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Abstract: The technological developments in the social economy have significant implications for
social banks and are optimistically changing the way social retail banks conduct their business. Social
banks can invest in social services for small- and medium-sized enterprises (SSMEs) either to acquire
a strategic advantage or out of strategic necessity. With the assistance of a mathematical model, this
study tries to identify SME service channels and assess potential impacts on social deposit banks’
performance. In the first stage, the proposed model estimates the predictive capacity of interpretive
accounting variables (financial ratios) versus the interpreted accounting variable (future quarterly
earnings before taxes (EBT)). Then, in the second stage, the SSME service channels were added to the
earnings before tax model in terms of profitability measure, which informs corporate earnings before
operating the business to account for the income tax attributed to it for the purpose of estimating their
impact on the performance of social banks. According to our findings, the banks are investing in SME
services just to validate their investments in SME services as a strategic necessity. SSMEs services do
not provide any strategic advantage to any banks in terms of financial or accounting performance
or efficiency since the banks are already efficient. Investing in SMEs is a tool for preserving their
strategic positions. Therefore, the contribution of this study is focused on the fact that it highlights the
impact of financing the social deposit banking industry on institutions, while most studies analyze
the vice versa interaction.

Keywords: social banking; ethical banking; efficiency; financial return; capital ratio; sustainability

1. Introduction

Social banking has existed since the 1950s and has typically been related to long-term
investment. However, the concept is now more likely to refer to social media banking,
peer-to-peer (P2P) lending, or the creation of online financial networks (Kitamura 2022;
Stauropoulou et al. 2023). These sorts of financing are viewed as financial democratization
and are frequently promoted as solutions to problems that the traditional banking system
cannot or will not solve. In recent decades, the ongoing issue of social banking has piqued
the interest of modern finance. To be more explicit, social banks operate to provide a
beneficial social, environmental, or sustainability benefit (Kavouras et al. 2022; Vardopoulos
2019). The goal of social banking is to be carried out via social, ethical, or alternative banks,
financial cooperatives, and credit unions (Weber 2005). Social banks’ products and services
include the backing of social enterprises, renewable energy initiatives, and even communal
housing (Kitamura 2022).
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Moreover, the role of ethical banks has been enhanced in the last years as they are
trying to address the capital issue facing SMEs by providing specialized loan options that
make it simpler for company owners to get cash. For example, social banks in the US
provide more than half of the country’s small business loans. In addition, ethical banks are
growing all throughout Europe as well, offering SMEs that are founder-led, developing, and
on a development trajectory of flexible financing with a personal touch. Thus, the present
study’s research question focuses on the financial characteristics of social banks that work
with small- and medium-sized businesses. The objective has been raised with the use of
bibliometric analysis. Bibliometric analysis is the statistical evaluation of publications such
as books, journals, or other works. The productivity and influence of authors or researchers
are tracked using analyses. Additionally, bibliometric analysis is used to determine journal
impact factors and to comprehend publishing linkages; bibliometrics data may also be
visually represented. In order to run a bibliometric analysis, we have retrieved data from
the database of Scopus and analyzed and visualized them with the use of the R statistical
programming language. The Sankey diagram, which has been developed with the use of
RStudio, illustrates the crucial concepts of sustainability in finance and the need of small
and medium enterprises for sustainable and green funding from the social banking sector
(Figure 1).
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Therefore, based on the background that has been presented above, and with the use
of financial ratios, a representative sample of social banks’ future pretax profits may be
predicted in the short term (on a quarterly basis) over the period 2002–2018. We obtain a
social bank’s report and make evaluations on their financial status and outcomes based on
the financial statements; we derive either immediately or through the calculation of various
accounting variables, referred to as “financial analysis tools”. The ratio’s goal is to link
a pair of numbers, a numerator, and a denominator, by delivering financial information
about social financial activities to the analyst. According to Tsamis (1989), the quotient,
stated either in absolute value or in percentage format, provides additional information
that is distinct from and independent of the information content of the two accounting
aggregates that were merged to construct the index. The study’s sample consists of 13 credit
institutions, which account for 80% of the social economy. The selection of social banks
was based on the size of the banks in terms of market share and profitability, as well as on
medium- and small-sized social banks.
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Moreover, the derived findings can take into consideration the total profit behavior,
which is mostly reliant on bank size. The trimester was chosen as the timeframe for the
survey since it is well acknowledged that exploring short-term capacity is more effective
when time analysis is as brief as feasible. Finally, the research period was seventeen years,
which is significant given the expansion of social enterprises and the growing growth
of services for small- and medium-sized social enterprises, which have transformed the
landscape of social banks. In addition, the time period comprises both the financial crisis
and the reaction of the social economy. Based on the above, the contribution of the current
research is focused on the complementary and one of the most important roles of social
banking in the concept of sustainability. Unlike typical banks, its criteria and processes are
designed to optimize sustainability rather than profit (Moustairas et al. 2022; Vardopoulos
et al. 2021). Therefore, this research highlights that there are numerous essential components
that allow financial entities to restrict their harmful influence solely to funding small and
medium enterprises that follow all banking requirements.

The current research work is divided into five sections. Section 2 reviewed the current
literature on the study topic of social banking and SMEs. Section 3 describes the materials
and methods utilized to address the study issue, whereas Section 4 illustrates the findings.
Section 5 is the last section, in which the results are discussed and areas for further research
are recommended, while Section 6 concludes the paper.

2. Literature Review

The literature reports on the profitability of financial institutions are numerous and
quite extensive. Indeed, according to Berger and Humphrey (1997), at least 116 studies
referring to the determination of bank profitability were drawn up and published in the
period 1992–1997. Although previous studies ignored the effects of the macroeconomic
environment and did not provide a complete picture of the econometric methods used, the
most recent studies examine in detail and clarify all the categories of factors that affect the
profitability of credit institutions.

2.1. Factors Determine the Profitability of Banks

According to most studies, the profitability and efficiency of a bank are expressed
as functions of a variety of endogenous and exogenous factors (Abidin et al. 2021; Endri
et al. 2022; Gržeta et al. 2023; Shen et al. 2022). Endogenous factors refer to financial data
from the balance sheets and the internal environment of the bank so they can alternatively
be defined as microeconomic or financial determinants (Ngo et al. 2023). Conversely,
exogenous factors are variables that are not directly related to bank management but reflect
the economic and legal environment in which each credit institution operates and interacts
(Ho et al. 2023; Kallel and Triki 2022; Yuen et al. 2022).

2.1.1. Endogenous Factors

Endogenous characteristics impacting the efficiency of banking organizations are
typically studied in terms of five variables: capital sufficiency, liquidity risk, credit risk,
institution size, and labor productivity. One of the topics that has received a lot of attention
in the literature is the size of banks and whether there are economies of scale. According
to Akhavein et al. (1997) and Smirlock (1985), there is a positive and statistically signif-
icant association between bank size and profitability. According to Demirguc-Kunt and
Maksimovic (1998), the extent to which numerous financial, legal, and other issues impact
bank profitability and efficiency is largely related to their size. Short (1979) emphasizes
the strong link between credit-institution size and capital adequacy, observing that larger
banks tend to concentrate less expensive capital, making them more lucrative. Furthermore,
Altunbas et al. (2000) concluded in their study of German banks from 1989 to 1996 that
larger banks, whether private or public, benefit from higher economies of scale.

As a consequence, Hondroyiannis et al. (1999) and Pasiouras (2008) show that the size
of the banks, in terms of branches, has a positive and statistically significant relationship
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with both profitability and efficiency of banks for the years 1993–1995, when examined
from a different perspective. Halkos and Salamouris (2004), Arpa et al. (2001), Berger
et al. (1993), and Miller and Noulas (1996) reach the same conclusions, demonstrating a
positive and significant relationship between profitability and credit-institution size while
contradicting the findings of Christopoulos et al. (2002), Gibson (2005), and Kamberoglou
et al. (2004). In the medium term, the study by Eichengreen and Gibson (2001), which
examines the profitability of 25 Greek banks from 1993 to 1998, shows that the relationship
between the size and profitability of the banks takes the shape of a bell, which means that
profitability increases and then decreases as the size of the institution increases.

Another component of the banking business that has a significant impact on prof-
itability is the risk connected with each banking operation. Both credit risk and liquidity
risk can lead to economic collapse and the failure of credit institutions. Indeed, research
by Molyneux and Thornton (1992), Athanassoglou et al. (2008), and Miller and Noulas
(1996) show a negative and significant association between the two forms of risk and bank
profitability. However, Bourke (1989) and Gibson (2005) study the opposite consequences,
highlighting the favorable benefits of liquidity on the profitability of financial institutions.
In order to explore the link between labor productivity and workers’ contribution to bank
profitability, Halkos and Salamouris (2004) utilize the ratio of earnings before taxes to the
number of employees.

Athanassoglou et al. (2008) utilize the same method to conclude that better staff
quality and a reduction in the number of employees, both of which are absolutely necessary,
contribute to an increase in labor productivity and, as a result, the creation of additional
profit for banks. Furthermore, Eichengreen and Gibson (2001), using a panel data model,
demonstrate that the influence of staff expenses is positive and important for the prof-
itability and efficiency of credit institutions, most likely because banks with higher-paid
personnel provide higher-quality services. Concerning capital sufficiency, Asimakopoulos
et al. (2008) utilized equity to determine total assets and found that banks with high
capital are better prepared to expand their company and manage potential unfavorable
industry trends. Furthermore, high own funds serve as a tool for overseeing shareholder
management, reducing moral hazard. However, the findings of the Kamberoglou et al.
(2004) study underline that the larger the banks’ own money, the more their aversion to
risk, and, therefore, their inefficiency.

2.1.2. Exogenous Factors

Exogenous variables that impact bank profitability are classified as (i) market features
and (ii) macroeconomic environment parameters. Market variables that impact bank
profitability are typically concentration, credit-market size, and ownership type of each
unit. The concentration of banks, and their power in the financial sector, is a particularly
important feature that influences the profitability of lending institutions and has captivated
academics. Gibson (2005) employs the Herfindahl–Hirschman index to approximate this
variable and indicates that there is a positive and significant association between bank
concentration and profitability. The most efficient banks have a higher market share and
use their influence to boost earnings. Berger (1995), who proposes the concepts of market
power (MP) and relative market power (RMP), comes to the same result. Based on these
assumptions, it shows clearly that administrative efficiency not only enhances profits but
also leads to gains in market shares and, as a result, increases concentration.

From a different angle, Bourke (1989) and Molyneux and Thornton (1992) argue that
increased concentration reflects banks’ growing divergence from the competitive market
structure, resulting in monopoly profits and that there must be a statistically significant
positive relationship between concentration and profitability. On the other hand, there
are no clear signs that bank ownership has a particular impact on their concentration and
profitability. According to Short (1979) and Barth et al. (2004), there is a negative association
between state banking institutions and profitability; however, Bourke (1989) and Molyneux
and Thornton (1992) found that the form of ownership had no effect on profitability. In
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his study, Revell (1989) contends that the impact of inflation on banks is determined by
whether workers’ pay and operational expenditures rise faster than inflation.

How mature should a financial system be for inflation estimates to be accurate? This
question is also used by Perry (1992) to demonstrate the favorable association between
predicted inflation and profitability. Indeed, his study demonstrates that when inflation is
known and expected, banks alter interest rates to increase income. Bikker and Hu (2001)
investigate the impact of economic cycles on bank profitability in 26 different countries over
a twenty-year period (1979–1999), examining the extent to which certain characteristics
of banking institutions and their specific activities are influenced by the phases of the
economic cycle. In more depth, they explore how the bank’s profitability, loan activity,
and capacity to forecast future losses are tied to the economic cycle’s rising or negative
phases. According to the study’s findings, the bank’s earnings follow the economic cycle’s
patterns, resulting in capital buildup during blooming times. Bank lending operations
follow the same pattern, with credit losses increasing during recessions and decreasing
during booms. Demirgüç-Kunt and Huizinga (1998) and Arpa et al. (2001) reach similar
results, emphasizing the positive association between inflation and bank profitability and
efficiency (Global Impact Investing Network 2011).

2.2. Social Banking vs. Social Finance

Social or environmental requirements are included in the collection of investment
indicators (Koellner et al. 2007), and ’social’ screening, coinvestment, and shareholder
advocacy are included (O’Rourke 2003) in the investment procedure to assure greater and
sustainable profit (Stauropoulou et al. 2023; Úbeda et al. 2022). The two main goals of RI
are to ensure appealing economic returns by investing in securities that consider long-term
sustainability concerns (Weber et al. 2011) and to direct capital toward projects that have
a more extensive social, logical, or environmental fit, thereby encouraging sustainable
business (Buttle 2007; Weber 2006). As a result of the use of environmental, social, and
administrative variables, many SRI agents claim that this concept achieves more finan-
cial return than traditional investment (Sandberg et al. 2009). Social finance and impact
investment take quite different approaches.

In contrast to many other responsible investment institutions, they instill social princi-
ples in government and company activities (Cadman 2011). In addition to financial profits,
social banks spend money to provide social and environmental rewards (Monitor Institute
2009). Harji and Hebb (2009) define social finance as “the application of instruments,
processes, and strategies where capital deliberately and intentionally seeks a valued value
(ecosocial, social, and/or environmental) return.” According to Kaeufer, social banking is
“addressing some of the most pressing issues of our time” (Kaeufer 2010). In order to clarify
the scope of social finance and banking and provide a summary of its definition, Chertok
et al. (2008) distinguished between the emphasis on financial returns and the emphasis
on social returns. Conventional finance, in my opinion, can only function on one end of
the spectrum. On the other hand, as previously noted, nonprofit investment or the social
capital market exists (Meehan et al. 2004).

There is comparable uniformity in ethical or sustainable lending, which is an essential
part of social banking. The first lenders encountered environmental issues in the 1990s as
a result of the finding that the owner of a polluted property is responsible for decontami-
nation, as stated in the US Comprehensive Environmental Response Compensation and
Liability Act of 1980 (CERCLA). As a result of their cooperation with the management of a
polluting firm, several banks were held liable (Bacow 1998). Similar incidents have occurred
in Europe (Scholz et al. 1995). Later, debtors were subjected to sustainability criteria, which
improved credit risk prediction (Weber et al. 2010). By incorporating these indicators into
their credit risk management systems, traditional banks and financial institutions intend to
increase credit risk prediction while minimizing social and environmental damage. Social
banks, as opposed to SRI and the incorporation of sustainability risks into decision-making,
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make loans with the goal of providing social or environmental benefits (da Silva 2007;
Edery 2006).

As a result, two main goals are intended: (1) a beneficial impact on society, the
environment, and long-term development, and (2) a long-term financial return. The first
pioneering social banks based on the aforementioned principles were created in the 1970s
with the goal of highlighting financial ethics and utilizing money in a way that may
positively benefit society and business (Milano 2011). These banks may have their origins
in philosophy, such as the anthroposophist German GLS, or in social or ethical objectives,
such as the Swiss Alternative Bank. Others, such as microfinance organizations, may be
founded on development problems. There are other community-based organizations that
encourage community integration or member integration, such as the Vancouver City
Savings Credit Union (VanCity), a credit union founded in Vancouver, Canada.

3. Materials and Methods

In this study, we investigated the members of the Global Alliance for Banking on
Values (GABV). GABV is a global membership group made up of the world’s premier
sustainable banks. Its members work to address worldwide problems, provide alternatives
to traditional financial institutions, and enhance people’s quality of life (Global Alliance for
Banking on Values 2018). Table 1 presents the organization’s member banks.

Table 1. Socials Banks in the sample, their type, their country, and region of origin.

Bank Type of Bank Country Region

Alternative Bank Social bank Switzerland Europe
Banca Etica Social bank Italy Europe
Banco Sol Microfinance Bolivia Latin America

BRAC Microfinance Bangladesh Asia
Cultura Bank Social bank Norway Europe

GLS Social bank Germany Europe
Merkur Bank Social bank Denmark Europe

Mibanco Microfinance Peru Latin America
New Resources Bank Social bank USA North America

One Pacific Coast Bank Social bank USA North America
Triodos Social bank The Netherlands Europe
VanCity Social bank Canada North America

XAC Microfinance Mongolia Asia

In this study, we apply the linear pattern, specifically the multiple linear regression
model. Earnings before tax (EBT) is a measure of profitability that informs about corporate
earnings prior to the operation of the firm and accounts for the income tax owed to it. This
metric is determined by deducting all expenditures, including interest and operational
expenses, from the total income of the social bank while leaving out the amount of tax.
Earnings before taxes (EBT) play a critical part in our study since they serve a dual purpose.

On the one hand, they serve as the research’s sole dependent variable in the form of
future earnings (future earnings), while on the other, they serve as an independent variable
known as historical profits (Et), with the following distinction: future earnings are defined
as earnings before taxes at a later period, i.e., (t + 1); in our example, t = one trimester,
derived from the model’s independent variables. Historical earnings, on the other hand,
are defined as EBT time lag, or EBT before the dependent variable. It should be noted at
this point that the bank’s accounting earnings were used as a dependent variable without
considering the proportionate income tax because the tax burden (historically) is sometimes
susceptible to fluctuations due to changes in tax regulations. This type of evolution is
thought to have a detrimental impact on the findings reached. According to Fama and
French (2000):

EBT3d = EBT3
4
− EBT2

4
(1)
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where,
EBT3d: EBT third trimester;
EBT3

4
: EBT nine months;

EBT2
4
: EBT first semester.

One key factor that needs to be considered is the size of the debt liabilities undertaken
by the banking institution. A measure that clearly shows a company’s total leverage,
after deducting treasury bills and bonds, is the net debt index, which we have calculated
as follows:

NetDebt2nd =

( SDT2
4
+SDT1

4
2

)
+

( LDT2
4
+LDT1

4
2

)
−
(Cash 2

4
+Cash 1

4
2

)
−
(C.E 2

4
+C.E 1

4
2

) (2)

where,
NetDebt2nd: Net Liabilities for the second trimester;
SDT2

4
: The short-term debt of the first semester;

SDT1
4
: The short-term debt of the first trimester;

LDT2
4
: The short-term debt of the first semester;

LDT1
4
: The short-term debt of the first trimester;

Cash 2
4
: Available at first semester;

Cash 1
4
: Available at first trimester;

C.E 2
4
: Cash Equivalents of the first semester;

C.E 1
4
: Cash Equivalents of the first trimester.

It follows from the above that the net debt for one trimester, calculated by summing
the averages of short- and long-term debt from this sum, is then deducted from the average
of available and cash equivalents. The averages for balance-sheet items always refer to
the current trimester and the immediately preceding one. The reason this methodology is
used is that an approximate price is reached for the average level of bills during the quarter.
Short-term debt is essentially defined as short-term liabilities, i.e., the liabilities of the social
bank to be met within the current year. Long-term debt is also considered to be long-term
debt, i.e., the debts undertaken by the social bank and repaid over the current financial
year. Finally, available and cash equivalents in the specific case of bank balance sheets
represent the financial value of the assets of the social banking institution as well as highly
liquid assets with a known market value and maturity. The information on the net debt
obtained from the calculation of the net debt ratio can be further enriched by adding to this
financial instrument the equity of the social bank. In this way, the net debt is calculated not
only by third parties but also by the shareholders who have invested their capital in the
company. This information is given by the net capital, which in the third trimester of the
year, according to Hanke and Reitsch (1992), following the custom formula below:

NetCapital3d = NetDebt3d

(
Equity 3

4
+ Equity 2

4

2

)
(3)

where,
NetCapital3d: The net capital for the 3rd trimester;
NetDebt3d: The net debt for the 3rd trimester;
Equity 3

4
: The equity of the nine-month period;

Equity 2
4
: The equity of the first semester.
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The interest rate ratio, on the other hand, provides the analyst with an indication of
whether the social bank has the ability to cover its interest expense based on the level of its
accounting profits. The calculation formula, according to (Groppelli and Nikbakht 2006):

InterestCoverRatio4th =

(
EBT4

4
− EBT3

4

)
+
(

InterestExpenses 4
4
− InterestExpenses 3

4

)
(

InterestExpenses 4
4
− InterestExpenses 3

4

) (4)

where,
InterestCoverRatio4th: Four third trimester interest coverage indicator;
EBT4

4
: Earnings before year taxes;

EBT3
4
: Profits before tax for the period of nine months;

InterestExpenses 4
4
: Interest expense for the year;

InterestExpenses 3
4
: Interest expense for the period of nine months.

A generally accepted rule for interpreting the results for the above fraction is that if
the ratio observed between the numerator and the denominator exceeds 2:1, then there is
a very satisfactory coverage of interest costs. If it is between 1.5 and 2:1, this shows that
there is moderate coverage. In addition, if it is between 1.0 and 1.5:1, there is relatively
modest coverage of interest rate debt, and a ratio below 1 means that the level of interest
coverage is insufficient to meet interest costs. Having defined the above-mentioned inde-
pendent research variables (future quarterly profit before tax) as well as the selection of
interpretive-independent variables (historical time loss profits, net debt, net funds, and
interest coverage indicator), the following data were consolidated into a sample level,
calculating the weighted average of the assets of the social banks. Thus, the weighted
quarterly value of each variable has been calculated as:

X t
4
= ∑

TA b.t
4

TA t
4

∗ X b.t
4

(5)

where,
X t

4
: The aggregate quarterly value of the variable, weighted ∈ assets;

TA b.t
4

: The total assets of each social bank of the sample on a quarterly basis;
TA t

4
: The total assets of all social banks ∈ the sample on a quarterly basis;

X b.t
4

: The quarterly value of the variable for each social bank of the sample.
The descriptive test of the asset-weighted variables was done according to (Shapiro

and Wilk 1965). According to this criterion, each variable under consideration that has a
value greater than 0.50 displays regularity characteristics. As can be seen in the following
Table 2, From the descriptive analysis, none of the variables examined show regularity,
which is certainly expected since all the values of the variables are stochastic, and, therefore,
the assumption of the linear model for the existence of fixed values cannot be valid.

Table 2. Descriptive check of the Normality of variables.

Variable Future
Profits

Historical
Earnings

Net
Debt

Net
Capital

Interest Coverage
Indicator

Weighted Assets
Variables 0.12 0.11 0.07 0.14 0.12

Since the data are panel data, there is a need to clarify the fixed-effects estimation or
random effects. The following results came from the realization of the Hausman test in
Table 3 for the selected model. The Hausman test shows that our regression is for random ef-
fect and the provided statistics of the test, in comparison with their p value (p > Chi-square),
are actually all higher than 10%. As a result, the adoption of a random-effects model is
privileged;
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Table 3. Hausman test.

Hausman Test

Model k Chi-Square (k) à 95% Hausman (H) Fixed Effect/Random Effect

8 16.51 4.33 (0.846) Random effect

Moreover, the results of Estimating the Random Effects. The estimated results of the
model can be found in Table 3.

Following the regularity check, Table 4 follows, which lists the findings of the survey
from the formation of the multiple linear regression model which considers all the selected
variables. As can be seen from the econometric model, the net debt variable has been
excluded because of the colinearity that this variable displays with the net capital variable.

Table 4. The results of estimation of the model.

Dependent Variable: F.E.

Variable Coefficient Std. Error t-Statistic p-Value

Et 2.531 0.289 1.801 0.0059 **
Net Capital 0.004 0.000 2.230 0.0026 **

DKT 6.347 0.482 −1.241 0.008 **
constant −0.253 0.179 −1.414 0.009 **

R2 0.219

F (p) 1.423 (0.020)
** Coefficient is significant at the a = 5% level.

As can be seen from the calculations, the formed linear regression equation has the
following form:

F.E = −244909.0 + 1.53246 × Et + 0.008 × Net Capital + 5.77 × DKT + ut

where,
F.E: Future quarterly accounting profits;
Et: Quarterly time lag gains;
Net Capital: Net debt index;
DKT: Interest coverage indicator;
ut: regression residues.
The results of Table 4 show that all three interpretive variables show statistically sig-

nificant predictive capacity at any of the acceptable confidence intervals, as shown by the
t-statistic criterion, contributing to the predictability of future profits. The most signifi-
cant predictive characteristics are reflected in the historical earnings (Et) variable with a
fairly large difference from the second variable of the net equity. The lowest contribution
to the predictive capacity of the model is observed for the interest coverage index. Af-
ter analyzing the total calculations of the econometric model, we can see that the group
of three selected interpretive variables in a multiple regression achieves a very high pre-
dictability (99%) since the model’s p-value is valued (0.0001). In addition to the existence
of a statistically significant relationship, it is important to note that a very satisfactory
percentage of interpretive capacity of the historical behavior of future profits is achieved
since the adjusted determinant indicates that the model interprets the (79.26%) of the in-
terpreted variable. It is also important to note that the Durbin–Watson index, which is
used to control the autocorrelation of residues, leads to the conclusion that there is no
autocorrelation in residues since the ‘d-test’ value is very close to an ideal value (2) and the
p-value criterion, leads to the conclusion of accepting the zero residual correlation hypothesis.
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4. Results

According to our findings, social banking is becoming an essential component of the
financial system. According to Table 5, the European social banks have the highest overall
profitability and net capital coverage. Our findings are consistent with those of Kaeufer
(2010) and Weber and Remer (2011). Since 1997, social banking has been an increasingly
important element of daily life in Europe. In the early 2000s, the major social banking
services were internet-based social banking and cooperative social banks, and subsequently
cooperative social schemes were added to the portfolio of digital social banking services.
Mobile phone applications developed as a digital social banking method around 2011. All
of these digital technologies provide SSMEs with various interfaces and possibilities. These
technological advancements, as well as the introduction of SSMEs for social entrepreneurs,
have changed the banking sector’s social dependency away from branches. As a result,
the number of SME users of online and digital social banking services is growing. The
number of social cooperative banking outlets where traditional banking is performed has
been reduced or is not rising at the same rate as SSMEs services. With the advancement of
SSMEs, online banking, call centers, and mobile applications have become an important
element of all banking services, with the total number of clients utilizing digital banking
services in Europe reaching 47 million in December 2018, an increase of 32% over 17% in
the United States. Although average credits per sector and population increased gradually
over time, the average population per social sector and average population per bank
employee remained essentially constant or dropped over time. This implies that banks
have established new social cooperative channels known as alternative social distribution
channels to offer new social goods to fulfill the demands of other SSMEs’ customers. The
European social banks appear to be changing their focus away from traditional industries
and toward SME services relating to social businesses. In light of their respective American
and Asian social banks’ lower rates of coverage, the European social banks are moving to
invest more swiftly in SME social business services.

Table 5. Determinants of the Social banks’ performance (2002–2018).

Socials Banks

FE Sign
FE Et Sign

Et
Net

Capital
Sign Net
Capital DKT Sign DKT

Alternative Bank 0.0001482 0 1.0569449 1 1.0674649 1 2.0164649 1
Banca Etica 0.0001822 0 1.1952674 1 1.1789674 1 4.1359774 1
Banco Sol −5.96 × 10−5 0 0.8009063 0 0.4509063 0 0.0969063 0

BRAC −5.36 × 10−5 0 0.690635 0 0.0974582 0 0.0753320 0
Cultura Bank 0.000105 0 1.0302847 1 1.0304537 1 7.030285 1

GLS 0.001076 0 1.1685581 1 1.1905581 1 3.1487529 1
Merkur Bank 0.000109 0 1.2997365 1 0.0847366 1 2.2808369 1

Mibanco −1.54 × 10−5 0 0.8980635 0 0.6190755 0 0.0835789 0
New Resources Bank 1.1650674 1 0.8017016 0 1.1360894 1 6.9636895 1

One Pacific Coast Bank −6.42 × 10−5 0 0.8008656 0 0.8007014 0 0.7707745 0
Triodos 0.0009209 0 1.0090073 1 0.0185172 1 4.0098843 1
VanCity −3.76 × 10−5 0 0.8269533 0 0.8200962 0 0.8977468 0

XAC −3.46 × 10−5 0 1.1970674 1 0.9050636 0 0.8974590 0

The findings show that the banks in the example adhere to the social finance and
blended return principles identified by Bugg-Levine and Emerson (2011), Emerson (2003),
Harji and Hebb (2009), Chertok et al. (2008), Kaeufer (2010), and Weber and Remer
(2011). As their primary vision, the institutions adhere to the concept of having an effect
on society. Most banks include social, environmental, or sustainability concerns as a
primary issue in their core aim, distinguishing them from typical banks. They believe that
their primary motivation has a good societal impact (Weber and Remer 2011). The social
finance institutions in the case appear to fulfill the financial sustainability requirements
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as well. Every one of them satisfies the Bank for International Settlements (BIS)’ (2005)
guiding criterion of a four percent capital ratio. Furthermore, the banks show a significant
increase in the number of lenders, investors, and representatives. In addition to income,
their net earnings increased, as did their total assets and worth between 2007 and 2009.
Several banks and financial institutions’ business successes suffered during those times
of economic instability (Weber et al. 2011). This period appears to have benefited social
banks. Customers may have elected to switch from traditional banks to social and ethical
institutions, notably in Europe and the United States, where the 2008 economic crisis
devastated the financial sector.

Another factor might be the more risk-averse operations of social and ethical banks,
which rely on loans rather than explicit financial items such as futures or other varied
choices that usually involve significant risk. These findings imply that pursuing the
concept of impact finance as a primary company goal has a significant financial reward.
Furthermore, even in the middle of financial difficulties, it might give a reasonable source
of money. Nonetheless, despite these encouraging results, we must acknowledge that the
social banking market is constrained by its scale. In our scenario, Vancity is the largest
organization, with a balance sheet of USD 14 billion in 2010 (VanCity 2011). It is the
country’s largest credit union. Nonetheless, this credit union is minor compared to other
banks and financial organizations. In this way, the influence of these banks is most likely
found in their role as an alternative, yet effective, banking model rather than in their real
financial and social repercussions. In any event, as with sustainability problems, these
financial unions might serve as pioneers (Weber 2005), laying the groundwork for social
finance products and services to be integrated into traditional banking. However, if social
banks are to have a long-term impact, they must pursue sustainable development and
expand their clientele.

5. Discussion

The global financial crisis has had a tremendously detrimental impact on people’s
lives. People have lost their jobs, houses, and money as a result of the crisis. One of the
major causes of the crisis was that the financial system became too concentrated on its
own interests and lost touch with the real sector and society at large (Pasiouras 2008). The
importance of social banking and finance stems from the recognition that free-market forces
do not always result in increased efficiency in the financial system, particularly when it
comes to defending the interests of society’s most vulnerable members (Weber et al. 2011).

This is due to knowledge asymmetry operating against these portions, putting them
at a significant disadvantage. Postcrisis, social banking has emerged as a major global
subject. The necessity for banks to be relevant to society, in addition to pursuing their own
commercial interests, has been reflected in a variety of legislative and regulatory measures
enacted in several nations. The thinking process underlying these regulations was that
changes in the financial realm might have serious spillover effects on the actual economy,
therefore materially harming the lives of the public.

Thus, the stability and strength of the financial system is a public concern, which
is reflected in these initiatives. It is important to emphasize that banks are an essential
component of the social structure. They obtain resources such as labor, cash, support
services, and so on from the community, which also serves as a consumer for the services
provided by banks. Banks are so strongly dependent on society for their operations and it
is reasonable to expect banks to reciprocate by ensuring that society’s interests are taken
care of through social banking initiatives.

The present research uses a mathematical approach to identify SSME service channels
and assess potential impacts on social deposit banks’ performance. As the results derived
show that the social banking framework is growing in popularity, questions are raised
about its potential for scale. The mechanisms for changing the social banking system are
necessary for a new development of the social banking framework. In addition, the current
research work assesses the potential impact of a change in the tax system from work to
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resources on the development of a social banking framework at various scales. Moreover,
this paper illustrates the implications of a tax shift and its role as a powerful transformer of
system change to assess its challenges and limitations.

In addition, the current research work argues that social or ethical banks, which demon-
strate significant resilience in times of financial stress and operate under moderate risk are
favorably related to economic development (Kaeufer 2010). Furthermore, because social
banks use strict selectivity criteria in fund allocation and provide consistent transparency
in the interest margins they offer, we believe these institutions can have a positive impact
on domestic economic development, particularly in low-income countries (Harji and Hebb
2009). Small, local banking organizations that use soft, more intimate information and
engagement can help the economy in low-income nations where access to financial vehicles
is more limited. Additionally, the current study falls into some limitations, such as the
small size of the dataset and the limited time duration of the study. Thus, one proposal for
future research is to incorporate a larger data set in terms of the number of social banks and
the time duration. This will help to update the findings of the research and to add to their
robustness. Furthermore, our future research plans include several macroeconomic and
financial indicators, such as interest rates and important bank profitability measures, which
might reflect the existence of social banking and may turn out to be helpful to economic
development.

6. Conclusions

Ethical or social banking is a type of value-driven banking that has both its own
economic viability and a beneficial social and ecological effect at its core (Kitamura 2022;
Stauropoulou et al. 2023). Despite its long and prosperous history, it is maybe now more
relevant than ever in the wake of the most recent financial crisis. Most social banks emerged
from this crisis not only uninjured but also significantly bigger and stronger than they were
before. And unlike their traditional competitors, none of the social banks required public
bailout money. This rapidly piques the interest of traditional banks as well as customers
looking for responsible and secure ways to deposit their money. Traditional banks are
starting to see the promise of a more socially conscious approach to banking.

Social banks may invest in SSMEs’ social services to gain a strategic advantage or
out of a pressing need for such services. Thus, this study utilizes a mathematical model
to discover SME service channels and evaluate possible effects on the performance of
social deposit banks. In the initial step, the suggested model calculates the predictive
power of interpreted accounting variables (future quarterly earnings before taxes (EBT)) vs.
interpretive accounting variables (financial ratios). Moreover, in the second stage of our
research, the SSME service channels were added to the earnings before tax model in terms of
the profitability measure, which informs corporate earnings before operating the business
to account for the income tax attributed to it with the aim of estimating their impact on the
performance of social banks. Our research indicates that the banks are just investing in
SME services to support their claims that such expenditures are tactically necessary (Fu
et al. 2020; Kitamura 2022). SSMEs services do not give any banks a strategic edge in terms
of financial or accounting performance or efficiency because banks are already efficient.
Their ability to maintain their strategic positions can be improved by investing in SMEs.

The findings of the current research show that social or ethical banks that operate under
moderate risk and show notable resilience in times of financial hardship are positively
associated with economic development (Kaeufer 2010). In addition, social banks employ
stringent selection criteria when allocating funds and consistently disclose the interest
margins they offer. As a result, according to Harji and Hebb (2009), these institutions can
positively affect domestic economic development, particularly in low-income nations. In
low-income countries where access to financial instruments is more constrained, small,
local banking firms can support the economy by using softer, more intimate information
and interaction. In addition, the current study has a number of limitations such as the small
dataset size and the brief study period. As a result, one suggestion for future study is to
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include a larger data set in terms of the quantity of social banks and the length of time.
This will improve the research’s findings and strengthen their validity. Additionally, we
will incorporate a number of macroeconomic and financial indicators in our future study
plans, such as interest rates and significant bank profitability measurements, which may
represent the existence of social banking and may prove beneficial to economic growth.
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