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AHHOTaUuns

TeMa OTBETCTBEHHbIX (DUHAHCOB CTAHOBUTCS BAXKHOM MpobieMoii GyHKIIMOHMPOBAHMS (DUHAHCOBBIX cUCTEM. Bo3-
HUKAeT psAl MHTEPECHBIX M3MEHEHUI B COIIMATBHOM, TIPABUTEILCTBEHHON 1 KOPIOPATHBHOM cepax, KOTophie
MIPOJIBUTAIOT 00Jiee ITMYECKUE U YCTOMUMBBIE MPUHIIMITBI IPUHATHS (PMHAHCOBBIX PELIEHUIA, pa3MeleHUs] pecypcoB
1 KanuTana. B3pbIBHO! pOCT COlMAILHO OTBETCTBEHHOTO MHBECTUPOBaHUS (B TOM uucie Ha 0aze daktopos ESG:
BIIUSTHUS IESITEIbHOCTH KOMITAHUM-00BEeKTa MHBECTHPOBAHMS Ha OKPYXKAIOIIYIO Cpey, BHUMAHUS K 00IIeCTBEHHBIM
UHTEepecaM, COLUATbHON OTBETCTBEHHOCTH, TIPO3PAUYHOCTHU U 3(h(HEeKTUBHOCTU KOPIIOPATUBHOTO PYKOBOJACTBA) 32 MO-
clieiHee NECSITIICTHE TTOATBePKAAeT 0e3yCIOBHYIO BaXXHOCTh pacCMaTPMBAEMOM TeMBI B KOHTEKCTE pacTpeneeHIs
MHPOBEIX TTOTOKOB (DMHAHCHPOBaHMS. VIHBECTHIIMOHHBIC TIPOCKTHI B CETOMHSITHEM MUPE OIICHWBAIOTCS TI0 IIUPO-
KOMY JIMana3oHy METPUK, a He TOJbKO UCXOMs M3 MOTeHIrana (hMHaHCOBOM BhIroAbl. ['0CyIapcTBy Takxe OTBeAEHA
BaxKHast poJib B 9TOH TpaHchopMmatnu. OHO OJXKHO 3aHUMATHCS MOAAEPXKKOM MONOXKUTENbHBIX YACTHBIX MHULIMATUB
1 TIEPEOLIEHKOM IUPOKOTO CHEKTpa COOCTBEHHBIX MPOEKTOB ¢ YYETOM ITUX JOMOJHUTEIbHBIX (DAKTOPOB, KOTOPbIE
B KOHEYHOM UTOTe OKa3bIBAIOT BIMSHME Ha OJarococTosiHue HaceleHus. Bee 5KOHOMUUYECKHE areHThl JOKHbBI 00-
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€M KOHKPETHBIX IPIMEPOB U3 COLMATBHOM, TOCYTapCTBCHHON M KOPIIOPATUBHOM cep. AKIIEHTUPOBAHO BHUMAaHIE
Ha (hakTopax, KOTOphIe MOTEHIMAIbHO OTPAHUYMBAIOT €MHOE MPUHATHE TAKUX MPAKTHUK B MUPE.
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Abstract

he topic of Responsible Finance is becoming an important issue in the functioning of our financial systems. There

are many interesting developments in social, governmental and corporate perspectives that promote more ethical
and sustainable principles of making financial decisions, allocating resources and capital. The boom in ESG investing
(taking into account Environmental, Social and Governance factors) over the last 10 years suggests the great importance
of this topic for funding allocation worldwide. Investment projects are now assessed on a variety of metrics, not only based
on their potential financial gains. Governments also have a role to play, as they support private initiatives and reconsider
a huge variety of their projects to account for these additional factors that eventually impact population’s welfare. All eco-
nomic agents should pay attention to this transformation to not miss out on the new standards of financial responsibility.
These changes present great opportunities for the world of finance, whilst having few drawbacks. In this article a closer
look at the founding principles of financial responsibility is taken. Authors examine how these principles shape the fi-
nancial policy with concrete examples from social, corporate and government perspectives. Authors also emphasize the
factors that potentially limit the unitary acceptance of such practices around the world.
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Responsible Finance (RF) means providing finan-
cial services in accountable, transparent and ethical
ways. One part of this broad concept is about making
access to capital fair for financially deprived groups
both in developed and developing countries. Respon-
sible Finance further contains the so-called ethical
finance, which not only takes into account common
financial risks, but also considers environmental, gov-
ernance and social factors. Moreover, RF is related
to new types of alternative/ethical investments, which
are now becoming more and more popular. The ideas
outlined above have applications and implications for
societies, corporations and government. Finally, all
economic agents that make financial decisions, wheth-
er they are large conglomerate groups or small busi-
nesses, should at least be aware of these principles upon
which they should guide their actions.

One of the biggest social applications of responsible
finance is providing access to finance on fair and afford-
able conditions to people, who initially had little or no ac-
cess to finance. These people live both in developed and
developing countries, and they and their communities
have no access to the mainstream financial system. They
are not able to borrow money from commercial banks
(for example, because of the lack of collateral) and so have
a hard time financing the development of their com-
munities. To fight this financial injustice and kick-start
the development of deprived communities, networks
of responsible financial providers are established, such
as the organization named «Responsible Finance» in the
United Kingdom, which supports a «network of over
50 finance providers, who are building resilient econo-
mies... and have real expertise about the local economies
they are rooted in and serve»[5]. These non-mainstream
financial providers replace the big banks in providing
services such as helping:

e pcople on low incomes to manage their cash flow
by providing loans and offering credit to savings schemes;
e entrepreneurs to start up and grow businesses, creating
jobs, opportunities and economic growth;

e social enterprises to start up and grow contributing
to economic, social and environmental good.

Responsible Finance mostly focuses on financial
service providers, their practices and their clients. To get
a deeper understanding of particular guidelines used
in practice, we will have a look on a set of principles
implemented by a global consulting company «Micro-
Save», that drives financial inclusion across the world.
They phrase the core components of RF as:
¢ Client protection including offering appropriate financial
services to meet the financial needs of the clients;
¢ Financial capability that enables clients to better
understand the product and services offered and to take
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informed decisions. This also includes raising financial
awareness among the clients and local communities;

e Social performance management, that can help
organizations to optimize both financial and social results.
This tool helps the firm to track its positive social impact;
e Offering high quality and appropriate services at fair
prices to excluded and vulnerable market segments such
as youth [4; 7].

The key themes of these approaches are ethical be-
havior and morally correct codes of conduct, disclosure,
product and service quality, transparency and fairness
of pricing, and respectful treatment of clients. The mis-
sions of many responsible finance participants may vary:
the awareness of poor people, poverty reduction, em-
powerment of women, etc., but these are all certainly
good causes. Therefore, RF schemes are often sup-
ported by governments to bring development to rural
or deprived areas, for example, MicroSave works in part-
nership with the Indian Ministry of Consumer Affairs,
Food and Public Distribution to design initiatives to al-
leviate poverty in India.

There are hardly any valid disadvantages to these
schemes, as most of these helped people, who are ex-
cluded from the mainstream banking system anyway,
so the big banks are not threatened by the competition
from these companies.

Another application of responsible finance is gov-
ernment accounting and financing practices. The re-
quirements to accountability and transparency in pub-
lic expenses have grown significantly, that stimulates
public organizations to be more effective and cost
efficient, to improve governance, overall financial
management and risk management [1]. For the govern-
ment, responsible finance code of conduct should
mean, that the government fairly assesses and reports
the cost of its projects and policies. Cash flows from
public projects should be discounted at the true cost
of capital, which involves finding a project specific
risk premium and time value of money [2]. The risk
premium should be found by looking at private com-
parables to these projects. The time value of money
should be evaluated as certain policies potentially as-
sign more value to future welfare (e.g. student debt
to improve education). In many cases borrowing risk-
free rates are used for discounting, implying that cash
flows are risk-free. Instead, cash flows should be dis-
counted at the true cost of capital, so that project
values are fair and incorporate that eventually the risk
is shifted to the taxpayer. This is because in the bad
state, the taxpayer bears the cost as the government
would have to either lower spending, raise taxes or bor-
row (putting pressure on future taxpayers). Hence, the
government should fairly and transparently assess the
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cost of its projects and properly consider the risk as-
sociated with them, since eventually these are financed
by the taxpayer, who should be informed and hold the
government accountable.

A big challenge is finding a comparable risk-adjusted
discount rate in each individual case. Private provision
in some markets simply does not exist as government
either outcompetes everyone or is the only willing par-
ticipant. Moreover, market prices from private compara-
bles might only represent the cost of privately borne risk
and not consider other social risks (e.g. climate change),
whereas the government has to consider everybody’s wel-
fare. Furthermore, it is also a question if the government
can assign a lower cost to the risk than the market because
it has greater diversification across projects, and can spread
idiosyncratic risk through the tax system. Finally, it is de-
batable whether market prices can truly represent the
long-term interests of the public (and so the government),
since most people do not put enough value on long-term
utility, hence, how different the time value of money
should be is also a difficult question.

A different aspect of RF within the government frame-
work is social and environmental responsibility of its
investments. With regards to social responsibility, govern-
ments can be said to be good, as generally their investments
and policies are aimed to improve the life of people. With
regards to environmental responsibility, many governments
still choose the cheapest way to implement a project and
do not fully consider the eventual environmental risks
and consequences of their spending in their financial
models. Although this approach saves resources in the
short run, however, puts environmental and financial
pressure on future generations and the government in the
long run. A clear example is environmental protests
in a number of countries, which put public pressure on the
governments to finance the construction of needed recy-
cling facilities, which were not built in time before the
problem became noticed.

From the corporate perspective, the main areas where
principles of RF can be applied and considered are:
¢ Big financial and consulting institutions policies;

e Alternative/ethical investments;
¢ Financial management within companies.

Large financial institutions are positioned in the core
of our financial systems. Changes to their practices are
immediately reflected in the code of financial conduct
of other agents in the economy. Therefore, it is crucial
for them to behave responsibly and to promote a mor-
ally correct behavior, while looking for profitable op-
portunities. These two targets are becoming easier
to achieve together than ever before as consumers in de-
veloped countries are now looking at the ethical side
of the business, not just pure numbers. Consumers want
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banks to behave ethically and support good causes with
their investments. Banks should be transparent, conduct
responsible pricing, treat customers fairly, protect pri-
vacy of their clients and give honest financial advice.
They should be self-regulators in embodying the best
financial and moral practices across not only its em-
ployees, but also the businesses they finance. Today
banks do not want to associate themselves with busi-
nesses with bad reputation or unethical image.

Consulting companies would also help to promote this
image by recommending companies to produce and sell
more “green” products, because this helps sales, as con-
sumers, especially the young ones, do not want to buy
unethical products (e.g. produced with child or unfairly
paid labor). These ethical considerations matter a lot
to millennial consumers as they give rise to the so-called
«conscious capitalism», where purpose is prioritized over
profits [3]. According to Deloitte’s 2018 Millennial Sur-
vey, 80% of millennials believe that business success
should be measured in terms of more than just financial
performance, and should make a positive impact on so-
ciety and the environment. This trend would lead to a pos-
itive shift in the business landscape for years to come.

A different large area of corporate financial respon-
sibility is alternative/ethical investments. These are made
by both institutional and retail investors, who recognize
the importance and value attributed to delivering a meas-
urable positive social and environmental impact on a sus-
tainable basis. Currently, ethical investing is growing
globally at an exceptional pace. According to the US SIF
Foundation’s 2018 Report on US Sustainable, Respon-
sible and Impact Investing Trends, as of year-end 2018,
more than one out of every four dollars under profes-
sional management in the United States—$12.0 trillion
— was invested according to sustainable, responsible and
impact investment strategies. From 2016 to 2018, sus-
tainable, responsible and impact investing enjoyed a growth
rate of 38 percent in the US (Figure 1).

Although this is a developed market, the rest of the
world also looks impressive. It has been estimated by the
Global Ethical Finance Forum, that there are over $27
trillion worth of assets under management globally
on ethical basis. Hence, there is definitely a very seri-
ous demand for these strategies, which is mainly driv-
en by the motivations of investors to aim for strong
financial performance, but who also believe that these
investments should be used to contribute to advance-
ments in social, environmental and governance prac-
tices [6]. To sum up, we can only state the obvious,
that these types of investments are beneficial for the
world, and that it is both a healthy and a profitable
practice for financiers to properly consider social/en-
vironmental impacts of their capital allocations.
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Finally, considering financial management within
companies, it should also be said that managerial
practices should be responsible to clients and share-
holders. Too often the compensation structure of top
managers prioritizes short-term revenue growth over
long-term profitability and the creation of enduring
competitive advantage. Managers are often too focused
on their perks and compensation packages including
options, such that they are mainly focused on short
term numbers and do not care as much about long
term sustainable wellbeing of the company they man-
age. This misalignment of incentives leads to resourc-
es being allocated not in the most efficient and sus-
tainable ways for the company, but more towards short
term projects. This often leads to the company bor-
rowing excessively to support ambitions of the CEO
for growth, for example, by acquiring other companies.
These deals are rarely as good as initially planned and
generally acquirers tend to overpay, which then leads
to future financial stress for the company. Overall,
this means, that the shareholder often pays for the
too optimistic ambitions of the management team.
Financial responsibility in this context means that
financial managers should be more realistic and con-
servative in good times, when access to capital is good,
so that they don’t get stuck in crisis times, when there
is little capital, which is also more expensive because
of the low risk-appetite of the market.

Additionally, honesty in financial operations and
long-term view in everything financiers do are key to a sus-
tainable future for the company. All consequences of ac-
tions should be analysed with a long-term view and their
compliance to the company’s overall strategy. This includes
not only transparency in work, but also building trust-
worthy relations with suppliers (e.g. how promptly the
company pays invoices), banks (debt service), government
(tax payments etc.). In all their relations (with clients,
other stakeholders) financiers must think and behave
long-term. Obviously, poor financial management does
not comply with responsible finance.

In terms of the challenges to these applications of fi-
nancial responsibility in the corporate sector, the main
ones are unwillingness to change to these new demands
and the stereotype that all these new environmental/social
considerations are expensive for the firm and represent
extra work, whilst not giving much of the tangible benefit.
However, reputation, whilst being intangible, eventually
translates into money through clients and partnerships.
It can be a competitive advantage that other companies
would not be able to simply copy and so can attribute
a great value to the business in the long run.

To conclude, whilst some parties can be unwilling
to satisfy the new conditions of increasing financial
responsibility and so find disadvantages in these chang-
es (as with any change), the benefits greatly outweigh
the few drawbacks that can be named. Arguments for
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greater financial responsibility, whether they come from
social, governmental or corporate considerations, are
strong and clear. Financial systems allocate resources
within our societies, and having their agents behave more
sustainably, transparently, ethically and morally correct

cannot be bad for the outcome. These developments will
fuel progress around the world and help create a more
secured and sustainable future both financially and en-
vironmentally.
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