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1.
Introduction

This case study covers the following themes: the nature of innovation in services; the position significance and nature of innovation in UK financial services; the trend towards 'green' or environmental innovation in financial services at a general level; and examples of how green innovation in financial services has actually been implemented and the consequences of this.   

1.1
Aims of the Case Study

The paper seeks to measure and reveal some of the facets of the relationship between 'green' innovation in financial services and employment - not just in quantitative terms but also the indirect and subtle changes that occur to the skill base that affect both innovating and non-innovating firms.   

The discussion of the nature of innovation in services is intended to illustrate the difficulty in general terms of representing and understanding the process of services innovation and from observation of some empirical data to suggest what types of employment effect can occur and where they can occur in the innovation cycle.  The section on UK financial services presents the economic context for the paper and reveals the importance of the sector in terms of conventional measures of size and levels of activity.   Included also is a brief section looking at the broad trends in innovation in financial services.   This serves as the introduction to the followings section which describes, at the macro-level, the 'greening' of financial services as a whole.  A brief typology is proposed which suggest types of green innovations.  Finally, in a more detailed analysis of UK financial services actual, cases of environmentally innovating companies are examined.  Also presented is a profile of the main policy initiatives and services offered from some of the main financial institutions including banks, insurances companies and firms offering investment services. 
1.2
The IMPRESS Study

This paper and the analysis it contains is a part of a wider methodology in which similar work has been undertaken in Germany, Italy, the Netherlands and Switzerland - this is the IMPRESS project.  Separate cases have been selected for each of the countries by the teams involved, and this work is to be supported by a quantitative survey in the same countries.  The work has been funded by the European Commission's programme of Targeted Social and Economic Research.   All of the other case studies in the IMPRESS project address the effects of green innovation in manufacturing sectors mostly from the perspective of specific technological innovations.   However, this case study - with its focus on services - offers an interesting contrast with the other work in the project and highlights the inherent problems of understanding the process and impact of services innovation.  We should note particularly that a services focus requires greater recognition of organisational innovations, although of course technological innovations may also be associated with the improved delivery of a service.   This is not bad thing, for a powerful criticism of theories on, and studies of, innovation has been that they have tended to put too much emphasis on technological innovation at the expense of, for example, organisational innovation (e.g. see CRIC, 1999, p.30).
1.3
Studying Eco-innovation

Other work has looked eco-services centred on the environmental service sector – that is “those providing assistance to firms confronting and/or seeking to avoid environmental problems associated with their activities” (Kastrinos and Miles, 1996, p.1).  Such firms include those supplying information, diagnostic services, technical problem solving, and physical environmental services.  However, we propose to position this paper from a broader perspective, approaching the subject from the point of view of services in general and the environmental innovation that is taking place.  
2.
Innovation in Services

2.1
The Importance of Services

The significant role played by services in modern economies is well known.  To take the UK as an example, services make up the largest sector of the economy in terms of both contribution to GDP and employment.  While manufacturing’s share in total UK GDP shrank from 24.6% in 1985 to 21.8% in 1995, the contribution of services rose from 57.3% to 65.9%. In terms of employment, the service sector has seen steady growth over the last two decades- full-time equivalents in services now account for 76.2% of total UK employment.  

Reflecting the increasing economic importance of services, so there has been a parallel increase in academic interest in the sector. One area in particular has been the study of innovation in services.  Here we briefly set out three different approaches to innovation theory
2.2
Theories of innovation in services

One of the earliest although still most significant contributions came from Barras (1986) who proposed that service innovation followed a ‘reverse product cycle’ involving three stages.  The first of these stages involves the adoption of a new technology in order to increase the efficiency of an existing service; secondly the technology is applied to improving the quality of services; and finally new services are generated with the assistance of the technology.  Barras sees this reverse product cycle as paralleling the normal product cycle in the industry which is producing the technology, and that there will be considerable interaction between the two (Barras, 1986, p.165).

Sundbo (1997), sees service innovation falling within what he calls the ‘strategic innovation paradigm’, where the firm’s strategy is seen as the core innovation determinant.  Here, “innovations are largely market-driven and are formulated within the framework of a strategy.  All innovations must be kept within the strategy to prevent the firm’s activities from being uncontrolled” (p.436).

Gadrey, Gallouj and Weinstein (1995) propose that the ‘recombination’ model can help shed light on the innovation process in services.  In this perspective innovation will; retain all the known characteristics of the product, recombine these characteristics, favour the reutilization of components, and may add a small difference.  This clearly differs from the idea of radical innovation, and they also argue that it differs from incremental innovations, where the main characteristics stay the same and some secondary characteristics are improved or replaced.  The recombination model is seen to shed light on a number of issues surrounding service innovation including:

· “the unspectacular nature of product innovation”, as the model operates through the “continuous and cumulative production of knowledge”;

· the problems with evaluating innovation in services, as traditional measures based on novelty are not relevant;

· the low cost of innovation;

· “the relative lack of research in the classical sense: the production of new knowledge” as the knowledge that is required is more architectural as opposed to knowledge of the components themselves;

· the lack of prototyping, which, given that the components have already been proven in practice, is unnecessary;

· the fact that the need to need to protect innovations, which can be very difficult, is less important than the ability to “facilitate recombinations” (p.  13-14).  
2.2.1
Categories of services innovation

In a study of the insurance, business consultancy, and electronic information services, Gadrey, Gallouj and Weinstein (1995) found that innovation was occurring in each of them and they identified the principle categories under which these innovatory activities could be grouped, including:

· product innovation – whereby the firm provides a new type of service;

· ‘architectural innovations’ – whereby existing service products are bundled (or unbundled);

· process innovations – whereby changes are made to the delivery of the service without a change to the service itself, for example the application of IT may improve aspects of service provision; and

· organisational innovations – whereby structural changes are made within the service company.

A further category, that of ad-hoc innovation, referring to “an innovation produced during the very process of providing a service, with, therefore, the collaboration of the client” (p.9), was also distinguished.  This reflects the importance that the supplier-client interaction can have regarding innovation in services.  Indeed, if there is a high degree of supplier-client interaction then it can become difficult to distinguish where the innovation is actually taking place and who is responsible for it.  Service providers could initiate innovation in client firms, and equally, clients may trigger innovative activity in the service provider.  In addition, where clients have specific needs and there is a degree of customisation of services to fit these, it can make it difficult to recognise the degree of innovation which may be taking place – from minor stylistic changes to major design changes (Miles, 1996, p.19).   

2.2.2
Organisation of innovation in services

For the study of French banking, insurance, electronic information, and management consultancy services [Gadrey et al., 1993, 1994] it was found that the innovation process was generally unsystematic, although there were increasing attempts being made to manage it in a systematic fashion.  While some firms had special innovation departments they tended not to have the character of more traditional R&D departments (electronic information services were the one exception to this) (Sundbo, 1997, p.433-4).  

In his Danish study, Sundbo (1997) examines the innovation process in three types of firms identified as; top strategical organisations, network organisations, and professional organisation.  Top strategical organisations are large firms, with a structured hierarchical organisation, where the management decide upon a strategy and ensure that it is followed.  Generally, the market was the starting point for the innovation process and this was interpreted through the strategy of the firm.  Although top managers guided the process they were rarely the source of innovation, being reliant on other groups of intrapreneurs.  Network organisations, mainly found in the tourist industry, were collections of small firms brought together with the purpose of making innovation more likely.  Sundbo found that this had not succeeded due to management problems and the general conservative nature of the members of the network.  Traditionally, for professional organisations, such as management consultancy firms, where most members of the firm were highly educated, innovation was a collective process with everyone expected to generate new ideas.  However, there has been a tendency for innovation management to become more systematic, making some professional organisations more similar to the top strategical organisations (p.442-9).

Miles (1996) proposes that one important organisational innovation for services “may be to give more formal management recognition to their innovative activities” (p.22).  The fact that service firms seem more unlikely to set up R&D departments, and often have problems identifying development activities as R&D (ibid., p.11) may partly explain the underperformance of service firms in statistical measure of R&D, such as the number of employees engaged in R&D, or R&D expenditure per employee.

3.
Financial Services

3.1
The importance of financial services

It may be useful to briefly describe some of the context for financial services, including its significance in economic and unemployment terms.  Evidence has been taken from the United Nations Employment Programme, the recent Foresight work in the UK and from the Community Innovation survey of the European Commission.   

Perhaps first we should note there is not a universally accepted definition of what constitutes the financial services sector.   In the UK for example, references to 'the City' and the financial sector are both attempts to convey a sense of a broad grouping of different activities concerned with the management and distribution of finance.   As institutions expand their range of activities resulting in the blurring of boundaries between sub-sectors, so the task of constructing a precise definition becomes even harder.  Once there were separate institutions for tasks such as mortgage lending, personal banking, insurance and the broking of stocks and shares, whereas much of this now is offered by single institutions.

By any available measure the financial services sector represents a very significant part of the European economy.    As a sector it is dominated by large firms, with over 80% of workers employed in firms with more than 250 staff, and accounts for around 3-4% of employment in most EU countries.  Much of the employment is high skill, white collar (around 50%).   For the UK economy, the financial services sector is especially significant.   During the 1980s and into the 1990s it grew substantially and at a rate estimated to be faster than that for any other leading OECD economy.   The best estimate is that the financial services sector in the UK now accounts for in excess of 7% of GDP.  

The financial services sector is also one of the largest employers in the UK.   More people are employed in insurance than the aerospace and defence industries while finance as a whole employs roughly three times as many people as IT and electronics.   The sector is a very large user of technology with an IT spend more than double that for UK industry as a whole.   To some extent paralleling this, the sector is employing a progressively larger numbers of people with skills in IT and maths.   While many of these are employed in conventional roles such as IT systems design and support, others are engaged in the development of financial product and services which are underpinned increasingly by sophisticated mathematical modelling techniques.  (Foresight, 1997)     

3.2
Innovation in financial services

Over recent years the financial services sector has undergone rapid change and innovation.   Especially important have been the results of deregulation and the introduction of new technology leading to an expansion of financial markets, a proliferation of new products, an increase in the speed of interactions, and a lessening dependence on human presence.

Much attention has been given to the sectors widespread adoption of IT.  This has been seen to have a major influence on innovation in software, human-machine interfaces, telematics and related areas.  IT has been employed throughout financial services as efforts are made to improve cost-efficiency.  This widespread adoption of IT is perhaps reflected in the way that financial services invest particularly heavily on external technologies for innovation (see CRIC, 1999b, p.18).

However, non-technical innovations have also been important, as is the case with services in general.   A study of Danish financial services showed that technology was central to only a limited proportion on the overall innovation, namely process innovation.

Table 1.  Significant innovations in the Danish financial services sector in the 1980s.  Source: Sundbo (1997) in CRIC, 1999b, p.5

Organisational
Process
Product
Market
Overall

Non technological
94%
16%
47%
70%
54%

Not technological but dependent on technology
6%
23%
42%
30%
30%

Technological
0%
62%
11%
0%
16%

3.3
Drivers of Innovation in Financial Services

The UK Foresight study looked in detail at the financial services sector and identified topics and issues which would shape its development.   These included, perhaps rather obviously in some cases, the following: 

· multimedia and telecommunications; 

· IT and computing; 

· the availability of IT skills; 

· fraud and malpractice; 

· and the development of new institutions through restructuring of the sector.   

Although not explicitly covered in the report, it also possible to deduce the what are the drivers underpinning the process of change.   Principal amongst these were: 

· increasingly rapid technological innovation both creating opportunities and lowering the entry barriers to new competitors;

· the pressure to develop new forms of service delivery to meet customer needs and achieve efficiencies; 

· the impact of globalisation in creating competition to the UK financial sector from European, American and Asian institutions; 

· increased pressure on the financial sector as retailers and others compete with banks, building societies and insurance companies;

· and more sophisticated consumer behaviour.

Interestingly, there report does not make reference to the need to develop an environmental profile although survey work did in several instances highlight the need to balance activities against ethical and moral considerations.

4.
Environmental innovation and financial services

Whilst environmental issues did not really figure in the Foresight study of financial services, they are more explicitly recognised in the Community Innovation survey, although their importance as drivers for innovation is questioned by the results. However, actions that have been taken at both the national and international levels do reflect a growing recognition that the environment is an important area of concern for financial institutions.   

4.1
The role of green issues in financial services - the Community Innovation Survey  

The Community Innovation Survey has provided some interesting quantitative insights on innovation in financial services.    For the purposes of the CIS the area of ‘financial intermediation’ comprised the whole of Section J of NACE (Rev.1), from sectors 65 to 67, that is: 65 – financial intermediation, except insurance and pension funding; 66 – insurance and pension funding except compulsory social security; and 67 – activities auxiliary to financial intermediation.

Data from the CIS II
 while not specifically focusing on environmental innovation, does examine a number of categories under ‘aims of innovation’ which can be interpreted as demonstrating some degree of environmental innovation.  Clearly, these include the aims of ‘reducing environmental damage’, ‘reducing energy consumption’ and ‘reducing materials consumption’.  These does not however, produce a comprehensive picture of environmental innovation as other categories, such as ‘open up new markets’ and ‘fulfil standards/regulations’, may well include further environmental innovations.  Focusing on financial services in the UK, the data shows that while the environment is seen as relevant it is generally not seen as very important – see Table 2.

Table 2.  Objectives of Innovation for Financial Services – categories related to the environment.  Source CRIC, 1999.

AIM
Relevant
Very important

Reduce environmental damage
41%
7%

Reduce energy consumption
43%
5%

Reduce consumption of materials
46%
9%

(Open up new markets)
(99%)
(80%)

(Fulfil standards/regulations)
(87%)
(39%)

4.2
United Nations Environment Programme – The Financial Institutions Initiative

The United Nations Environment Programme (UNEP) has, since its inception in 1972, been concerned with encouraging economic growth that is compatible with good environmental performance.  However, with the increasing emphasis on ‘sustainable development’ that has occurred since the Earth Summit in 1992, this role has increased in importance.  One part of this is the increasing recognition of the central role that financial services can play in the promotion of sustainable development.  Working with major financial institutions UNEP set up the Financial Institutions Initiative with the principle aim of generating debate between “all those involved in economic development and managing risks and environmentalists” (UNEP, 1999a, p.3), including commercial banks, investment banks, venture capitalists, insurance and reinsurance concerns etc.  In this aim the Initiative has had a degree of success with, for example, the fourth international roundtable meeting attracting more than 230 participants, including representatives from more than 100 financial institutions, while 18 countries sent environmental ministry representation and a number of single issue groups participated in the sessions.  While initial concerns were over risks posed to the financial sector from environmental problems, the debate has now moved on to concern risks to the environment (Kelly in Coulson, 1999a, p.19).  A secondary aim of the initiative is to “foster private sector investment in environmentally sound technologies and services” (UNEP, 1999a, p.3).

In 1998 a survey was distributed through UNEP to all signatories of the Financial Institutions Initiative Statement.  Highlights from the responses included that:

· 69% of respondents had an internal corporate environmental policy in addition to the UNEP statement.  Commitments made in these statements covered a broad range of areas but commonly the focus was on legal compliance with environmental regulations and the implementation of the environment into core financial products and services as well as business operations;

· 90% of respondents had a dedicated environmental manager/department concerned with policy development and implementation, external relations and expert guidance on internal operational management;

· The majority of organisations had, or were developing, documented environmental policies covering corporate credit (74%) and project finance (63%) while fewer had policies covering investment banking (53%) or insurance (38%);

· 60% of organisations had taken steps to integrate environmental risk into credit decisions, but only 20% had formally integrated environmental risk into strategic credit or investment portfolio management;

· Only a minority of organisations formally monitored environmental issues which had led to loan refusals and defaults as a separate risk classification;

· The translation of environmental impacts into financial implications was seen as the most significant obstacle to advancing the integration of environmental issues into credit and investment analysis;

· 60% of organisations had developed some form of green product.

5.
'Green' Innovation in UK Financial Services 

5.1
Approach

Previous sections have set out ideas on the nature of services innovation and described the broad position with regard to the importance of financial services, what drives innovation in the sector and the emergence of 'green' innovation.  This section attempts to go a step further and examine actual cases of 'green' innovation in financial services and explore the link to employment effects.  Although the approach follows broadly the definitions of employment effects and innovation as set out for the IMPRESS study although as is noted below, some modification has been necessary.

The first step in defining the scope of the work was to identify the area of focus for the work. While the importance of environmental issues for the insurance sector has been widely recognised, little work has been conducted into the effect of such issues in banking. Recent workshops commissioned by the Financial Sector Environment Forum with the support of the ESRC, highlight the growing interest in examining both the importance of the environment to the banking sector, and also the effect that banking may have on the environment. The focus on banking in this study reflects this recognised need for further study.  Secondly, the types of 'green' innovation being undertaken by financial institutions, especially the major banks and lending organisations, needed to be identified. Brief descriptions of those being offered by banks and mortgage lenders are listed in Table 3.  This has tended to concentrate on both the types of product innovation being offered and the 'back office' innovations in areas such as energy and paper consumption.  As this case is exploring ‘service innovation’, it was decided that the focus would be on an actual innovation in services, rather than, for example, the introduction of new technology – hence the study of ‘environmental’ loans.   

The next step was to explore the feasibility of applying the life-cycle approach to the analysis of new product innovations.  In other words to look at the impact of new types of loan - on the banks, on the organisations/firms receiving the loan, and on further downstream employment effects.  For the reasons set out above, the idea of effects on suppliers - in this case literally the savers with an institution- has not been  followed-up.  Compensatory employment effects could be identified through analysis of competitors although it is very unlikely that any quantitative information would be available.  Thus the boundaries for the field of analysis are:

· the banks or financial institutions offering new types of environmental lending (direct employment effects);

· their competitors in the marketplace (indirect employment effects);

· organisations receiving the loan (direct employment effects);  

· the suppliers and downstream users of products or services provided by the firm that is in receipt of the loan (indirect employment effects).  
5.1.1
The IMPRESS analytical framework

We should also note some of the practical difficulty of conducting analysis in this sector especially when trying to account for employment effects.  Many of the innovations have occurred relatively recently as the wave of environmental awareness has spread across the sector.  In turn, the loans made by financial institutions - that are to be a central part of this study - have also only relatively recently taken place.  The effects of these, including employment gains and losses, are only now beginning to be experienced.  Another point to be made concerns the difficulty of conducting an analysis of this sort in an area where confidentiality is always going to be a major issue. 

Problems arise when following the IMPRESS definitions of innovation types.  These concern the different categories of ‘preventative’ (integrated and end-of-pipe) innovation, and the boundary between these and ‘curative’ innovations.  Take for example the issue of paper management within a financial services organisation.  It is now widespread practice that many of these institutions are attempting to manage their consumption of paper products either in the internal 'back-office' operations of the bank or in the case of the paper products that are distributed to customers and as used in marketing.  In many cases, targets for reducing the consumption of paper have beet set, combined with the search for alternatives.  These initiatives could be categorised as ‘integrated’ ‘preventive’ measures.  On the other hand, what of the attempts to deal with the excess of such paper products after they have been produced? Are these ‘end of pipe preventive’ innovations or ‘curative’ innovations.  It seems that in such an example the distinction lies with the definition of the problem.  Excess paper products which a bank has to deal with could both require an ‘end of pipe’ innovation to the process activities, and a ‘curative’ solution on the part of waste management authorities.

The life-cycle analysis approach proposed for IMPRESS is more easily applied with some types of financial services green innovation than others.  For example, the concept of suppliers is difficult with the concept of a new environmentally targeted loan.  Perhaps these suppliers are the savers that support the loan-making activity.  In principle it could be hypothesised that an institution which offers 'green' loans will also attract new types of saver and new levels of saving.  In turn this saving activity will, through an income effect, impact on consumption patterns.  Although possible, the link would be hard to explore operationally.  In the case of innovations to 'back of house' operations or service delivery, however, the notions of suppliers make more sense.  Reductions in the consumption of paper for example, might have a very clear impact on suppliers of specialist papers or design services, many of which are outsourced.  Downstream, all of the different types of service innovation would produce tangible effects - either on those taking-up products or, typically in the case of process innovations, on those dealing with waste products such as paper.

5.2
The Banking sector 

One of the early drivers for banks becoming involved in environmental risk assessment was the fear, raised following the Environmental Protection Act 1990, that banks could be liable for environmental damage caused by their customers.  These concerns led the British Bankers’ Association (BBA).  BBA to establish an Environmental Issues Advisory Panel in 1992 in order to consider the risks and to lobby government.  A position statement published by the BBA in 1993 argued that banks should not be treated as ‘environmental policemen’ and that the risk assessment of business propositions needed to be cost effective in relation to the amount advanced.  However, as has happened at the international level, this initial concern over the threat environmental problems posed to the banks has now been superseded by an interest in the role that banks can play regarding environmental performance (Cooper in Coulson, 1999a, p.6).

5.2.1
Sector Survey

In order to ascertain the degree of ‘environmental’ action being taken across the sector an initial survey was conducted. This involved an examination of general annual reports, along with environmental reports (for those banks that produced them). See Table 3.

A Taxonomy for Green Innovations

Taking the results of this initial survey we suggest a classification which distinguishes between innovations in operations, innovations in the delivery of services and innovations in the types of service to be developed.   Innovations in operations relate to the procedures and organisation of the institutions offering the service.  These are located in what is often referred to as the 'back-office', whilst the innovations could be described as process innovations.  Typically, banks and most other financial institutions are now seeking to promote their environmental credentials in the form of things such as better management of energy consumption, water consumption, use of transport, and as already noted, the use of paper.  For the financial institutions themselves there are double gains - both in the form of a better image to environmentally sensitive consumers and reductions in operating costs.   

The next category is innovations in the delivery of services, most of which are connected to the use of IT.  Most well known is the use of ATMs and reductions in the use of cheques for cash withdrawals.  The biggest environmental gains are less paper consumed, less transport of cheques and other paperwork between banks, and if the cash dispensers are widely located, fewer customer journeys to the banks.  Possible environmental drawbacks might be the excess production of ATM receipts and the waste problems these present, and whatever environmental penalties might exist in the full life-cycle analysis of the manufacture and operation of ATMs.   Telephone banking and electronic funds transfer facilities would be other innovative uses of IT for the delivery of services.  The environmental gains and losses would be similar to those for ATMs - overall less use of paper and its handling.  Besides the IT innovations there are other changes, certainly linked to the power and ubiquity of IT, which have changed the relationship of the customer to the financial institutions and the services acquired.  The introduction of more streamlined procedures for lending, for example either loans or mortgages, has meant fewer paper-based forms to complete whilst the customer has been able to receive approval or access to funds more quickly.

Table 3. PREST Survey of UK Banks' Environmental Policies 

Institution
      Main Features of Environmental Policies 

Barclays Bank
· Environmental Risk Management Unit set up in 1992 to assess the impact of environmental liabilities and penalties 

· focus on property management issues: benchmarking overall environmental performance-energy, water, use of ozone depleting chemicals

· environmental review of existing practices published in 1999

Cooperative Bank
· 1996 environmental audit-conclusion that majority of environmental impacts are associated with purchasing

· commitment to the concept of the paperless office-90% reduction in print volumes of plain paper reports-reduced transit journeys between sites

· ecological mission statement requires that don’t invest in some areas-business customers encouraged to take a pro-active stance

· 1994 setting up of in-house ecology unit

· 1995 establishment of the National Centre for Business Ecology with 4 universities 

Halifax
· committed to environmental policy since December 1997-currently working on first environmental report

· development in 1998 of Environmental Management System-survey to identify environmental impacts-corporate environmental targets

Lloyds TSB 
· Group Environmental Risk Department set up in 1998 as a central point for environmental information across departments

· focus on property management issues: energy consumption, heating, lighting, ventilation and IT use, 

· specific attention to reducing paper consumption-search for alternative sustainable materials

· internal purchasing policy requires consideration of environmental issues

· Environmental Risk Handbook launched in 1997 to help lending officers promote good environmental practice

· 1999 target to promote environmental management amongst SMEs

Natwest Bank
· aim to reduce energy consumption by 12% between 1996 and 2000 

· CO2 emissions down by 37% since 1990

· Environmental Lending Initiative relaunched in 1998-offers loan rates below standard levels and reduced arrangement fees-open to any company that wishes to improve its environmental performance 

Royal Bank of Scotland
· published an Environmental Policy in 1996-later led to formal Environmental Management System (EMS)

· 1988 creation of the post of Environmental Manager with Bank's Risk Review team

· the EMS meant branches and departments established Environmental Action Plans based on 'best practice' 

· environmental issues and strategy addressed quarterly by an Environmental Advisory Group

· some attempts to integrate environmental issues and assessments within lending approaches

Finally, there are the 'green' innovations in the types of services offered by the financial institutions.  In effect these are product innovations.  Several banks and mortgage lending institutions are now operating schemes to acknowledge the importance of loans for environmental purposes and in some case even linking these to reduced payments.  For the institutions there are the promotional benefits, again in the form of appearing a sound and responsible lender.  Indeed in some case banks have linked these activities to ethical policies governing the types of activity that the bank should not be engaged in.  Another argument put forward is that, everything else being equal, the customer that thinks about environmental issues is thinking long-term.  In banking terms, long-term means reduced risk and hence can attract better loan conditions.
The proposed classification locates innovations according to aspects of firms' activities or operations.  An alternative approach would be to describe the type of innovation itself on more conventional lines such as technological and organisational.  Many of the innovations described above are underpinned by organisational innovations - thus reinforcing the observation that organisational innovation is a key aspect of services innovation in general - although in several cases there would be a link to a technological outcome.   

Table 4. Types of Green Innovation in Financial Services

Internal Operations
Service delivery
Products

· Environmental Management System

· Targets for reductions in paper consumption and search for alternatives

· Targets for reductions in energy consumption, water consumption
· IT based systems offering speedier and non paper-based financial transactions - such as ATM, telephone banking

· New organisational approaches, taking advantage of internal IT systems, providing simpler less paper-based procedures for those using bank services  

· Integration of environmental risk assessment into loan activity
· New types of financial instrument focusing on either types of customer involved in environmental activity or on innovations which have a green/environmentally sustainable aspect

· Offering or privileged lending conditions for certain 'green' customers

5.3
The Co-operative Bank

The Co-Operative Bank has been a leader in the development of environmental innovations in the Banking sector.  These have involved innovation of the internal organisation, innovation in the types of services/products that are offered and innovation in terms of the Bank's relationship to external sources of specialist expertise.   

5.3.1
Background

The Co-Operative Bank has been in the vanguard of UK financial institutions' attempts to innovate environmentally sustainable and ethical policies and services.  The Bank is a wholly-owned subsidiary of the Cooperative Wholesale Society - a pioneer in the field of movements to integrate social values into the world of business.   

The Co-Operative movement has its roots in the Lancashire textile town of Rochdale where in 1844 a group of 28 working men set up the Rochdale Equitable Pioneers Society.   They went on to open a shop to sell 'wholesome food at reasonable prices', with a share of the profit being returned to members in proportion to their purchases.   The pioneers set out principles of co-operation which were to become the bedrock of the Co-Operative business movement.    At the end of the nineteenth century there were around 1,400 Co-Operative societies in existence and today around 700 million co-operators worldwide.  (Co-Operative Bank, 1998)  

The Co-Op bank grew out of the food retailing business.   From a Loan and Deposit Department set up in 1872, the Bank became properly established in 1876.   As at December 1998 the Bank had approximately 1.75 million customers, supporting 2.16m Personal accounts and 93,000 Corporate accounts.    Based in Manchester the Bank has a total of 3,911 employees over 66% of which work in the North West region.

In 1992 the Bank began an initiative to develop its profile on the basis of its historic positioning within the market.   This meant stressing the strong ethical and moral dimension that had always supposedly been a part of what the Bank stood for.   It has been out of this attempt to focus on core values that the current environmental policies and services have emerged.   Further still, the environmental dimension has been intimately connected to the development of a far broader set of ethical and stakeholder values against which the Bank now sets targets and measures performance.  

The first step to develop these policies was a large survey of the Bank's customers, which asked their views on the type of Bank they wanted and the types of services required.   Around 200,000 questionnaires were distributed and around 20,000 responses received.   One of the messages to come out was that customers wanted the Bank to develop its ethical and moral character - what was seen in effect as building on its existing brand.   From the survey, an ethical policy review established an ethical mission statement for the Bank's operations and, quite significantly, the types of business the Bank did not wish to have.   This was no mere paper exercise.   Indeed in a few cases customers were told that the Bank no longer wished to continue doing business with them.

One aspect of the new approach was to “encourage business customers to take a pro-active stance on the environmental impact of their own activity” and to “invest in companies and organisations that avoid repeated damage to the environment” (The Co-operative Bank, 1997a, p.23).  

5.3.2
Environmental innovation

Ecology Unit

In 1995 the Bank established an Ecology unit - the first bank in the UK to create such a specialist department.  This has evolved into what is now called the Partnership Development Team with a staff of 5.  The aim for the Unit was extremely ambitious in that it would have specific responsibility for “facilitating the development of the environmental goods and services sector within the UK” (The Co-operative Bank, 1997b, p.3).   In practical terms this would mean promoting the development of the Bank's environmental policies and profile, working in parallel with the development of ethical policy.
  As well as working with companies and clients of the Bank, the Unit has provided policy advice and information to those within the Bank – such as Business Centres and Relationship Managers.   As well as representing a major organisational innovation in its own right, the Ecology Unit has also generated three important environmental innovations in the way the Bank does business:

· the development of the Environmental Mission Statement:

· the development of new types of loan activity offering preferential terms for work with an environmental purpose;

· the creation of a university-based centre for research and consultancy in environmental sustainability;

Formation of environmental policy

The earlier work on developing an ethical policy for the Bank was extended in 1997 with the publication of an Ecological Mission Statement.  Combined, these policy positions commit the Bank to:

· “Assessing our ecological impact, setting clear targets, formulating an action plan and monitoring how we meet them, and publishing the results”;

· “Welcoming suppliers whose activities are compatible with both our Ethical Policy and Ecological Mission Statement, and working in partnership with them to improve our collective performance”;

· “Supporting ecological projects and developing partnerships with businesses and organisations whose direct and indirect output contributes to a sustainable society”; and

· “Adhering to environmental laws, directives and guidelines while continually improving upon our own contribution to a sustainable society” (ibid., p.57).

As a footnote, the bank has now gone a step further with defining its responsibilities and has brought both the environmental and ethical policy statements and commitments together in what it calls its 'Partnership Approach'.  Through this, the Bank has identified seven notional ‘Partners’ in its operations – shareholders, customers, staff and their families, suppliers, local communities, national and international society, and past and future generations of Co-operators.  Three key areas of assessment have been set out - delivering value to partners; social responsibility; and ecological sustainability - and 68 measurable objectives have been defined.  Each of the objectives corresponds to one of more of the identified 'Partners'.  In an annually produced Partnership report, the Bank assesses its performance against each of the 68 objectives according to fully achieved, partly achieved and not achieved.   

New Products and Services

From the formation of an Ecology Unit and the development of an Environmental Mission Statement, the next stage was the development of services aimed specifically at supporting environmentally sustainable businesses. To this end preferential loans and banking arrangements have been constructed especially for those business which are operating in a sustainable way.  

Originally it was thought that business would be tempted to shift their banking operations to take advantage of such loans however this did not work out just as planned.  Relatively quickly it became apparent that the costs and uncertainties associated with such a major shift in financial affairs would not be justified by the small gain in costs that was on offer.  Indeed, it is an important principle in banking that there is a fair degree of inertia when it comes to individuals' and companies' decisions to change banking operations.   The solution from the Bank's point of view was to offer more targeted schemes in which businesses could shift only a small part of their banking.  In this way the 'Greenlease' scheme was launched as a means through which preferential loans would be offered for companies engaged in leasing equipment which satisfied certain broad categories as being environmentally friendly.  Typically the items in question would be 'off balance sheet' and thus could be handled entirely separately from the bulk of businesses operations.  (The Co-operative Bank, 1997c).   

The scheme works in the following way.  Either the leasing company or the potential leaser will approach the Bank with a proposal for a loan arrangement which will then be approved according to standard banking principles of risk assessment and if the type of equipment being covered is seen to meet the environmental criteria.  There are no formal arrangements to make individual assessments of the environmental pedigree of an item of technology, although the Ecology Unit has its own expertise which can be used to make a general assessment.    

The Greenlease scheme has now been operating for around 3 years and approximately 20 loans are approved each year with a total value of £5 million. 

From the CoOp Bank's perspective the offering of specialist types of loan and other services at preferential rates can both satisfy the mission to operate according to the principles of environmental sustainability, while at the same time it can be justified against conventional banking criteria.  It is important to stress that this was not seen as a charitable or other form of social activity.  The rationale for offering preferential rates and charges rests on the assumption that business which attempt to operate in a sustainable way are also taking account of the long term and hence have a more thought through strategic approach to risk and other commercial uncertainties.   

The National Centre For Business and Ecology

The National Centre for Business and Ecology (NCBE), is an academic consultancy providing services on a commercial basis to external clients and its sponsoring organisations.   It was established in 1996 at the University of Salford with support from the Co-Operative Bank.  

It is a centre of expertise for study and the provision of advice relating to how businesses develop strategy and policy for environmental sustainability and social responsibility.   The NCBE aims both to undertake its own work and at the same time to act as broker between sources of work and the expertise found in the four universities located in the Manchester and Salford region: Manchester University, Salford University; Manchester Metropolitan University; and the University of Manchester Institute of Science and Technology (UMIST).  The NCBE has specific expertise in the areas of providing environmental solutions for water management, environmental auditing, the development of corporate strategies for environmental sustainability and the development and measurement of corporate policy for ethical responsibility.    

The initiative to found the NCBE came from the Bank's Ecology Unit.  The result has been to provide the NCBE with commercial contacts for future work while the Bank has also contracted specific consultancy services directly from the NCBE.  In parallel, the NCBE has from time to time forwarded on an ad-hoc basis both potential commercial business contacts and intelligence to support Bank activities.  By contrast, the relationship between the four universities and the NCBE has developed less easily and in reality there is considerably more potential for real day-to-day interactions.  Only in the case of Salford University - the host institution - has there been a deeper connection to the academic structure.   Reflecting this, the NCBE provides postgraduate level teaching at Salford.   

With a total staff of only 6, the NCBE has managed to build a surprisingly varied work profile covering four areas.  Advice in the area of Strategic Sustainable Policy is provided to larger business and organisations which aim to address how to meet the demands of shrinking resources and higher social and economic expectations form shareholders.  Social and Sustainable Auditing is to assist the decision-making for organisations developing their solutions to sustainability.  For this purpose the NCBE has developed its own review tools, strategy building techniques and verification services.  For specific tasks the NCBE is able to offer Applied Environmental Solutions using both its own staff and the expertise from the four associated universities.  Finally, since its inception one of the core areas of work for the NCBE has been the Support for Small Businesses experiencing environmental and sustainability problems.  It is significant to note that this work profile has expanded over the life of the organisation reflecting both the acquisition of staff with specific expertise but also the learning effects from working in the area.    

Finance for the NCBE comes from three sources, in roughly equal proportions - under the terms of the original agreement, the Co-Operative Bank provides core funding for a fixed term, consultancy work for firms, especially small firms, accounts for a further third of income, with the rest being obtained through research grants and other types of Government-related finance for environmental work.  The initial financial commitment from the Co-Operative Bank is £500,000 over a five-year period, after which it is expected that the NCBE will be self-financing.  In addition to this, the Bank provides close support for building the profile of the NCBE.   

In summary, the NCBE example illustrates how green innovation in a financial organisation can generate green financial services, established with the intention of creating a self-sustaining operation for the long-term.  Although the service activity has been intimately connected to one client organisation - in this case the original supporting institution - there has been substantial growth from this base to take in work for other private and public sector organisations.  In parallel with this, the range of skills embodied in the individuals and at an organisational level has grown considerably.  The impact on employment has been less clear and a distinction at least must be made between the gross and the net effects.         

5.4
Triodos Bank

5.4.1
Background

Triodos Bank, which was established in the Netherlands in 1980, was set up with the aim of supporting social, charitable and environmental initiatives.  This was in response to a growing concern that enterprises should be as much value-led as designed to generate profits.  The intention was that Triodos should provide financial support for such enterprises.  Triodos moved into the UK in 1995 after being approached by Mercury Provident who were based in Sussex and provided a similar service to that of Triodos. Mercury Provident was too small to really operate efficiently hence the approach to Triodos which took over Mercury's operations.  This type of friendly take-over has been repeated in other countries such as Belgium and has been the main route by which Triodos has expanded its operations.

5.4.2
Environmental Services

In terms of services offered, a striking feature of the Triodos operation is how it has grown in an organic fashion, for instance without a clear set of environmental priorities or services designed for particular purposes, but responding to the needs that have arisen through customers.  While the Bank may have specific types of loan package an important feature is the amount of flexibility that can be achieved.  Triodos does not get involved with helping customers to improve environmental performance beyond the actual loan itself. 

Yet, some priority funding areas do exist.  For example the support for renewable energies including a fund for wind energy that was set up in the wake of the Chernobyl disaster in 1986.  Linked to this also is a savings account (associated with Friends of the Earth) in which customers know that their money is used to help fund renewable energy projects.  A similar scheme operates in the organics sector which is of increasing importance to Triodos, stimulated by the debate over GM foods.  The ‘organic savings account’ is linked with the ‘Soil Association’. Triodos offer a specific ‘conversion’ lending package to those who wish to convert to organic farming. This is seen as a difficult undertaking as there is a period during conversion when income drops due to the farmer not yet seeing the premium form organic food. Triodos has links with Farm Research Institute and the Organic Milk Supply Co-operative (who basically guarantee premium prices) both of which can aid farmers undertaking conversion.

For a potential customer approaching the bank the first step is the referral to a loan manager who will then take the application to the Credit Committee. This considers whether the Bank can support the loan in principle. In deciding this, the Bank does not apply any strict criteria - as it is seen that an area changes too quickly.  Using the expertise that has been built up by the Bank, the assessment is simply whether or not the loan would result in a positive environmental step forward. The loan has to be approved by everyone on the Committee. If the Committee doesn’t feel that it has the expertise to judge the loan then they may ask for an advisor to be involved (although this is rare). This decision making process reflects the integrated style of operations within the Bank – there is no loans department, environmental department etc.  There is only one graduate employee from Environmental Sciences and in general the Bank tries to recruit from a mixture of banking/financial services backgrounds and from those with an interest in environmental issues.

It terms of a rationale for what to lend to, Triodos does not support risky initiatives and is seen as quite a prudent lender.  This is reflected in its loan recovery record. From the Bank's perspective, lending for environmental purposes attracts a new type of entrepreneur - one that is not merely interested in short-term profits but take a longer term and more sustainable approach to their operations. 

Projects that get funded by Triodos would probably get funds from other sources – they are financially viable. Triodos believes its customers gain from the Bank's expertise in the area and as a consequence are listened to and “treated like human beings”. The relationship is enhanced by the fact that both Bank and customers have similar social and environmental priorities. The Bank also offers competitive rates and will match any written quotes from other banks.  That customers feel well treated is critically important for the process of word-of-mouth promotion.  In general, the Bank does not have the resources to promote its services directly. 

The Bank does not keep any estimates of employment effects from its loan activity, although employment would typically be one of the things considered when assessing a loan application in the context of the societal benefits that would result if it were funded.  Soft, rule of thumb estimates from the Bank suggest that there is probably an overall positive effect.  For example organic farming - one of the important growth areas - has tended to be more people intensive than conventional intensive methods.
  There is also the 'opportunity cost' effect.  With the agricultural sector generally seen to be struggling, for many farmers, converting to organic operations has been the way to stay in business and hence preserve existing jobs.  The effect is magnified given the higher than average levels of unemployment in many rural areas. 
5.5
Nat West Bank

5.5.1
Background

The Nat West Bank cam into being on the 1 January 1970 following the merger of three other banks.  Today it is one of the major financial services companies in the UK with activities ranging from personal and corporate banking to mortgages, insurance and other financial products.   In 1998 it had total assets of £186 billion and a staff of around 64,000.

5.5.2
Environmental innovation


Environmental Policy

The development of an environmental profile for the Bank began in 1990 when an Environmental Management unit was set up to introduce a programme of different measures to promote greater environmental responsibility.  These included the assessment of risks, developing business opportunities and managing relations with other organisations interested in environmental issues.  Further steps were the start in 1991 of an auditing process to see how their operations affected the environment, and the adoption in 1992 of the UNEP Statement on Environment and Sustainable Development.    With the publication in 1993 of an Environment Report containing the results of the environmental Nat West simultaneously set out its own Environment Policy and established an environmental management system which set goals and targets for environmental performance.  A further environmental audit was carried out in 1995 and in 1996 the bank was awarded the highest ranking of all UK financial institutions in a survey of corporate environmental management by 'Business and the Environment'.


New products and Services
  

In 1997 the Nat West launched two new products for medium-sized business customers with an environmental purposes - the Environmental Lending Initiative (ELI) and the Environmental Impairment Liability Insurance.

The ELI set aside £50 million specifically for loans to businesses wanting to improve their environmental performance.  A key point of the scheme was its availability for any company and not just those that are working in the environmental field or those that have already achieved or delivered some sort of environmental improvement.  

The ELI is available to firms that are:

· updating process equipment for environmental reasons;

· adding additional recycling stages to the manufacturing process;

· incurring additional development costs by building on a 'brownfield' site;

· making investments in additional process equipment - such as filtration - to improve current processes;

· plus any project where the environmental impact of the business will be reduced.  

In August 1998 the ELI scheme was relaunched taking into account feedback from customers and a review by Jonathon Porritt from Forum for the Future.  A key difference was the offering of variable rate rather than fixed loans as had previously been the case.  The ELI now provides loans from £25,000 to £5 million with up to 0.5% off the standard interests rate over the term of the loan and a reduction of 50% in the costs of the normal arrangement fee.  In addition, for small loans up to £1 million and for those firms already with an environmental audit of the proposed loan scheme from a recognised consultant, there will no longer be a need for an environmental audit.   Overall it is apparent that the ELI has been relatively slow to build up.  In the first 18 months of operation loans totalling about £10 million were made although this was before the relaunch of the scheme and the change to a floating interests rate, which it is believed was a significant impediment for many customers.         

The Environmental Impairment Liability Insurance is a facility to provide third-party liability cover against pollution or contamination arising form the insured property.  It is also designed to protect businesses against clean-up costs on their own properties.

As with several of the other financial services institutions that offer schemes designed specifically to assist environmental performance, the Nat West believes that the products it offers are not only environmentally sound but that they also make good business sense.  '….(we) have realised through our won experience that environmental sense is good business sense.       By implementing good environmental practice, business reduce costs, become more competitive and more successful.' (Nat West Bank, Winter 1998/9, p.9).    

6.
Concluding Remarks

The study has shown that the analysis of environmental innovation in services differs very substantially from other economic sectors in the sense that the outcome or environmental impact is passed to the client.  This is not the same, for example, as the environmental innovation which occurs within a manufacturing process and in which case life cycle analysis can explore the full impact of the changes up and down the chain.  In effect the life cycle for a service innovation in this context has first to take account of the horizontal shift between service provider and client and then address the impacts up and down the chain in which the client is positioned. 

The decision to focus on banks reflected an interest in what is a rapidly changing sector, although it is clear that the level of measurable impact on employment will not be high.  Mostly this is due to the types of loan that are made - often for small scale manufacturing or agricultural applications - but also because several of the preferential loan schemes in question have operated only for a few years.  

So far as the impact of green loan schemes and the like on competition between the banks, this is also not likely to be significant if taken just at its most direct.  The overall level of business activity for such initiatives has been relatively small and there is no evidence that any of the organisations now operating such schemes have been able to build a leading position at the expense of the other organisations in the field.  This may however be an undercounting  of the true impact of these measures.  In the cases studied at least, environmental loans and an environmental profile for the Banks are seen as important parts in the general market positioning of the institutions.   The environmental dimension is seen as just facet of a complex profile and may not be separable in terms of quantifiable effects from other parts of the profile.    







� Again this draws on the work done by a team co-ordinated by CRIC, University of Manchester.


� This was handled by the Chief Executive's department


� In discussions one case was highlighted where a loan was given to set up an organics operation in an area where it was difficult to create employment.
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