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Introduction

To ensure that our current worldwide society is prosperous, it is essential that three pillars
perform well. An ethical and sustainable nation requires an excellent governance of the
economy, the society and the environment (Lerch 2015; Mensah, 2019). Currently, various
challenges threaten this fundamental balance. In a context of global warming, where many
economists are predicting a financial crisis and societal inequalities are increasing, changes are
needed to ensure that future generations have the ability to meet their needs (Lagoarde-Segot,
2014; Wendt, 2015; Ziolo & Sergi, 2019). In order to tackle the various growing challenges to
a sustainable world, the public sector, the private sector and citizens must shift towards a
sustainable and ethical management of the planet and society (Migliorelli & Dessertine, 2019).

Although this topic is global, this thesis focuses on Belgium.

An important player in this equation is the financial sector (Migliorelli & Dessertine, 2019).
Europe today is based on a capitalist model. Hence, challenges are solved with political
decisions or with money. Through the allocation of their funds, banks decide which projects
are carried out among those that have an impact on the future. Citizens must be aware that the
money they deposit in a bank has an impact. As far as global warming is concerned, a study by
Nordea shows that depositing money in a responsible bank has 27 times more impact than the
following combined: eating less meat, using public transport, reducing water consumption and
flying less (Nordea, 2018). In our current capitalist model, the financial sector is a major lever
for change. That is why the first question of this thesis focuses on the influence of retail banks
in Belgium: "What is the current impact of the Belgian banking sector on sustainability and

what are the levers used?”’

In October 2019, an organization called NewB launched a project to become an ethical and
cooperative Belgian bank. To this end, it launched a capitalization campaign and raised EUR
35 mln in 6 weeks. At the beginning of 2020, NewB received its banking license and officially
became a bank (NewB, 2020a). The second main question of this thesis analyses NewB's
initiative in the context of sustainability: "Will NewB have an impact, and will it bring added

value to the current banking sector in Belgium?”



To tackle these two questions, this thesis looks, in the first Chapter, at the definition of
sustainability, the challenges Belgium faces regarding sustainability and the role of banks in
meeting those challenges. The second Chapter analyses how the current retail banking market
is responding to these challenges. To do so, it starts by examining the Belgian market: its
fundamentals, its players and its characteristics. Then, the second Chapter attempts to construct
an impact framework for the banking sector based on the literature, banking reports and
interviews. The objective of this impact framework is to analyze which levers the bank uses to
have an impact on sustainability and where the bank fails to act responsibly. In order to conduct
an analysis of the current Belgian market, the second Chapter reviews, through the impact
framework, two banks: BNP Paribas Fortis (a large systemic bank) and Argenta (a Belgian
bank majority owned by a Belgian family). This second Chapter concludes by looking at trends
among the large systemic banks and their outcomes regarding the impact framework. Finally,
the third Chapter focuses on NewB and examines its impact and additional value. To do so,
this final Chapter uses a concrete two-step methodology. First, it analyses the cooperative
through the impact framework to see which levers are used to add value. Second, the
methodology assesses the viability of NewB. Indeed, if the cooperative does not manage to be
profitable, it will not have the intended impact and will not provide additional value in the long

term.

A significant limitation was encountered during the impact analysis of NewB. Since the
cooperative will not start its banking activities before the end of 2020 (NewB, 2020c¢), the
analysis is based on its intentions and projects mentioned during its capitalization campaign,
in its reports (from 2017 to 2019) as well as in its 2020 budget. Further analysis of the impact
of NewB after several years of operation would help improving the results presented in this

thesis by bringing additional data.



Chapter 1 — Sustainability in Belgium and

responsibility of the banking sector

1.1. Sustainability

The concept of sustainability is at the core of this thesis. The first acknowledgement of this
concept dates back to Frank Ramsey's, which was later popularized in the Brundtland Report
of the World Commission on Environment and Development in 1987 (Bromley, 2016).
Sustainability in the sense of "sustainable development" was defined as "development that
meets the needs of the present without compromising the ability of future generations to meet

their own needs" (World Commission on Environment and Development, 1987).

A common framework to represent this concept is the "Three pillars" framework (Lerch 2015).
It suggests that sustainability is rooted in social, economic and environmental drivers. The main
feature of this framework is that the “Three pillars” are closely interconnected. While the
environmental and economic dimensions together enable society to be viable, the economic
and social dimensions together enable equitability and the social and environmental
dimensions together enable a bearable society. To be sustainable, an organization must

integrate all three interconnected dimensions (Mensah, 2019).

1.2. Goals and challenges regarding sustainability

The stakes for sustainability are translated into global objectives and a universal agreement on
global warming: The Sustainable Development Goals (SDG) and the Paris Agreement.

The United Nations Development Programme (UNDP) has established 17 Sustainable
Development Goals that are globally recognized challenges to tackle sustainability. The SDG
represent a commitment from the United Nations “to end poverty, protect the planet and ensure

that all people enjoy peace and prosperity by 2030” (UNDP, 2019).

Each year, the "SDG Index" collects data and evaluates each country on the seventeen SDG
based on its performance. Indeed, each SDG has specific targets and use metrics to track the
progression. In the index, Belgium is ranked 11th out of 162 countries with a score of 80/100
(Sachs, Schmidt-Traub, Kroll, Lafortune, & Fuller, 2019). For further details, annex 1 provides
a description of each SDG.



Table 1.1. : Profile of Belgium on SDG classified according to the "Three pillars” framework,
current as of 05/07/2020

Society Economy Environment

No Poverty (1) 2 Decent Work and Economic | Clean Water and

Zero Hunger (2) 2 Growth (8) 1 Sanitation (6) 2

Good Health and Well- Industry, Innovation and Climate Action (13) ¥
being (3) 7 Infrastructure (9) 1 Life Below Water (14)

Reduced Inequality (10) #
Quality Education (4) 7 quality (1) 2| —
Responsible Consumption Life on Land (15) 1

Gender Equality (5) 1
and Production (12) ?

Affordable and Clean
Energy (7) £
Sustainable Cities and
Communities (11) —
Peace and Justice Strong

Institutions (16) 2

Partnerships to achieve the Goal (17) —

Legend : (#) indicates the number of the SDG targets. The colors indicate the status of the goals
in Belgium. Green indicates a goal achieved, blue indicates that the SDG remains a challenge,
orange indicates a significant challenge and purple a major challenge. The arrows indicate the
evolution of the objectives according to a time series analysis (1 “on track or maintaining
achievement”, 7 “moderately increasing”, — “stagnating” , { “decreasing”, ? “no
information”).

Source : author based on (Sachs et al., 2019; Stockholm Resilience Centre, 2016; UNDP,
2019).

The results in table 1.1. show that no target can already be considered as achieved in Belgium.
Regarding the goals considered as “remaining” or “significant”, the time series analysis
indicates that Belgium is working on their achievement (except for goal 17 which is
“stagnating”). Belgium performs very poorly in the areas of responsible consumption and

production (objective 12), climate action (objective 13) and living under water (objective 14),



which are considered "major challenges" by the Sustainability Report 2019'. Each of these
objectives is essential to achieve a sustainable development of the society, the environment and

the economy in Belgium but also on a global scale (Sachs et al., 2019; UNDP, 2019).

Regarding “Climate action" — SDG 13, the Paris Agreement defines a universal accord adopted
at the 2015 Paris Conference on Climate Change (COP21) to avoid global warming. The
European Union and its Member States signed the agreement (European Commission, 2020a).
If there are no measures taken to tackle climate change, global temperatures will rise by 4.1 to
4.8°C above pre-industrial levels by the end of 2100. This threat is due to human activities
which are generating increasing concentrations of carbon dioxide and other greenhouse gases
in the atmosphere (the release of CO; into the air comes mainly from the extraction and
combustion of fossil fuels) (Goulder & Pizer, 2008). Scientists are warning the governments
about the harmful consequences of climate change. Various studies have measured the impact
of an increase of 1.5 to 2.0°C above pre-industrial temperatures, and the outcomes indicate
significant repercussions on the environment, society and the economy around the world
(McSweeney, Pearce, & Prater, 2018) (see annex 3). The prosperity of Belgium and all other
nations is threatened by a rise in temperature. Today, global warming is a globally recognized
issue that needs to be addressed quickly in order to ensure the future welfare of our society.
This is why, the European Union has developed an agenda to be carbon neutral by 2050

(European Commission, 2019).

1.3. Role of the banking network

In the current capitalist context, money and financing are at the core of society. They are the
driving motors of the real economy. Organizations and individuals depend on them to function
and sustain themselves. Money and financing are essential levers for transforming society into
a sustainable society. As far as the banking sector is concerned, banks are the largest source of
external funding, and therefore have a key role to play in the transition towards a sustainable
economy (Ziolo & Sergi, 2019). Rosella Car¢ emphasizes the lever of the banking sector in her
book on Sustainable Banking : Issues and Challenges : “Being capital providers, banks can
help address new economic realities linked to environmental and social (E&S) sustainability

and can contribute to national sustainable development agendas” (Car¢, 2018). With regard to

! Details of the different indicators used to compute the performance of each SDG can be found in annex 2, in
order to understand the different scores and profile of Belgium.



Belgium, in 2018, the banks' balance sheet amounted to EUR 993 bln, which represents almost
twice the amount of Belgian GDP. The money invested in funds stands at EUR 200 bln. These
figures indicate that banks have significant resources and a powerful leverage by directing
capital towards sustainable and ethical projects and companies (Cloot, 2019b; Morimont,

2020).

Most of the literature related to sustainable banking starts with the impact banks can have
through a financial crisis on the economic stability of a country. The 2008 financial crisis
showed the effects of an irresponsible banking system (Lagoarde-Segot, 2014; Lambrechts,
2017; Migliorelli & Dessertine, 2019; Wendt, 2015; Ziolo & Sergi, 2019). Therefore, banks
have a key role to play to prevent further financial crisis which have detrimental effects on a
country's economic situation. For example, the overall cost of the 2008 financial crisis was
USD 4 trillion according to IMF estimates as of 2010 (Roland, 2011). Regarding Belgium, the
Belgian public debt stood at 87% of GDP just before the crisis, while it increased to 106% in
2014 and did not start to decline until 2017 (Lambrechts, 2017). Moreover, in most developed
countries, the crisis has had the effect of slowing economic growth, which has led to a decline
in the employment rate (Lagoarde-Segot, 2014). The Belgian citizen has been affected: by the
increase in the unemployment rate, as a taxpayer, and by the interest rates that have fallen after
the crisis, until today close to 0%. This low rate has led to a considerable drop in interest income
for Belgian households (Lambrechts, 2017). These reasons show that banks can have a huge
impact on the prosperity of a nation and therefore, they have a role to play in the achievement
of sustainability (especially regarding two SDG : “No poverty” — SDG 1 and “Decent work
and economic growth” — SDG 8).

In addition to the 2008 financial crisis, experts are predicting an economic crisis of large
magnitude following the current Covid-19 issue (Gopinath, 2020). In the current context, the
role of the banking system is to support the real economy in order to boost economic activity
and absorb the shocks. This is why the European Central Bank (ECB) has published a
recommendation for banks to not pay dividends to their shareholders until at least October
2020. The European authority believes that banks have a key role to play in the economic
recovery. Banks are asked to use their dividends to “support lending to households, small
businesses and corporates during the coronavirus (COVID-19) pandemic” (European Central

Bank, 2020).



Chapter 2 — The banking system in Belgium

2.1.Fundamentals

2.1.1. Definition

Commonly referred to as "banks", the appropriate financial term is "credit institutions". The
Belgian Banking Law defines it as follows, Article 1, §3: « A Belgian or foreign company
whose activity consists of receiving deposits or other repayable funds from the public and
granting credits on its personal account» ("Loi relative au statut et au controle des
¢tablissements de crédit et des sociétés de bourse," 2014). This definition refers to a "retail
bank" also known as a "commercial bank" (Barone, 2019; Pritchard, 2019). To officially
exercise the activity of a credit institution, an organization must obtain a banking authorization

from the National Bank of Belgium (FSMA, 2019).

Besides managing deposits and loans, banks can also provide financial and investment services.
In Belgium, the main financial services that credit institutions are authorized to provide are :

- Collection of money deposits (public offering)

- Receipt and transmission of orders relating to financial instruments

- Execution of orders relating to financial instruments

- Investment advices

- Portfolio management (asset management)

- Custody of securities

- Financial planning consultation (FSMA, 2019).
A bank that only carries out such investment and financial transactions is designated as an

investment bank.

Combining the activities of the two, commercial and investment banking, provides significant
economies of scale, which is why the banks have begun to offer these two services. In addition
to these financial services, a bank can also incorporate insurance activities into its services.

Such banks are called universal banks and are the most common today (Mishkin, 2007).



2.1.2. Mechanism

Generally, in textbooks, credit institutions earn money based on the spread between borrowing
and lending rates. A bank will use a saver's deposit to lend money to an borrower and will pay
the saver a lower interest rate than it gets from the borrower. In reality, however, banks are
involved in a more complex set of activities (Farne & Vouldis, 2017). They are diversifying
their customer base and moving away from traditional domestic activities to look abroad and

consider investment banking and private trade (EY, 2014).

2.1.2.1. Balance sheet
This section is based on the 87 banks in Belgium and does not show the differences between

them. The aim is to give an overall view of their mechanisms (Farn¢ & Vouldis, 2017).

To understand the mechanism of a bank, the balance sheet can be analyzed. Regarding their
source of funds, banks have four predominant sections in their liabilities section: debts to
customers, interbank debt, debt represented by a security, and equity. Indeed, banks mainly
build their financing based on the customer deposits (checking and savings accounts), on
activities with other banks, on the issuance of securities and on loans from central banks.
Regarding the utilization of funds, banks have three predominant sections in their asset side:
loans to customers, loans to other credit institutions and securities portfolios. Indeed, banks
grant loans to customers as part of their intermediary function. In addition, banks also lend
money to other credit institutions. Then, banks make investments on the financial markets for
their own account. In addition to these three predominant asset classes, banks must have legal
cash reserves. The rate of these reserve requirements is defined by the monetary policy of the

euro area (Mishkin, 2007).

2.1.2.2. Off balance sheets

Due to a growing competitive environment, banks have been looking for other sources of profit.
That is the reason why they have expanded their off-balance sheet activities. Financial
innovation fosters that trend by developing new varieties of financial services and products.

Although these activities do not appear on the balance sheet, they affect the banks' income

statement (Buljevich & Park 1999; Mishkin, 2007)



Off-balance sheet (OBS) activities can be classified into two categories. First, the activities
which generate profit based on the fees from specialized services. Those activities do not create
contingent liabilities or assets. Banks take commissions on services such as

portfolio management, investment advisory, bond and money market brokerage but also
payment services (e.g. credit/debit cards and ATM). The advantage of this OBS category is
that it does not involve the credit risk (Buljevich & Park 1999; Mishkin, 2007).

The second category refers to the exchange and creation of financial securities. By the
mechanism of securitization, banks create contracts, called loan sales, which sell the cash flows
form a specific loan. Those contracts are sold on the shadow market. Banks generate profit on
loan sales by selling them at a slightly higher rate than the rate they initially contracted. This
category also refers to the trade of swaps, futures and options on currency and interest rates

(Buljevich & Park 1999; Mishkin, 2007).

The NBB published a list of OBS activities for the 87 credit institutions in Belgium and their
value. The total value of those listed activates raises at EUR 42.913 bln which is 40 times
higher than the value of the total asset of the 87 credit institutions. The forward transactions
account for 6,5% of the listed OBS activities (trade of swaps, future and options on currency
and interest rates) while the shadow banking activities accounts for more than EUR 36 bln
(84% of the listed OBS activities). The profit generated from the commissions of financial

services is not included in the NBB data collection (NBB, 2020).

2.1.3. Characteristics of sustainable and conventional banks

29 ¢

According to the Institute for social banking, the terms “sustainable”, “alternative”, “ethical”,
“green”, “values based” banks are similar. A globally accepted definition of the concept does
not exist in the literature but all are related (Institute for Social Banking, 2020). In the context
of this thesis, the definition of Car¢ (2018) is used to define sustainable banking : “A bank
which integrates ESG criteria? into traditional banking and sets ESG benefits as a key

objective”.

A central difference between sustainable and conventional banks lays in their objective. Ethical

banks focus on social, environmental and financial goals while traditional banks aim at

2 “Abbreviation for environmental, social, and governance; a way of judging a company by things other
than its financial performance” (Cambridge international dictionary of English, 1995)
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maximizing profit on the short-term for their shareholders. Hence, sustainable banks are
stakeholder-oriented while conventional ones focus on rewarding their shareholders.
Conventional banks see finance as an end while sustainable banks consider finance as a mean
to an end, in order to achieve a positive impact on society or the environment. Regarding their
asset allocation, a key principle of sustainable banking is the “Triple bottom line” approach. It
consists of taking three standards into account for investment and lending opportunities : profit,
planet and people. Meanwhile, traditional banking focuses on profit and risk. Before allocating
their assets, banks need funds. Sustainable banks screen their depositors and shareholders based
on ethical and sustainable matters and tend to have ethical investors. At the opposite,
conventional bank do not require sustainable or ethical standards from their investors. Another
difference between the two types of banks is that ethical banks only invest in the real economy
and are not involved in speculative transactions (see section 2.2.3.4.). As far as their
organization is concerned, sustainable bank integrate the “One person, one vote” principle
which suggests that each investor has one vote independently of the number of shares he
bought. Finally, a key principle of the ethical bank is “Transparency” which refers to CSR or
sustainability disclosure (Care, 2018; Climent, 2018; GABV, 2020a; Koivusalo & Mansour,
2018; Valls Martinez, Cruz Rambaud, & Parra Oller, 2020b) (see table 2.1.). According to
Climent (2018) “a point of inflection can be identified to clearly differentiate between ethical

banking and conventional banking”.

Table 2.1. - Differences between sustainable and conventional banks

Sustainable bank Conventional bank
Primary e Social, environmental and financial goals e Profit
objective!>**> |e  Ensure the bank’s long-term survival and maximization
resilience
Profit outlook! |¢ Long-term returns e Short-term
e Mean to an end (= achieve a positive impact on maximization
society, the environment) e End itself
Asset e Triple bottom line : social, economic and e Profit & risk
allocation'*> environmental
o Investment strategy : Positive screening (ESG
matters), negative screening (unsustainable and
unethical matters)
Investors e Investors with socially oriented mindset e No screening
(depositors and |« Ethical and sustainable screening related to
shareholders)* sustainability
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Investment e Focus on the real economy only e Active in
object?343 speculative
transactions
Organizational | “One person, one vote” e “One share, one
model® vote”
Considered o Stakeholder focus e Shareholder focus
actors’
Transparency>” |¢ Total transparency of information and asset e Lack of
allocation transparency

Source: Author based on: '(Car¢, 2018), >(Climent, 2018), *(GABV, 2020a), (Koivusalo &
Mansour, 2018), 3(Valls Martinez, Cruz Rambaud, & Parra Oller, 2020a).

2.1.4. Belgian market and actors

According to the statistics of the National Bank of Belgium, there are 87 credit institutions
registered in Belgium (NBB, 2020). Looking at their individual data for the 2018 financial
year, four banks account for more than 70 percent of the total balance sheets of the 87 banks
(see table 2.2.). The four largest (referred to as the "Big4") are: Belfius, ING, KBC and BNP
Paribas Fortis (Febelfin, 2018). The amount of funds held by the banking sector is significant
(approximately EUR 1208 bln) which accounts for more than twice Belgium's gross domestic

product (Trading Economics, 2020).

Table 2.2. : Total assets and equity of credit institutions located in Belgium in 2018

Total assets | Equity

(EUR m) (EUR m)
BNP Paribas Fortis 291,329 22,274
KBC Bank 248,940 14,150
Belfius Bank 164,165 9,055
ING Belgium 154,360 10,216
Others 349,817 16,231
Total 1,208,611 71,926

Source : (Febelfin, 2018)

In addition to the large banks, there are three Belgian retail banks with a total balance sheet
exceeding EUR 10 miln : Argenta (EUR 39.561 mln), Crelan (EUR 20.446 mln) and bpost
(EUR 10.859 mln). NewB is not included in the list because it was not granted a banking license

until January 2020. Two banks known for their sustainability are Triodos Bank (an investment
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bank) and vdk bank, but they are considerably smaller than the other bank mentioned above
(EUR 2,184 mln and EUR 4,111 mln respectively) (Febelfin, 2018).

2.2. Impact of the current banking sector in Belgium

2.2.1. Definitions

2.2.1.1.  Corporate Social Responsibility

Corporate Social Responsibility (CSR) is used by many organizations but its definition varies
across the literature. Indeed, there is no worldwide consensus on its signification (Idowu,
Capaldi, Fifka, Zu, & Schmidpete, 2015). A well know scholars for its publication about CSR
is Archie B. Carroll which defined the concept based on four social responsibilities of an
organizations (Turker 2015). The organizations must carry its economic responsibility to be
profitable, its legal responsibility to follow the laws, its ethical responsibility to respect social
norms and finally its philanthropic responsibilities which suggest that an organization must go

beyond social expectations (Carroll, 2015; Remer, 2015).

In the context of this thesis focusing on Belgium and the impact, the definition of the European
Commission is selected to define CSR which focuses on the social impact of an organizations.
The European Commission (2011) defines CSR as “the responsibility of enterprises for their
impacts on society” (European Commission, 2011). The European authority mention that a
social responsible company adheres to laws and regulations as well as “integrat[es] social,
environmental, ethical, consumer, and human rights concerns into their business strategy and
operations” (European Commission, 2020b). This definition includes the legal and ethical
dimensions of A.B. Carroll and it emphasis the “accountability” of enterprises regarding their

social impact (Di Bitetto & D’anselmi, 2015).

2.2.1.2.  Concept of Impact

In the context of the business world, impact is defined by the Rockefeller Foundation as
follows: “Impact refers to the portion of the total outcome that happened as a result of the
company’s activity, above and beyond what would have happened anyway” (Olsen &
Galimidi, 2008). Recent years have seen the emergence of numerous definitions and impact

frameworks. Due to a need for standardization within the sector, the Impact Management
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Project (IMP) was set up. It is a network of twelve global organizations working together to

coordinate best practices in impact measurement and management (see annex 4).

The IMP established a definition based on the consensus of more than 2,000 enterprises,
investors and practitioners : “Impact is a change in positive or negative outcome for people or
the planet. The IMP has built consensus that to understand any impact, we need to understand
five dimensions of performance: What, Who, How Much, Contribution and Risk” (IMP, 2019).
The ”What” refers to the outcomes and their importance to stakeholders, the “Who” identifies
the stakeholders experiencing the outcome and their situation prior the enterprise’s impact, the
“How much” indicates the number of stakeholders reached and the degree of change
experienced, the “Contribution” exposes the margin between the incomes and the outcomes
that would have occurred anyway, the “risk” reflects the likelihood of the enterprise’s effect

on the people and the planet (IMP, 2019).

While the first definition focuses mainly on the value chain timeline, the definition of the IMP
implies a detailed description and assessment of the impact. Both of them refer to a change in

the social system which includes the society but also the environment and economy.

2.2.2. Methodology to construct the impact framework

The research question is “What is the current impact of the Belgian banking sector regarding
sustainability and does NewB bring additional value?”. To answer the interrogation, this thesis
creates an impact framework to analyze which levers the bank uses to have an impact on
sustainability and where the bank fails to act responsibly. This is directly linked to the CSR

definition of the European Commission on the social responsibility of an organizations.

Sustainability is defined as in the first Chapter and it is based on the “Three pillars” concept
on the society, the environment and the economy. The impact framework aims to indicated
how the bank can impact sustainability and contribute to the SDG, the Paris Agreement, the

recovery of the Covid-19 and avoid another financial crisis.

To build the banking impact framework, a bottom-up methodology was used. Indeed, the
approach was to start from a list of impact measures and then, build large impact categories.
Hence, the first step was to build a list of measures. The list was elaborated based on different

sources (see annex 5):
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- Interviews with banks and their impact on sustainability : Wilfried Remans (CSR
Director at BNP Paribas Fortis) David Cherdon (Director of the Argenta office in
Ottignies) and Tom Olinger (CEO at NewB) (see interviews 1, 2 and 3)

- CSR reports from BNP Paribas Fortis, KBC, ING, Belfius and Argenta as well as
information on NewB’s in its prospectus for its capitalization campaign and website

- Literature on sustainability and the banking sector :

o Books : “Financing Sustainable Development, Key Challenges and Prospects”
(Ziolo & Sergi, 2019), “Responsible Investment Banking”(Wendt, 2015), “La
finance solidaire : un humanisme économique” (Lagoarde-Segot, 2014),
“Money and Sustainability: The Missing Link” (Lietaer, 2012), “The Trustee
Governance Guide: The Five Imperatives of 21st Century Investing” (Merker
& Peck, 2019), “The Financial Ecosystem - The Role of Finance in Achieving
Sustainability” (Bose, Dong, Simpson, & 2019), “Sustainable Banking : Issues
and Challenges” (Car¢, 2018), “Social Impact Funds Definition, Assessment
and Performance”(Chiappini, 2017), “The Rise of Green Finance in Europe :
Opportunities and Challenges for Issuers, Investors and Marketplaces”
(Migliorelli & Dessertine, 2019), “Corporate Governance and Sustainability -
The Role of the Board of Directors” (Minciullo, 2019), “Responsible
Investment Banking” (Wendt, 2015)

o Thesis : “La banque coopérative est-elle une alternative durable a la banque
capitaliste ?”” (Piret, 2015), “La finance éthique et solidaire en Belgique : cadre
historique et analyse comparative de Crédal et de Triodos™ (Serck, 2005), “La
responsabilité sociétale des banques : véritable engagement institutionnel ou
simple conformisme?” (Truccolo, 2017)

- Phillipe Lamberts® and its measures on banks : Philippe Lamberts establishes a list of
criteria to analyze the banking system in Belgium. These criteria are ratios taken from
the banks' balance sheets (Lamberts, 2017)

- Profundo research and advice* developed a study on the sustainability of the financing
of banks for Fair Finance Guide International. The study has a two steps approach.
First, it looks at the investment and financing policy of financial institutions and assess

their robustness regarding sustainability. Second, Profundo takes a 360° view to

> Member of the European Parliament, co-president of the European Green Party, with a master's degree in Civil
Engineering from the UCLouvain University (Lamberts, 2020).
4 Independent not-for-profit consulting company (Profundo, 2020)
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establish the difference between the policy and the practice of banks based on a list of
criteria. The latest edition dates from February 2020 (Fair Finance Guide International,

2020; Financité, 2015; van Gelder & van Loenen, 2020).

The second step of the methodology was to categorize the different listed items. Measures were
grouped based on their similarities into distinctive categories. It resulted in a three layers
category framework : first layer categories were grouped into larger categories which were also
gathered in larger sections. Each category is meant to be a lever of impact for the bank. Their
name is based on the main characteristics of the measures they represent. For each category,
the signification of the name was analyzed in the literature to verify the accuracy of the

categorization.

The last step of the methodology was to present the impact framework to experts in the banking
sector and/or sustainability field. This thesis supervisor, Mister Carlos Desmet (CSR and
Business Ethics professor), then Mister Etienne de Callatay (Belgian economist), and Madam
Christel Dumas (sustainable finance specialist) gave their feedbacks which were implemented

into the framework (see interviews 4 and 5).

2.2.3. Impact framework of the banking sector

The banking impact framework is core to this thesis and will be used in the following sections
to tackle the impact of BNP Paribas Fortis, Argenta and NewB. Table 2.3. presents the
categories included in the framework and annex 5 schematize the framework with its impact

measurcs.

This section aims to introduce the framework. To do so, it explains the different levels of
categorization, the bank lever and its impact measures. At the highest-level of categorization,
table 2.3. indicates that there are two major sections : a separation between “core business”
activities and “others”. The first one refers to activities implemented by a bank based on its
inherent functions (e.g. financing organization, matching borrowers demand and creditors
offer, managing its internal infrastructure, ...), while the second section is built in opposition
and concerns the activities which are not essential for a bank to be considered a financial

institution (e.g. donating time and money).
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Table 2.3. — Impact framework of the banking sector regarding sustainability
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Source : Author based on methodology (see section 2.2.2.).

2.2.3.1.  Corporate governance

The first category is “Corporate governance” (see table 2.3.). It is a set of rules, mechanisms
and practices intending to direct and control the firm. The direction and control are
implemented in order to ensure a balance of the stakeholders’ interests (Brink, 2011; Low &
Yaacob, 2015; Minciullo, 2019). A narrow view of the concept refers only to the governance
of the relation between shareholders, the Board of Directors (BoD) and executive managers
(Shailer, 2018). This view is based on the Agency theory. Within a firm, the agency problem
refers to the conflict of interests between the shareholders and the executive managers
(“agents” of the investors). The reasons behind this problem are the different incentives of the
two entities. Shareholders are looking for returns on their investment and managing the risk
while managers can be tempted to take high risk to pursue their personal interest (e.g. higher
remuneration or power). The need of controlling the shareholder-manager relationship is

achieved through corporate governance (Burke, 2015; Minciullo, 2019; Shailer, 2018).

This narrow view of the corporate governance is represented in the “Investor governance”
sub-category of the banking framework (see table 2.3.). Indeed, a bank can have an impact on
sustainability through its investor governance. First, there is an impact when the bank chooses
its legal form>. A bank can be an enterprise or a cooperative. For Etienne de Callatay, a
cooperative model differentiates itself from the traditional banks that seek to maximize short-

term profit for their shareholders. In opposition to the traditional model, a cooperative’s

5 In this section, each group of words with an italic typology indicates an impact measure of the banking impact
framework, while a bold “group of words” indicates a sub-category of the framework.
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objective is to maximize value for its clients (July, 2019). While an enterprise is governed by
the “one share, one vote” principle, a cooperative is controlled by the “one person, one vote”
principle which was defined as a characteristic of sustainable banks (see section 2.1.3.). In
addition, Bernard Bayot, chairman of NewB, states that a cooperative form supports the
stability of a financial institution. Studies have shown that cooperatives were more financially
stable than large banks during the 2008 crisis (NewB, 2019a) (more information on the topic
in the section 3.3.1.). To summarize, the bank can have an impact of sustainability through its
legal form because a cooperative focuses on value for its clients, is based on the “one person,

one vote” principle and is more financially stable.

Second, a bank can have an impact through its investor governance by screening its investor.
Indeed, the bank can implement sustainable criteria into the requirements to become an
investor. With a sustainable profile, shareholders reflect their environmental and ethical values
in the bank’s strategy and operations through the General Assembly or the BoD (Bose et al.,
2019; Remans, 2020; Ziolo & Sergi, 2019).

Third, the banking institution can have an impact on the “Gender equality” — SDG 5 and on
inclusion by forcing diversity across the board of directors thanks to a corporate rule (Argenta,

2020a; Belfius, 2020b; BNP Paribas, 2019).

Then, the dividend policy of a bank is placed in the “investor governance” sub-category
because, the proportion of benefices distributed is decided by the General Assembly and Board
of Directors (Bernard Bayot, 2018). Banks and their core role in the European capitalist society
must stay resilient and survive to the shocks of the recent crisis in order to safeguard the
economic stability of the nation. In this context, the best ethical behavior for banks is to not
distribute its dividends, which is supported by the European Central Bank. Indeed, if the bank
does not distribute dividends, it can build reserves to face coming loss and reinject the rest in
the economy. In general, banks that distribute fewer dividends are better for sustainability
because it strengthens their stability (which is essential for the economy)

and allows them to re-inject money into the economy (thought credits) (Kubicki, 2020; Réseau

Financité, 2020)°.

¢ Aline Fares dismantles the idea that small investors count on bank dividends for their revenues. She mentions
that: "among Belgians whose wealth does not exceed EUR 206,000 (and who would therefore count on this
income, as opposed to a more affluent population that can withstand this shock), less than 1% own shares. And
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Finally, regarding the “investor governance” sub-category, a bank can have an impact by
implementing an ethical bonus and remuneration policy and a sustainable wage pressure’. A
bank with intense bonus policy is contrary to sustainablility. Indeed, attracted by high month-
end bonuses, employees are motivated to take risks and seek short-term opportunities
(Cherdon, 2020; Idowu et al., 2015). This is why, banking bonuses were recognized as one of
the reasons which led to the 2008 financial crisis (Lambrechts, 2017; Migliorelli & Dessertine,
2019; Ziolo & Sergi, 2019). This is the reason that led the Netherlands to limit bonuses at 20%
of the fixed salary. In the same mentality, Triodos does not distribute bonuses and focuses on
a fixed salary (Lamberts, 2017). According to Profundo and Fair Finance, Bonuses should be
linked to long term objectives, be granted based on financial and social objectives, not exceed
10% of the salary and be transparent (Fair Finance Guide International, 2020; van Gelder &
van Loenen, 2020). In addition, remuneration should not bring a high wage pressure because

it increases salary inequalities and this is opposed to “Reduced Inequality” — SDG 10.

This section explained the “investor governance” which is a sub-category of the “corporate
governance” category (see table 2.3.). The other sub-category is the “CSR governance” which
directs and controls the firm CSR strategy and operations of the firm. First, it is necessary that
there is an entity which control the CSR of the bank, in order to direct and monitor the social
responsibility of the bank. Second, it is important that the CSR governance entity is independent
to prevent conflicts of interests and ensure an effective and objective CSR (Minciullo, 2019;

NewB, 2020c¢).

2.2.3.2.  Offer
After its corporate governance, the second impact lever for a bank is its offer. In this “offer”
category, only core business activities of a bank are considered : its credits, deposits,

investments & portfolios, and insurances offer (Mishkin, 2007) (see table 2.3.).

Regarding its “Credit offer”, the bank can have different impacts on sustainability. First,
thanks to its loan strategy by using sustainable and ethical criteria in its loan allocation and

favoring credit to entrepreneurs and ethical causes. This can be measured by the number of

among Belgians as a whole, National Bank figures show that less than a quarter have a supplementary pension
in the form of life insurance. Few private individuals are therefore directly or indirectly (via an investment or
pension fund) shareholders in a bank™ (Kubicki, 2020).

7 Wage pressure refers to the degree of inequality among salaries. It is the ratio of the highest salary over the
lowest one within an organization (Fair Finance Guide International, 2020).
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credits granted to entrepreneurs or sustainable and ethical projects (Car¢, 2018; Cherdon,

2020; GABV, 2020a; Institute for Social Banking, 2020; Remans, 2020; Ziolo & Sergi, 2019).

Second, the bank can screen its creditors based on sustainable and ethical criteria.
Consequences of such screening are that only clients with a sustainable profile get financing
and that it encourages others to change their behavior (NewB, 2020d). Another ethical behavior
is to implement rules and processes to prevent corruption® lending® and terrorism financing.
On the one hand, banks are legally obliged to follow national and European regulations on
corruption and terrorist financing. On the other hand, banks can implement additional policies
and processes to combat such unethical financing. The bank’s degree of corruption can be
analyzed through their anti-corruption policy and by conducting a due diligence on the
implementation of the policy (Fair Finance Guide International, 2020; van Gelder & van

Loenen, 2020).

Third, the bank can implement sustainable and ethical credit requirements, meaning that a
credit is granted only if it does not contribute to unethical and unsustainable causes. Fourth,
the bank can use the pricing of its credits to have an impact on sustainability. Indeed, by pricing
sustainable credits'’ more attractively than others, clients have a financial incentive to adapt

to obtain the sustainable credit (Cherdon, 2020; Remans, 2020).

Finally, regarding the “credit offer” sub-category, a ratio measures the bank contribution to the
real economy. It is the Credits to total assets ratio. When a bank allocated its funds, it is
important to consider whether it gives priority to financing the real economy over speculative
activities (Cavallito, Isonio, & Meggiolaro, 2018; GABYV, 2020b; Groeneveld, 2013). Claire
Maraval and Valéry Paternotte explain the difference between the two concepts: "People often
oppose the terms 'real economy' and 'financial economy'. The first is the sum of concrete
exchanges between households, businesses and individuals, while the second does not have
corresponding "real" flows" (Maraval & Paternotte, 2020) (see section 2.2.3.4.). This Credits

to total assets ratio must be understood carefully, it does not exclude that the bank grants a

8 The World Bank defines corruption as "the use of one's position as head of a public service for personal
benefit" (Council of Europe, 2016).

® In this context, corruption lending refers to the financing of corrupted entities or individuals.

19 In this context, sustainable credits refer to credits which have a social or environment impact. For example,
there are two types of renovation credits: green and standard credits. The former implies that the renovation
brings energy savings and therefore contributes to the environment (see section 3.2.2.1.).



20

credit to unethical businesses. However, this ratio is built in opposition of speculative activities.
In addition, Phillipe Lamberts (2017) notes that “generally, the higher the proportion of loans
to customers (households and businesses), the greater a bank’s propensity to provide essential

services to the community” (Lamberts, 2017).

Regarding its “Deposit offer”, the bank can have an impact by screening its clients. As for the
credits, using ethical criteria to screen depositors influence them to adopt a sustainable
behavior (this relates more to businesses than households). Another ethical behavior is to
implement rules and processes regarding anti-money laundering'!. Then, the Deposits to total
liabilities ratio of a bank indicates the stability of the bank financing (Cavallito et al., 2018).
Large bank’s stability is the key for the economic stability of a nation. Depots are considered
as a stable basis of financing for a bank in opposition to short term funds (e.g. interbank debts)

(Care, 2018; Cavallito et al., 2018; Lamberts, 2017; Ziolo & Sergi, 2019).

Concerning the bank “Investment & portfolio” offer, the bank can have an impact through its
traditional investments offer (see table 2.3.). By integrating ESG criteria in its standard
portfolio management, the bank has an impact on sustainability. In addition, the bank can offer
Sustainable Responsible Investment (SRI) to its clients. According to Eurosif (European
association of sustainable investment funds), there are 7 recognized strategies a bank can use
in its funds to have an impact on sustainability (see table 2.4.). To measure the bank impact
through its SRI, the banking impact framework looks at the quantity of SRI sold, their quality
SRI (through labels), and the implementation of SR/ strategies and ESG factors (Bose et al.,
2019; Freireich & Fulton, 2009; Wendt, 2015). After looking at the investments (traditional
and responsible), the bank can also have an impact through its investment advisory services.
Even though, the bank sells investments to its clients based on their risk and return profile, it
can promote SRI. By promoting ESG investing and SRI to its clients, the bank can influence
their investments decisions (BNP Paribas Fortis, 2019; Remans, 2020).

Table 2.4. — Strategies of Sustainable Investment Funds recognized by Eurosif

Best-in-class | Within an investment universe, securities are analyzed based on ESG
factors. The best performing asset are selected in the fund.

! The Federal Public Service of Belgium defines money laundering as "the dissimulation of money or funds
whose illicit origin is known (drugs, extortion, swindling, sale of arms, fraud ...)" (Federal Public Service of
Belgium, 2020).
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Engagement | The bank uses their investments in the companies included in the fund, to

and voting have a social impact through their shareholder engagement and voting
rights. The goal is to influence the company decisions.

ESG Besides the usual financial factors, asset managers include ESG factors in

integration the selection of assets such as environmental externalities, human aspects
(e.g. working conditions and non-discrimination) and ethical governance
principles.

Exclusions Based on specific norms, asset managers determine companies, categories
of assets, or countries to exclude from the SRI. For example, a norm can
exclude companies related to weapons, prostitution, and drugs from the
socially responsible funds.

Impact In opposition to philanthropy, impact investing aims at generating financial
investing return. However, the strategy differs from standard investing strategies
because it has also the objective to generate ESG impacts.

Norms-Based | This strategy selects investments based on the screening of investments

Screening following international norms on ESG.

Sustainability | Investments are grouped in categories linked to an ESG theme. Themes

Themed examples are climate change, Human Rights, positive externalities, which
are related sustainability.

Source : Author based on (Eurosif, 2020)

The last sub-category of the “Offer” category is the “Insurances” (see table 2.3.). As Christel
Dumas mentions, every part of the offer and business of the bank should be sustainable, even
the insurances offer (Dumas, 2020). To analyze the sustainability of the insurances offer, this

thesis looks if ethical values are integrated into to bank’s insurance activities (Cloot, 2016).

2.2.3.3.  Internal business infrastructure management

This category refers to the infrastructure put in place by an organization in order to conduct its
business. A bank needs a network of workers, buildings, office supply, etc. in order to deliver
its banking offer to its clients. Through the management of its infrastructure, the bank can have

an impact on sustainability (see table 2.3.).

As far its “Human resources” management is concerned, the bank can bring diversity among
its employees by implementing specialized recruiting and adopting dedicated rules. It can also
have a social impact through the implementation of processes of personal and professional
development for its employees. In addition, the practices it have an impact on the environment
thanks its employees” mobility (e.g. favoring carpooling, public transport, etc.). Then, a strong

employees’ Code of Conducts must include the respect of the Human Rights and other ethical
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standards to which the workers must adhere (Argenta, 2019b; BNP Paribas Fortis, 2019; Fair
Finance Guide International, 2020; NewB, 2020d).

Regarding its “Logistics”, the bank can have an impact by implementing a Sustainable
Procurement (Remans, 2020). This is done by implementing sustainability criteria in the
selection of suppliers and controlling their compliance, in order to have the lowest negative
impact on sustainability (UNDP, 2020). The bank can also have an environmental impact by
efficiently managing its consumption through a strong energy management of its buildings, its

CO: and waste management (Argenta, 2019b; BNP Paribas Fortis, 2019; Remans, 2020).

Concerning its buildings “Infrastructure”, a bank can have a social impact by making its
agencies accessible to everyone (improving banking inclusion) as well as building a large
network of agencies to allow everyone not familiar with technologies to have access to banking

services (Argenta, 2019b; Cherdon, 2020; Truccolo, 2017).

2.2.3.4.  Other business’s practices in business ethics

This category regroups measures that did not fit in the other large categories. It contains the
following sub-categories: Fiscality and tax compliance, Investing & Allocation of funds,
Transparency of financing & operations and Speculation. Each of these sub-categories

represents measures related to corporate social responsibility (see annex 5).

The degree of “Fiscality and tax compliance” of a bank can be assessed. Profundo analyzes
the bank’s policy in terms of fiscality and tax and then, conducts a due diligence on the
implementation of their policies. In addition, the numbers of bank’s entities located in tax
havens impact the measure negatively, because it supports tax evasion (Fair Finance Guide
International, 2020; van Gelder & van Loenen, 2020). Contributing to society through a honest

tax participation is a key ethical behavior (Dumas, 2020; Lamberts, 2017).

Regarding its financing lever, the bank offers investment portfolios to its clients, it grants
credits to customers (see section 2.2.3.2.) and allocates its funds towards various investments
(e.g. shares of obligations of business, government obligations, real estates, etc.). This refers

to the "Investment and allocation of funds" sub-category. Through its business ethics!?, the

12 Business ethics are defined as adopting an ethical behavior within its business and bringing morality in the
organization’s environment (Can, 2015).
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bank can have an impact by using its funds towards ethical investments. By integrating ESG
factors in investment decisions, the bank has an impact on sustainability. This is the last sub-
category considered as a core business of the bank, the following ones are not mandatory

functions for a bank to be considered as a financial institution (see table 2.3.).

Then, the bank can also have an impact by implementing a high degree of transparency on its
financing and operations. Adopting “Transparency” and disclosure practices is a
demonstration of an ethical behavior a bank can have. Indeed, transparency is essential for the
effective delivery of CSR committement. It allows to monitor the implementation of the CSR
strategy and assess the bank’s sustainability. Transparency is about communication on its
internal and external operation. Internal transparency refers to communication on internal
environmental friendly practices as well as the wellbeing of employees (see section 2.2.3.3.),
while external transparency refers to the type of business and organizations financially
supported by the bank as well as the management of externalities and stakeholders (Ang, 2015;
Truccolo, 2017).

Regarding its allocation of funds, short-term speculative activities are not considered as an
ethical business behavior (see section 2.1.3.). Banks can have different type of strategies
regarding “Speculation”. On one hand, speculation can be positive if it helps the bank to lower
its risk exposition (e.g. hedging currencies exposure, hedging price of raw materials, the risk
of non-payment of credit). On the other hand, speculative activities can refer to the short-term
detention of financial products. The latter refers to high frequency trading. It does not bring
any value and is not considered as an ethical business behavior. In principle, banks use
derivatives to insure themselves against risks, however, the 2008 financial crisis showed that
these financial products were also used for speculative purposes (e.g. betting on commodities
or currency fluctuations) (Bose et al., 2019; Lietaer, 2012; Mishkin, 2007; Newbery, 2018;
Peyrelevade, 1978). In addition, short-term speculative activities have been the main cause of
the crises encountered by society, since 1847. Those are the reasons why it is important to
measure the degree of a bank's involvement in speculative activities (Maraval & Paternotte,
2020). This is allowed thanks to Philippe Lamberts who computes the degree of speculation of
a bank based on a ratio. This ratio indicates the portion of assets that is allocated to equities,
bonds, derivatives and other financial instruments to be sold or redeemed in the short term to
make profit. This measure allows to capture the degree of speculation of one bank relatively to

others (Lamberts, 2017).
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2.2.3.5.  Philanthropy

Outside the core business of the bank, there is the “Philanthropy” category (see table 2.3.). In
the context of an organization, it can translate into time donation (volunteering for ethical
causes), money donation or the creation of corporate foundations (Idowu et al., 2015). It is
interesting to measure the percentage of philanthropic activities of a bank in its total balance

sheet or total turnover.

2.2.3.6.  External mobilization

Another lever for a bank to have an impact of sustainability is to “Mobilize the traditional
banking sector or the citizens”. It is relevant to analyze whether or not the bank aims to
influence the traditional banking sector and to raise awareness of citizens (NewB, 2019a). In
addition, banks can play a role as a “Citizen activist” by signing charters for sustainable or
ethical finance and joining partnerships or coalitions for ethical and sustainable purpose (de

Callatay, 2020).

To conclude, this part on the impact framework explained each of its categories and mentioned
the various measures available to assess the bank’s impact on sustainability. The goal of this
thesis is to analyze the impact of the current banking sector in Belgium. The analysis of all the
87 credit institutions registered in Belgium was not possible, due to the timeframe of a master
thesis. The focus is on the following two banks : BNP Paribas Fortis and Argenta. This specific
selection is due to two reasons. First, BNP Paribas Fortis is the largest bank in Belgium (see
table 2.2.) allowing to analyze one bank of the Big4; while Argenta is a medium!? and familial
bank, allowing to analyze one of the medium banks located in Belgium. Second, interviews on
the CSR impact were provided for these two banks, allowing for a deeper dive in their CSR
strategy. These differences between the two selected banks bring a broad picture of the current
banking sector. In addition, the two banks together accounts for 27% of the total assets
vehiculated by the banks in Belgium. To complete the two detailed analysis of BNP Paribas
Fortis and Argenta, trends across the Big4 are analyzed based on mainstream available data,
allowing to draw a picture of the financial institutions which vehiculated more than 70% of the

total assets from banks in Belgium (see sections 2.1.4. and 2.2.6.).

13 Bank with a total balance sheet above EUR 10 bln, as considered in section 2.1.4.
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2.2.4. Application of the impact framework to BNP Paribas Fortis

BNP Paribas Fortis (BNPP Fortis) is a subsidiary of the French BNP Paribas Group (BNPP),
which was created after the acquisition of Fortis in 2009. Fortis is active in the two main sectors
of BNP Paribas: "Retail Banking & Services" and "Corporate & Institutional Banking" (BNP
Paribas, 2020b; BNP Paribas Fortis, 2020b).

Because this thesis focuses on the Belgian sector, it is primarily the analysis of BNP Paribas
Fortis that is made. However, because some data and information are only BNPP and not on
its Belgian subsidiary, the following section uses some measures based on BNPP. This is due
to the bonds between the two entities. Indeed, the two entities are bound by numerous rules
that apply to the whole group. In addition, BNPP Fortis sells BNPP investments and BNP
Paribas asset management is located close to the BNPP Fortis offices in Brussels. Another link
between BNPP and BNPP Fortis is that the group has rights over the profits of the subsidiaries
and determines the dividend distribution policy (BNP Paribas, 2020b; BNP Paribas Fortis,
2020b). For a clear understanding, the following section indicates which entity is involved in

the elements analyzed.
2.2.4.1.  Corporate governance

2.2.4.1.1. Investor governance

Given its legal form, the bank does not have a particular impact on sustainability. Indeed, BNP
Paribas Fortis is a public limited company where the "one share; one vote" principle applies
(see section 2.2.3.1.). Regarding the diversity of the board of directors, there are no specific
rules, but "Diversity and inclusiveness" are indicated as priority issues for BNP Paribas Fortis.
In practice, this translates into a 16-member board with 5 women. The majority are of Belgian
origin while the others are French (except for one British). By bringing women to a high
position of responsibility, BNPP Fortis contributes to "Gender equality" — SDG 5 (BNP Paribas
Fortis, 2020a, 2020b).

Concerning the distribution of its dividends, BNPP claimed EUR 1.9 bln from its Belgian
subsidiary to pay its shareholders, just after the ECB's request not to pay dividends. After
pressure from governments and the public, BNPP Fortis announced that it would abstain from

transferring the sum to BNPP and keep their dividends to ensure their role in the current crisis

(Belga, 2020; ECB, 2020).
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Then, BNP Paribas' bonus and remuneration policy is weak. An employee can obtain a bonus
of up to 200% of the fixed salary and there is no limit to the wage pressure (estimated at a
factor of 40 for the group) (de Callatay, 2020; Fair Finance Guide International, 2020;
Lamberts, 2017). In an interview, David Cherdon explains that BNP executives impose double-
digit profitability on their employees. Attracted by substantial bonuses, employees are
motivated to take risks to move from single-digit profitability to 12% (Cherdon, 2020). In
addition to generating salary inequalities, the Group encourages short-term risk-taking with its

bonus policy.

2.2.4.1.2. CSR governance

Regarding the CSR governance, the group BNP has a "Governance, Ethics, Appointments and
CSR Committee" governing the CSR and business ethics within the group. (BNP Paribas,
2020b). BNPP Fortis does not have a special committee set up under its corporate governance
for the management of its CSR and Sandra Wilikens (Chief HR Officer & Responsible for CSR
& Public Affairs) does not sit on the Board of Directors (BNP Paribas Fortis, 2020a).

2.2.4.2.  Offer
2.2.4.2.1. Credit

Loan strategy

Regarding its loan strategy, the group does not lend money to the Tobacco industry and to non-
conventional hydrocarbons (BNP Paribas, 2019; BNP Paribas Fortis, 2020a). The “2020
Banking on Climate Change” report assesses BNP Paribas leaders in terms of financing rules
in four sectors : oil and gas; oil sands; shale oil and gas; and Arctic exploration and drilling

(Kirsch et al., 2020).

Regarding the Belgian subsidiary, a series of numbers show BNPP Fortis’ impact through its
credit offer. BNPP Fortis measures the amount of credit granted to enterprises in line with the

SDG'. In 2019, this amount raises to EUR 10.02 bln'>. This number encompasses EUR 3.04

14 “These include projects relating to the environment (such as for renewable energy or recycling), in the non-
commercial sector (hospitals, schools and universities), plus also loans to social entrepreneurs” (BNP Paribas
Fortis, 2020a)

15 Representing 5,33% of its loans granted to customers and 3% of its total assets (BNP Paribas Fortis, 2020a)
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bln to the renewable energy sector and EUR 95 mln to social entrepreneurs (providing financial

support to 445 social entrepreneurs) (BNP Paribas Fortis, 2019, 2020a; Remans, 2020).

In addition, the bank has created a Sustainable Business Competence Centre (SBCC) in 2009
which guides clients in the renewable energy field, the circular economy and broader
sustainable topics. The organization helps clients with its expertise to develop green projects.
In 2019, the SBCC followed 160 clients which ended up in EUR 848 mln of green loans granted
(BNP Paribas Fortis, 2020a; Remans, 2020).

Regarding deforestation, the group has signed the « soft Commodities Compact» in 2015, with
the intention to have Zero Net Deforestation within its financing portfolio. There are four

sectors privileged in this engagement : palm oil, soy, beef and paper paste (BNP Paribas, 2015).

Creditors screening

Regarding corruption, BNP Paribas' anti-corruption policy is strong according to Profundo's
analysis and follows international guidelines. The Group has a specific policy for terrorist
financing'® (Fair Finance Guide International, 2020; van Gelder & van Loenen, 2020). An
analysis of Trucculo (2017) confirms Profundo’s results and indicates that “Conventional
banks all advocate a "zero tolerance" internal anti-corruption policy”, including BNPP Fortis

and the group BNPP (Truccolo, 2017).

Credit requirements and pricing

Through an attractive pricing, BNPP Fortis encourages its clients to meet environmental
requirements to get a cheaper credit. Indeed, green credit (for renovation and car) are more

attractive than the standard ones (see table 2.5.).

Table 2.5. — Pricing and requirement of green credits by BNPP Fortis, current as of July 14,
2020

Standard credit Green credit | Requirements
TAEG TAEG
Renovation loan | From 2,95 % From 1,80% | Min of 75% energy savings
Car loan From 1,90 % From 1,50 % | CO: emissions below 130g/km
(petrol) and 115g/km (diesel)

Source : Author based on (BNP Paribas Fortis, 2020b)

16 BNP Paribas is a user of SWIFT's KYC Registry service. This service performs a due diligence on the bank's
clients in order to prevent the financing of terrorism and money laundering (BNP Paribas, 2020a; SWIFT,
2020).
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In addition, the group and the Belgian subsidiary offer Sustainability Linked Loans (SLL) to
enterprises. Those loans have the particularity to adapt their pricing based on the ESG
performance of the enterprise. BNPP Fortis granted a SLL to Solvay with the particularity that
the price varies based on their CO objectives. Another example is Etex Group which receives
a EUR 600 mln SLL by BNPP Fortis. The price of the loans depends on the company’s ESG
rating by Sustainalytics (BNP Paribas, 2019; Remans, 2020). The total SLL granted by BNPP
Fortis is unknown, but the group has granted a total of EUR 6.2 bln Sustainability-Linked
Loans in 2019 (for EUR 3 bln in 2018 when it started) (BNP Paribas, 2019). To put this number

into perspective, it represents 0,8% of the total loans granted by the group'”.

Contribution to real economy

As mentioned above, the Credits to total assets ratio indicates the degree to which a bank
finances the real economy and provides key services to the community (see section 2.2.3.1.).
For the group, the Credits to total assets ratio is 37% in 2019, while BNPP Fortis has a ratio
of 60% (BNP Paribas, 2019; BNP Paribas Fortis, 2020a). The section on speculation gives

more insights and conclusions on these numbers (see section 2.2.3.4.).

Unsustainable Financing reporting from NGO’s

Even though the group is a classified leader in terms of fossil fuel rules and has committed to
stop unconventional fossil fuel financing, the “2020 Banking on Climate Change” report
indicates a rising financing of the fossil fuel sector (see table 2.6.). This rise in due to an
increase in various sectors, oil sands and fracking included (Kirsch et al., 2020). The CSR
director explains that these figures do not correspond to reality and that the group's granted
credits remained stable. He mentioned that the figures have inflated because they take into
account syndicated loans. For the rest, the figures take into account "transfers between
companies of already existing assets and do not contribute to the creation of new oil and gas

capacity" (see annex 6).

Table 2.6. - BNP Paribas financing of the fossil fuels sector

Total (USD bln)
Year 2018 | 17,774
Year 2019 | 30,618

Source : (Kirsch et al., 2020)

17 Loan granted in the group : EUR 414 bln by Domestic Markets, EUR 186 bln by International Financial
Services and EUR 146 bln by Corporate Banking (BNP Paribas, 2019; Remans, 2020)
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Regarding climate change, another topic is deforestation. Profundo attributes a low score to
BNPP due to a vague and unclear theoretical framework and policies that lead to poor financing
in practice. For example, in 2019, BNP Paribas financed companies that deforest the Amazon
and violate Human Rights to an amount of EUR 3 bln (Fair Finance Guide International, 2020).
However, the CSR director of the Belgian subsidiary defends these numbers. He explains that
the bank “aims to ensure that its clients implement best practices to protect natural ecosystems
and biodiversity, and in particular asks traders in agricultural commodities to develop a
traceability system for the products they sell” (see annex 6). As mentioned above, the bank’s
»18

committement towards “Zero Net Deforestation

Paribas, 2015).

supports Mister Remans sayings (BNP

According to a report by the Belgian Coalition against Nuclear Weapons, Fairfin and
Bankwijzer, BNP Paribas finances major nuclear weapons production companies for around
EUR 9 bin (Fair Finance Guide International, 2020). Mr. Remans explains that the report does
not differentiate the sectors within an organization. For example, the group invests in Airbus
and Boeing that are also active in nuclear weapons, which leads to inflated numbers reported

by the NGO’s on the total amount (see annex 6).

The section on BNPP and BNPP Fortis’s transparency gives a conclusion to this section on

unethical financing (see section 2.2.4.4.3.)

2.2.4.2.2. Deposit

There is no process of sustainable screening for depositors at BNPP or its subsidiary. However,
there are specific processes in place to prevent money laundering (see note 16). Regarding its
Deposits to total liabilities ratio, in 2019, 65% of BNPP Fortis liability came from deposits
from its clients while the group BNPP has a ratio of 40,1%. Phillipe Lamberts assess a ratio
above 60% as strong for the stability of a bank (see table 2.9.). Even though BNPP Fortis is
considered to have a strong financial stability in terms of funding, the subsidiary depends on

the group which scores low on this criterion.

18 As the name indicates “Zero Net Deforestation”, the goal is to have to neutral final balance. So, in practice,
financing deforestation is allowed if other projects compensate for the deforestation impact (Lake & Baer, 2015)
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2.2.4.2.3. Investment and portfolio
The impact framework indicates that there are 3 sub-categories to analyze within the
“Investment and portfolio” section: the traditional investment offer, the sustainable responsible

investment (SRI) and the investment advisory services (see table 2.3.).

Regarding the traditional investments, all investment funds from BNP Paribas Asset
management follow an exclusion policy. Indeed, the group creates a list of unethical
organizations based on the principles for responsible investment of the United Nations
(UNPRI). The institutions of the list are excluded from all BNP Paribas funds (BNP Paribas
Fortis, 2020b). Every 6 months the list is updated, the CSR director indicates that the list

contains 820 black listed organizations (Remans, 2020).

Regarding the quality of the traditional funds, Emmanuel Morimont investigates the non-SRI
fund offers on the Belgian market!'®. For every bank (including BNP Paribas Fortis), he and his
team found companies involved in the following sectors : Alcohol, Tobacco, Gambling, Oil,
Oil sands, Coal, Mining, Tax havens, Chemical sector (pesticides), Arms (Morimont, 2020).
Even though, BNPP has an exclusion policy, its traditional funds offer a negative impact on

sustainability.

In terms of Social Responsible Investments, all funds are created based on ESG criteria. The
group offers Philanthropic funds. A concrete example is the group’s Social solidarity fund. It
is a Philanthropic fund which donates 4 basis points to social causes, accounting for EUR 4,1

mln since its creation (BNP Paribas, 2019; Remans, 2020).

In addition to Philanthropic funds, the bank offers funds based on a two steps selection. First,
the selection is based on the “exclusion” approach and then, the organizations are selected

based on the “Best-in-class” approach (see table 2.4.) (BNP Paribas, 2020a).

19 The investigator, Emmanuel Morimont, used a methodology to analyze the various funds of the Belgian
market. He printed the lists of the investments included in the portfolios of the large four banks in Belgium
(ING, KBC, BNPP Fortis and Belfius). With a team composed of experts in sustainable and ethical fields, they
analyzed the content of the different funds (SRI and non-SRI) and looked for organizations active in unethical
sectors. The team was composed of : Martin De Duve (Director at Univers Santé, UCLouvain), Juliette Boulet
(spokeswoman at GreenPeace Belgium), Annika Cayrol (researcher at Réseau Financité), Yannick Quéau
(Director at Groupe de recherche et d’information sur la paix et la sécurité), Phillippe Hensmans (Director of
Amnesty International Belgium) and Frank Van Aerschot (FairFin).
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Specific funds have an "active steward ship" strategy such as the “Engagement and voting”
strategy categorized by Eurosif. The strategy consists of investing massively in non-sustainable
companies in order to have a dominant impact through their position on the Board of Directors.

Wilfried Remans gives the example of Shell as a target company (Remans, 2020).

In terms of the SRI offering, by the end of 2018, clients had placed EUR 11 bln of SRI at BNP
Paribas Fortis (BNP Paribas Fortis, 2019). In 2019, BNP Paribas Fortis offered 83 SRI funds
accounting for EUR 19.37 bln under management (BNP Paribas Fortis, 2020a). The
publication of BNPP allows to put these absolute numbers into perspectives. The total amount
of SRI under BNP Paribas Asset Management accounts for EUR 63 bln in 2019 which
represents 12% of the total asset managed by the group?® (BNP Paribas, 2019, 2020a).

In terms of quality, the 83 SRI funds offered by BNP Paribas are labelled with the “Towards
Sustainability” label of Febelfin (BNP Paribas Fortis, 2020a). As the name of the label
indicates, it aims to guide the financial sector towards a more sustainable investing. But it does
not have the intention to bring a high standard label on sustainability. Indeed, the characteristics
of the label show that it only requires a minimum of sustainability. The label ensures that the
fund is created based on ESG criteria, that it does not support “very” unsustainable practices
and that it has enough transparency to verify the two former criteria. Those criteria do not
support a high degree of sustainability but aim at encouraging the banking sector to adopt
practices “towards sustainability” (BNP Paribas Fortis, 2020a; Central Labelling Agency,
2020).

Another association assessed the quality of the fund on the Belgian market. Financité, the
website of a government-funded non-profit organisation, rates the sustainable funds available
on the Belgian market. According to the study of Financité, only 85 funds out of 545 received
a score above zero, while the others were excluded from the ranking and are not considered
sustainable. And even among the 85, the scores are low. There are two main reasons behind
the poor scores of the SRI funds. First, the SRI funds were not considered sustainable if they
cont