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Abstract

The purpose of this research is three-fold. Firstly, it is to gauge the significance of
climate change to the South African banking sector. Secondly, to note the various
means by which the South African banking sector is responding to, and adapting itself
to the phenomenon of climate change. Lastly, it is to understand the ways in which
South African banks are using the phenomenon of climate change to create a

competitive advantage for themselves.

To this end, qualitative research with an exploratory design was conducted, focusing
on two of the largest banks in South Africa. The identity of the banks has been kept

anonymous due to the sensitive nature of the potential competitive information.

A number of findings were made with regard the potential of climate change as a
vehicle for competitive advantage. Firstly, that the South African banking sector,
beyond eco-branding, is not fully exploiting climate change for the purpose of gaining

competitive advantage.

Based on the findings, the business case for the South African banking sector engaging
the climate change phenomenon is clear. However some of the recommendations
made toward future research include the development of a maturity model to assess
response, as well as the implementation of mutually agreed upon benchmarks in

consideration of competition.
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1. Definition of the problem

1.1 Introduction
1.1.1 Research title

Climate Change and the South African banking Sector: the potential for competitive

advantage.

1.2 Definition of climate change

Climate change has been part of the discussion in scientific circles since 1896. It was at
this time that Swedish chemist Svante Arrhenius analysed the relationship between air
temperature and atmospheric carbon dioxide. Arrhenius, cited in Etkin and Ho (2007),
went onto predict that if atmospheric carbon dioxide doubled, then the mean average
annual temperature of the earth would be several degrees warmer. Climate change
looks at the amount of greenhouse gases (GHG) in the atmosphere and posits that the
rate at which we are adding to the emission of GHG is detrimental to the ability of the

atmosphere to regulate the earth’s temperature (The Economist, 2010).

According to the United Nations Framework Convention on Climate Change (UNFCCC)
Article 1, climate change is defined as: “A change of climate which is attributed directly
or indirectly to human activity that alters the composition of the global atmosphere,
and which is in addition to natural climate variability observed over comparable time
periods.” Climate change is concerned with the change in the average temperature of

the earth.
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Some of the consequences of climate change include a rise in sea level, “changes in
storm paths and frequency, more frequent floods from heavy rainfall and more intense
droughts” (McCarthy cited in Etkin and Ho, 2007). According to Bank M, climate
change is one of the focus areas for sustainable development (Bank M Sustainability

Report, 2009).

1.3 Definition of competitive advantage

Michael Porter’s 1985 book entitled Competitive Advantage is widely credited with
propelling the concept by the same name into popular business language (Mooney,
2007). Mooney goes on to define competitive advantage as, “a capability or resource
that is difficult to imitate and valuable in helping the firm outperform its competitors”
(p. 112). The research would like to argue that as banks develop their capabilities in
responding to climate change, they grow in their ability to outperform competitors and

gain a competitive advantage.

1.4 Research purpose

The purpose of the research is three-fold. Firstly, it is to understand the significance of
climate change to the South African banking sector. Secondly, it is to address the
varying ways that the banking sector is adapting itself to climate change. Lastly, it is to
observe how, in adapting itself to take advantage of these opportunities, a competitive

advantage is to be had.

1.5 Research problem

Climate change is a phenomenon that is gaining prominence and forms part of the
larger issue of sustainability (Bank M). This research will attempt to gain an

understanding of the significance of climate change to the South African banking
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sector, the various ways in which the banking sector is responding to the
phenomenon, and finally whether or not climate change is an avenue for gaining
competitive advantage within the local banking sector. The research is exploratory in

nature.

The research questions are as follows:

1. What is the significance of climate change to the banking sector?

2. What are the response mechanisms that have been employed by the banking
sector in dealing with climate change?

3. How has climate change been used as a competitive advantage within the local

banking sector?

El-Ashry and Ahuja (2008) argue that the significance of finance, both public and
private, is particularly important for developing countries, to successfully implement
any long-term climate change strategy. The banking sector acting as an intermediary in
an economy; is at the interface between society at large and business (Bouma, Jeucken
and Kinkers, 2001). Banks are businesses themselves, reliant on other businesses
(corporate banking) and on individuals (retail banking) for their livelihood. According

to Porter and Kramer (2009), “successful corporations need a healthy society”.

On the subject of environmental issues such as climate change, Lubin and Esty (2010)
say that “environmental issues have steadily encroached on businesses’ capacity to
create value for customers, shareholders and other stakeholders” (p. 3). This speaks to
the growing significance of issues such as climate change, to business. They add that

“externalities such as carbon dioxide emissions and water use are fast becoming
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material - meaning that investors consider them central to a firm, and stakeholders

expect companies to share information about them” (p. 3).

1.6 Research relevance

Climate change presents business risks that are different in kind because the impact is
global, the problem is long term, and the harm is essentially irreversible (Lash and

Wellington, 2007, p. 17)

South Africa emitted 8.74 metric tons per capita of carbon dioxide in 2006 and is
among the top 20 emitters of GHG in the world, according to the World Bank. South
Africa’s GDP per unit of energy use stood at 3.3% in 2007, which is low relative to
other developing countries such as Turkey, Brazil and India. This speaks to South
Africa’s ineffective and inefficient use of energy, while the use of energy is considered

a necessary factor to drive economic growth.

According to Karin Ireton (8 April 2010), banking is concerned with climate change
because climate change has an impact on its clients, who in turn impact the bank.
Porter and Kramer (2009, p. 6) contend that “no longer can companies be content to
monitor only the obvious social impacts of today. Without a careful process for

identifying evolving social effects of tomorrow, firms may risk their very survival”.

Stubbs and Lockwood (2007) are quoted in Risk magazine as saying “climate change
poses potentially significant risks for business” (p. 44). They go on to say that one of
the risks is “investor pressure resulting in higher cost of capital; reputational risks for
companies perceived as not taking action; and competitive disadvantage for those

companies that do not adapt to climate change” (p. 44).
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According to Ernst and Young (2009), environmental pressures and climate change are
rated the fourth most important global business risk. McKinsey (2009) adds that they
are the most important socio-political issue for management and the public. When it
comes to business strategies and climate change; “the winners will be companies that
reposition themselves to seize the opportunities of a low-carbon future” (Enkvist,

Naucler and Oppenheim, 2006, pg 30).

This tells us that climate change is viewed as a risk to business in general. The
contention is that business cannot ignore the growing momentum around the issue,
and also that from this building tide, there are business opportunities to be seized.
Companies that are actively engaged in sustainability issues, i.e. those for whom
sustainability is a top three CEO priority, actively seek opportunities to invest in

sustainability (McKinsey Global Survey, How Companies are Managing Sustainability).

Banking as an intermediary has the potential to help direct the movement towards
more sustainable developments. According to the London Principles, the intermediary
role of the financial sector is a critical one. They posit that the financial sector is a
conduit through which regulation and civil society can put pressure on the direction of
financial capital towards more or less sustainable economic activity. The proposition of
banking as intermediary is supported by Visser and Sunter (2002, p. 74), who point out
that “since the financial services sector faces indirect risks from funding or investing in
unsustainable companies or projects, banks and insurance companies will increasingly

scrutinise their business partners and clients on sustainability criteria”.

From the report Sustainable Investing in Emerging Markets (p. 18), “investors who

make an effort to understand the impact of environmental, social and governance
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(ESG) issues have a better chance of reducing risk and boosting returns.” The report
goes on to note that the debate around climate change is increasingly moving from risk
towards opportunity and that “those countries and companies that do well on

environmental issues will also derive a market benefit” (p. 26).

1.7 Research scope

The scope of the research is focussed on two of the largest banks in South Africa,
which have in common the fact they have significant foreign shareholding. The banks
will hereafter be referred to as Bank M and Bank P. The study was limited to these two
particular banks for two reasons: firstly, they collectively hold the largest market share
of the banks operating in South Africa, according to the Reserve Bank. Secondly, they
both have a presence that extends globally, with Bank M operating in 33 countries and
employing 30 038 staff as at the end of December 2009, and has a presence in 17
countries in Africa including South Africa. In the case of Bank M, it has a foreign
shareholding of 20%, making that shareholder the single biggest shareholder of Bank

M.

Bank P is a wholly owned entity of a United Kingdom-based bank, which has a
presence in over 50 countries. The influence of the foreign parent company on the
local entity may have an impact on issues of compliance. The parent company of Bank
P employs 144 000 globally with a presence in over 50 countries. In South Africa, Bank
P has 36 356 employees, as at 30 June 2010. The banks presence in Africa extends to

12 countries including South Africa.
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Their position as market leaders is likely to make any evidence of competitive
advantage gained as a result of tackling issues of climate change noteworthy for

smaller competitors, as well as for the banking industry at large.

1.8 Research objectives

The objectives are threefold: Firstly, to gain a perspective of why an environmental
occurrence, namely climate change, is significant to the corporate world, specifically
the banking sector. Secondly, to gain an understanding of the mechanisms through
which adaptation to climate change is taking place within the banking sector. Lastly, to
gain an understanding of the potential competitive advantages as a result of climate

change initiatives. Simply stated, the aims are as follows:

e To illustrate the significance of climate change to the finance sector, in
particular the banking sector

e To show the various mechanisms being employed to adapt to the phenomenon
of climate change

e To show that in adapting to climate change opportunities it is possible to create

a competitive advantage

2 Theory and literature review

2.1 Introduction

From the literature review, three salient points were identified within the sphere of
the banking sector and its relationship to the phenomenon of climate change. These

included:

e The significance of a changing climate on the banking sector
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e Responding to climate change adaptation

e Competitive advantage as a result of tackling climate change

2.2 Significance to the banking sector

The importance of climate change to finance came into focus with the Stern Review in
2006. Sir Nicholas Stern highlighted the impact of the environment on business in
general. This influential publication was followed up in 2009 by A Blueprint for a Safer
Planet: How to Manage Climate Change and Create a New Era of Progress and
Prosperity. Stern is pragmatically optimistic that it is indeed possible for the world to
successfully address climate change. Stern recognises the complexity and effort
required to address climate change, and that through policy making, sound
investments and political will the necessary emissions reductions can be achieved. In
2008 Sir Nicholas stern was appointed as Special Adviser to the Chairman on Economic

Development and Climate Change of HSBC Bank.

The impact of climate change on the banking sector has been highlighted at the United
Nations Framework Convention on Climate Change summits held in Kyoto in 1997 and
Copenhagen in 2009. One of the outcomes as a result of this impact analysis was the
establishment of the carbon market by The Kyoto Protocol. The market operates
through three particular mechanisms, which are emissions trading, the Clean
Development Mechanism (CDM) and Joint Implementation (JI). A brief synopsis of

each mechanism follows with its relevance to the banking sector made clear.

Emissions trading is the trade in carbon credits between parties who are on the
registry of the Kyoto Protocol. Countries that have emissions that are permitted but

not utilised can sell their excess capacity to countries that are exceeding their targets.
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Banks are impacted by this mechanism as they are the brokers in this trading arena.
Some of the biggest banks in the carbon trading market include Barclays Capital,

Deutsche Bank, Goldman Sachs and Morgan Stanley.

The CDM enables a project to mitigate climate change by generating certified emission
reductions (CERs), which it can sell, earning revenue for the project. These projects
reduce GHG emissions and contribute to sustainable development. These CERs are
traded through the emissions trading schemes by banks participating in the carbon
market. The banking sector has become involved as this mechanism may serve as a
vehicle to increase the liquidity of carbon credits available for trading, and also acts as

a stimulus in driving the behaviour toward a low-carbon economy.

JI allows a country which has a carbon reduction commitment under the Kyoto
Protocol, to earn emission reduction units (ERUs) from an emission-reduction or

emission-removal project in another Annex B party.

In keeping with the discussion of the carbon market, the World Wildlife Fund, in a
2005 report titled Climate Change & The Financial Sector: An Agenda for Change, set
out the significance of climate change to the financial sector and its responsibility to

respond. The report had the following to say:

The financial industry has a two-fold responsibility. On the one hand, it needs to
prepare itself for the negative effects that climate change may have on its business and
on its customers. On the other hand, it can significantly help mitigate the economic
risks and enter the low-carbon economy by providing appropriate products and

services.
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The emissions trading and CDM are examples of products and services aimed at a low-
carbon economy. They are also an example of innovation as driven by the business
response to climate change. The trading of carbon credits and weather derivatives
forms part of the weather market. According to PriceWaterhouseCoopers, quoted in
the 2005 WWEF report; the notional value of the weather market increased by over
80% in the space of three years from 2000 to 2003. Point Carbon estimates that the
global carbon market could be worth up to 200 billion euros in 2010. The report also
makes the claim that international emissions trading could be worth between 50 to

800 billion euros in 2025.

With respect to the mitigation of risk, there is a view that banking is being directly
impacted by climate change, with particular impact on profitability and reputation as it
takes on the climate risk of their clients, and potential damage to reputation in terms
of the choices made to fund projects. This view is that of The Global Carbon Exchange,
which describes itself as a leading international carbon and energy measurement,

management and reduction consultancy.

In an environment of less predictable weather, and in keeping with the view that banks
will increasingly be taking on their clients’ climate risk, one of the potential effects is
the changing nature of risk management. Banks face an increase in credit risk as a
result of changes in legal and environmental policy (WWF report). Banks also face
increased market risk as they become involved in new products and asset classes, i.e.
the trading of carbon credits and carbon financing projects. The changing weather may
also result in more extreme weather conditions, which may have an impact on physical

assets and real estate.
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According to the report From Principle to Action jointly published by Sustainable
Finance and Insurance and Sustainable Finance Ltd, the financial sector has a role to
play in addressing climate change. The role is two-fold: firstly supporting the move
toward a low-carbon economy as a result of facilitating financial flows through
investment and lending activities. Secondly, as climate change affects clients, financial
institutions must be cognisant of the impact on their decision-making processes in
terms of lending and investing. These sentiments are echoed by the World Wildlife

Fund.

As a result of their involvement in the carbon market, Bank M won the Carbon Finance
Deal of the Year in 2009, awarded by Environmental Finance Magazine. The deal was
for the Camco-Bank M Structured Carbon Credits Transaction, in which 5.8 million
carbon credits from nine Camco International Clean Development Mechanism (CDM)
projects were structured and distributed. According to Bank M, many elements of the
deal had never been done before in the carbon markets. So not only has climate
change resulted in new product development, it has also added to an improved
reputation and growing brand recognition. All these aspects form part of the criteria of

competitive advantage, which will be expanded upon later.

Other notable issues regarding the significance of climate change to the banking
sector, as articulated in the sustainability reports of the local banks include liquidity
and capital, regulation and governance, reduced investor risk appetite and the

environment.
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2.2.1 Liquidity and capital

Banking institutions are required by prescribed measures, such as Basel, to maintain
adequate “levels of liquidity and capital to ensure the continuity of both their day-to-
day operations and their ability to meet future requirements” (Bank M Sustainability
Report). As the recent global financial crisis illustrated, a lack of liquidity in the markets
led to a near collapse of the global banking system (Brunnermeier, 2008). What this
illustrates is that should the risks around climate change not be adequately managed,
the knock-on effect may result in a financial system under strain. The strain will be as a
result of the reduced liquidity (interbank lending at low levels) and the inflated cost of

capital (as risk increases, so does the premium on the cost of borrowing).

2.2.2 Regulation and governance

The significance of climate change to the finance sector was articulated by Kolk and
Pinkse (2004), who said that government regulation as it pertains to environmental
issues is viewed as an opportunity. The opportunity would be that financial institutions
“can assist customers that are affected by such regulation through facilitating their
emission trading or financing offset projects” (p. 307). The effects of climate change on
the banking sector are mostly of an indirect nature, as they are felt through their
clients. “The insurance and finance sectors fear the implications for their customer

base due to increasing insurance costs and loan defaults” (Kolk and Pinkse, p. 307).

The impact of changes in regulation can include changes to systems and revenue
projections. The potential changes to regulatory requirements regarding climate
change can be likened to the change in regulation around consumer credit extension.

In South Africa, the introduction of the National Credit Act in 2009 meant that the
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systems of the banks now had to facilitate the necessity of reporting to the National
Credit Regulator in terms of the Act’s requirements. It also cast doubt on the earnings
projections of credit providers who were uncertain what impact, if any, the new

regulation was to have on its business.

2.2.3 Environment

As regulation around environmental issues continues to develop, it is plausible that
there may be fines and/or other legal action associated with breaches of
environmental law. There exists uncertainty about the potential costs and
consequences of carbon emissions in the South African economy. As yet there are no
caps placed on any emissions from any particular industry. However, should any be put

in place, it will undoubtedly have an impact on the way in which business operates.

2.2.4 Investor risk appetite

From the World Business Council for Sustainable Development report on adaptation
entitled Adaptation: An Issue Brief for Business, we are told that “investment analysts,
who are already asking for disclosure of climate risks and demonstration of an
effective risk management strategy, may demand even greater disclosure” (p. 12).
Climate change is significant to the banking sector because one of the functions of
banking, namely financing, is increasingly seen as a means of addressing
environmental and social risks (United Nations Framework Convention on Climate

Change (UNFCCC, 2007).

According to Slater and Angel (1999), it is increasingly difficult for companies to ignore
environmental issues as pressure increases on them to disclose their environmental

policies, with possible repercussions on consumer and investor behaviour” (p. 75).
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Banking like other businesses, is facing increasing stakeholder pressure with regard to
sustainability issues (Bank M Sustainability Report, 2009). A number of local banks
participate in the JSE’s Socially Responsible Investment Index and the Dow Jones
Sustainability Index. All four of the major banks in South Africa, namely Bank M, Bank
P, Bank Y and Bank X are represented on the JSE Responsible Investment Index (JSE,

2010).

Along with participation in sustainability indices, we are seeing the appointment of
people in the banking sector with the specific aim of addressing sustainability issues.
At Bank M, climate change along with the issues of energy efficiency, water resources

and environmental efficiency, all form part of the focus of sustainable development.

Two particular components of the corporate banking sector, namely project and
structured finance, have already done much to incorporate principles of sustainability
into their workings (Bank P). Many of the local banks are signatories to the Equator
Principles. The World Bank recently granted a loan of 3.75 billion US dollars to Eskom,
the South African power utility company. This loan was steeped in some controversy as
the power station is a coal-fired entity. Coal remains one of the most cost-effective
and energy-efficient ways of generating electricity (Eskom, 2007) but has the effect of
polluting the atmosphere while doing so. The controversy brings into focus what the
banking sector is also grappling with; the types of projects it chooses to finance and
the potential backlash from investments perceived to be unsustainable. Part of the
loan, 260 million US dollars, was directed towards renewable energy projects (Creamer
in Engineering News, 2010). There remains a gap in the funding of these initiatives,
which could be filled by commercial funding. Initiatives such as this highlight the

possibility that financing of renewable energy and like-minded projects could be
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tackled on the basis of partnerships, which may go some way to mitigating the

perceived risk of investing in renewable energy.

2.3 Adaptation
Climate change adaptation is defined by Stoffberg and Prinsloo (2009) as “the

adjustments made necessary by the reality of, first, a change in physical climate and
second, of a carbon constrained future” (p. 17). From the banking perspective we will
see that the emphasis tends to be on the low-carbon economy (Dlugolecki, 2003) more
than on the change in physical environment. The low-carbon economy is defined by
Alcock (2008) as a “future in which financial prosperity and low-carbon operations are
inextricably linked, is on the way and, put bluntly, the longer businesses wait to meet it

head on, the higher the costs will be” (p. 14).

“Adaptation is an important approach for protecting human health, ecosystems and
economic systems from the risks posed by climate variability and change, and for
exploiting beneficial opportunities provided by a changing climate” (Scheraga and
Grambsch, 1998, p. 85). This research aims to uncover if opportunities presented by
the adaptation mechanisms below have proven to be beneficial in the banking sector.

Further to that, if the benefits have resulted in an advantage relative to competitors.

“It is not the strongest of the species that survive, nor the most intelligent, but the one

most capable of change” (Charles Dorbes)

There are a number of ways in which the banking sector has adapted to the

climate change phenomenon. These include:

o Product development (Hart, 1997)
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o Partnership agreements (Adegbesan, 2009)

o Carbon emissions reduction (CDP, 2009)

o Environmental assessment of supply chain (Delmas, 2009)

o Enhanced environmental risk assessment (Coulson and Dixon, 1995)
o Corporate social responsibility initiatives (Porter and Kramer, 2006)

o Signatory agreements

O

Regulatory compliance and reporting (GRI, 2010)
The aim of the research is to provide an overview of the more prominent adaptation
mechanisms, and it does not aim to be an exhaustive list. Of the listed mechanisms,

some will be covered in more detail.

2.3.1 Product development

From Beyond Greening, Hart (1997, p. 68) says “increasingly, companies will be selling
solutions to the world’s environmental problems”. The banking sector has responded
to the climate change phenomenon with a number of ‘climate friendly’ financial
products and services. This is leading banks to explore new markets in terms of their
investment and lending decisions but also in building new markets. One such example
is carbon trading. The forerunner in this field is Bank M, having won numerous
accolades for their work in this field. In 2009, Bank M won Carbon Finance Deal of the

Year.

Carbon trading was born out the Kyoto Protocol of 1997, which came into effect in
2005 and has a commitment period until 2012. In terms of the agreement, developed
countries have committed to emissions targets aimed at reducing GHG in the

atmosphere.
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In terms of new product developments as a response to climate change and
sustainability in general, we have seen the establishment of indices such the Dow
Jones Sustainability Index and, locally, the JSE Sustainability Index. These indices look
to include companies that have met predetermined sustainability criteria. From the
report on sustainability investing, we see that as part of a focus on opportunities it is
mentioned that “stock exchanges might create indices for companies that are selected

for the index based on sustainability criteria” (p. 35).

Some notable sustainability indices include:

- Dow Jones Sustainability Index
- FTSE4good

- JSE Responsible Investment Index

The Johannesburg Stock Exchange (JSE) was the first of its kind in an emerging market
to develop a sustainability index for its top 160 listed companies, in 2004 (Sonnenberg
& Hamann, 2006). There were three broad objectives of this initiative: To highlight
those companies with good sustainability practices; to provide a basis for financial
socially responsible investment (SRI) products; and to find an objective and recognised
method of measuring sustainability performance (JSE, 2003). As at 2009, the following

banks were constituents of the index: Bank P, Bank Y, Bank X and Bank M.

Visser and Sunter (2002) posit that one of the elements of the business case for
sustainability is that sustainability spawns new markets. They go on to say: “the switch
to a sustainable economy will create new market opportunities in such areas as clean
technology, ethical consumer products, ecotourism, sociocultural tourism and

professional advisory services” (p. 75). This has certainly been the case in the financial
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market, including the banking sector. Banks are encouraging sustainable practices in
their clients, for example, by offering discounts to homeowners who wish to purchase
solar geysers or more efficient lighting solutions for their homes. Internationally in the
credit card space, innovative products include Barclaycard’s Breathe card, HSBC’s
Green Sale Initiative and American Express’ Red card (Jones, 2008). Locally, Bank X has

the Green Affinity credit card.

As consumers grow in their awareness of environmental considerations, we see two
things happening. Firstly, there is a push from green consumerism to have companies
behave more responsibly. As noted by Jones (2008), the launch of green products
without addressing the company’s core impact on the environment will be viewed as
opportunistic. Secondly, companies including financial institutions are making use of

sustainability issues, including climate change, as a differentiator (IODSA).

2.3.2 Partnership agreements

The CDM was one of the outcomes of the Kyoto Protocol of 1997 along with emissions
trading and JI (CDM website). CDM was one of the strategies put forward aimed at
globally reducing emissions of GHG such as carbon dioxide and methane. The CDM
allows industrialised nations with commitments to reduce carbon emissions to meet
part of their commitment by investing in projects that reduce emissions in developing
countries. CDM projects make use of equity and debt to raise capital as well as carbon
investment (Department of Minerals and Energy). The CDM project generates carbon

credits with a monetary value.

Africa accounts for just below two per cent of the 2060-plus registered CDM projects

in 63 countries worldwide (CDM website). The Africa Carbon Forum brought together
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people with emissions reduction projects and people who want to invest in them
(Africa Carbon Forum 2010). The offset project landscape provides an opportunity to
the banking sector to become involved. Bank M is currently in a partnership with the
United Nations Environment Programme (UNEP) through the African Carbon Asset
Development (ACAD) facility, which aims to make small-scale low-carbon initiatives

viable, thereby boosting the African carbon market (Bank M).

Partnerships such as these enhance the reputational value of the institutions involved
(Adegbesan, 2009). Adegbesan (2009) posits that an institution displays
‘complementarity’ to a resource when their combined efforts result in a ‘surplus’
which exceeds the value they could create individually. Financial institutions are
aligning themselves with initiatives in the climate change arena, with the aim of

unlocking new value for the institution.

2.3.3 Corporate social responsibility

Corporate social responsibility, according to the Brenthurst Discussion, is about “how
companies can behave ethically and manage themselves and their business processes
to produce a positive impact in the societies in which they operate” (p. 1). Many of the
local financial institutions have taken up the principles as a way of responding to
sustainability issues. Research done by Simpson and Kohers (2002) lends support to
there being a positive link between corporate social performance and the financial
performance of a bank. Financial performance, as we will see later, forms part of the
criteria when assessing competitive advantage. Below are brief descriptions of the

various principles.
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2.3.3.1 Monrovia Principles

These look at the adherence of six core principles aimed at assisting in the sustainable

development of Africa. The principles are:

A growth partnership

e Encouraging entrepreneurship

e Ensuring stability and inclusive ownership

e Government as a good citizen

e Business as a good citizen

2.3.3.2 London Principles

The London Principles aim to set out the conditions for a financial system that will

enhance the financing of sustainable development. There are seven principles in all,

with them grouped under three headings.

Table 1: The London Principles

Economic Prosperity

Principle 1

Principle 2

Principle 3

Principle 4

Principle 5

Provide access to finance and risk management products for investment,
innovation and the most efficient use of existing assets

Promote transparency and high standards of corporate governance in
themselves and in the activities being financed

Environmental Protection

Reflect the cost of environmental and social risks in the pricing of
financial and risk management products

Exercise equity ownership to promote efficient and sustainable asset use
and risk management

Provide access to finance for the development of environmentally
beneficial technologies

Social Development
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Principle 6

responsibility by the activities being financed

Principle 7

Exercise equity ownership to promote high standards of corporate social

Provide access to market finance and risk management products to

businesses in disadvantaged communities and developing economies

2.3.3.3 Ceres Roadmap

Ceres is an organisation with the long-standing belief that “addressing the world’s

greatest environmental and social challenges is an imperative for the corporate and

financial communities”. In the report, The 21°' Century Corporation, it has stipulated 20

key expectations of participating signatories. The expectations are grouped under four

categories.

Table 2: The Ceres Roadmap expectations

Governance for Stakeholder Disclosure Performance
Sustainability Engagement
Board oversight Focus Standards for Operations
engagement disclosure GHG emissions
activity and energy
efficiency
Facilities and
buildings
Waste
management
Human rights
Management Substantive Disclosure in Supply chain
accountability stakeholder financial filings Procurement
dialogue practices
Engaging
suppliers
Executive Investor Scope and content Transportation and
compensation engagement Logistics
Business travel
and logistics
Corporate policies C-level Vehicles for Products and services

21|Page



and management engagement disclosure - Marketing
systems practices
- Design for
sustainability
- Business model
innovation

Public policy Product Employees
transparency - Recruitment
and retention
- Promoting
sustainable
lifestyles

2.3.4 Signatory agreements

The voluntary benchmarks and indices to which the leading local banks have
committed have become par for the course of doing business. They provide a potential
flagship of demonstrating commitment to sustainability initiatives. Here follows a brief

description of the more widely recognised agreements.

2.3.4.1 Carbon Disclosure Project

This is a non-profit organisation hosting the largest database of primary climate change
information in the world (Carbon Disclosure Project website). There is a Carbon

Disclosure Project Leadership Index, with Bank X ranked first in 2009 (Bank X website).

2.3.4.2 Equator Principles

This is a voluntary benchmark used mainly in project finance that looks at determining,
assessing and managing social and environmental risk. According to The Trialogue
Sustainability Review (p. 13), “The Equator Principles are a voluntary code that binds
signatories to minimise the social and environmental impact of their financing

decisions for projects valued at more than 10 million US dollars.” The report goes on to
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say that “about 67 financial institutions from 27 countries have adopted the Equator
Principles, including Bank P, Bank Y, Bank M and Bank X.” From the interview with the
director of sustainability at Bank M, the involvement with the Equator Principles
presents financial institutions with the possibility of being alerted to risk. Projects are
categorised according to risk. The Equator Principles provide a framework for an

appropriate response to big deals.

Bank M along with Bank P have formalised their commitment to using the Equator
Principles as a framework for addressing and assessing the social and environmental
risks associated with large-scale projects (Sustainability Report 2009). Bank X and Bank
Y are also signatories and are using the framework in their assessment of project
finance deals. It should be noted that Bank X was the first of the African banks to adopt
the Equator Principles in 2005 (Bank X). This first mover, however, does not seem to
have capitalised on its initial advantage as presently, it still trails in recognition in the
arena of corporate and structured finance as attested by Banking Awards accolades
(Banking Awards 2010). That being said, Bank X is the only one of the four large local
banks to be ranked in first place in the South African Carbon Disclosure Project

Leadership Index.

2.3.4.3 The UN Global Compact

The UN Global Compact was launched in July 2000, and membership is on a voluntary
basis but with accountability. It has 10 principles that it would like to mainstream into

business activities.
2.3.5 Regulatory compliance and reporting

In South Africa all JSE listed entities are required to produce an annual sustainability

report. According to Sonnenberg & Hamann (2006), JSE listed companies have to
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adhere to certain aspects of the King Il report on Corporate Governance, King Code llI

and the Global Reporting Initiative (GRI).

Sustainability reporting is one of the compulsory methods of a company adapting itself

to issues of sustainability, which for our purposes includes climate change.

Walker (2008, p. 121) notes that “organisations are increasingly embracing the
concept of ‘triple bottom line’ reporting - financial, environmental and social
performance - in an effort to demonstrate their corporate responsibility credentials to
a wide range of stakeholders such as investors, consumers, employees and local

communities.”

Sustainability reporting forms part of the broader issue of corporate governance. The
third King Report, King |ll came into effect in March 2010 and has raised the bar on
triple bottom line reporting, i.e. environmental, social and governance issues. Even
though the report is not legislated, it aligns with international best practice and South

African companies are expected to comply (Sustainability Report, 2009).

The financial services sector in general has broadened its outlook beyond financial
profitability to include a more comprehensive assessment of the potential risks that
exist outside of the sector. This is evidenced in the Global Reporting Initiative (GRI),
which provides a framework with principles and indicators that organisations can make
use of to measure their environmental, economic and social performance (GRI
website). According to Beloff (2004), the GRI is an attempt at a framework, which is to
provide consistent sustainability reporting on a worldwide basis. Beloff (p. 273) goes

on to say that it “is fast becoming the recognised standard for sustainability reporting”.

24|Page



According to Walker (2008, p. 120), “the more we learn about the challenges of
sustainability, the greater our understanding of the issues and how to address them, as
society is poised at the threshold of a historic moment in which commerce and

industry will be radically transformed.”

In keeping with growing regulatory requirements, institutions are keeping abreast of
the National Environmental Management Act (NEMA). We are also seeing a move
toward self-regulation that goes beyond the prescribed guidelines. These include
voluntary programmes to reduce carbon emissions, carbon footprint analysis and the
setting of strategic objectives aimed at ensuring sustainability. As shown in the
sustainability reports published by the banks, there are measures in place to improve

the efficient use of energy and water resources.

Other noted strategic objectives include the setting of environmental risk criteria for
transactions and involving suppliers in the drive towards a more sustainable business

model.

25|Page



2.4 Timeline of adoption

Table 3: Adoption by 'Big Four' banks of signatory agreements

2004 2005 2006 2007 2008 2009 2010
Carbon Bank M
Trading
JSE SRI | Bank Bank M Bank P
Index X
CDM Bank M
CDP Bank Bank M Bank P

X

Equator Bank X Bank M Bank
Principles P

From Table 3 above, we note that bank M appears to be ahead of Bank P in the
adoption of climate change related agreements. It is still uncertain whether this earlier

adoption has translated into a competitive advantage.

Companies that manage and mitigate their exposure to the risks associated with
climate change while seeking new opportunities for profit will generate a competitive
advantage over rivals in a carbon-constrained future (Lash and Wellington, 2007, p.

19).

2.5 Competitive advantage

Ansoff (1965) cited in Mooney (2007, p. 111) defines competitive advantage as the
“properties of individual product/markets which will give the firm a strong competitive
position”. In attempting to ascertain competitive advantage, it is important to note

that the assessment of that advantage must be clarified. The assessment of advantage
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could take place over a period of time or else be taken as a snapshot at a particular

moment in time.

In considering the first step - the criteria by which we will assess advantage - it may be
helpful to consider some criteria as put forth in the literature. Secondly, the efforts of
mitigating climate change are ongoing with a number of initiatives being undertaken
over a period of time. As such, the assessment of advantage is best considered over a

period of time rather than at a particular moment.

The idea that the pursuit of green initiatives can possibly lead to competitive
advantage is not new. Porter’s (1991) ‘win-win’ argument challenged the notion that
the competitiveness of the firm is harmed by regulatory environmental standards.
Porter went onto say that the benefit of environmental management exceeded the
costs thereof, and that, in fact, regulatory standards could lead to innovation. More
recently in the mainstream press, there has been recognition that sustainability issues
could act as a source of competitive advantage. FIN Week commented that those
companies that measure sustainability “have scored by using it as a differentiator” (FIN

Week, 19 August 2010).

In the Chen (2008) study, the measurement of corporate competitive advantage
contained eight elements, as follows: the company has the competitive advantage of
low cost compared to other competitors; the quality of the products or services that
the company offers is better than that of the competitor’s products or services; the
company is more capable of research and development (R&D) and innovation than the
competitors; the company has better managerial capability than the competitors; the

company’s profitability is better; the growth of the company exceeds that of the
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competitors; the company is the first mover in some important fields and occupies this
important position; and the corporate image of the company is better than that of the

competitors.

Besides the above-mentioned criteria, Zineldin (2005) brings quality and customer
relationship management (CRM) to bear on competitive advantage in the banking
system. One of the key findings is that through CRM, product/service quality and

differentiation, a strong competitive position can be built.

From Hansel (2009), we see that there are costs and benefits associated with
environmental sustainability. Hansel goes on to differentiate between qualitative and
guantitative aspects. In consideration of aspects to include for competitive advantage,
it may be helpful to consider some of the benefits of environmental sustainability as
outlined by Hansel (2009).

Table 4: Quantitative and qualitative benefits

Quantitative Qualitative
Increased profitability First mover advantage
Employee attraction and retention Increased innovation
Market share growth Enhanced corporate image
Brand value Employee motivation
Customer attraction and retention Environmental activism
Increased shareholder value Organisational resilience
Eco-efficiency Improved health and safety
Access to capital Improved regulatory standards and
relationships
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In the investment banking arena four factors were identified as being paramount in

consideration of competitive advantage (Turnbull and Moustakatos, 1996).

These are:

e Primary position in the domestic market

e Reputation

e People

e Strength of network

The position in the domestic market gives the institution credibility, particularly if it
has aspirations of providing products and/or services that extend internationally.
Reputation is viewed as a weapon of sorts, through which business and people can be
attracted away from competitors (Turnbull and Moustakatos, 1996). The aspects of
position within the domestic market and the image of the company are two aspects
that also form part of the list of criteria put forward by Chen (2008).

Day and Wensley (1988) note that, “the most popular indicators of marketing
effectiveness and competitive advantage are market share and profitability” (p. 4). This
supports some of the quantitative criteria put forward by Hansel (2009). Russo and
Fouts (1997) cited in Montabon (2006), tested the notion that improved
environmental performance would result in the competitive advantage of economic
benefit. Their finding was that it ‘pays to be green’. This supports the notion that
profitability be seen as a criterion for assessing competitive advantage.

Other measures of performance that may be appropriate in assessing competitive
advantage include customer satisfaction and customer loyalty, also referred to as the

value of the customer franchise (Day and Wensley, 1988). This reinforces the view by
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Hansel (2009) and Zineldin (2005) that the relationship with the client has a role to
play in determining if your actions have resulted in any advantage over your
competitor.

From the resource-based view of competitive advantage, the people within an
organisation have a role to play in driving its competitive advantage (Barney, 1995).
Barney goes onto to say that in order to gain a comprehensive understanding of the
sources of competitive advantage, it is necessary to analyse a company’s ‘internal
strengths and weaknesses’ (p. 49). These internal attributes of a company are referred
to as resources and capabilities by Barney. This speaks to the aspect of human capital,
which was earlier considered as one of the possible criteria for assessing competitive
advantage.

Value alignment is one of the perspectives put forward by Markevich (2009), which
suggests that organisations align their values to the personal values of their
employees. The organisation should create an environment and opportunities that
allow for the creativity of its employees to drive progress towards a more sustainable
future. In doing so employee interest is translated into competitive advantage.

Building on the idea that human capital has a role to play in competitive advantage, we
note arguments by Johnson (1999) and Dzinkowski (1999) cited in Chen (2008, p. 274),
who say that “human capital of companies has a positive effect on their competitive
advantage.” Chen (2008) expands on this idea by introducing green intellectual capital
and its impact on the competitive advantage of firms.

The green intellectual capital comprises green human capital, green structural capital
and green relational capital. The green aspect present in all the forms of capital is

concerned with green innovation or environmental management (Chen, 2008). Chen’s

30|Page



findings were that all three forms of capital were positively correlated to the
competitive advantage of the firm. Further to that, an investment in green intellectual
capital was helpful to business.

From (Van Heerden and Puth, 1995) we learn that there are four factors that
contribute to the corporate image of South African banks - to their brand value. These
are: dynamism; credibility/stability; customer service and visual identity. Brand value
and reputation as elements of competitive advantage are sentiments echoed by
Turnbull and Moustakatos (1996) and Hansel (2009).

Given all the possibilities as criteria for assessing competitive advantage, the proposed

elements of competitive advantage within in the banking sector are as follows:

o Profitability

o Market share

o) Brand value

o) Innovation (includes products and services)

o) Customer franchise (includes customer satisfaction and loyalty)
o) Human capital

We go on to discuss a proposed model of competitive advantage, namely Orsato’s
Model. According to van Heerden and Puth (1995, p.15), “maintaining or expanding
market share, keeping customers and business relations loyal, pre-empting
competitive moves and maintaining a profitable position, will depend on
differentiation and a unique positioning in the minds of corporate audiences”. The end
result would be to show which of the strategies, if any, the leading banks are adopting

in pursuing competitive advantage.
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2.5.1 Orsato’s model

According to Porter cited in Orsato (2006), there are two generic types of competitive
advantage, namely low cost and differentiation. Orsato goes onto to develop a model
that considers both types of competitive advantage alongside the two types of
competitive focus, namely organisational processes and products and services. Orsato
describes the model as being a choice rather than stage model. There is no hierarchy
of the strategies; rather, a decision made on the basis of a number of variables. These

include resources and industry structure. The strategies are depicted Figure 1 below:
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Figure 1: Generic competitive environmental strategies
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The four strategies can work independently as it is possible to separate the processes
of an organisation, from its products and services. An organisation can thus pursue
more than one strategy simultaneously. What is important to note is that if the
strategies are aligned to one another, and not aligned to the overall business strategy,
it would be of no consequence in bringing about any competitive advantage. The
divisions among the strategies make it easier to identify the focus of environmental

strategies.

An overview of each of the strategies follows:

2.5.1.1 Eco-efficiency

According to Orsato, this strategy is most likely to be followed by companies that are
suppliers to industrial markets. The companies generally have high processing costs
and tend to generate waste and/or by-products. In this instance, cost reduction
through the more efficient use of resources, employing eco-design and increasing
efficiency of the company’s processes, leads to improved profitability. In the banking
sector we have seen initiatives aimed at reducing waste, improving energy efficiency
and improving water management. There are particular initiatives being undertaken in
the banking sector around information technology. One example from Bank M is the
‘ereen computing’ initiative which is making use of particular micro chips in laptops
and desktops, which results in less energy consumption and heat emission. Bank P has
invested in a new data centre which makes more efficient use space so to require less

cooling inputs.
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2.5.1.2 Beyond compliance leadership

In this instance companies are looking for external validation of their efforts in
improving the efficiency of their organisational processes. Environmental management
services (EMS) are certified, and have in recent years become the baseline
requirement in many industries. Going beyond compliance is a shifting goalpost, where
what used to be a first mover advantage is now considered the norm or a non-
competitive practice. We refer back to the example of Bank X in 2005 being the first
African bank signatory to the Equator Principles. This strategy may entail adopting
schemes such as the Global Reporting Initiative (GRI) and the UN Global Compact, to
mention but two. Such schemes may in time serve as a point of differentiation,
thereby creating an aspect of competitive advantage in the eyes of the customer. The
uptake of voluntary standards of environmental practices beyond what is regulated
serves as demonstration of leadership. This may serve to differentiate an organisation
in the eyes of its customers. There is a school of argument which posits that ‘beyond-
compliance behaviour by firms is a win-win for the environment and the firm’ (King

and Lenox, 2001).

2.5.1.3 Eco-branding

This is the most straightforward strategy. In this instance the environmental attributes
of products and or services are highlighted through marketing initiatives. Eco-branding,
also known as eco-labelling, has emerged as one of the leading ways in which
institutions communicate their green credentials (Rex and Baumann, 2007). This
assertion is echoed by McCormick (2008) who mentions that “banks and other
financial institutions are marketing environment-friendly or ‘green’ investment and

services options to an increasingly environmentally aware and motivated populace”
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(p. 3). For this strategy to be effective, at least two aspects need to be fulfilled. Firstly,
customers must be “willing to pay for the costs of ecological differentiation” (Orsato,
p. 134), and credible product performance information should be readily available to

customers.

2.5.1.4 Environmental cost leadership

In industries where the basis for competition is pricing, the only alternative to
competitive advantage is through differentiation. Where the scope for differentiation
is low, the only viable alternative is radical product innovation rather than incremental
process innovation. Adding to the discussion on product innovation is Chen et al.
(2006), who posits that by actively engaging in green innovation, there is a positive
influence to be had on corporate competitive advantage. Orsato (2006) says,
“environmental cost leadership requires a firm to achieve both the lowest cost and the
lowest environmental impact of the products in its category” (p. 138). Orsato goes on
to make the point that no strategy will be singularly pursued and that “most managers

tend to pursue more than one environmental strategy simultaneously”.

Before considering where the benefits or criteria for assessing competitive advantage
lie within the Orsato Model, we review the Orsato Model for robustness. The model
has been cited by a number of authors in the areas of marketing (Bridges and Wilhelm,
2008), corporate responsibility (Lankoski, 2007) and supply chain management

(Delmas, 2009), to mention a few.

2.6 Model discussion

In line with the idea that competitive advantage can be separated along the lines of
processes on one hand and products and services on the other, is the work of Yu-Shan
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Chen et al. (2006). Chen looks at green product innovation and green process
innovation, and the influence of the performance thereof on corporate competitive
advantage. The finding is that both green product and green process innovation has a
positive correlation to competitive advantage (Albino, 2009). This would imply that any

of the four generic strategies could result in competitive advantage.

From Orsato (2006, p. 133), “the adoption of schemes such as the CERES Principles, the
Global Compact, or the Global Reporting Initiative can eventually differentiate
corporations from competitors as well as produce some positive outcomes for the
firm”. The point of the article is that whatever initiatives undertaken will only result in
a competitive advantage if they are aligned to the generic strategy of the company.
The framework presented does, however, highlight a means of categorising and

prioritising initiatives.

The alignment of initiatives to the generic strategy of the company is an idea also
supported by Michael Porter. In his work New Global Strategies for Competitive
Advantage (1990), Porter speaks of the ‘effective combination’ of the company’s
strategy and the national circumstances. This speaks to the idea that competitive
advantage is an outcome dependent not only the alignment of generic company
strategy and initiatives, but also on the structure of the organisation itself. A challenge
to attaining a competitive advantage is overcoming the need to cling to stability and
becoming more comfortable with change. Porter points out that “seeking safe havens

and comfortable customer relationships only reinforces past behaviour” (p. 6).

York (2009, p. 100) says, “we have seen a global shift in awareness of environmental

impact among some of the largest corporations, who are creating true, measurable
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competitive advantage by addressing environmental issues, both through cost savings
and increased revenue”. This provides support for the view that the lower cost
strategies of eco-efficiency and environmental cost leadership are useful in creating a

competitive advantage.

The resource-based view as explained by Orsato (2006), argues that competitive
advantage is the result of the capabilities of the organisation to attract and manage
resources, such as technical capabilities, intellectual property, brand leadership,
financial ability, culture and the organisational structure. This reinforces profitability

and brand value as criteria of assessment.

In assessing competitive advantage, it is necessary to understand that an organisation
will at different times have a different focus. Bearing this in mind, when assessing
competitive advantage it will be necessary to note that an organisation may be better
than another in a given focus area but that that does not necessarily imply that the

organisation is the better one.

From Porter we know that we should view competitive advantage as being focussed
on either a low cost strategy or a differentiation strategy. Day and Wensley (1998)
have a framework that assesses advantage based on either a competitor or customer

focus.

2.7 Discussion of generic strategies

Dess and Davis (1984) discuss Porter’s generic strategies and the competitive methods
associated with each of them. From their discussion they identify particular
competitive methods as more and lesser so, relevant to the aspects of differentiation

and low-cost, respectively.
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From Stonehouse and Snowdon (2007) the critique of the generic framework is that
companies follow a hybrid strategy which combines both low-cost and differentiation
of products and services, rather than a particular discipline of either lower cost or
differentiation. So the generic strategies do not sufficiently explain the attainment of

competitive advantage.

3. Research questions

The research addresses three questions, with the questions becoming progressively
more focused. We move from the broad arena of climate change as a phenomenon, to
considering in particular the possibility that it has the possibility of providing banks
with a source of competitive advantage. The following research questions were
formulated and the subsequent research was undertaken in an attempt to answer

these questions.

The research questions are:

l. What is the significance of climate change to the banking sector?
Il. What are some of the response mechanisms that have been employed
by the banking sector in dealing with climate change?
M. How has climate change been used as a competitive advantage within
the local banking sector?
The first research question is aimed at understanding how climate change, an
environmental phenomenon is related to the world of finance, in particular the
banking sector. The research question was born primarily from the growing
awareness of climate change as a phenomenon with the prominence of the

Copenhagen Summit and financial institutions adopting the Equator Principles.
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The two arenas are at first glance seemingly unrelated, with one not having an
impact on the other. From the literature review there is evidence that there
does indeed exist a relationship between the banking sector and the
phenomenon of climate change. This research question looks to delve a bit
deeper to gain an understanding of the level of significance of that relationship.
The second research question attempts to categorise the various response
mechanisms the banking sector has employed in its response to climate
change. In grappling with their response to the phenomenon of climate change
there has been the recognition that adaptation is essential for the banking
sector to survive and thrive in the move toward a low carbon economy. From
the literature review there is evidence that adaptation measures are focused
both internally and externally.

The third research question attempts to understand how, if at all, any of the
means of adaptation to climate change have resulted in a competitive
advantage for any of the local banks. From the literature review there are a
number of criteria that emerge as potential benchmarks to gauge competitive
advantage. The research question considers the identified criteria and attempts

to understand how competitive advantage has been created.

4. Proposed research methods

4.1 Choice of methodology

The choice of study was a qualitative one with an exploratory design. According to

Zikmund (2003, p. 54), “exploratory research is conducted to clarify ambiguous

problems”. Zikmund goes on to say that “exploratory studies provide information to
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use in analysing a situation, but uncovering conclusive evidence to determine a
particular course of action is not the purpose of exploratory research” (p. 55). The
broad issue of sustainability is gaining traction within the banking sector, as shown by
the sustainability reporting, and the introduction of the Global Reporting Initiative
(GRI). Clarity is needed in understanding whether or not issues of climate change
products and processes can have a positive effect on competitive advantage within the

South African banking sector.

The research was conducted in the form of semi-structured interviews with individuals
representing the banking institutions. Gillham (2005, p. 70) posits that “the semi-
structured interview is the most important way of conducting a research interview
because of its flexibility balanced by structure”. Silverman (2006) states that there is
the issue of ‘authenticity’, which is said to be more of an issue than sample size when
considering qualitative research. Authenticity aims to gather as real as possible an
understanding of people’s experiences. Silverman says of open-ended questions with
regard to authenticity, that they are “the most effective route towards this end” (p.

20).

4.2 Unit of analysis

The unit of analysis is the response from the individuals at each of the banking

institutions.

4.3 Population

The identified population was all banks in South Africa registered with the Banking

Association of South Africa and these include both local and international entities.
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There are 36 banks registered with the association (Banking Association of South

Africa), this as at October 2010.

The banking sector in South Africa forms part of the broader financial services industry.
According to Hawkins (2004) “the South African financial sector, [is] defined as the

banking, insurance and securities industry”.

The Main Board of the Banking Association comprises the chief executives of the four
largest banks in South Africa. The market share and revenue of the four largest banks
is detailed below. The reason for considering only the four largest banks is that
collectively, they represent close to 80% of the market capitalisation of the banking
sector.

Table 5: Market capitalisation of the ‘Big Four’ South African banks

Bank M Bank P Bank X Bank Y
Market 24 652 12.938 10.546 17.059
capitalisation (mil
usD)
Revenue/turnover 9.799 5.684 3.822 5.685
(mil USD)

Source: OSIRIS database, as at 1 October 2010

4.4 Sample

The sample was drawn from these four banks. For the purposes of this study the
choice of banks constituting the sample are Bank M and Bank P. Collectively the two

banks make up more than half of the total market capitalisation of the banking sector.

Bank M is the largest bank in South Africa by market capitalisation (JSE, 2010) and

market share. This position lends the organisation the possibility of being the market
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leader within the arena of climate change in finance activities. Bank M employs more
than 52 000, including its wealth business, as at the end of December 2009, and has a
presence in 17 countries in Africa including South Africa and operates in 33 countries

across the globe.

The second choice for the sample is Bank P. This choice is based on two factors. Firstly,
the market capitalisation of Bank P is not much smaller than that of Bank Y, so it is a
contender for the spot as the second largest bank in South Africa. Secondly, Bank P,
which is now a full subsidiary of a European bank will be influenced by its global parent
and the breadth of procedures it may already have in place in dealing with climate
change. This view is supported by the United Nations as far back as 1993. From the
United Nations’ 1993 Benchmark Corporate Environmental Survey as quoted in Slater
and Angel (1999), one of the findings was that “the home country’s laws and
regulations were the largest single factor motivating transnationals to establish

corporate wide environmental management systems” (p. 77).

The parent company of Bank P employs 144 000 globally with a presence in over 50
countries. In South Africa there were 36 356 employees as at 30 June 2010. The banks’

presence in Africa extends to 12 countries including South Africa.

4.5 Data gathering process and research instrument

The data gathering process did make use of semi-structured interviews. The choice of
the interviews over a questionnaire response was as a result of wanting to achieve a
depth of understanding as opposed to a large-scale preliminary response (Gillham,

2005). As Sykes (1990) states ,“the potential superiority of qualitative approaches for
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obtaining information is the flexible and responsive interaction which is possible
between interviewer and respondents which allows meanings to be probed, topics to
be covered from a variety of angles and questions made clear to respondents” (p.

291).

Since the topic of competitive advantage forms part of discussions in both strategy and
marketing (Porter, 1990; Zineldin, 2005), it follows that some of the questions posed in
the interview are related to these fields. The aim was to interview between six and
nine individuals from Bank P and Bank M collectively. These would be people who
were involved in the areas of sustainability, marketing and project finance, since they
are impacted by the banks’ response to tackling climate change. Other potential
interviewees were to include individuals who had expertise in banking in general or
who were experts within the arena of climate change. Any information obtained from
these interviews would be in support of general information in the local banking

sector.

The rationale behind using semi-structured interviews is explained by Gillham (2005)

as follows:

e The same questions are asked of everyone

e The structured questions ensure focus on a particular topic allowing for analysis
from a common base

e Open-ended questions means creating flexibility in the interview process

e The allowance of open-ended questions fits with the exploratory nature of the

research design
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e The open-ended questions bring in an element of discovery and the responses aid
in obtaining rich data.

Hutchby and Wooffitt (2008) contrast the structured and semi-structured
interview by saying that in the semi-structured interview, the interview
questions are likely to be “worded differently on each occasion” (p. 168).
On the point of the degree of structure, Zikmund says, “the researcher must
decide how much structure or standardisation is needed” (p. 186). Zikmund
goes on to say that, “recognition of the degree of structure and disguise
necessary to meet survey objectives will help in the selection of the
appropriate communication medium for conducting the survey” (p. 186).
Concerning the structure of the interview, Silverman (2006) makes the point
that the interview can be conducted making use of informal patterns of
questioning or a more structured set of questions. The important aspect of the
semi-structured open-ended interview was to let the interviewee speak freely
about the subject. Silverman also cautioned against posing the research
guestion directly to the interviewees. There are two reasons for this: first, that
by knowing your interests, interviewees could then skew their responses.
Second, it could lead the researcher to simply report what he/she has been told
with little to no analysis taking place.
In consideration of the communication medium, the interviews were
conducted in person with representatives from the banking institutions
identified in the sample. Given the exploratory nature of the research and the
open-ended questions, it might have been necessary to provide the

respondents with a list of the questions prior to the interview. This was to
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provide an opportunity to gather any necessary information in order to give a
comprehensive response.

According to Northcutt and McCoy (2004, p. 206), “an effective interview will
leave the respondent feeling listened to through what appears to be an
interesting conversation about his or her experience.” Davies also makes the
point that the role of the interviewer in the semi-structured interview is “to
stimulate reflection and exploration” (p. 29).

In the interview process there was the possibility of interview bias. This is
defined by Zikmund (2006) as the “bias in the responses of subjects due to the
influence of the interviewer” (p. 182). In part, this was mitigated through the
use of an interview guideline and clarifying any issues with the interviewee.
Hutchby and Wooffitt (2008) address more specifically the aspect of interaction
between interviewer and interviewee. They go onto say that this interaction
may have a bearing on the way in which the interview is organised and, as such,

on the nature of the information obtained (p. 161).

4.6 Method of analysis

4.6.1 Content analysis

Silverman (2006) makes the distinction between quantitative and qualitative content

analysis. Content analysis in general looks at identifying substantive statements and

forming categories (Gillham, 2005). Content analysis looks at picking out key words

and phrases. Davies (2007) says that content analysis techniques can be used to

“organise and make sense of the questionnaire answers you get to open-ended

questions” (p. 182). Content analysis is a means of coding the data gathered from the

open-ended questions. With respect to quantitative content analysis, Davies speaks of

45|Page



“creating a coding frame into which (most of) your accumulated data will gradually fit”
(p. 193). The technique is acknowledged to be difficult in the abstract but that “all
researchers have to feel their way into the method by using a mixture of creative

artistry and disciplined logical thought” (Davies, 2007, p. 183).

Silverman (2006) acknowledges that the theoretical basis of qualitative content
analysis is not entirely clear, which means that any conclusions drawn from the data
may seem stereotypical. Qualitative content analysis looks at drawing out themes from
the data, often supported by quotes from the interviewees. The role of the interviewer
is as intellectual intermediary between what was said by the respondents and the
structural meaning within the context of the research question. Marshall and Rossman
(2006) had previously expressed a similar sentiment when they said that the role of
determining where the emphasis is in the data, is determined by the researcher.
According to Marshall and Rossman (2006), content analysis has the benefit of being

“unobtrusive and non-reactive” (p. 108).

4.6.2 Thematic analysis

Boyatzis (1998) describes thematic analysis as a bridge that helps facilitate
communication between quantitative and qualitative research designs, as well as
between different forms of qualitative research design. From contemporary literature,
thematic analysis helps to define a structure with which to make sense of the

information obtained.

The sample from which information is drawn (on which the thematic analysis is to be
conducted) can and does influence the conclusions that are reached. Boyatzis (1998)

describes it by saying, “sampling decisions will affect thematic analysis in the
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consistency or the reliability of judgements attainable” (Preface, p. xi). The fact that
the empirical research is focussed on only two banking institutions means that there
should be awareness that the themes drawn from the data may be questioned for
their validity as it applies to the broader banking sector. This concern was raised in an
earlier chapter and the decision to use these two particular banks was justified on the
following basis: the two banks have the first and second largest market capitalisation
in the banking sector, respectively, which demonstrates that they have a competitive
advantage over their peers. Their dominant positions also means that it is likely that
the judgements obtained from the data as applicable to them can stand to benefit the
rest of the local banking institutions. The second reason for the choice of banks was
based on the fact that they have some form of foreign shareholding. The impact on
that shareholding on the local banking sector, and the impact of the local entity on its
foreign shareholder were of interest when considering the global phenomenon that is

climate change.

Thematic analysis is said to have three stages. They are described by Boyatzis (1998)
as: Stage | - sampling and design; Stage Il - developing themes and code, and Stage Il -
validating and using the code. Boyatzis (1998) describes one of the stages of utilising
thematic analysis as that of interpreting the information and themes in the context of
a theory or conceptual framework. This study makes use of three such frameworks,
namely, the Five Capitals Model, the Orsato Model and the CERES Principles, to
interpret the information from the interview process and derive themes from the

aforesaid conversations.
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4.7 Limitations of research methodology utilised

Table 6: Research methodology limitations and mitigating actions

Potential limitation

Mitigating action

The use of quantitative fixed-choice
interview over the semi-structured
interview may have been more
appropriate to use in attempting to
establish competitive advantage

The exploratory nature of the research
was suited to the use of the semi-
structured interview.

Each respondent may have a different
understanding of what competitive
advantage means

Options 1 and 2 by Northcutt are
illustrated below. The interviewer chose
to use option 1 which would encourage
the definition to unfold from the data

As a result of the research design the
results of the research may not be able to
be extrapolated to the broader sector

The limitation is noted. However, the
findings may prompt the research to be
conducted with a different design

Interviewer bias may present in the
results due to the subjective
interpretation of the data obtained

The interviewer made use of an interview
guideline to be able to keep the
conversation focussed on the subject
matter

Possible respondent bias may exist as
employees look to portray their
companies in a favourable light

Respondents outside the respective
organisations were also interviewed to be
able to moderate some of the data

Some of the data obtained may be
considered sensitive as the topic relates
to competitive advantage

Respondents consented to the interviews
with full right to withdraw their
participation at any time. Company names
have not been disclosed to provide
anonymity.

Further discussion of the potential limitations and mitigating actions follows below. As

an alternative to semi-structured interviews it may be useful to consider doing the

research in a more quantitative manner, but still within the qualitative research

design. Within the discipline of qualitative research, there were other options available

in obtaining the information. Silverman (2006) makes mention of the ‘quantitative

fixed-choice interview or questionnaire’ (p. 114). The researcher recognises that in
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attempting to establish the probability of competitive advantage, a quantitative fixed-

choice interview may have yielded a different outcome.

The other alternative would have been to conduct a survey making use of a Likert-type
scale. In this way, the data obtained could be quantified in an attempt to establish the
degree to which in tackling climate change, participants in the local banking sector

have gained a competitive advantage.

In attempting to understand how and if any competitive advantage has resulted from
tackling climate change, it should be noted that competitive advantage may be
understood differently across the different areas of the banking sector. At this juncture
the interviewer has the choice in determining how interview discussions with the
participants will be handled. These choices are illustrated by Northcutt and McCoy
(2004) in broadly these terms. Option 1 would be the deliberate avoidance of ‘any
predetermined lens through which to view the data’ (p. 198). This would take the form
of asking the question, “What is your understanding of competitive advantage?” This
line of questioning would be in keeping with the open-ended questioning style of a

qualitative research design.

Option 2 would be that the interviewer already has some ‘theoretical sensitivity’ to the
subject, which is presented to participants for their comment. This provides a focus for
the interview, which is likely to be more structured given the theoretical base from

which the interviewer is working.

The end result of either option is that a coherent narrative needs to be drawn from the
data. However, the choice of option would likely have an influence on the way in which

the data is analysed.

49|Page



There is a potential for a bias from the respondents toward their organisations, as they
wish to portray themselves in a favourable light. This limitation is noted, and is
potentially counteracted by interviewing respondents outside of the particular banking
institutions. These individuals have knowledge of climate change issues and finance,

but are not bound to any of the banking institutions that form part of the sample.

A limitation may be that the empirical research focuses on only two of the four major
banks in South Africa. The choice of the two banks was deliberate as they combined
have more than half the market capitalisation of the South African banking sector. The
dominance of the two banks means that any finding that competitive advantage exists
would then more likely be relevant to the rest of the local banking community. Had the
choice been to use two of the smallest banks, by market capitalisation, the findings
would seem less credible and would less likely be considered relevant to the entire

industry.

4.8 Models utilised in analysis

In order to provide structure to the interview responses, some models and frameworks
have been employed. In analysing the data from the interviews, there are three

frameworks to be utilised.

In Chapter 2 we were introduced to the Orsato Model which looks at the two streams
of competitive advantage; namely differentiation and lower cost and the
accompanying competitive focus areas; namely processes and products and services.
The model has been elaborated upon in the earlier chapter, chapter 2. From the
interview responses we hope to establish which is the most likely strategy pursued,

and if it indeed has led to any form of competitive advantage. The other model and
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framework to be utilised is the Five Capitals Model and The Ceres Principles
respectively. The choice of this model and framework were in part influenced by the
discussions with the banks as at least one of them makes use of the Five Capitals

Model as a gauge of its performance.

4.8.1 The Five Capitals Model

The Five Capitals Model provides a basis for understanding sustainability using the
concept of wealth or ‘capital’ (Forum for the Future). The five types of capital are
natural, financial, manufactured, human and social. The rationale is that a sustainable
enterprise will add to rather than deplete the stocks of capital, in the course of

delivering its products and services.

Manufactured Capital

Financial Capital

Social Hormarn

Capital Capital

Natural Capiftal

Figure 2: The Five Capitals Model

Source: Forum for the Future http://www.forumforthefuture.org/projects/the-five-capitals
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The descriptions of the five forms of capital are as follows:

Table 7: The Five Capitals Model

Human capital

The health, knowledge, skills and motivation of people which is
needed for productive work

Natural capital

Includes resources (renewable and non-renewable materials), sinks
(absorb, neutralise or recycle wastes) and processes (such as
climate change regulation). It forms the basis of production of
goods and services

Social capital

The institutions that form part of the network of maintaining and
developing human capital. The network consists of businesses,
schools, families, communities and voluntary organisations

Manufactured
capital

This is fixed assets or material goods that contribute to the
production process rather than being the output itself. Examples
would be the machinery and buildings utilised in a production
process

Financial capital

This type of capital is an enabler in the economy as it allows other
types of capital to be owned and traded. Financial capital is
representative of the value of natural, human, social and
manufactured capital

4.8.2 The Ceres Principles

The Ceres Principles form part of the Ceres Roadmap and cover four broad categories.

These are governance, stakeholder engagement, disclosure and performance, with a

total of 20 key expectations. These were elaborated on in Chapter 2 under the section

on corporate social responsibility, 2.3.3. For the purposes of this chapter, the key

expectations will serve as one of the basis on which the interview themes were built.

The key expectations are listed below in Table 8.
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Table 8: Ceres Principles key expectations

1 | Board oversight

2 | Management accountability

3 | Executive compensation

4 | Corporate policies and management systems

5 | Public policy

6 | Focus engagement activity

7 | Substantive stakeholder dialogue

8 | Investor engagement

9 | C-level engagement

10 | Standards for disclosure

11 | Disclosure in financial filings

12 | Scope and content

13 | Vehicles for disclosure

14 | Product transparency

15 | Verification and assurance

16 | Operations

17 | Supply chain

18 | Transportation and logistics

19 | Products and services

20 | Employees

The models and frameworks employed are related to one another with these
relationships illustrated in the form of a table below, Table 9. Each of the models and

frameworks is annotated at the top of the table, with the relevant aspects thereof
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annotated within the body of the table. As an example, we have that the key
expectation of employees from the Ceres Roadmap is linked to the aspect of human
capital in the Five Capitals Model and linked to the aspect of differentiation in the
Orsato Model.

Table 9: Relationship between models

Ceres Roadmap Orsato Model Five Capitals
Model

Employees Differentiation Human capital
Corporate policies and management Lower costs Financial capital
systems
Substantive stakeholder dialogue Differentiation Social capital
Investor engagement Differentiation Social capital
Public Policy Differentiation Social capital
Operations Processes Financial capital
Supply chain Processes
Products and services Products and

services
Product transparency Products and

services

The use of the models and framework is aimed at comprehensively covering the
interview data, and providing structure to the themes drawn from the conversations.
From Table 9 above, we see that the chosen models and frameworks relate to one
another across a number of different aspects. This is relevant to consider as it
illustrates the choice of the models and framework as not simply ad hoc and or
convenient. The inter-related nature of the relationship serves to reinforce the

relevance and potentially the robustness of the themes drawn from the data.
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The table below, Table 10, provides an overview of how the research questions are
related to the chosen models and framework. Each of the research questions are
stipulated with the dimensions thereof, and the relevant framework and/or model
utilised in the analysis. This leads us into the description of the results in Chapter 5,
with the discussion of the results to follow in Chapter 6.

Table 10: Research questions and related models

Research question Dimensions Framework/model

Investor and shareholder Ceres Roadmap
activism

Risk management

Investment and lending
activities

Leadership
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What are some of the
response mechanisms
that have been
employed by the
banking sector in dealing
with climate change?

Carbon footprint

Corporate social
responsibility

Regulatory and compliance
reporting

Benchmarks

Stakeholder engagement

Ceres Roadmap

Product development

Environmental supply chain
and operations assessment

Environmental management
systems

Generic strategies

Orsato Model

How has climate change
been used as a
competitive advantage
within the local banking
sector?

Marketing

Innovation

Orsato Model

Human Capital
Customer Franchise
Profitability

Market share

Five Capitals Model

Signatory agreements
Leadership
Research

Partnerships

Ceres Roadmap

5. Results

5.1 Description of sample

In line with the exploratory nature of the research, a number of individuals were
interviewed. A total of seven interviews were conducted with the interviewees drawn

from within the respective banks, as well as from outside the banks. The interviewees
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are drawn from the areas of sustainability, project finance, marketing, capital and

liquidity management and risk management.

The potential pool of interviewees within the South African banking sector is relatively
small when you consider that there is no such thing as a climate change department
within any of the local banks. The issue of climate change is housed within the
portfolio of sustainability, so the head of sustainability would be the person answering
the majority of the questions. In order to get a better depth of understanding of the
particular banks’ position, it was thought prudent to engage people who may have
some aspect of their work involving climate change issues. Hence, the interviews with
individuals from the areas of project finance, capital and liquidity management and risk
management. At a recent presentation on climate change hosted by The Institute of
Directors Southern Africa (IODSA), the title of which was South African Business and
Climate Change, the banking sector was represented by two individuals. Given the
limited number of individuals the interview sample could have been drawn from, it is
important to note that from the sample obtained and the input received, we have

been able to answer all the research questions.

The outline of this chapter is as follows:

= Qverview of publicly available information, using the research questions
as the architecture
» Ranking of the interview questions

= Presentation of the results as they emerged.
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5.2 Overview

Before delving into the outcomes of the interview process, it may be helpful to
consider the themes emerging from the local banking sector with respect to climate
change. In this regard we will look at the sustainability reports and other publicly
available information from the four major banks in South Africa. The empirical study is,
however, focussed on only two of the four banks, as outlined in Chapters 2 and 4.
Silverman (2006) recommends that one way of kick-starting the process of data

analysis is to consider the information already in the public domain.

The ‘Big Four’ as they are termed are representative of the local banking sector as they
constitute the majority of the market share in the banking sector (Osiris database,
2010). For the purposes of the empirical study, we then go onto consider only two of
the four banks, in order to gain a deeper understanding of our topic. The reason for
the choice of these particular banks is two-fold: first, combined they constitute the
majority of the banking sector by market capitalisation. Second, they both have the
interest of a foreign shareholder to consider, which may have an influence on their

actions and who, in turn, they may influence.

Looking at the most recent Ernst and Young Excellence in Sustainability Reporting
Awards, given out in October 2010, it was interesting to note the placement of the
four large South African banks. Climate change forms part of the stable of
sustainability at Ernst and Young, under the banner Climate Change and Sustainability
Services. The ranking is in terms of four categories namely, ‘excellent’, ‘good’,
‘adequate’ and ‘perfunctory’. Of the four banks in our sample, only Bank M and Bank X

fell into the category excellent, and were the only two financial institutions listed in
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this category. Bank P and Bank Y were placed in category ‘adequate’. For the purposes
of the empirical study, we are particularly interested in the placement of banks M and
P. The divergent placements in the rankings would suggest that Bank M has an
advantage over Bank P; however, whether or not this is a competitive advantage
cannot be ascertained by this singular ranking. The interviews were conducted with
Banks M and Bank P, which are the two banks chosen from the sample of the ‘Big Four’

South African banks.

There were eight interview respondents in total, with four from Bank M, three from
Bank P and one independent respondent. When delineating the responses it was

necessary to use a weighted average.

5.3 Interview data

5.3.1 Research Question 1: What is the significance of climate change to the banking

sector?

Has the growing focus on climate change had any impact on the way in which your

organisation chooses to do business?

The consensus is that the growing prominence of climate change has had an impact on
the way in which the banks are doing business, particularly in terms of compliance
regulations. All the respondents were of the opinion that climate change has indeed

had an impact on the way they do business.
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Impact on the way you do business?

NO

YES

Figure 3: Has climate change had an impact on the way you do business?

Individual bank findings

The weighted average response of each of the banks, as well as any relevant quotes is

included below.

Bank M

100% responded ‘yes’ to the question posed

Bank P

100% responded ‘yes’ to the question posed

Independent

100% responded ‘yes’ to the question posed

What has been the bank’s reasoning for addressing climate change?
The responses are listed below in alphabetical order:

= Cost drivers
=  Reputation
= Legislation
= Loan criteria
= Opportunity

= Risk mitigation
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Individual bank findings

The weighted average response of each of the banks, as well as any relevant quotes is
included below.

Table 11: Reason for addressing climate change

Bank M Bank P
Cost Drivers 100% 100%
Reputation 75% 67%
Legislation 50% 33%
Loan Criteria 75% 100%
Opportunity 100% 100%
Risk Mitigation 100% 100%

With respect to the following elements has the issue of climate change been

significant?

Brand value

= Customer franchise (includes satisfaction and loyalty)
= Human capital (staff retention and creativity)

= Market share

=  Profitability

=  Product/service innovation

=  Process innovation
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Significance of climate change

Process Innovation
Product/Service Innovation
Profitability

Market Share

Human Capital

Customer Franchise

Brand Value

10

m count of responses

Figure 4: Significance of climate change

Individual bank findings

The weighted average response of each of the banks, as well as any relevant quotes is

included below.

Table 12: Significance of climate change

Bank M Bank P Independent

Product/service 100% 33% 100%
innovation

Market share 75% 67% N/A

Customer franchise 100% 100% N/A
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5.3.2 Research Question 2: What are some of the response mechanisms that have

been employed by the banking sector in dealing with climate change?

Considering the four generic environmental strategies below (Orsato Model), what

would you say is the dominant one your organisation is following?

Eco-efficiency

Eco branding
= Environmental cost leadership

= Beyond compliance

Generic Environmental Strategies

Environmental Cost Leadership
Eco-Branding
Beyond Compliance Leadership

Eco-efficiency

0 2 4 6 8

#respondents

Figure 5: Generic environmental strategies

Individual bank findings

The weighted average response of each of the banks, as well as any relevant quotes is

included below.

Bank M

100% responded eco-efficiency
Bank P

100% responded eco-efficiency
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What has been the evolution of your company’s response to climate change?

The paths of the two sample banks, Bank M and Bank P are illustrated below in figures
6 and 7 below, respectively. It is interesting to note that in terms of their external
response, both banks have followed a similar trajectory. There are differences in the
way they have approached tackling climate change from an internal perspective. The
most notable differences being the inclusion by Bank P of education and training

awareness; and the integrated environmental management service of Bank M.

The evolution of tackling change, and the path forward, was best summed up by Bank

P who said, “It’s a journey. Everyone’s approaching it slightly differently. No-one’s got

Y

a conclusion or ‘this is the right way to do it’.

Individual bank findings

Any relevant quotes are included below.

64|Page



Bank M

Internal External

Carbon Footprint Analysis Signatory Agreements

Environmental

. Environmental reportin
Management Services P g

Energy and Water Environmental compliance
Conservation requirements

Lending and Investment

Waste Reduction . .
decision making

Supply Chain Product innovation

Figure 6: Bank M evolution

Bank M has a fully integrated environmental management service, which differs from
Bank P. According to Bank M, “we have implemented an environmental management
system, which is an eco-efficiency kind of thing. It is a system that enables you to
understand where your issues are, who is doing something about them, what they are

doing about them, what time frames, what requirements, what targets and stuff”.
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Bank P

Internal External

Education and Training
Awareness

Signatory Agreements

Carbon Footprint analysis

environmetal reporting

Waste reduction

environmental
compliance requirements

Energy and water
conservation

Lending and investment
decision making

Supply Chain

Productinnovation

Figure 7: Bank P evolution

Bank P sees education as a precursor to its solutions offerings. From their sustainability
head: “Education awareness. It’s about saying - do you know there is a thing called
climate change happening and global warming? Do you know how it impacts you? So
that awareness and then education. Do you know how it impacts you? And what's it
about? Which will follow onto action? So in my mind, there is no point doing

awareness education if you are not going to help them do something about it.”
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5.3.3 Research Question 3: How has climate change been used as a competitive

advantage within the local banking sector?
What are the benchmarks/milestones against which the bank measures its
advancement in tackling the issue of climate change?
Equator Principles

The Five Capitals Model

Carbon Disclosure Project

In House Climate Change Policy

¢ Encompassing more than carbon

* Measuring CO,, water and energy usage per person
¢ E co-efficiencyin own operations

¢ Relative to international banking institutions

Lending Portfolio

¢ Proportion of carbon intensive vs. less carbon intensive investments

People, Planet and Profit

¢ Guidelines of King Il

This question proved to very insightful as it highlighted the level of introspection of the
organisation with regards to climate change. The more thoughtful the organisation,

the easier it was for them to be able to list their benchmark measures.
Individual bank findings

Any relevant quotes are included below.

Bank M

“We’ve looked across the five capitals and said — overall we are pretty good”
Bank P

“From Bank P perspective so we do look at the sustainability from a people planet

profit perspective”
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“These are things that we monitor, how much diesel have we purchased this year?

How much kilometres have we travelled in a year? We look at our kilometre claims.

Literally go back to our finances and try pull out there and try and then manage them

down”

Would any of the following criteria be useful as a basis of comparison to peers in

responding to climate change?

= Brandvalue

= Customer franchise (includes satisfaction and loyalty)
= Human capital (staff retention and creativity)

= |nnovation

= Market share

= Profitability

3.5

2.5

15

0.5

Criteria for comparison

NO

mYES

Brand Value  Customer Human Innovation Market Share Profitability
Franchise Capital

Figure 8: Criteria for comparison

None of the respondents made it known that they disagreed with any of the criteria,

hence there are no ‘no’ responses. They did, however, voice which of the criteria they
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felt were most relevant. This question could have been phrased in a more open-ended

manner, seeking the criteria from the respondents.

Who in the local banking sector is considered your fiercest competitor when

considering climate change?

Local competitors

Bank M 1 | | | |
Bank X

BankY
Bank P

countof responses

Figure 9: Local competitors

It should be noted that the independent respondent did not comment on this

question, hence only seven responses.

Individual bank findings

The weighted average response of each of the banks, as well as any relevant quotes is

included below.

Bank M
100% responded to Bank X
Bank P

67% responded to Bank X, and 33% responded to Bank M
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How has value been created by the banks’ participation in the Equator Principles,
CDP, CDM, JSE SRI Index or any of the other initiatives undertaken with regards to

climate change?

Market Development

eCarbon Trading

Partnership Agreements

*ACAD Facility

Visible Leadership

*Improved environmental profile

Ability to raise capital more easily or at better rates

Business Opportunities

Individual bank findings

The weighted average response of each of the banks, as well as any relevant quotes is

included below.

Bank M

“Ours is a very sophisticated response, specifically around carbon trading. We run one

of the best operations in the world”

There was however the recognition by the respondent that the benefit may not always
exist. “Full marks for that, but it is opportunistic. There is no lasting benefit to the

bank”

“With regards to being on the steercom (...) obviously that raises our profile to a

degree”
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Bank P

“How can we create a new insurance product that caters for this? Or how do we
rewrite our insurance policies to try to mitigate the risk? (...) Why can’t we maybe

think of doing that?”

In your understanding, how have any of the attained benefits resulted in an

advantageous position for the bank, relative to its peers?

From the interviewees it was established that there was not really an advantageous
position for the banking institution relative to its peers. Since they were all signatories
to the same agreements, it was really just that they were all on the same playing field.
The only advantage attained was in the carbon trading arena, where one of the sample

banks won the Carbon Deal of the Year (2009).

Individual bank findings

Any relevant quotes are included below.

Bank M

“There are some variants to entry in this market around carbon trading that make

what we do in carbon trading difficult to compete with.”

“You do get the bragging rights for that [Deal of the Year], you do, definitely, but it is

limited.”

Bank P
“This information is out there. Your competitive advantage is how you use it”

Within the context of the banking sector, what do you consider competitive
advantage to be?
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= Large growing market share

= Consistently growing profitability

These were the sentiments echoed by respondents from both the sample banks.

Individual bank findings

The weighted average response of each of the banks, as well as any relevant quotes is

included below.

Bank M

“And part of sustainability is ongoing profitability”
Bank P

“Because part of sustainability is the fact that this has to be an ongoing concern. And

it has to remain profitable for as long as is humanly possible”
5.4 Themes

The primary framework of analysis is the Orsato Model first introduced in Chapter 2
and referred to in Chapter 4. The supporting frameworks for the purposes of analysis
are the Five Capitals Model and the Ceres Principles. The Ceres Principles were
elaborated upon in Chapter 2 as part of the literature review. The Five Capitals Model
was introduced in Chapter 4, as its relevance was born out of the conversations had

with interviewees.

The information will be presented in tabular form below, where for each of the
frameworks the quotes relevant to the theme will be attributed. Should it be that a
qguote can be attributed to more than one of the frameworks it will be included as

such.
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Table 13: Five Capitals Model

Model

Quotes

Five Capitals

Climate change is such an inter-
disciplinary problem that it is not a
science problem (Bank M)

We have got to make sure that
everybody understands that you have
almost got to quantify the
environmental and social risk from a
financial point of view (Bank M)

The critical importance that banking
and finance institutions play to the
realisation and the dissemination of
environmental objectives
(Independent)

Human capital

The thing about climate change is that
it affects all forms of human activity
(Bank M)

It [climate change] involves people
changing how they think, they
operate, they behave; from individuals
to organisations to continents -
everybody is going to have to do
things differently (Bank M)

People feel proud their bank is actually
doing something, more than just
financial (Bank M)

Within this sustainability environment,
you get those people who really want
to be there. They want to do a great
job and they want to make a
difference (Bank P)

The current theory in terms of
attracting talent and retaining talent is
that if you as a company can do
something that talks to the values of
your staff, they will want to join you,
will want to stay on (Bank P)

| can tell you that it [climate change] is
an issue around which one builds staff
support (Bank M)

From a human capital basis, getting it
[sustainability] right is really important
in terms of attracting and retaining the
kind of staff you want (Bank M)

Natural capital

Water security is going to become a
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major, major issue (Bank M)
We will probably start looking at our
water footprint next (Bank P)

Social capital

What | have seen is in Africa is that
there is much more of an emphasis on
the social aspects of sustainability
(Independent)

How do we get closer alignment
between our business programmes
and our CSI programs (Bank M)

Financial capital

It [climate change] is therefore going
to have a major impact on economies;
it impacts retail customers directly. So
because it impacts our retail customer
base and also directly impacts our
corporate customer base, we have to
address it (Bank M)

There are clearly very real
opportunities to make money (Bank
M)

| think we are still in an emerging
market mentality, which means we are
looking more at the returns than
whether it [corporate entity] has a
green agenda or sustainability (Bank
M)

Let’s be realistic in that carbon has
been a successful case of an
environmental market ; it is very
unlikely to be the only environmental
market (Independent)

Sources of funding, development
finance institutions (DFls) in particular,
increasingly have terms and conditions
in those clauses of those agreements,
which say you have to comply with
conditions that include things about
climate change (Bank M)

Banks, in particular, need to focus on
this kind of stuff [climate change] not
least because of their lender’s liability
risk (Bank M)

The credit impacts of a changing
climate, including possible loan
defaults in the agricultural sector due
to changing climate conditions (Bank
P)
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Table 14: Orsato Model

Model

Quotes

Orsato Model

It’s a journey. Everyone’s approaching
it slightly differently. No one’s got a
conclusion or, “this is the right way to
do it” (Bank P)

We have been purely opportunistic. In
terms of a maturity profile of how
mature is your response to climate
change? It’s fairly low down on the
curve (Bank M)

| can’t think of any instances where we
are having direct competition with
some of the other South African
banks. | think most of the banks are
probably in similar positions (Bank P)

Beyond compliance leadership

This country is definitely moving very,
very fast towards legislation,
emissions control legislation, and we
simply have to comply (Bank M)
There is in my opinion no greater
leadership challenge than climate
change, and it is the big opportunity
for Bank M. It has such a reputation
for business leadership it should drive
that agenda (Bank M)

Regulatory pressure is going to come.
You will have to demonstrate that you
are doing something to reduce your
emissions (Bank M)

Sustainability to become embedded in
the way we do business

| don’t think we are beyond
compliance, | don’t think we have
even done much in terms of
compliance (Bank M)

We are trying to do something that is
beyond compliance but we see it
[climate change] as a business risk
(Bank M)

Eco-efficiency

The costs of adaptation is in orders of
a magnitude higher than the cost of
mitigation (Bank M)

| think we have done some eco-
efficiency (Bank M)
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Eco-branding

1. We definitely have not gone the eco-
branding way (Bank M)

2. So from a branding perspective they
[Bank X] have got that right. | am
saying is that | am not certain that that
is a long term competitive advantage
(Bank M)

3. Assoon as somebody launches a
rigorous campaign to compete, then
that is gone (Bank M)

4. We don’t do any green marketing
whatsoever (Bank M)

5. ldon’t think we have done any eco
branding (Bank M)

6. Certain banks like Bank X have used
the green agenda and climate change
as a marketing initiative (Bank M)

7. ltis easy from a marketing perspective
to seize on to certain things that
actually make a very small impact but
in fact are very tangible in people’s
minds (Independent)

Environmental cost leadership

1. We certainly aren’t in cost leadership
(Bank M)

From the interviews all respondents pointed out that the most utilised of the generic

strategies from the Orsato Model is that of eco-efficiency. From this we can draw the

conclusion that eco-efficiency is the most utilised strategy employed by the local

banking sector, when considering issues of climate change.

Table 15: The Ceres Principles

Framework

Quotes

Ceres

Corporate policies and management

So we have all kinds of classical forms of
risk management happening in any bank,
there is credit risk management, market
risk management [and] operational risk
management. But | am saying you need to
add to that (Bank M)

Climate investor risk is really about saying,
in its most elementary form, it is part of
your risk assessment of any new client or
any existing client, to assess what they are
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doing in terms of climate risk? (Bank M)

Substantive stakeholder dialogue

| think one of the interesting things that
happens on this issue [climate change], and
is happening very fast in this country, it has
happened already elsewhere, is that there
is shareholder activism (Bank M)

Product and services

What solutions can we provide our
customers and consumers out there to
become more environmentally
sustainable? Then also what solutions
should we be doing for ourselves, to do the
same (Bank P)

Ours is a fairly sophisticated response
specifically around carbon trading (Bank M)
By doing nothing about seeking out new
opportunities that climate change will
offer, you are potentially missing out on
some tricks. And by doing nothing to
protect what you do have you are also
(Bank M)

| mean whatever these products and
services are, it has got to add value to
whomever the client is and value is the
bottom line (Independent)

Focus engagement activity

Reputational is more powerful than
regulatory. Regulation, you have to do it.
Reputational, you choose to do it (Bank P)
Banks are very much on their credibility. If
you knock their credibility, that’s massive
(Bank P)

Board oversight

We did our Equator Principles because our
parent company told us to do it. We would
probably have done from a good
citizenship perspective, don’t get me
wrong. But we've done it because we’ve
chosen to from a reputational side, not
because there are any penalties associated
with it (Bank P)

What is the point to the shareholders of
Bank X, for Bank X incurring a cost to
become carbon neutral? (Bank M)

C-level engagement

Decisions made have to match the business
model and strategy (Bank M)

Standards for disclosure

The Equator Principles, GRI, reporting on
the CDP etc. ... those | look at as an order
qualifier. That says we can keep on doing
what we’re doing, that we don’t have any
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reputational risk, that we can manage the
reputational risk (Bank P)

1. The current theory in terms of attracting
talent and retaining talent is that if you as a
company can do something that talks to
the values of your staff, they will want to
join you; will want to stay on (Bank P)

2. Within this sustainability environment, you
get those people who really want to be
there. They want to do a great job and they
want to make a difference (Bank P)

3. People feel proud their bank is actually
doing something, more than just financial
(Bank M)

4. Carbon footprint analysis and the reduction
thereof. There are efforts to include carbon
reduction  targets in performance
scorecards at the business unit and
individual level (Bank P)

Employees

1. | think there is going to be stronger
legislation around carbon and climate
change and stuff like that going forward
(Bank P)

2. There is the Waste Management Act which
means that certain vendors like us; polluter
pays principle (Bank M — environmental
manager)

3. Banks have a lot of experience and history
with early elaborate government structures
(Independent)

Public policy

5.4.4 Additional research findings

From the conversations and the subsequent analysis, there were found to be some
themes that had not formed part of the literature review, but showed themselves to
be of interest for the research study. These are highlighted below, with supporting

quotes where relevant.

= Leadership emerged as a criterion for gaining competitive advantage in the

arena of responding to climate change. However, leadership as a criterion for
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measuring competitive advantage was not covered in the literature review.
With particular regard to climate change, there is the Carbon Disclosure Project
Leadership Index. One of the local banks, Bank X was ranked number one in
2009 on this Index.
“This bank places huge emphasis on the role of leadership. There is, in my opinion,
no greater leadership challenge than climate change, and it is the big opportunity
for Bank M: it has such a reputation for business leadership it should drive that

agenda” (Bank M).

= Except for one of the four major banks, all the others saw their sustainability
function as emanating from their risk and compliance environments. Bank X is
the only one where sustainability emanates from their marketing department.
“For the most part, their [banks’] sustainability functions reside or emanate from
their risk environments, risk and compliance environments, except for Bank X.
Theirs emanates from their marketing environment” (Bank P). Incidentally, Bank
P’s sustainability department is within the ambit of corporate affairs. Bank M has
its sustainability department reporting into the head of group risk.
= The journey of sustainability and climate change within the banking sector is
likely to follow the same path as that of Broad-based Black Economic
Empowerment (BBBEE) and the National Credit Act (NCA). At first, there is the
suggestion of appropriate behaviour or action, then it becomes regulated and

later it forms part of the normal course of doing business.

“Eventually, you lose that competitive advantage because everyone starts doing what
they [Bank X] are doing. | mean, who has the competitive advantage on CSI these

days? At one stage everyone was talking about it. It has moved away, even on the BEE
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side. So maybe consider that it will eventually happen in the environment or space as

well, | think” (Bank P).

= Research is considered an integral part of the management of climate change
going forward. Research underpins the decision-making as it provides the
technical knowledge of the changing climate. This information can be used in
assessing the impact of climate change on new and existing clients. The
information obtained by doing the research will come to bear on the decision-

making process of investments.

“In research you need to know what you are doing to actually underpin everything
else. Understanding the technical side. Also understanding what the impact will be on
our customers, both personal and commercial. It’s about internal awareness and
education. Where education is not just external it is also to our deal teams to our
credit scoring people, to our businesses. And that’s more risk mitigation but also
opportunities. So a lot of research work still needs to be done there and we are going

to do that internally and externally” (Bank P).

6. Discussion of results

The themes that emerged will be presented as they are relevant to the respective

research questions.

6.1 Discussion of research question 1: What is the significance of climate

change to the local banking sector?

From the interview responses, it is clear that the banking sector has recognised that

responding to climate change is significant to its continued existence. One of the
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respondents from Bank M described it as ‘a fundamental issue’ for the bank. All four
the major banks in South Africa have a retail customer base. From the interviews it
emerged that this connection to the retail market means that the banking institutions

find themselves linked to the ‘economic health of the country’ (Bank P).

6.1.1 Risk

From the findings as per Chapter 5, in section under ‘What has been the bank’s
reasoning for addressing climate change?’ there was consensus that risk mitigation is
one of the reasons for banks tackling climate change. From Bank M, we heard that
“you have to be able to demonstrate, for example, investor risk in terms of climate

change” (Bank M).

From Bank P, the emphasis was placed more on the mitigation of reputational risk.

“Regulation will come but at the moment we are all being guided by reputation risk”.

As natural capital in the form of water resources and agricultural produce is impacted
by the change in climate, there is a knock-on effect which ultimately impacts on the
banking sector. This view is supported by the World Business Council on Sustainable
Development as well the Global Carbon Exchange, as articulated in the literature
review in chapter 2. This impact could be either directly or indirectly felt. One of the
ways in which the direct impact on the banking sector would be felt is through its
operations in its branch network, which will likely impact its retail customer base. The

more indirect effects are more difficult to quantify and possibly more far reaching.

One aspect that emerges from the respondents is that in terms of agricultural risk,
banks stand to incur liabilities as weather patterns become increasingly less

predictable. This is echoed in the literature review by the World Wildlife Fund who
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speaks of the changing nature of risk management. The rate at which the earth’s
climate is changing is resulting in a level of volatility and unpredictability that the
banking sector is growing less and less comfortable with. The ability of a bank to
manage risk is one of the cornerstones of their continued survival. This contention
supports the views as echoed by Porter and Kramer (2009, p.6) who said that “no
longer can companies be content to monitor only the obvious social impacts of today.
Without a careful process for identifying evolving social effects of tomorrow, firms may

risk their very survival”.

6.1.2 Profitability

From the findings it is noted that all respondents saw climate change as being
significant to the profitability of the bank. From the literature, Alcock (2008) recognises

that the move to a low-carbon economy is linked to financial prosperity.

The move toward a low-carbon economy has definitely benefitted Bank M, which
admittedly recognises its opportunistic behaviour in taking advantage of this: “l would
say in terms of profitability, we have been purely opportunistic.” The development of
the carbon market stands out as an example of such an opportunity. From the
respondents there is the notion that the response to climate change may become
increasingly commoditised, leading to the development of new products. This is
supported by Hart (1997) who posited that “increasingly, companies will be selling

solutions to the world’s environmental problems” (p. 68).

There is also the recognition that climate change could also negatively impact on
profitability. The potential negative impact includes risks to liquidity and capital

management and increased climate risk from clients, which would reduce the
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profitability of the banks. These potential negative impacts are articulated in the

literature by Stoffberg and Prinsloo (2009) and Brunnermeier (2009).

6.1.3 Human capital

From the findings in Chapter 5, in particular the section under, ‘With respect to the
following elements has the issue of climate change been significant?’ we note that
the significance of climate change to the banking sector, in terms of human capital was
low with only three of the eight respondents citing significance. The aspect of
significance relative to human capital is the possibility of attracting human capital. The
ability to attract employees has been ranked by one of the interviewees as one of the
top three benefits of tackling environmental issues such as climate change, and forms

part of the findings. From Bank M there have been the following statements:

“l can tell you that it [sustainability] is an issue around which one builds staff support”

(Bank M).

“From a human capital basis getting it [sustainability] right is really important in terms

of attracting and retaining the kind of staff you want”(Independent respondent).

Bank P had the following to stay in response to the question of significance: “The
current theory in terms of attracting talent, retaining talent, retaining staff is that if
you as a company can do something that talks to the values of your staff and then |

want to join you and | want to stay on.”

Hansel (2009) argues that employee activism and employee motivation are qualitative

benefits of tackling environmental sustainability issues such as climate change.
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6.1.4 Reputation

From the findings in Chapter 5, under the section With respect to the following
elements has the issue of climate change been significant?, we note that more than
half the respondents saw the tackling of climate change as significant to brand value.
Brand value was rated by one of the sample banks as one of the top benefits of
tackling environmental issues such as climate change. Reputational issues were also
one of the factors highlighted by the interviewees as a reason for the banking
institutions addressing climate change. “The main focus currently is reputational when

it comes to environmental issues” (Bank P).

An interesting comment from the interviews was that reputation and regulation sit at
opposite ends of a seesaw. At this stage the reason for the banks addressing climate
change may be purely reputational rather than regulatory as there is limited
environmental legislation governing it. One of the interviewees commented that
reputation is a far more powerful driver for a change in behaviour because acting as a
result of defending reputation is a choice, whereas complying with regulation is

prescriptive.

With regard to the issue of reputation, this is borne out in the literature review by the
work of the Global Carbon Exchange, which speaks of the potential damage done to
the institution’s reputation in terms of the choices it makes to fund projects. When
looking at the trends internationally, we see that the management of environmental

and social risk sits alongside that of brand and reputation.

From the literature, we know that the management of environmental issues can and

does impact the credibility of an organisation. What is novel, however, is that the
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disciplines of management and brand management are now jointly employed to weigh

in on financing decisions.

6.1.5 Investment and lending decisions

From the interviews, there was the apparent recognition that climate change would
indeed impact investment and lending decisions banks make in future. “There is a
growing consensus the south-western Cape is going to get hotter and drier, which
means it is going to be increasingly difficult to grow wine, so should we be funding

wine growers in the south-western Cape?” (Bank M).

“And we are going to ensure that we can play our part as a transactor in the economy

to support new energy investment” (Bank P).

The report, From Principle to Action, jointly published by Sustainable Finance and
Insurance and Sustainable Finance Ltd, speaks about the investment and lending
activities of banks being affected by facilitating financial flows, which support the
move toward a low-carbon economy. It also states that the impact of climate change
on customers will necessarily impact decision-making processes related to lending and

investment activities.

6.1.6 Customers

In terms of the criteria of customer franchise as being affected by tackling climate
change, the results are mixed. For larger corporate clients, it does seem to matter that
their banking institution is environmentally aware and is acting to mitigate. From an
environmental manager at Bank M we have the following quote: “There are a few
corporates that might want to be associated ... have got to make sure that the people

they deal with, business, you know their suppliers etc. are becoming greener.”
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From the interviews it seems that the retail customer base may be more sensitive to
tangible responses to climate change. The independent respondent noted that
“certain things actually make a very small impact but in fact are very tangible in

people’s minds”.

From the literature, Hansel (2009) has customer attraction and retention as one of the
guantitative benefits of environmental sustainability, which we extrapolate to climate

change.

6.1.7 Cost drivers

From the findings there was consensus that the containment of costs play a significant
part in the decision for the banks tackling climate change. In support of cost drivers as
a factor in tackling climate change, Alcock (2008) posited that, “the longer businesses

wait to meet it [low-carbon economy] head on, the higher the costs will be” (p. 14).

Besides the costs to the banks themselves, there are the costs that the banks’
customers would be incurring as a result of adaption. Pressure on their financial
situation would have an impact on the banks themselves. From the interviews, there
emerged the sentiment that the cost of adaptation is far higher than the cost of
mitigating climate change. From Bank M: “Getting communities to adapt to climate

change which is unavoidable; is much more expensive than mitigating.”

The fact that South Africa has committed itself to reducing its carbon emissions
(Copenhagen 2009) means that there is a growing likelihood that stricter
environmental legislation will become a reality. South Africa has seen the introduction

of a carbon tax on new vehicles, intended to be a disincentive to pollute. There is also
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the potential introduction of new waste management act, which would have polluters
fined. These all point to the notion that should our behaviour not support mitigation

efforts, there will be increasing costs.

6.2 Discussion of research question 2: What are some of the response
mechanisms that have been employed by the banking sector in dealing with

climate change?

Response mechanisms have taken both an internal and external route, occurring
concurrently. “So some of what we are doing is focused towards the internal, the

direct, the controllable” (Bank M).

6.2.1 Carbon footprint

There is general consensus that this is one of the very first things to be done, in order
to start tackling the response to climate change. Internally the banking institutions

have been hard at work establishing their carbon footprints.

“This has been quite a challenge in terms of getting the data to measure our footprint”

(Bank P)

“So the principle is, how much of a footprint are you happy to live with?” (Bank P)

From the interviews it has emerged that there is a possibility of including carbon
reduction targets in performance scorecards (Bank P). From the literature, this is in line
with The Five Capitals Model where the banking institutions look at their consumption

of natural capital before focusing externally.
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6.2.2 Stakeholder engagement

There was consensus from interview respondents that it is important to engage with
stakeholders. “So there are things that you look at to say the global reporting initiative
has a financial sector supplement so that gives you an indicator of what a range of
stakeholders think is material” (Bank M). Besides these stakeholders, the employees
of the bank are also considered important stakeholders in the process of effectively

tackling climate change.

From the interviews one of the internal focus areas that emerged is that of employees
and how through education and awareness training, environmentally responsible
behaviour can be encouraged. Of human capital Chen (2008, p. 274) says that, “human
capital of companies has a positive effect on their competitive advantage.” Chen
(2008) expands on this idea by introducing green intellectual capital and its impact on
the competitive advantage of firms. One of Chen’s findings was that green intellectual

capital was helpful to business.

6.2.3 Products and services

There was consensus from the banks that they would be looking to provide products

and or services in response to their climate change initiatives.
“We are looking at changing new products” (Bank M)

“What solutions can we provide our customers and consumers out here to come
become more environmentally sustainable and then also what solutions should we be

doing for ourselves to do the same” (Bank P).

From the literature Hart (1997) speaks of the companies “selling solutions to the

world’s environmental problems” (p68). There is also the contribution of Visser and
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Sunter (2002) who posited that new markets would result from the business case for

sustainability.

6.2.4 Benchmarks

From the findings, in the section, would any of the following criteria be useful as a
basis of comparison to peers in responding to climate change?, there was no
consensus on the benchmarks to be used in tracking the progress of tackling climate
change. There are a number of ways in which the local banks attempt to measure their
progress in tackling climate change. The metrics include the Carbon Disclosure Project,

The Five Capitals Model and the Equator Principles amongst others.

“We have done international benchmarking so we have put in a lot of ground work to

do that. Itis not just a gut feel” (Bank M)

“We have done at lot of benchmarking we done a lot of looking around the globe and
although | know you are focusing on the environmental sustainability aspect we've

looked across the five capitals” (Bank M)

“l use the model, which is the five capitals model and it looks at human capital, social

capital, natural capital and environmental capital, manufacturing capital” (Bank M)

From the literature on the Carbon Disclosure Project, we see that a particular way in
which benchmarking is done is through the Carbon Disclosure Project Leadership

Index.

What is noteworthy is that there does not exist a comprehensive system of
measurement to track the banks efficacy in its attempts to tackle climate change with

each of the banks either choosing a metric suiting their needs; or not at all.

“We are definitely going to have the usual using less electricity, using less water, less

diesel. These are things that we monitor, how much diesel have we purchased this
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year? How much kilometres have we travelled in a year? We look at our kilometre
claims. Literally go back to our finances and try pull out there and try and then

manage them down” (Bank P)

“We have done at lot of benchmarking we done a lot of looking around the globe.

We've looked across the five capitals and said — overall we are pretty good” (Bank M)

Internationally, the parent company of one of our sample banks has set themselves
what they term “responsible banking objectives”. These objectives cover the banks’
participation in a number of indices, forums and initiatives; tracking the banks
performance on an annual basis relative to the previous year, and where appropriate

its progress relative to the global banking sector.

6.2.5 Compliance

Externally, the growing compliance requirements related to environmental issues have
generally been the first step in the evolution of tackling climate change issues.

“Compliance is a necessary start and will be an ongoing necessity” (Bank M)

From the literature review (Sonnenberg and Hamann, 2006), we know that JSE listed
companies (including the banks) are required to adhere to aspects of the King report
on Corporate Governance. In South Africa, King lll came into effect in March 2010,
promoting the idea of ‘triple bottom-line reporting’, taking into consideration profits,

people and the planet.

6.2.6 Innovation

The adaptation of products and services to meet the needs of stakeholders in the

changing climatic environment was recognised as being important. . “What solutions
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can we provide our customers and consumers out here to come become more
environmentally sustainable and then also what solutions should we be doing for

ourselves to do the same” (Bank P).

We have already seen the development of the carbon market as one the responses to
the carbon constrained future. From the literature review there is support for the need
for innovation, Visser and Sunter (2002) speak of the spawning of new markets as a

result of switching to “ a sustainable economy” (p75).

The sentiment emanating from the respondents is that the sooner the banking
institutions adapt themselves to climate change related eventualities the more cost
effective it will be for them. Mitigation is thought to be better than adaptation as the

costs to adapt far outweigh those of mitigating efforts.

“The costs of adaptation, is in orders of a magnitude higher than the cost of

mitigation” (Bank M)

6.2.7 Social Responsibility

From the findings it should be noted that social responsibility was not featured in any
of the questions posed to the interviewees. The term did however come up in the
conversations that took place, and are considered as part of the findings. In terms of
social capital, particularly in the African context which is still very agriculturally based,
tackling climate change is an imperative. This was the opinion of the independent
respondent, whose designation is as energy economist for The United Nations
Environmental Program. Banking institutions through their corporate social investment

initiatives can positively impact on social capital. From the work done by Simpson and
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Kohers (2002) there is the recognition that there exists a positive link between the

financial performance of an organisation and corporate social performance.

6.2.8 Generic strategies

In terms of the 4 generic environmental strategies as put forward by the Orsato Model
(eco-branding, eco-efficiency, environmental cost leadership and beyond compliance),
there was consensus from the findings that eco-efficiency was the most utilised

strategy amongst the banks in the sample in tackling climate change.

“We have implemented an environmental management system, which is an eco
efficiency kind of thing” (Bank M)

Within the broader banking community, one of the four large banks is recognised as
being good at eco-branding; with neither of the institutions in the research sample
employing that. The banking institutions in the sample do not recognise themselves as
being beyond compliance as yet, but definitely aiming for it. “I don’t think we are
beyond compliance, | don’t think we have even done much in terms of compliance”

(Bank M).

The least employed strategy as a response to climate change in the banking sector is
that of environmental cost leadership. “We certainly aren’t in cost leadership” (Bank

M).

From the literature, Orsato (2006), we note that eco-efficiency looks at reducing costs,
through the efficient use of resources and employing eco-design. From the interviews
there is evidence that the banks in our sample are doing just that, “There is a new
building. We are going to run off gas. Which | think is a third of the CO? emissions of

electricity. It will run off gas during the day and night will switch back over to the grid.
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The reason why it will switch over is two things; pricing, it is cheaper at night. We
haven’t touched on it, but never ignore the economic underpinning of this whole

thing” (Bank P).

“The things we control, the water we use, the paper we use, all that kind of stuff. So
that is one aspect of it and quite frankly if you don’t do that bit nothing else has

credibility” (Bank M).

6.3 Discussion of research question 3: Competitive advantage

In the discussion of this research question, it should be noted that there was a
particular interview question related to the research question, which was not well

answered. The question as initially posed is below.

In what way is the bank doing business in a way different to its peers around issues

related to climate change?

This question was poorly phrased and elicited responses that were not concrete. An
alternative way of asking the question would be to say: “What action is your bank
taking in tackling climate change, that the other local banks are not doing?” As a result
of the inconclusive responses this question has been excluded from the results section

in Chapter 5, and consequently from this chapter as well.

One of the local banks is recognised as having the best marketing campaign when
considering environmental concerns. It is the bank recognised as employing marketing
as a big part of the arsenal in tackling the issue of climate change. This is in contrast to
the banks in this sample, which admit that they have not done much in the way of

marketing their capabilities.
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6.3.1 Marketing

From the findings there was consensus that the two sample banks are not making use

of marketing in their arsenal of tackling climate change.

“We just haven’t necessarily gone the route of marketing it at this stage. It is wrong,

sure we need to do that” (Bank P)

“We started to ratcheted up the pressure a little bit now in terms of the whole
competitive space, in terms of where, as a brand reputation driver we think we need

to start focusing” (Bank M).

There is the recognition that another of the four local banks has effectively used
marketing to create a competitive advantage in the eyes of the consumer. “If you look
at a lot of their brand communication it is interwoven somehow and | think that has
really given them an edge” (Bank M)

“If you walk through central Joburg and asked anybody in the street ‘do you know
about climate change and which bank is doing something about it?’ you would get the

answer 9 times out of 10 — Bank X. | readily acknowledge that” (Bank M)

The perceived advantage obtained by Bank X is not viewed as sustainable by the
sample banks, as the respondents were of the opinion that this particular bank would
lose its perceived advantage if either of the sample banks were to adopt a more
aggressive marketing campaign in terms of environmental issues. The marketing was
not considered to be a real source of competitive advantage but “a form of greenwash,

window dressing”.
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From the literature Day and Wensley (1988) make the point that market share and
profitability are “the most popular indicators of marketing effectiveness” (p4). Since
Bank X is not leading in either of these fronts, it stands to reason that their use of eco-

branding has not been all that effective in garnering a competitive advantage.

From the interviews it emerged that the “thing about competitive advantage is that it
has got to be sustainable”. Simply pursuing a strategy of marketing products and
services as environmentally friendly and/or sustainable is not enough to sustain an
advantage. The reflection of the interviewees is supported by Orsato (2006) and
McCormick (2008) who posited that for an eco-branding strategy to be effective two
criteria need to be met. Firstly, there must be a willingness on the part of the client to
pay for this form of differentiation, and secondly, there should be credible information
available to customers. The Ceres Principles are also in support of product
transparency, having it as one of their key expectations. The principles speak of a
“trust gap” which is articulated as that between the green claims and consumers’
expressed ability to assess them. Even though eco-branding is a differentiation
strategy, as considered in the Orsato Model, and according to Snowdon (2007)
differentiation is better than a low cost strategy in terms of gaining competitive
advantage; we have here an instance where the differentiation strategy is not

considered a sustainable one.

6.3.2 Partnerships

From the findings there is no consensus that partnerships aid in gaining competitive
advantage. For one of the banks in our sample value has been unlocked through their

partnership with the United Nations Environmental Programme (UNEP) on the Africa
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Carbon Asset Development (ACAD) Facility. Through this partnership this particular
banking institution is able to assist in the development of projects that will yield
Carbon Emission Reductions (CERs) for their carbon finance business. The partnership

has yielded a business opportunity which unlocks a pipeline of potential revenue.

This supports the literature (Adegbesan, 2009) who posited that an institution is
complementary to a resource; the bank to the United Nations, when their combined

efforts result in a ‘surplus’ which exceeds the value they could create individually.

6.3.3 Signatory agreements

From the findings it was evident that both the banks in our sample are signatories to
The Equator Principles and CDP and members on the JSE SRI Index. From the
interviewees there was no indication that their institution had yet gained value from
these initiatives over and above any competitor. There was however the recognition
that had they not been participants, they would likely have benefitted less than their

competitors.

“When you are not there you are visible, so you have to be in the leadership group. If
you are not there, someone says — oh | saw all the other banks there so why was Bank

M not there? So you are visible by your absence” (Bank M)

“As a leading corporate player where are the places we need to be visible?” (Bank M)

The signatory agreements are seen as order qualifiers, and not necessarily order

winners.

9% |Page



6.3.4 Research

From the interviews it emerged that knowledge is potentially power when it comes to

tackling climate and gaining an advantage.

“In research you need to know what you are doing to actually underpin everything

else” (Bank P)

An international trend, not yet utilised in the local banking sector, is the use of sector
specific climate change information. The type of information considered would include
an overview of the regulatory framework around the sector, risks affecting the sector
and possible mitigating strategies. This information is utilised by the bank to make
lending decisions and also to collaborate with the client in order to improve their

management of the climate risks affecting their business.

6.3.5 Leadership

From the interviews it was evident that the challenge of tackling climate change, lends
itself to an opportunity for great leadership to emerge. Leadership as a criterion for
assessing competitive advantage was not covered in the literature review. This is
however in line with the Ceres Principles expectations of board oversight,
management accountability and C-level engagement. The potential for sustained
competitive advantage beyond the marketing aspect may come from leadership in this
sphere. One of the interviewees described climate change as an “opportunity for

business leadership”.

“There is no greater leadership challenge than climate change, and it is the big

opportunity for business leadership” (Bank M)
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7. Conclusion

It should be noted at this point that the author is in the employ of one of the sample
banks. This might serve to bias the study, but every precaution has been taken to forgo
that occurring. The author does not in the normal course of their work life interact
with any of the interviewees from Bank M. The present occupation of the author is
also in no way related to the phenomenon of climate change, or to any aspects of
determining competitive advantage for Bank M. No private information from Bank M
was shared with the author. The information utilised in the study came from all public

materials and from the interviews conducted.

7.1 Overall Findings
7.1.1 Research question 1:

Climate change has been shown to be significant to the South African banking sector,

and has impacted on the way in which banks conduct their operations.

The factors that were found to be impacted by climate change include brand value,

customer franchise, human capital, profitability and products and services.

The reasons for the banks choosing to tackle climate change include risk mitigation,

reputation, social responsibility, investment and lending decisions and cost drivers.
7.1.2 Research question 2:

The response mechanisms in tackling climate change are directed both internally and
externally. Eco-efficiency was found to be the most utilised strategy, which focuses
attention internally on the use of resources such water and electricity usage. The

exercise of determining the carbon footprint of the organisation was considered
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necessary, as it underpins the credibility of the organisations actions in dealing with

climate change.

Externally the response has taken the form of signing up to The Equator Principles,
Carbon Disclosure Project and the Clean Development Mechanism, amongst other
agreements. Forming part of these initiatives is deemed to be necessary as it creates
visibility for the organisation, and allows it to be involved in the decision making
aspects that surround the banking sector and potential regulation related to climate

change.

7.1.3 Research question 3:

The South African banking sector does not view their response to climate change as
providing a source of competitive advantage. From Bank M we have, “I personally

don’t feel it is a matter of competition”.

From Bank P, “eventually you lose that competitive advantage because everyone starts
doing what they [Bank X] are doing”. Here the reference is to the eco-branding

activities of Bank X.

Related to climate change as a potential source of competitive advantage within the
banking sector, there is the work of Hansel (2009) looking at grocery retailers and
environmental sustainability. One of the findings Hansel highlighted was that
environmental sustainability was seen as a risk related issue as opposed to an
opportunity to develop competitive advantage. This finding is applicable to the South

African banking sector.
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From the literature there is evidence to support the notion that brand value is indeed
an element of competitive advantage. Van Heerden and Puth (1995) delineate the
factors comprising brand value; whilst Turnbull and Moustakatos (1996) and Hansel
(2009) echo brand value and reputation as elements of competitive advantage. This
along with the recognition from research question 1 that brand value is seen as
significant in tackling climate change would suggest that the South African banking

sector more closely align its climate change activities to its branding activities.

7.2 Limitations of the study

7.2.1 Interview questions

Poorly phrased interview questions had an impact on the findings. There is one

guestion in particular that stood out; the question is below:

In what way is the bank doing business in a way different to its peers around issues

related to climate change?

This question was poorly phrased and elicited responses that were not concrete. One
of the local banks is recognised as having the best marketing campaign when
considering environmental concerns. It is the bank recognised as employing marketing
as a big part of the arsenal in tackling the issue of climate change. This is in contrast to
the banks in this research’s sample, which admit that they have not done much in the

way of marketing their capabilities.

An alternative way of asking the question would be to ask, “What action is your bank

taking in tackling climate change, that the other local banks are not doing?”
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7.2.2 Measuring competitive advantage

The open ended nature of the questions meant that the definition of competitive
advantage was open to interpretation. That said, the broad and sometimes varied

nature of the definitions of competitive advantage make it difficult to measure.

Another aspect of measurement is that it may be fleeting. There was an opinion that
climate change and sustainability issues generally may go the way of BEE and CSl in

that they will remain topical for a limited period of time.

“If you take the journey that we went on from the CSI perspective, BEE perspective,
that perspective, say ten years ago, you might be able to map with that onto this

sustainability journey” (Bank P).

7.3 Recommendations on the way forward

The recommendations made are based on what has been observed to be working well

in other organisations, as well new recommendations.

7.3.1 Marketing

By their own admission, neither Bank M nor Bank P has embarked on a marketing
campaign with the aim of highlighting their capabilities in dealing with climate change.
Both these banks have demonstrable capability in the carbon market, either through
their own capacity or through their parent company, which far exceeds that of any of
the other South African bank. Using their prowess in the carbon market as an
attribute, there exists at least one possibility of building a greater awareness of climate

change and its related effects with clients.
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7.3.2 Risk management

From the discussions with interviewees, one of the aspects that ought to be
investigated more thoroughly is risk assessment as it pertains to climate change. A new
recommendation would be to include climate risk assessment in the current stable

along with market risk and credit risk.

7.3.3 Maturity model

The strategies and practices adopted to tackle climate change vary across the
organisations, as well as the rationale for the adoption. It is recommended that
organisations adopt a maturity model as a means of gauging the level of materiality of
their organisation’s response to climate change. Included in this model would be
activities, organisational capabilities, as well international benchmarks that would

form part of the journey to a mature response, relative to a timeline.

Such a model may assist in gauging the gap between the organisation’s current
capabilities and what it requires to develop a mature response to tackling climate
change. An understanding of this gap will assist in identifying the necessary resources

to grow the maturity of the response and possibly in setting strategic direction.

7.3.4 Carbon financial services

South African banks are in a unique position to provide financial services for carbon
and projects in Africa, according to the independent respondent. The two sample
banks in particular, given their prowess in the carbon market, as well as their footprint
on the African continent, are in a unique position to exploit the opportunity. It is noted

by the United Nations Environmental Programme that at present, approximately only
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2% of all CDM projects are sourced from Africa, with the bulk of the projects sourced

from Brazil, China, Mexico and India.

7.4 Opportunities for further research
7.4.1 Climate change maturity model

Throughout the research process there was no encounter of a model or framework
detailing, in particular, the varying levels of maturity of the banking sector’s response
to tackling climate change. There already exist a number of frameworks and sets of
principles to which many of the local banks subscribe. These act as guidelines, with
many of them being voluntary rather than prescriptive. However, none of these
provides the banking institution with an overall understanding of the extent to which

its response to climate change is fully developed.

7.4.2 Benchmarks for competitive advantage

In attempting to understand how climate change can be used as a source of
competitive advantage, a number of attributes were detailed in the literature review
(Chapter 2). Some of those elements were found to be more relevant than others in
terms of their significance. A suggestion would be to repeat the study of
competitiveness within the local banking sector, with respect to climate change, but

making use of leadership as the benchmark.

7.4.3 Quantifying environmental matters

The carbon market has demonstrated that there exists a market for environmental
matters. A possible area for research would be an investigation into the development
of other potential market mechanisms arising from tackling climate change. From the

interviews conducted, it was mentioned that there could be markets for biodiversity
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and water. Future research could explore the potential mechanisms through which

such markets would be viable.

7.4.4 Performance measures

One of the measures currently employed by international banks to measure or track
their performance with regard to climate change is carbon emissions per person
employed. The problem with this measure is two-fold. First, as an absolute number, it
does not serve as a valuable basis of comparison with any other bank. It is really only
useful to the particular organisation in measuring its own performance. Second, the
number is open to manipulation as the number of permanently employed staff, on
which it is based, can be altered. This could be done through cutting staff or by
employing staff on a contract basis. The point being made is that it is a measure, which
of itself does not tell us much. It would be more useful if it were indexed. In that way
companies could more effectively benchmark their progress in reducing emissions, as

well as more easily benchmark within the industry.

7.4.5 Leadership

From the literature, we refer to the Ceres Principles and note that there are some of
the key expectations which can be drawn as themes when considering the significance
of climate change to the local banking sector. Banks are required to report on issues of
sustainability on an annual basis as members of the JSE. This requires board oversight

and would involve management accountability.

A more mature and comprehensive response to climate change is still regarded as

necessary, to embed the consideration of climate change into decision making.
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APPENDICES

APPENDIX A - Interviewee List

Company Designation

Bank M Director: Sustainability

Bank M Head: Strategic Data
Management

Bank M Manager: Group Marketing

and Communications

Bank P Head: Sustainability

Bank M Environmental Manager:

Project Finance

Equator Principles Steering

Committee
Bank P Manager: Project Finance
Bank P Consultant: Environmental

Risk Management

United Nations Sr. Energy Economist,
Carbon Finance

Program UNEP
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APPENBIX B - Informed consent for interviews

| am conducting research in the area of climate change within the banking sector. The
research questions cover three themes, namely significance of the phenomenon to
banking; adaptation responses and finally climate change as means of competitive
advantage. Our interview is expected to last about an hour. Your participation is
voluntary and can be withdrawn at any time without penalty. All data will be kept
confidential, with all company specific information being treated as anonymous. If you
have any concerns, or require any form of clarity, please contact me or my research

supervisor. Our details are as below.

Researcher: Donna Abrahams Research Supervisor: Colleen Magner
E-mail: dcabrahams@gmail.com E-mail: magner@reospartners.com
Tel: 082 325 8551 Tel: 082 337 7829
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Interview schedule with consent section

Demographic Information

Interviewee name:

Company:

Designation:

Area of focus:

Years in the company employ:
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Consent Section

| am doing research in the area of climate change. The specific focus is how climate
change could be/has been a means of competitive advantage within the banking
sector. To that end your participation is required in answering questions around three

broad areas. They are:

(i) the significance of the climate change phenomenon to banking

(i) the way in which the banking sector has adapted itself

(iii) the possibility of climate change as a means of competitive advantage

The information you will be asked to provide will be a mix of what is already publicly
available (sustainability reports) and your opinion on the subject. There are no costs to
yourself in participating in the research. The benefit is adding to the growing pool of
knowledge in the area of climate change, and in particular its relevance to the banking
industry. Your participation is voluntary and can be withdrawn at any time without
penalty. All data will be kept confidential, with all company specific information to be
treated anonymously. By answering the interview questions, you indicate voluntary
participation in this research. If you have any concerns, or require any form of clarity,

please contact me or my supervisor. Our details are as below.

Researcher: Donna Abrahams Research Supervisor: Colleen Magner
E-mail: dcabrahams@gmail.com E-mail: magner@reospartners.com
Tel: 082 325 8551 Tel: 082 337 7829
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APPENDIX C - Interview Questions

1.

Significance

a) Do you consider climate change to be a business issue?

b) Has climate change been included in your organisations definition of
sustainability?

Yes / No

c) What has been the company’s reasoning for addressing climate change?

d) Has the growing focus on climate change had any impact on the way in
which your organisation competes?

e) Does climate change have the possibility of increasing revenues for the
banking sector?

f)  What does the company view as some of the possible effects of climate
change on its business?

g) Do you see climate change as posing potential risks and/or
opportunities to your company? Please provide information to explain
your answer.

h) Do you believe climate change; the policy responses to climate change

and/or adaptation to climate change represent commercial risks and/or

opportunities for your company?

- Ifyes, specify the implications, detail the strategies adopted

and actions taken to date
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- If no, are you planning on doing so, and if so when?

2. Response

a)

b)

d)

Has your organisation developed and implemented a response to

climate change/

Yes / No

What has the response been?
Do you allocate responsibility for managing climate change related

issues?

- Ifyes, what is the title of the person with this responsibility?

- If no, are you planning on doing so, and if so when?

What has been the evolution of your company’s response to climate
change?
What are some of the ways in which your organisation is responding to

climate change?

I.  Products/services

II.  Partnerships
IIl.  Signatory to voluntary frameworks (e.g. Equator Principles)
IV.  Corporate Social Responsibility (CSR) initiatives

V.  Any other mechanisms not listed above
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f)

g)

h)

j)

Does your organisation have any formal policies in place to deal with
climate change?

If yes, what has been formalised?

Is there a mechanism by which the Board or another executive body
reviews the company’s progress and status regarding climate change?
Are there incentive mechanisms in place for employees with reference

to activities relating to climate change strategy?

o Ifso, please provide details

Is there anything regarding the issue of climate change that you feel

your organisation still needs to address?

3. Competitive advantage

d)

What is your understanding of the term competitive advantage?
Within the context of the banking sector, what do you consider

competitive advantage to be?

What do you think your organisation’s definition of competitive

advantage should be?

How does this definition compare to the definition put forward by

Mooney “a capability or resource that is difficult to imitate and valuable

in helping the firm outperform its competitors”
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COMPETITIVE ADVANTAGE
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e) Has the growing awareness of climate change spurned a difference in

f)

the way in which your organisation does business?

If so, what are some of the ways in which your specific area has been

impacted?

g) Are there processes in place in identifying opportunities and assessing

100%

the degree to which they could affect the business, including the

financial implications

100%

Eco-Efficiency

- cost reduction
through efficient use of
resources

Lower Costs

Beyond
Compliance
Leadership

- voluntary uptake of
environmental beyond
regulatory
requirement

Differentiation

Processes
100%

Environmental

Cost Leadership

- achievement of
lowest cost and lowest
environmental impact

of products/services

100%

Eco - Branding
- highlighting of

environmental
attributes of
products/services

Products/Services

COMPETITIVE FOCUS
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h) Where would you position your company with respect to the two areas
of competitive focus, i.e. organisational processes and products and
services, by giving each axis a rating out of 100%?

i) The proposed elements of competitive advantage are

- Profitability

- Market Share growth

- Brand value

- Increased shareholder value
- Online banking services

- Customer satisfaction

- Superior service

- Product/Service innovation
- Process innovation

- Customer relationship management

Relate each element of competitive advantage to a strategy, i.e. align an element of
competitive advantage with the strategy most likely to bring about such advantage.

Feel free to include any other elements not mentioned above.
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