finan-

cial) to represent the different kinds of activities that

constitute financial intermediation. Despite their

contribution, we are of the opinion that it might be

better to use a constant scale that exhaustively rep-

resents different types of financial entities.

Cowton and Thompson (1999) indicate that

ethical banking initiatives are designed to be differ-

ent from those of conventional banking. Basing

ourselves on the affinity concept, semantic analysis of

the ideology and principles of European ethical

banks has identified the main variables that differ-

entiate ethical banking. From their ideology, ideals

and principles ethical banks decide the criteria that

they will focus on. Therefore, it will be possible to

show stakeholders the differentiation between banks,

using a continuous scale. The scale that we devel-

oped is based on the ‘Demarcation Criterion’ ex-

plained by Edery (2006), which concentrates on the

quality of the placement of assets and refers to the

general behaviour of banks, that is to say, the whole

placement of assets (not just the assignment of ben-

efits). Other criteria are important too: information

transparency (Neu Berger, 1998), alternative risk

management (guarantees) and stakeholder participa-

tion in decision-making.

– Placement of assets [as opposed to asset opacity]:

This supports social action in banking and con-

tributes to building a society that matches share-

holders’ interests through the placement of the

money they manage. In these terms, Harvey

(1995) points to the importance of ethical banks

in terms of their responsibility for funds and their

distribution. Therefore, as ethical banks place

their own assets to obtain social profit, what char-

acterises the social mission in ethical banking may

be considered to be the criterion of asset placing.

– Transparency [as against banking privacy]:

Financial markets are characterised by informa-

tion asymmetry and, in banking transactions, a
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set of promises is exchanged between buyer and

seller under conditions where it is often difficult

for customers to evaluate these promises in the

absence of full information (Neu Berger, 1998).

Transparency is used by shareholders or other

stakeholders as a necessary condition for the

monitoring of their ethical commitments. Con-

sequently, it is necessary to verify affinity and to

consolidate trust between stakeholders and the

bank.

– Participation [as against exclusive shareholder

rights]: In general, ethical banks consider partici-

pation as a value and they propose, in theory at

least, other alternative mechanisms of participa-

tion. Permanent empathy between agents from

the entities and their shareholders/stakeholders is

necessary to achieve affinity in financial institu-

tions. If this is to be achieved, then the entities

should establish systems of co-partnership for ap-

proval and control of the criteria relating to the

placement of assets.

– Alternative guarantee systems [as against mort-

gages and collaterals]: This is a feature that does

not always appear explicitly, but in fact most

ethical banks try to put money into projects or

persons not attended by traditional banks. This

requires the development of new guarantee

arrangements on their investments, in particular

because traditional banks will not make high-risk

investments using the normal guarantee mecha-

nisms. The commitment to equal opportunities

should, therefore, be extended within the finan-

cial market (Harvey, 1995). Ethical banking gives

priority to social performance. Ethical banking

proposes, at least theoretically, the development

of alternative guarantee systems (not based on

patrimonial collateral) to facilitate the placement

of assets in social projects, which cannot provide

real or traditional guarantees (mortgages, personal

and bank guarantees).

The hypothesis is that ethical banks are themselves

different from other banks: The ethical banks are

different on information transparency, are different

because of the social value generated through asset

placement, are different on their active participation

in decision-making from all stakeholders, and are

different on their typology of the guarantees re-

quired. These four variables are included in the

proposed continuous scale that is developed in the

RAI, and are useful for explaining not only the

differences between ethical banks and traditional

banks, but also between the various ethical banks.

The index allows us to establish a classification

between ethical banks.

Radical Affinity Index

The RAI7 was developed to provide a response to

the problematic of founding principles in banking,

but particularly to differentiate the different banking

typologies. This index considers the main differences

between ethical banks and traditional banks.

Differentiation variables adopt a twofold grouping:

RAI alpha which groups information on transparency

and placement of assets, and RAI beta which groups

guarantees and participation in decision-making.

To define the rating scale for each variable, given

the newness of the proposal, group research was

developed relying on the experience of the authors

and of banking professionals – taking into consider-

ation the current situation of the sector and its means

– to finally agree on a logical and coherent classifi-

cation. The variables of transparency, guarantees and

participation are categorical, but they have a logical

and growing order. Five possible situations were

considered with regard to transparency (value from 1

to 5), and four in the cases of guarantees and partic-

ipation (values from 0 to 3). The experts agreed on

the characterisation of transparency within five cat-

egories, but this was not the case for the remaining

variables, where they decided to group the scenarios

within four different categories. In the case of the

asset placement variable, five types of funds are dis-

tinguished and weighted, to finally produce a con-

tinuous variable that takes values from 0 to 3.

The different ranges for each variable do not di-

rectly affect the RAI score because, at a second step,

the ranges were standardised to take values from

0 to 10 to make the operation between variables

possible.

Information transparency

Differentiation in credit institutions in terms of

information transparency is an insufficient but
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necessary variable to show the differences between

ethical banks and all the rest. The transparency

variable (due to the weight it is given) marks the first

and the foremost important difference between

credit institutions. We used a score of five values to

show the different levels of information in credit

institutions:

Placement of assets

The second RAI variable, the placement of assets, is

focused on the main differences between ethical

banks and the remaining banks. In order for banks to

be ethical, they should first place their assets in

projects with positive social added value, as ex-

plained above, and never in speculative projects or in

projects that (directly or through other related

entities) meet the conditions and criteria that make

some investments ineligible. Secondly, the previous

characteristic (the placement of assets) should be seen

globally, and so the projects in which the bank in-

vests the money must be positive projects as a whole.

Credit institutions with only part of their money

invested in positive projects will, therefore, be

penalised, but far too less than in the case of funds

invested in negative criteria projects, as it is thereby

possible to demonstrate the doubts thrown up by the

ethical projects of traditional banking.

In order to obtain a classification, we classified the

assets of banks:

Value 1: The credit institution does not give any infor-

mation, or the information that appears in the website is

only in advertising form. The Annual Report does not

reflect it at all

Value 2: The information facilitated by the credit insti-

tution is not systematic; they exclusively emphasise

aspects that are communicatively beneficial for the orga-

nisation

Value 3: The credit institution gives systematically

structured information, following a standard norm of

presentation such as the Global Reporting Initiative

(GRI), European SGE21, United Nations Global Com-

pact or others

Value 4: The credit institution shows sufficient but not

detailed information about the placement of assets. They

provide a generic description broken down into catego-

ries

Value 5: The credit institution provides total information

about their operations, providing complete information

about asset placement

Transparency = [from 1 to 5]

There is no information about asset placement if the

transparency value is 1, 2 or 3

Classification of assets according to their social value: It is the

classification needed to calculate the value of the placement of

assets in the index:

FA – A category funds: applied to credits with an addi-

tional social value. They are destined, for example, to

projects with ecological purposes, promotion of culture,

job market integration, international cooperation or sol-

idarity. Good information provided about these projects is

required to be included in this group. Their value (in

percentage on the whole of assets) multiplies by 3* for the

purposes of calculating the placement of assets on the RAI

FB – B category funds: applied to credits of doubtful

social value. Providing normal housing mortgages to

individuals, for instance, is included in this group.

Without extra information about this kind of loan, it

seems to add little value to the work covered by other

entities. Their value (as a percentage of the entire assets)

multiplies by 1* for the purposes of calculating the

placement of assets on the RAI

FC – C category funds: applied to commercial credits

without any additional social value and to other assets that

are not destined to credit (bonds, investments, deposits,

etc.). They are multiplied by 0. Their value is always 0*

and consequently does not appear in the formula

FD – D category funds: Applied to loans to entities which

meet any of the negative criteria (See note 4). They are

multiplied by -5*

FE – E category funds: applied to credits about which

there is a lack of information concerning their social

value. They are multiplied by -1*

*In the index, logical weighting scores were used for each

type of fund, but other weightings might also be logical

and useful. The objective of the adjustments is to show a

relationship between the different types of funds: a posi-

tive weighting for credits with additional social value

(FA), a positive weighting, though less than the latter, for

credits that create uncertainty concerning their social aim

(FB), a null weighting for funds without any additional

social value (FC), a negative weighting of greater value to

penalise funds invested in negative criteria (FD), and

negative weightings, though of less value, for lack of

information about funds. The weighting for the funds that

provide no information is due to the fact that these funds

create great uncertainty amongst investors with regard to

their social value and increase the risks of investing in

negative or speculative funds (the argument for penali-

sation is based on the criterion of prudency)
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Guarantees

The third variable in RAI relates to guarantees,

which is used as an element that defines the in-

crease in trust concerning the return of the money

that the bank lends its clients. There are traditional

guarantees such as mortgages, personal guarantees

and bank guarantees. However, other ways of

guaranteeing the return of money are necessary in

an ethical bank, because there is an absence of

traditional guarantees for some clients and risk must

be reduced when lending money. The guarantees

can be innovative; some of them are in the fol-

lowing list: guarantees based on negotiation and

special situations with NGOs, guarantee systems for

successful projects that cannot secure traditional

guarantees and the development of guarantee sys-

tems to lend money to people in situations of

financial exclusion. These guarantees were valued

from 0 to 3 (4 levels). The bank obtains the

minimum score (0) when guarantee schemes in the

ethical bank are the same as those of traditional

banks. This means that credit access for individuals

and corporations is the same in ethical and in tra-

ditional credit institutions. The ethical bank gets

the maximum score (3) when guarantee policies

and systems are innovative and when they open up

access to funds to the most disadvantaged people

and entities, that is, those who suffer from financial

exclusion.

Value 0: traditional guarantees systems: mortgages, per-

sonal guarantees or bank guarantees

Value 1: establishment of financial loans in convenient

conditions to NGOs or specific interest groups and banks

Value 2: guarantee systems which support risk in loans to

projects or entities

Value 3: scoring guarantee systems which provide loan

guarantees to people with financial exclusion problems

Guarantees = [from 0 to 3]

Participation

The last variable in RAI is participation. There are

different ways of participating in corporations, and

there are different interest groups that may take

decisions in a bank’s strategic and operative areas.

We establish different scores to differentiate the

involvement and participation of shareholders in the

governing bodies of banks, or the inclusion of other

stakeholders such as employees, depositors or soci-

ety. Participation through property is not the focus

of our study; we concentrate on alternative forms in

which stakeholders might participate. The value in

participation is higher when more stakeholders are

included in the ‘decision committee’, and more bank

interest groups are decision-makers. The score is

from 0 to 3. 0 indicates that only shareholders are in

the governing body and 3 reflects balanced partici-

pation from all stakeholders in executive bodies.

Value 0: participation in the governing body is exclusively

for shareholders

Value 1: participation includes depositors, taking into

account their guidelines for the bank’s investment

Value 2: structured participation by stakeholders because

of their formal participation in the decision committee

Value 3: participation of stakeholders in the governing

and executive body

Participation = [from 0 to 3]

The total Radical Affinity Index: the RAI

Once the score for the variables was obtained, the

scores were transformed into a decimal scale (from 0

to 10) because this would assist us in analysing the

results.

To obtain the RAI, the RAI alpha variables

(transparency and placement of assets) and the RAI

beta variables (guarantees and participation) were

calculated separately. Calculation of the RAI alpha

includes the interaction between transparency and

the placement of assets (see later) because transpar-

ency is needed to secure the placement of assets. The

interaction between these two variables represents

their relationship and importance. In the case of

traditional entities, due to the lack of public infor-

mation, we tried to obtain a response by mail or by

Placement of Assets = 3 9 %FA + 1 9 %FB

– 5 9 %FD - 1% 9 FE

Placement of Assets = [from -5* to 3]

*If Placement of Assets <0: the score is 0, and so

Placement of Assets = [from 0 to 3]
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post, concerning the types of project they invest

their money in. No replies were received. The au-

thors, therefore, decided that the score for the

placement of assets when there is no information

about where the funds are invested is null.

The RAI beta is the average of the scores for

guarantees and participation. The final RAI result is

obtained using the average of the RAI alpha and beta

scores. This is how the RAI is shown:

Radical Affinity Index: RAI

RAI alpha ¼ Transparency�Placement Assets

10
from 0 to 10�½

RAI beta ¼ GuaranteesþParticipation

2
from 0 to 10½ �

RAI ¼ RAI alphaþRAI beta

2

Therefore,

RAI ¼ Transparency�Placement Assets½ �=10þ½GuaranteesþParticipation�=2
2

Data and research method

Source of data

The BankScope database was used both to make the

sample selection, taking the bank population into

account, and to collect information about banks (e.g.

total assets). The database is updated monthly and

the latest edition of BankScope used in this study

was for February 2009. Bankscope distinguishes only

three types of institutions: Commercial Banks, Sav-

ings Banks and Cooperative Banks (see Appendix 1).

The BankScope data were supplemented with data

and information from annual bank reports, infor-

mation from bank’s web sites and questionnaires sent

by mail, seeking more information about the

placement of assets, guarantees and participation in

ethical banks (see Appendix 2).

Sample and data collection method

Secondary data is a valuable and arguably under-

exploited source of empirical insights of relevance to

business ethics (Cowton, 1998). In this case, Annual

Report information from different types of banks

provided the opportunity to construct a relevant

database for studying the differentiation of ethical

banks. Information is chosen from consolidated

statements where banks are obliged to present them,

because consolidated statements offer a better picture

of a bank’s economical situation. The database

groups’ information from a sample of 114 credit

institutions from 10 countries (Denmark, France,

Italy, Netherlands, Norway, Spain, Sweden, Swit-

zerland, Germany and the United Kingdom) se-

lected according to their relevance and randomly,

using systematic statistical techniques with no

replacement of individuals (see Appendix 1 for a

complete list of banks in the sample):

• 11 ethical banks (population, including one

bank from each of the countries in the sample,

except for the UK, where two are included).8

• 40 commercial banks (the two biggest banks

from each country and two from the rest,

randomly selected in each case).

• 34 savings banks (the two biggest savings

banks from each country, and two from the

rest, randomly selected in each case. Note

that savings banks work as a group in some

countries, and so less than four are studied in

some cases).

• 25 cooperative banks (the two biggest coop-

erative banks from each country, and two

from the rest, randomly selected in each case.

Note that, in some countries, there are no

banks defined as cooperative banks. It is the

case of Netherlands, Norway and the UK).

In addition, all the banks from these 10 countries

listed in Fortune were analysed to view the situation

of the most important banks in terms of ethical

perspective. Accordingly, another four banks that

had not been chosen in the previous selection were

included in the final sample (France [1], Netherlands

[1], and the UK[2]). Owing to the dominant role of

a few banks, the sample of 114 credit institutions

represents more than half the assets of the Europe-

based banks analysed.

Results: classification of banks using

the RAI

Traditional banks

Transparency, as we explained in the third section, is

an important variable reflecting positive ethical
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policy in credit institutions. In general, traditional

banks do not obtain a high score (value in transpar-

ency is 3 or less). Thus, the average value for infor-

mation transparency is 2.11 for commercial banks, 3

for savings banks and 1.72 for cooperative banks.

None of the traditional banks provide enough

information about their placement of assets, or gen-

eric information for the categories that explain where

bank funds are invested in their entirety (Table I).

Turning to the placement of assets to calculate the

RAI index, none of the traditional banks included in

the sample, as was explained above, gives enough

information concerning the placement of the total

amount of assets. Classification of the total assets of

this type of credit institution is not therefore possi-

ble. The information given in the most traditional

banks by financial intermediaries suggests a classifi-

cation of assets in C funds (FC), assets with no added

value and other investments or assets in E funds (FE),

and assets where there is an absence of information

regarding their social value. Traditional banks obtain

a RAI score of 0 for placement of assets, essentially

due to their information opacity.

Apart from the quantitative difference in the RAI

calculation, there is also a qualitative gap between

ethical banks and the rest of the banks in terms of

asset classification and information about social

utility. The information offered by the traditional

credit institutions concentrates on financial aspects

relating to profitability, risks, guarantees, growth

and, ultimately, registers the evolution of the activity

seen as a business. On the other hand, in their re-

ports, ethical banks insist on aspects concerning the

social utility of their action.

The remaining RAI variables were analysed only

in the case of the ethical banks because the guarantee

and participation variables are specifically aimed at

comparing the way in which traditional banks guar-

antee their loans and credits with their approach to

participation in decision-making. The most impor-

tant guarantees in traditional banks are mortgages,

personal guarantees and bank guarantees, while the

participation variable in traditional banking is based on

a shareholders’ governing body that provides bank

management rooted in severe shareholder control,

where the interests of the remaining stakeholders are

underestimated.

Ethical banks

Most of the ethical banks give us a complete list of

the companies or individuals funded by them. Eth-

ical banks show what type of credit they give, the

aim of the project, the amount, the period of time

and other characteristics about where the bank funds

are invested. They obtain an average of 4.18 (out of

5) in information transparency, which means that

they generally exhaustively disclose complete infor-

mation about their assets (Table II).

Based on the hypothesis of San-Jose and Retolaza

(2008), the results are clear about the differences be-

tween traditional banks and ethical banks where

transparency is concerned. We used a non-parametric

Kruskal–Wallis test9 to check out the effect of trans-

parency on the difference types of credit institutions

in Europe. According to this procedure, the sample

was ranked according to the probability of an unequal

distribution across categories (ethical banks, private

banks, savings banks and cooperative banks) and it was

tested by the v2 statistic (v2 = 66.784, sig. 0.000). The

result indicates that, with an error of less than 0.001,

TABLE I

Transparency in traditional banks: descriptive results

Transparency values Commercial banks Savings banks Cooperative banks

Value 1 20.45% 0% 36.4%

Value 2 47.72% 0% 54.5%

Value 3 31.81% 100% 9.1%

Value 4 0% 0% 0%

Value 5 0% 0% 0%

Mean = 2.11 (SD 0.72) Mean = 3.00 (SD 0.00) Mean = 1.72 (SD 0.64)
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there are significant differences between credit insti-

tutions in terms of information transparency. There-

fore, we can reject the null hypothesis of information

transparency being equal for credit institutions with a

significant level. Finally, where transparency is con-

cerned, one may say that there are statistically signif-

icant differences between ethical banks and traditional

banks because ethical banks provide a complete list of

their credits and the amounts granted to institutions

(the information is not exhaustive in the case of

individuals due to privacy policy).

The RAI was calculated for the placement of

assets in ethical banks because only these kinds of

credit institutions give us complete information

about the placement of assets through their Annual

Reports (2007). Their value in information trans-

parency is 4 or 5, but never 3 or less (except the

Cooperative bank), which means that in general

there is no ethical bank that offers no information

about asset placement (the case of traditional banks).

The authors considered as particularly important the

information not only about the disclosure of assets,

but also about the use of these assets, and exhaus-

tive information regarding projects undertaken, the

quantities of money involved and their specific

content. Asset quality is the most important variable

for differentiating ethical banks from other banks,

and is also useful for identifying differences between

one ethical bank and another.

Ethical banking websites are completely informa-

tive, and it is possible to collect a full (or disaggre-

gated) list of firms and corporations that are benefited

by funding, with their respective amounts. When this

is not the case, their Annual Reports give information

about the placement of their assets. Ethical banking

funds usually have these destinations: environment,

social cooperation, international cooperation, culture

and civil society, and depositors are sometimes able to

mark their investment sector preferences.

There is no ethical bank with the maximum score

(3), but they generally produce a score that is posi-

tive and higher than 0.89 (see Table III). Most

ethical banks make an effort to invest their money in

positive projects with added social value (the prin-

cipal aim of ethical banks) and they make this

information public. Nevertheless, the values for asset

placement could be even higher, where there is an

increase in the relatively low percentage of funds

used for credit to their customers and a decrease in

the high percentage of commercial credits without

any additional social value and in other assets that are

not assigned to credit (FC type). The ethical banks

Ekobanken, Cultura Sparebank, GLS and Merku-

bank have the highest asset distribution in projects

with social added value.

Table IV shows the position of ethical banks in

terms of traditional guarantees, non-traditional

TABLE II

Transparency in ethical banks: descriptive results

Transparency

values

Ethical banks Percentage

of ethical banks

Value 1 0%

Value 2 0%

Value 3 Cooperative Bank 9%

Value 4 Merkurbank 64%

GLS

ASN Bank

Cultura Sparebank

Triodos

Ekobanken

BAS

Value 5 Banca Popolare Etica 27%

LaNef

Charity Bank

Mean =

4.18 (SD 0.59)

TABLE III

Placement of assets for RAI: ranking for ethical banks

Ethical bank Value in placement of assets

Merkurbank 1.67

GLS 1.66

Banca Popolare Etica 1.16

LaNef 0.89

ASN Bank 0.96

Cultura Sparebank 1.75

Triodos 1.41

Ekobanken 2.20

BAS 0.92

Cooperative Bank 0.00

Charity Bank 1.25

See Appendix 3 for more exhaustive information about

each bank’s placement of assets.
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guarantees, loans to financially excluded people and

different facilities given to NGOs.

Guarantees in ethical banks are similar to those of

traditional banks, based on mortgages on real estate

and personal securities. However, in 36.6% of cases,

ethical banks have developed innovative guarantee

tools such as the creation of a Guarantee Foundation

or the development of collective solidarity guaran-

tees. None of the ethical banks directly uses guar-

antees to lend money to financially excluded people,

and so ethical banks are not using financial instru-

ments to combat financial exclusion, or not, at least,

directly. However, ethical banks have a direct rela-

tionship giving preferential treatment to NGOs

(financing their working capital, for instance, and

through the early financing of awarded subsidies).

Table V shows the different ways in which

interest groups participate in ethical banks.

Although the majority of banks (73%) incorporate

different forms of participation to carry out consul-

tation before decision-making and to assist in the

process, only 18.18% of the banks have structured

ways of deciding about asset placement based on

stakeholder participation. In general, stakeholders

are not included in the bank’s governing body.

In the area of participation, ethical banking is less

developed than other financial entities (savings banks

and cooperative banks). This means that ethical

banking might be able to progress and develop forms

of participation to make a difference in this field too

vis-à-vis the other credit institutions.

In Table VI, all the direct scores have been

transformed . The RAI was then obtained according

to the method explained in the third section.

All the ethical banks (except the Cooperative

bank) scored highly for the information transparency

variable, showing that there are, as had already been

tested statistically, differences between ethical banks

and traditional banks. The transparency variable

score for ethical banks is high, in general; however,

there are significant differences where, for example,

placement of assets is concerned, as demonstrated by

the differences between LaNef (3) and Ekobanken

(7.3). The RAI alpha is low for ethical banks because

they do not invest big percentages of their money in

projects of social added value. Surprisingly, ethical

banks do not achieve maximum scores for the

placement of assets, showing an average of 4.20,

because the ethical banks with the highest scores for

transparency do not invest their entire funds in pro-

jects of social added value, and vice versa. The gap

between ethical banks is also high for guarantees.

Ethical banks use the same guarantees as those used in

traditional banks, but in some cases, the former in-

clude internal guarantee systems (funds) or external

guarantee systems (guarantee circles), providing credit

to social entities or projects that encounter difficulties

in receiving funding from traditional banks. The last

variable is participation. Here, it seems that ethical

banks do not develop new mechanisms for partici-

pation beyond taking into consideration, for guidance

only, the opinion of their savers regarding the util-

isation of their funds.

Finally, in the last column, the RAI alpha score

was compared with that for RAI beta, in each ethical

bank. The results show us that some of the ethical

banks studied (quite clearly GLS and Banca Popolare

Etica, but ASN, Ekobanken and BAS as well)

demonstrate an equilibrium between effort in RAI

alpha (transparency and placement of assets) and in

RAI beta (guarantees and participation). In three of

the ethical banks (Merkubank, Triodos and Charity

Bank), the RAI alpha score is clearly higher than the

RAI beta score (more than 1 point). In the

remaining banks (LaNef, Cultura Sparebank and

Cooperative Bank), the RAI beta scores higher than

the RAI alpha does. The Merkubank case is

exceptional because the differences between RAI

alpha and RAI beta stand at more than 4; effort in

transparency and the placement of assets is high

when input into the guarantee and participation

variables is low according to our classification.

Conclusions

The importance of ethical commitments in banking

was brought into sharp relief by the recent credit

crisis. This article develops a constant scale to

objectively measure differences in ethical banking,

departing from theories that support the existence of

ethical banks. The article proposes an index (RAI)

that contributes to clarifying the degree of a bank’s

ethical commitment.

Our analysis has highlighted two particular con-

tributions within the debate concerning the found-

ing principles of ethical banks – as against the

residual bank market or as against ‘angel’ banking
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– and concerning the explanation for their differ-

entiation from other banks. First, it is important to

provide theoretical support for the existence of the

ethical bank because, if this is not done, one might

be led to believe that the ethical bank system will not

manage to survive. Whilst there are many theories

that can be employed to explain its existence,

property right theories are the supporting base not

only for the existence of ethical banking but also for

its differentiation grounded in the concept of affin-

ity, which provides the name for the index. Second,

and possibly more important, ethical commitment

factors based on the mission statements of ethical

banks (information transparency, placement of assets,

guarantees and participation) are grouped within the

RAI to distinguish between ethical banks and tra-

ditional banks, as well as between the different

behaviours of ethical banks themselves.

We analysed and compared traditional banks –

commercial banks, cooperative banks and savings

banks – and ethical banks. Although the index is

applicable to all banks, only ethical banks support

complete application of the RAI, because traditional

banks do not give us, either publicly or privately,

information about their total assets, and they usually

only draw attention to a small part of this activity

(the ‘demarcation criterion’). Their information

transparency is low and, as a first conclusion that is

statistically significant, it is found that ethical banks

are more transparent than traditional banks. How-

ever, even if there are some efforts to develop new

alternatives, there is currently little evidence of dif-

ferences in the area of guarantees and participation,

which are similar in the different types of banks.

Application of the RAI quantitatively highlights

the different ethical commitments of ethical banks in

European countries, and the ethical banks of Sweden

and Norway obtain the highest RAI score. On the

whole, the European ethical banks are characterised

by their high information level and, in this sense,

ethical banks provide information about all their

investments and all their funds. Their specific pro-

jects are directed towards social, cultural, ethical or

environmental areas, but there are considerable

funds that, without having a negative classification,

do not play a relevant social and alternative role

(bonds, deposits, etc.). For information transparency

and the placement of assets, all of the ethical banks in

the European countries score highly (except for the

Cooperative Bank in the UK). In Italy, Germany,

France, Sweden and Norway the ethical banks are

trying to develop alternative guarantees and partici-

pation mechanisms that differ from those offered by

traditional banks. However, ethical banks should

TABLE VI

Radical Affinity Index: a ranking of ethical banks using RAI

Ethical banks Transparency Placement

of assets

RAI alpha Guarantees Participation RAI

beta

RAI Difference

between RAI

alpha and

RAI beta

Co-operative Bank 6.0 0.0 0.0 0.0 3.3 1.7 0.8 -1.7

BAS 8.0 3.1 2.5 0.0 3.3 1.7 2.1 0.8

ASN Bank 8.0 3.2 2.6 0.0 3.3 1.7 2.1 0.8

Merkubank 8.0 5.6 4.5 0.0 0.0 0.0 2.2 4.5

Triodos 8.0 4.7 3.8 3.3 0.0 1.7 2.7 2.1

Charity Bank 10.0 4.2 4.2 3.3 0.0 1.7 2.9 2.5

Banca Popolare Etica 10.0 3.9 3.9 3.3 3.3 3.3 3.6 0.5

GLS 8.0 5.5 4.4 6.7 3.3 5.0 4.7 -0.6

LaNef 10.0 3.0 3.0 6.7 6.7 6.7 4.8 -3.7

Ekobanken 8.0 7.3 5.9 6.7 3.3 5.0 5.4 0.9

Cultura Sparebank 8.0 5.8 4.7 6.7 6.7 6.7 5.7 -2.0

Minimum 0.0 0.0 0.0 0.0 0.0 0.0 0.0

Maximum 10.0 10.0 10.0 10.0 10.0 10.0 10.0
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apply more effort to achieve a clearer differentiation

and to be consistent with their ideology and prin-

ciples in these matters. Ethical banks ought to de-

velop innovative guarantees and new ways of

offering participation to stakeholders in decision-

making (other than using the shares method). The

lack of alternative systems of guarantees, in particu-

lar, is a block to the inclusion of certain sectors of the

population in the financial sector, and ethical banks

should, therefore, work hard on this question, to

become a real alternative against financial exclusion.

Even if ethical banking did not develop as a

response to the financial crisis, some of its principles

are frequently quoted in this context as an impera-

tive for all the financial system (transparency, nega-

tive criteria to exclude speculative or negative

investments, etc.). In fact, ethical banks might be

affected by late payments, but they will not have any

problems with toxic assets, a positive aspect when

compared with other banks. The biggest credit crisis

scandals have, moreover, seriously affected investor

confidence, and investors are now more worried

than ever about bank information transparency. This

study shows that the banking business could suc-

cessfully be developed based on two premises:

information transparency and commitment in rela-

tion to the placement of bank assets. It would be

desirable for the whole banking system to incorpo-

rate these premises within their own business, rather

than these premises being precisely the characteristics

that clearly differentiate ethical banking from tradi-

tional banking.

The article has highlighted the differences in

ethical banking in Europe. There are, however,

some interesting future research lines:

• A wide geographical analysis of ethical banks

would be interesting, involving, for example,

a comparison of ethical banks that would

take into consideration the peculiarities of Is-

lamic Banks or Microcredit banks in devel-

oping countries.

• A longitudinal study of the impact that the

financial and economic crisis might be hav-

ing on ethical banks, with a view to analys-

ing their sensitivity to risk.

• Analysis of the role that transparency and

commitment to asset placement, incorpo-

rated within traditional banking, might play

in terms of preventing future financial crises.

• It is still unclear how to reduce the financial

exclusion in developed countries. Therefore,

empirical research is indispensable to exam-

ine the possible lines of action of ethical

banks or other financial actions, as well as

the effectiveness of such interaction.

Notes

1 We define ethical banks from a positive point of

view to make the theoretical comparison between dif-

ferent types of banks. We do not deeply analyse the

definition of ethical banking, because it is not the remit

of this article.
2 We finally made a ranking with ethical banks only,

because traditional banks do not show information

about placement of assets, necessary for the index devel-

oped (RAI).
3 By this concept, we refer to projects that, through

their objectives (ecology, social inclusion, renewable

energies, etc.) or the people they target (those who can-

not obtain a loan from the traditional bank), create po-

sitive value for the social environment in which they

take place. In short, this concerns incremental benefit of

an activity as perceived by society, and expressed as

marginal external benefit that is added to marginal pri-

vate benefit.
4 The use of the negative criterion leads to blocking

investment in companies which develop products or

services related to any of the following areas: arms, cig-

arettes, alcohol, pornography, gambling, the army, work

exploitation, pollution, genetic manipulation, animal

testing, nuclear energy, deforestation, mining pollution,

consumer manipulation, salary differences, support for

political parties or dictatorships, financial speculation,

tax evasion, drugs and mafia (cf. Alsina, 2002).
5 The actions of the Triodos Bank, for instance, one

of the most important European references, are inspired

by the three Ps: Planet, People and Profit.
6 Close affinity concerns transparency with regard to

where money has been lent, as well as ‘a sense of rela-

tionship between depositors and borrowers’ (Cowton,

2002, p. 398).
7 It would be possible to rank or classify all the banks

depending on their ethical commitments, but this aspect

should be continuous and not discrete, because there is

evidence of gradual ethical behaviour in banks (Cowton

and Thompson, 1999). An ethical bank might define it-

self as ethical, but other types of banks might use this
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term too, so it is important to identify the sense in

which a bank is ethical. This point of rupture depends

on ethical commitment. The bank’s ethical commit-

ment might refer to the use of company profits (CSR)

or to the use of deposited funds (Edery, 2006). The for-

mer gives rise to ethics in banks, while the latter brings

about the concept of ethical banking. We are going to

focus on the second.
8 We have used the INAISE (International Association

of Investors in the Social Economy) and the FEBEA

(European Federation of Ethical and Alternative Banks)

to create the database of ethical banks for the 10 coun-

tries in the sample. Although we checked their web-

sites, and wrote to ask for more information, we did

not receive any useful information about assets place-

ment from the Bank für Sozialwirtschaft, Caisse Solid-

aire du Nord Pas-de-Calais or the Unit Trust, and so

they are not included in the ethical bank’s population.

Although the Cooperative Bank (UK) is not included

in those databases, we considered it in our sample,

because of its importance in ethical banking literature.

See Harvey (1995) or Kitson (1996) for more informa-

tion about the Co-operative Bank.
9 The reason for using the Kruskal–Wallis test is that

we studied the shape of each group’s distribution, but

the groups are not normally distributed. This approach

is similar to that of a one-way ANOVA, the difference

being that the Kruskal–Wallis test does not assume nor-

mality or equal variances. As a result, it is an appropri-

ate test for this particular case.
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ré

d
it

M
u
tu

el
,

N
ew

ed
g
e

G
ro

u
p
,

C
ré
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ré

d
it

A
g
ri

co
le

,
C

ré
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Appendix 2: The questionnaire: guarantees and participation
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Appendix 3: Ethical banks: the placement of assets

Nomenclature of figures in Appendix 3

FA – funds applied to credits with an additional

social value. FB – funds applied to credits of doubtful

social value. FC – funds applied to commercial

credits without any additional social value and to

other assets that are not destined to credit (bonds,

investments…). FD – funds applied to loans to

entities which fulfil any of the negative criteria. FE –

funds applied to credits about which there is a lack of

information concerning their social value.

RAI (Placement of Assets) = 3 9 %FA + 1 9 %

FB + 0 9 %FC - 5 9 %FD - 1 9 %FE (other mul-

tiplication numbers might be used, but their mean-

ing corresponds to a valuation of each fund

compared with the rest, and they do not in them-

selves correspond to one particular meaning).
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