Charting the course of social banking: Analysing the theoretical and empirical underlying social criteria | Yolanda Cotelo | DOI: https://doi.org/10.21747/2975-8033/cad5a7

CHARTING THE COURSE OF SOCIAL
BANKING: ANALYSING THE THEORETICAL
AND EMPIRICAL UNDERLYING SOCIAL
CRITERIA

Yolanda Cotelo
Universidade da Corunha

Abstract

This paper delves into the evolving landscape of
sustainability in banking, particularly exploring the
growing relevance and institutionalization forms
of social banking. To this end, it first introduces
a dynamic multi-theoretical framework, incorpo-
rating legitimacy, stakeholder, and institutional
theories, to analyze the rise of social commitment
of financial institutions. Secondly, two contrast-
ing approaches are discussed to understand their
different institutionalization forms and evolution -
the corporate social approach adopted generally
by mainstream banks and the tension perspec-
tives approach of social banks. The former often
engages in adjustments of determinate banking
practices to meet societal expectations, while the
latter, embraces tensions inherent in sustainability.
To conclude this article advocates for consider-
ing the dimensions of social banking, rather than
exclusive definitions, as an unlocked potentiality
to overcoming the claimed debate surrounding
the definition of social banking. The proposed
framework and outlined dimensionality aim to
contribute to advancement in understanding the
evolving role of banks in society, especially in the
context of sustainability.

Keywords: Social Banking, Sustainability, Legitimacy,
Corporate social approach, Tensions approach.
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Resumo

Este artigo explora o cenario em evolugdo da sus-
tentabilidade no setor bancario, especialmente
investigando a crescente relevancia e formas de
institucionalizacao do banco social. Para isso,
introduz inicialmente um quadro dinamico multi-
-tedrico, incorporando teorias de legitimidade, sta-
keholders e institucionais, para analisar o aumento
do compromisso social das instituicées financeiras.
Em segundo lugar, sdo discutidas duas abordagens
contrastantes para compreender suas diferentes
formas de institucionalizacdo e sua evolugdo - a
abordagem social corporativa adotada geralmente
pelos bancos convencionais e a abordagem de
perspectivas de tensdo dos bancos sociais. O pri-
meiro frequentemente se envolve em ajustes de
determinadas praticas bancarias para atender as
expectativas sociais, enquanto o ultimo abraca as
tensées inerentes a sustentabilidade. Para concluir,
este artigo defende a consideracao das dimensées
de banco social considerando suas dimensées, em
vez de definicbes exclusivas, como uma potencia-
lidade desbloqueada para superar o debate em
torno da definicdo de banco social. O enquadra-
mento proposto e a dimensionalidade delineada
visam contribuir para avangcar ha compreensdo da
evolugdo do papel dos bancos na sociedade, espe-
cialmente no contexto da sustentabilidade.

Palavras-Chave: Banca Social, Sustentabilidade,
Legitimidade, Abordagens sociais corporativas,
Abordagem de tensées.
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1. Introduction

The activity of receiving deposits from the public
and providing credit on their own has been the
traditionally defining credit institutions’ business.
However, nowadays, their scope embraces a full
range of financial services, from payment to insur-
ance services, among others. Economic and social
challenges, together with the evolution of tech-
nology and innovation, have shaped the ongoing
evolution of the financial system’s structure.

This paper focuses specifically on the recent
transformation, heightened by the aftermath of the
2007 economic crisis, related to the adoption of
banking practices and discourses including ethical
and environmental objectives (Paulet et al., 2015).

The rise of sustainability i.e., “development that
meets the needs of the present without compro-
mising the ability of future generations to meet
their own needs” (Bruntland, 1987), has raised the
importance of these concerns. The role of finan-
cial institutions as intermediaries between society
and finance situates them as a key sector in deter-
mining society’s success in achieving sustainable
development (Scholtens, 2009). They hold the
capacity to foster the features necessary to ena-
ble both, their customers and business models to
adopt a sustainable path.

In this context, a new form of organization con-
cerned with the ability to effect positive social and
environmental challenges has emerged. Different
concepts such as triple bottom line, blended value,
values-based, mission-driven, or hybrid organiza-
tions have been used in literature to refer to them
(Haigh & Hoffman, 2012). Their business model
differs from traditional entities in its sustainabil-
ity-driven character as holding social and envi-
ronmental missions while generating the needed
profit to accomplish them.

In the investment world, they have introduced
changes on individual and institutional levels
through socially responsible investing. In finance,
microfinance organizations have risen rapidly
while in the banking sector, social or ethical bank-
ing has gained prominence.

All areas have reached the attention of experts and
academics. Nevertheless, the social characterization

of credit institutions, defined by their pursuit of a tri-
ple social, environmental, and economic objective,
has not yet been accompanied by a comprehensive
approach capable of integrating the theoretical and
practical levels of its definition and measurement
(da Silva Inacio & Delai, 2022).

Despite the relevance and implications of their
social factors, there is still no consensus regard-
ing the nature of what a social bank is. Neither on
how mainstream banking addresses sustainability
nor on how previous banking traditions have dealt
with it, evidencing the need for in-depth research.

This paper aims to contribute to filling these
gaps, answering the question of how banking
institutions face sustainability. To this end, first, we
discuss the emergence of social banking and how
long-held business norms and conceptions of the
role of the corporation in society, have evolved.
Secondly, we dig into the distinctive character-
istics of social banks relating them to the way
conventional banks adopt sustainability and the
presence of social characteristics in traditional
banking typologies. We do that under the corpo-
rate social approach and the tensions perspective
of sustainability (Carroll, 1979; Van der Byl & Slaw-
inski, 2015). Finally, we conclude that different
institutionalization forms of social banks and lev-
els of socialization, among other challenges sur-
rounding social banking, as the clarification of its
conceptualization, could be unlocked considering
its dimensions as the first step forward toward its
empirical analysis.

2. A dynamic multi-theoretical framework:
legitimacy, stakeholder, and institutional
theory

The field of social banking is still in the process of
forming a consensus on its paradigm and estab-
lishing a recognized epistemology. Despite this,
a plural set of theoretical approaches has been
articulated.

This multi-theoretical framework is a response
to the major changes in the banking sector that
have pushed towards an analysis of financial
institutions from a comprehensive perspective,
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explaining financial institutions’ function and sig-
nificance in the real economy (Scholtens & van
Wensveen, 2000)

Research efforts to explain the social commit-
ment of institutions have tended to rely on a cor-
pus of system-oriented theories - principally legit-
imacy theory, stakeholder theory, and institutional
theory (Cormier et al., 2005). These approaches
reinforce the idea that economic institutions can-
not be analyzed independently from the social
context and institutional framework in which they
take place and which shape and influence them
(Carnevale & Mazzuca, 2014; Deegan, 2002).

The key notions of each theoretical stream evi-
dence the dynamic and overlapping nature of
this multi-theoretical framework. First, economic
organizations are shaped by definitions of appro-
priate legitimate forms of economic behavior
which can vary across time and space. Legitimacy
itself has been defined by Lindblom (1994, p.2) as
“...a condition or status which exists when an enti-
ty’s value is congruent with the value system of the
larger social system in which the entity is a part”.
This underscores how the extent to which stake-
holders support corporate behavior or push to
redefine their established goals can influence their
effective functioning and performance, drawing
upon the foundations of stakeholder theory (Free-
man, 2010). At the same time, legitimacy plays an
important role in processes of institutionalization,
mainly, producing normative orientations. Conse-
quently, this approach highlights the stakeholder’s
role in the configuration of social banking together
with the relevance of legitimacy in the resulting
different institutionalization processes.

2.1 The role of society’s interest: A stakeholder
theory approach.

The prevailing firm’s desire to maximize short-term
interests, disregarding the longer-term impact on
society and stakeholders’, highlighted the system’s
failure to take into consideration dimensions, such
as ethics, transparency, and accountability (Ben-
edikter, 2011). As a result, concerns arose about the
functioning of money and finance, leading to calls

for social and sustainable action. These demands,
advocate for aligning values with the pursuit of soci-
etal well-being beyond the explicit economic, tech-
nical, and legal interests of entities (Carroll, 1979).

2.2 The rise of ethical and sustainable
commitment in banking: A legitimacy crisis
approach

The concern for sustainable criteria in banking can
be considered as a corporate response to a legiti-
macy crisis, motivated by the effects of the 2007
crisis and the evidenced detachment of the finan-
cial system from the general interest and the real
economy (Fourcade & Healy, 2007). There is a
legitimacy crisis when disparity emerges between
social and institutional or corporate values (Lindb-
lom, 1994). In this case, the desire of organizations
to maximize short-term interests disregards the
longer-term impact on society and stakeholders’
interests.

In this context, society’s legitimacy was increas-
ingly relying on responsible behavior, understood
as enhancing further social welfare beyond the
more explicit economic, technical, and legal inter-
ests of the firm. In other words, social criteria were
claimed to be factors for consideration (legiti-
macy). Consequently, as a way to recover the con-
gruence between the sustained social values of the
organizations and the values embraced by society,
financial institutions started to include social and
environmental commitments accompanied by a
deeper disclosure of non-financial information
around these goals.

2.3 The normativization of sustainability:
Institutional theory approach

As a result of the legitimacy crisis associated with
the 2007 financial breakdown, banking institutions
began to increasingly assess and explain their
financial performance, articulated in the legiti-
mate normative orientations, rather than simply
the premises of profits and efficiency (Fourcade
& Healy, 2007).
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However, adopting normative orientations has
a number of consequences within the market
process. Aware of these implications, credit insti-
tutions manage the normative orientations in
coherence with their business criteria and princi-
ples to avoid undesired consequences within the
economic and market process. Consequently, the
need to conform to society’s requirements and
expectations did not produce a general change
in the structure and/or operations of credit insti-
tutions. Instead, particular strategies were formu-
lated under business may continue “as usual”.

Each of the several legitimacy strategies would
result in different models of institutionalization
for social principles and practices, depending
on the stakeholders involved, the type of prac-
tices and operations developed, narratives and
discourses, etc. Thus, normative orientations can
contribute to determining different institutional-
ization forms (types) of banking. Nevertheless,
legitimacy may not be the sole reason, as various
interrelated motives can drive the adhesion of
these orientations (Deegan, 2002). Yet, the com-
plexities involved in distinguishing the underly-
ing fundamentals of the strategies, which range
from contributing to the community’s expecta-
tions to capturing funds or taking advantage of
the appearance to act correctly, conform to a
challenge.

3. Different approaches to social criteria in
banking

As presented at the beginning, what charac-
terizes social banking is their guide from a triple
bottom-line principle for a triple impact which
identifies three areas of focus: profit, people, and
planet (Fourcade & Healy, 2007). The existence of
certain agreements around this definition helps to
overcome the wide debate around its conceptu-
alization, mainly driven by the interest in under-
lying different particularities of each business
model configuration: ethical banking, sustainable
banking, alternative banking, value-based bank-
ing, and green banking (Weber & Remer, 2011).
The discussion based on these terms may foster

the differentiation of sub-types of social banking.
However, it provides scant support, if not outright
contradictions, to initiatives aimed at determin-
ing the criteria for distinguishing what qualifies as
social banking and what does not.

Advancement in building epistemological con-
sensus on the field, as presented in previous sec-
tions, requires understanding what normative
orientations imply and how can they lead to the
adoption of a variety of institutional forms. Hence,
before delving into various business models that
can serve to accomplish their pointed mission, it
is crucial to differentiate how entities align with
legitimacy. This distinction is essential to contra-
pose business models that fully address this per-
spective to strategies that may emulate it, tailor-
ing goals, methods, and outcomes.

To this end, we deepen on what we have con-
sidered the main contraposed institutionalization
forms of social criteria in banking. We address cor-
porate social approaches (section 3.1) and the ten-
sions perspective of sustainability (section 3.2). It is
not aimed to be a comprehensive review of each of
them as the space of this paper is limited, however,
we will succinctly make use of them to advance
the conceptualization of social banking to be able
to point out characteristics and differences.

3.1 Corporate social (CS): responsibility,
responsiveness, or performance.

Social banking is not the only term surrounded by
a lack of clarity. Instead, the frequently shrouded
discussion about definitions is one of the factors
contributing generally to the ambiguity around
the social commitment of the organizations. What
follows evidence it.

“Corporate social” can be defined as encom-
passing the economic, legal, ethical, and discre-
tionary expectations that society has of organiza-
tions at a given point in time (Carroll, 1979). When
accompanied by responsibility it emphasizes the
motivation of a corporation to address an issue.
While responsiveness would highlight the mana-
gerial processes and performance would stand
out the results and impacts.
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The corporate social approach of business is eco-
nomic in nature as it is the basic economic unit in
our society. Business is expected to operate under
laws and regulations. Furthermore, society has
expectations of firms above legal requirements,
the ethical responsibilities. Lastly, it has a discre-
tionary component, about which society has no
clear-cut message for business, instead, it is left to
individual judgment and choice. The decision to
assume them is guided only by the organization’s
desire to engage in social roles. The discretionary
dimension is purely voluntary, although, societal
expectations do exist for businesses to assume
social roles over and above those described.

An organization doing most of all categories is
usually characterized as proactive, problem-solving,
and industry leader (Carroll, 1979). Having reached
such, the corporate social approach would no longer
be just the content of a group of policies, i.e., a ret-
roactive addition to business. Instead, the pursuit
of sustainability, despite it was not the reason why
they were initially created would conform by then,
their continuing raison d’étre, i.e., their business
model mission. Thus, a corporate social approxima-
tion could lead to a business transformation.

Although, a foundational start over is required.
In the end, the transition to becoming a social
credit institution forces any organization to align
with a mission that shifts immediate, instrumen-
tal, self-interest towards the consideration of a
broader context of benefits that include the social
and natural environments of which they are a part.
Yet, as far as we are aware, this ideal stage has not
been reached by mainstream banking institutions.
We concisely examine why.

Corporate social approaches and social banking
share the aim to present a bridge between ends
that has previously been seen as an incommensu-
rable dichotomy (ex., profits vs. social and environ-
mental mission). In both cases, the kind of issues
they address, are in a transient state. As explained
in the previous section by the dynamic charac-
ter of orientations, as the times change, so does
the emphasis on the range of social issues busi-
nesses are expected to address. Also of interest
is the fact that particular social issues are of vary-
ing concern to businesses (here would relate the

discussion around the conceptualization of social
banking commented previously). However, they
discern their discretionary responsibility, strate-
gies, and consequently, levels of performance, i.e.,
its characteristics.

Social banks take responsibility, even if not
explicitly expected, to solve societal and environ-
mental problems. They are fully designed to suc-
cessfully serve the three goals, significant social
and environmental missions maintaining eco-
nomic viability. In contrast, the corporate social
conceptualization does not require assuming the
core responsibilities of such a triple mission. Con-
sequently, under the corporate social approach,
organizations manage the alignment with soci-
etal expectations throw add-on goals. They lay
down managerial strategies as the alignment
with symbols or institutions with a solid base of
legitimacy, redirecting their public’s attention to
those aspects where their legitimacy is greater, or
attempting to influence expectations surrounding
their activity to boost their legitimacy.

As a result, changes do not fully affect the entity
instead just imply the creation of certain products
or participation in certain activities. An example
of this is the current mainstream focus of bank-
ing on reducing negative impacts (such as carbon
emissions) and implementing end-of-pipe initia-
tives (such as waste minimization and pollution
control). They represent attempts to fix gaps not
leveraging the potential to achieve high environ-
mental impact.

Yet, their activity continues subordinated to
conventional financial valuations, representing the
added objectives, a superficial compromise that
does not imply a profound change regarding their
business (Relano & Paulet, 2014). As a result, there
are important differences in performance among
social and non-social banks, as higher as their
social commitment.

Although entities may have acquired by imple-
mentation of some social characteristics, there
are still constraints and important limitations.
However, normative developments in mainstream
banking evidence that socialization, i.e., widening
banking institutions’ scope on sustainability is not
only desired but also possible.
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3.2 Tensions perspective of corporate
sustainability.

The adoption of a corporate social approach con-
tributes to explaining the inclusion of social crite-
ria. Nevertheless, as much of the research, relies
on a win-win perspective assuming that the three
goals mutually reinforce each other (Van der Byl
& Slawinski, 2015). The emphasis on the financial
benefits of pursuing also social and environmental
objectives has supported its legitimation. How-
ever, it is an instrumental view, the same present
in studies based on trade-off approaches that end
up prioritizing one element over another. There-
fore, it fails to explicitly consider the inherent ten-
sions of sustainability (Bruntland, 1987).

Tensions can exist between competing elements
of economy, society, and environment or the pres-
ent and future temporal contexts. Consequently,
given that sustainability encompasses several
contradictory yet interrelated elements, two per-
spectives have been developed recognizing such
tensions rather than simply avoiding them.

On one side, the integrative approach. This per-
spective of sustainability focuses on rebalances
from instrumental to weighting (ideally equally)
sustainability elements, shifting focus from just
economic to social and/or environmental. It recog-
nizes the tensions through its management (Van
der Byl & Slawinski, 2015). This implies that an
organization’s business models may include prac-
tices, goals, and values that do not perfectly align
instead that may contradict each other. It can be
better understood by analyzing banking by mak-
ing use of its traditional typologies.

Built on the base of its legal form different bank-
ing models have been traditionally identified. Var-
ious of them, such as credit cooperatives, savings
banks, mutual banks, and not-for-profit banks, have
played a relevant role in achieving social and envi-
ronmental goals. For example, providing access to
segments of the population financially excluded,
driving regional development, or encouraging cer-
tain values and principles. As a result, they have
been characterized by counterbalancing the tradi-
tional heavy focus on economics with an approach

that places more weight on environmental and
social considerations.

Thus, they conform an example of the latent
tensions between the three objectives being con-
sciously present and managed throw integrative
balance. Moreover, these instances to considered
a crucial aspect when analyzing social banking.
Introducing a social dimension to banking is not
an entirely novel phenomenon, notwithstanding
the significant momentum the move toward sus-
tainability has gained (Relano, 2015).

On the other hand, more recently, the para-
dox perspective of organizations has been used
to deepen sustainability tensions. This approach
argues that organizations face multiple paradoxi-
cal tensions, i.e.,, interrelated contradictions. Under
paradox, tensions are embraced through explora-
tion rather than a resolution perspective. In con-
traposition to the prior instrumental perspectives
that understand elements as a conflicting objec-
tive function with a deal option. Paradox exam-
ines how to work through contradictions requiring
innovation and creative approaches to be devel-
oped (Van der Byl & Slawinski, 2015). Therefore, it
differences form the integrative lens view of man-
aging tensions throw counterbalancing.

Hence, the tensions approach may contribute
to differentiating among institutionalization forms
of social criteria. First, the one from mainstream
banks reinforces the differences among social cor-
porate approaches, underlying win-win and trade-
off perspectives, and the social bank conceptu-
alization. Secondly, the one of previous banking
traditions with social and/or environmental mis-
sions, based on the counterbalance, characteristic
of the integrative perspective. Third, the resulting
innovative business models that embrace paradox
tensions, i.e., new social banks. Yet, knowing if the
paradox theory truly describes the reality behind
the social banks that emerged from the 2007
legitimacy requires further investigation.

4. The dimensions of social banking

The theoretical framework developed to explain
the rise, evolution, and institutionalization of social
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banking, brings attention to the fact that more than
an operational definition is needed to advance the
field. The identification of social banking features
has evidence key for understanding how the cur-
rent spread of social and sustainable concerns,
interact within the whole banking system and the
theoretical framework lying around. However, due
to the presented different underlying logics and
subsequent institutionalization forms of social
banking, characterization by itself has shown not
sufficient to overcome some current limitations
(Relano, 2015; San-Jose et al., 2011). Instead, being
conceived as articulated wide groups of interlinked
characteristics, social banking dimensions have
the potential to fulfill this need, putting together
a balance of the specificity of social banking and
the generalization required to allow comparison.
Therefore, their relevance is triple.

First, determining and analyzing the features of
social banking clarifies its conceptualization. Sec-
ondly, it brings light into a black box. Until now,
literature has tended to rely on external categori-
zations of banks as socials based on the criterion
of institutional membership of private organiza-
tions such as the European Federation of Ethical
and Alternative Banks and Financiers (FEBEA) or
the Global Alliance for Banking on Values (GABV)
(Paulet et al.,, 2015; San-Jose et al., 2011). The
determined dimensions allow to establishment of
a social typology based on transparent criteria.
Finally, it contributes to solving the terminolog-
ical debate around the definition by allowing its
empirical measurement. This not only means that
it is possible to address empirically social banking.
It also possibilities to gain comparative insights
for example on how traditional banks address
sustainability, banking transformations, the evo-
lution of previous banking traditions with social
characteristics, or the determination of levels of
socialization.

Thus, we believe that future work in this direc-
tion would contribute to fostering the advance-
ment of the field. On top of being the dimensions
of social banking, the answer to the gaps pointed
at in this paper.

5. Conclusion

Defining social banking is still a matter of discus-
sion, despite the growing social and academic rel-
evance of the topic. The exposed theoretical and
empirical underlying of social banking bring atten-
tion to its dimensions, interlinked characteristics
of the phenomenon, instead of contrasting exclu-
sive definitions of a normative nature, as a poten-
tially relevant contribution to the advancement of
literature in theoretical and empirical terms.

The multi-theoretical framework developed
explains the key role of banking in and for society.
It’s able to successfully dip into the roots, rise, and
spread of sustainability in banking. Furthermore,
the different approaches to social criteria in bank-
ing evidence the different motivations, strategies,
and performance levels behind the various forms
of institutionalization of social criteria. Such per-
spectives can link the changes brought about by
the 2007 crisis with the deep origins of the social
characteristics of banking. All of it fosters the con-
ceptualization of social banking. Yet, future inves-
tigation is required.

We conceive the research on social banking
dimensions as an important step further to be
able to address research gaps advancements.
Especially, as it could be enabling its wider empir-
ical measurement. Therefore, the dimensions have
the potential to both, bring insights to current
questions as well allow the formulation of new
ones. Thus, we deem social banking dimensions
as an opportunity to reconcile perspectives and
advance sustainability.
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