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Preface 

This dissertation is the result of my research at the chair for Sustainability and 

Technology at ETH Zurich. The motivation for my dissertation is rooted in the desire to 

combine my perennial practical experience as Head of the Corporate Responsibility 

Department of a large Swiss bank with academic knowledge both in terms of a solid 

theoretical foundation of corporate environmental strategies and rigorous research methods. 

Through this process, I aimed both to contribute to the solution of one of the most pressing 

environmental issues, and to generate practical knowledge to enable firms to tackle climate 

change. 

This document presents a synthesis of multiple papers and reports that have been 

written during the dissertation and have been or will be presented at various international 

academic conferences and practitioners workshops. Parts of the background Chapter 4 on 

global climate change and on climate change and the banking industry were published in a 

practitioners’ report (Furrer, Swoboda, & Hoffmann, 2009). Some material has been 

presented at the Academy of Management Annual Meeting 2009 in Chicago, at the GRONEN 

Conference 2008 in Cyprus, and at the International Sustainability Conference 2008 in Basle. 

Furthermore, workshops with banks were conducted to present and discuss the results of 

Chapter 3 in London and Utrecht in 2009. Apart from the publication of short versions in the 

respective conference proceedings, papers including material from Chapters 3 and 4 are 

currently in the review process of various journals. In addition, a paper including results 

presented in Chapter 4 has been accepted for presentation at the GRONEN Conference 2010 

in June 2010. 
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Antagonistic capability Are present when the increased level of one capability 
lowers the marginal benefit of another coexistent 
capability. 

 
Capability Unique way of bundling resources, thereby allowing the 

company to take action that creates value. 
 
Corporate climate strategy Pattern of activities that address and cope with climate 

change over time. 
 
Corporate environmental strategy Pattern of environmental activities of a company over 

time. 
 
Direct impacts of climate change Stem from observed effects of climate change such as 

extreme weather events, increases in global average 
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Indirect impacts of climate change Arise from shifts in political frameworks and societal 

preferences. 
 
Proactive corporate env. strategy Voluntary implementation of a consistent set of 

environmental activities exceeding regulatory 
requirements or institutional pressures. 

 
Substantive action Concerns a company’s core business processes, has 
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List of abbreviations 

ATM  Automated teller machine 
CCS  CO2 capture and storage 
CDM  Clean development mechanism 
CDP  Carbon Disclosure Project (www.cdproject.net) 
CEO  Chief executive officer 
Ceres  Coalition for Environmentally Responsible Economies (www.ceres.org) 
CH4  Methane 
CO2  Carbon dioxide 
CO2e  CO2 equivalents 
DJSI  Dow Jones Sustainability Indices (www.sustainability-index.com) 
EBIT  Earnings before interest and taxes 
EMS  Environmental management system 
ERUs   Emission reduction units 
EU  European Union (www.europa.eu/) 
EU ETS  EU Emission Trading Scheme (www.ec.europa.eu/environment/climat/emission.htm) 
GDP  Gross domestic product 
GHG  Greenhouse gas 
GRI  Global Reporting Initiative (www.globalreporting.org) 
ICB   Industry Classification Benchmark (www.icbenchmark.com) 
IETA  International Emission Trading Association (www.ieta.org) 
INCR  Investor Network on Climate Risk (www.incr.com) 
IIGCC  Institutional Investors Group on Climate Change (www.iigcc.org) 
IPO  Initial public offering 
IPCC  Intergovernmental Panel on Climate Change (www.ipcc.ch) 
ISO  International Organization for Standardization (www.iso.org) 
JI  Joint implementation 
KPIs  Key performance indicators 
Mt  Megatons 
N2O  Nitrous oxide, laughing gas 
NGO  Non-governmental organization 
NPV  Net present value 
OECD  Organization for Economic Co-operation and Development (www.oecd.org) 
ppm  Parts per million 
PV  Photovoltaic 
R&D  Research and development 
RBV  Resource-based view 
RQ1  Research question 1 
RQ2  Research question 2 
SAM  SAM Group Holding AG (www.sam-group.com) 
SRI  Socially responsible investments 
UKCIP  UK Climate Impacts Programme (www.ukcip.org) 
UN  United Nations (www.un.org) 
UNDP  United Nations Development Programme (www.undp.org) 
UNEP  United Nations Environment Programme (www.unep.ch) 
UNEP FI UNEP Finance Initiative (www.unepfi.org) 
UNFCCC United Nations Framework Convention on Climate Change (www.unfccc.int) 
WMO   World Meteorological Organization (www.wmo.int)  



 

Abstract 

Climate change is one of the most complex environmental issues and a major business 

challenge, posing threats and providing opportunities for companies in all sectors. While the 

recognition of climate change as a significant topic for business has increased over recent 

years, its relative importance on the list of business issues has dropped, and it remains at the 

bottom of the corporate priority list. Banks are closely interlinked with companies from all 

sectors and will be affected by climate change in line with the economy as a whole. However, 

the sector has failed up to now to identify corresponding risks and opportunities. Given this 

situation, this thesis investigates corporate climate strategies and their determinants in the 

context of the banking industry.  

The first section of this thesis focuses on corporate responses to climate change. From 

a practical point of view, the interesting question is the discrepancy between senior 

executives’ perception of the importance of climate change and their failure to consistently 

integrate it into business strategy. From a theoretical point of view, the assessment of banks’ 

climate activities according to their substance and symbolism is relevant. The symbolic 

adoption of practices without substantially implementing them is a phenomenon known as 

decoupling. So far, the literature on decoupling has focused on the contrast between the 

symbolic and substantive action of organisations. This thesis expands this literature based on 

the analysis of climate strategies of 114 listed banks active across the world. The results 

indicate that banks demonstrate both purely symbolic action and hybrid action that combines 

symbolism and substance. In contrast to theory based on the efficiency logic, no evidence is 

found that banks implement climate strategies solely substantially. From a theoretical stance, 
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these results first empirically underpin recent contributions to the decoupling literature that 

indicate the importance of hybrid strategies. Second, the results suggest that substantive 

action on its own is too costly for companies; rather, they combine symbolic and substantive 

action, thereby benefiting both from legitimacy gains through symbolic action in areas less 

central to business success, and from efficiency gains through substantive action in 

strategically relevant areas. From a practical point of view, the theoretically developed and 

empirically tested framework for banks’ climate strategies can serve stakeholders as a tool to 

assess banks’ actions, and managers as a guideline for developing a climate strategy. Key 

areas for banks in this respect will be lending, financing, and investment policies based on 

comprehensive risk and data management.  

The second section of this thesis investigates capabilities as determinants of corporate 

climate strategies. From a practical point of view, the development of the necessary 

capabilities to be able to implement the intended climate strategy is demanding. From a 

theoretical perspective, interdependencies between capabilities and their combined effect on 

corporate environmental strategies in general and corporate climate strategies in particular are 

under-researched. According to the resource-based view (RBV), an organization develops 

specific capabilities depending on its resources, and leverages these capabilities into 

competitive advantage. The RBV argues that it is not only single capabilities but also systems 

of tightly interconnected assets which play an important role in this process. Research has 

focused on different aspects of such interconnectedness. However, a comprehensive 

categorization of the interdependencies between capabilities is missing. A novel classification 

of interconnectedness between capabilities is therefore introduced that relies on the two 

dimensions “interaction effect between capabilities” (reinforcing or rival) and “occurrence of 

capabilities over time” (coexistent or subsequent). The thesis focuses on antagonistic 

capabilities that are rival and coexistent; i.e. the increased level of one capability lowers the 
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marginal benefit of the deployment of another capability. Pairs of antagonistic capabilities 

(i.e. stakeholder management and shared vision; stakeholder management and systematic risk 

processes respectively) are investigated in the context of proactive corporate environmental 

strategies. Using regression analysis, this thesis finds that the simultaneous exploitation of 

antagonistic capabilities leads to less proactive corporate environmental strategies. The thesis 

contributes to the literature within the RBV that examines interaction effects between 

capabilities, and adds a new perspective by highlighting the potential impact of antagonistic 

capabilities on competitive advantage. From a practical point of view, the results indicate the 

importance of individual capabilities to generate proactive corporate environmental strategies. 

In addition, the results highlight the usefulness of understanding the interdependencies 

between capabilities before acquiring or developing capability bundles that might interact in 

unwanted ways. 

Synthesizing the insights gained in these two parts of the thesis on hybrid corporate 

climate strategies and interaction effects between capabilities, this thesis recommends a three-

step process for developing and implementing a bank’s climate strategy. 

Limitations of the thesis concern phenomenological aspects of corporate climate 

strategies that could be further explored, such as the ability and the determination of 

implementing such a strategy. Furthermore, the theoretical base of the analysis could be 

broadened to allow for a more differentiated interpretation of the results. The reliance on the 

research universe of the asset manager SAM had some obvious advantages such as easier 

access to company data. The related methodological limitations concerning the questionnaire 

and data collection process did not however impact the validity of the results. 

The thesis highlights the fact that climate change is a highly relevant issue for the 

banking sector. In the long-term, successful companies will be those that demonstrate a 

comprehensive approach focusing on key risks and opportunities in their lending, financing, 
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and investment portfolios. They will combine substantive action in strategically relevant areas 

with symbolic action in less significant fields. However, in a complex issue such as climate 

change it is not only the ability and determination of the individual company to design and 

implement a climate strategy that is relevant. In addition, the sector’s collective action will 

also be crucial in areas such as understanding the complex phenomenon of climate change 

and its relevance for the banking sector, availability and reliability of data that are the basis 

for the correct assessment of risks hidden in portfolios, or the lobbying for stringent 

international policy frameworks that provide a level playing field for companies within the 

sector.  
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Zusammenfassung 

Der Klimawandel ist eines der komplexesten Umweltthemen und eine grosse 

Herausforderung für Unternehmen in allen Branchen. Während die Anerkennung des 

Klimawandels als wichtiges Thema für Unternehmen über die letzten Jahre gestiegen ist, ist 

seine relative Bedeutung auf der Liste von Unternehmensthemen gefallen. Er befindet sich 

jetzt am Schluss der unternehmerischen Prioritäten. Banken sind mit Unternehmen aus allen 

Branchen eng verknüpft und werden vom Klimawandel in dem Ausmass betroffen sein, wie 

es die ganze Wirtschaft sein wird. Allerdings hat es die Branche bis jetzt verpasst, 

Klimarisiken und –chancen für ihr Geschäft systematisch zu identifizieren. Ausgehend von 

dieser Situation analysiert diese Dissertation Klimastrategien von Unternehmen und deren 

Determinanten im Kontext der Bankenbranche. 

In einem ersten Teil fokussiert diese Dissertation auf unternehmerische 

Klimastrategien. Von einem praktischen Standpunkt aus ist die Diskrepanz zwischen der 

Wahrnehmung der Wichtigkeit des Klimawandels durch Geschäftsleitungsmitglieder und 

deren Unvermögen, dieses Thema konsistent in die Unternehmensstrategie zu integrieren, 

interessant. Von einem theoretischen Standpunkt aus ist es relevant, ob Klimastrategien von 

Banken „symbolisch“ oder „substantiell“ implementiert sind. Die symbolische Verpflichtung 

zu Unternehmenspraktiken ohne sie substantiell zu implementieren nennt man „Decoupling“. 

Bis anhin hat sich die Forschung auf den Unterschied zwischen symbolischem und 

substantiellem Handeln fokussiert. Diese Dissertation erweitert die entsprechende Literatur 

basierend auf der Analyse von 114 kotierten, global tätigen Banken. Die Resultate zeigen, 

dass Banken rein symbolisches Handeln und Mischformen von symbolischem und 
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substantiellem Handeln zeigen. Im Widerspruch zu Theorien, welche die Effizienz 

unternehmerischen Handelns in den Vordergrund stellen, gibt es keine Evidenz für rein 

substantielles Handeln. Aus einer theoretischen Perspektive untermauern diese Resultate 

erstens empirisch, was kürzliche Beiträge zur Decoupling-Literatur bereits theoretisch 

aufgezeigt haben: nämlich die Bedeutung hybrider Strategien für Unternehmen. Zweitens 

zeigen die Resultate, dass sich für Unternehmen rein substantielles Handeln nicht lohnt. Sie 

kombinieren eher symbolisches Handeln in weniger relevanten Bereichen mit substantiellem 

Handeln in strategisch wichtigen Bereichen. Dabei profitieren sie sowohl von 

Legitimitätsgewinnen durch symbolisches Handeln als auch von Effizienzgewinnen durch 

substantielles Handeln. Von einem praktischen Standpunkt aus kann das theoretisch 

entwickelte und empirisch getestete Framework für Klimastrategien von Banken als ein Tool 

für Stakeholder dienen, um die Aktivitäten von Banken zu evaluieren. Es kann zudem von 

Geschäftsleitungsmitgliedern als Richtlinie genutzt werden, um eine Klimastrategie zu 

implementieren. Kernbereiche für Banken sind dabei die Entwicklung von Kredit-, 

Finanzierungs- und Investmentpolitiken, die sich auf ein umfassendes Risiko- und 

Datenmanagement stützen. 

In einem zweiten Teil untersucht diese Dissertation Fähigkeiten als Determinanten 

von unternehmerischen Klimastrategien. Von einem praktischen Standpunkt aus ist die 

Entwicklung von unternehmerischen Fähigkeiten, die die Umsetzung einer Klimastrategie 

unterstützen, herausfordernd. Von einem theoretischen Standpunkt aus sind Beziehungen 

zwischen unternehmerischen Fähigkeiten in einem solchen Prozess wenig erforscht. 

Entsprechend dem Resource-Based-View (RBV) entwickelt eine Organisation spezifische 

Fähigkeiten und setzt diese Fähigkeiten in Wettbewerbsvorteile um. Der RBV argumentiert, 

dass nicht nur einzelne sondern auch Systeme von eng verbundenen Fähigkeiten eine wichtige 

Rolle in diesem Prozess spielen. Die Forschung hat verschiedene Aspekte von solchen 
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Beziehungen zwischen Fähigkeiten untersucht. Eine umfassende Kategorisierung von 

Wechselwirkungen zwischen unternehmerischen Fähigkeiten fehlt jedoch bis anhin. In dieser 

Dissertation wird deshalb eine solche Kategorisierung entwickelt. Sie stützt sich auf die zwei 

Dimensionen „Interaktionseffekt zwischen Fähigkeiten“ (verstärkend oder rivalisierend) und 

„Vorkommen von Fähigkeiten über die Zeit“ (koexistent oder aufeinander folgend) ab. Die 

Dissertation konzentriert sich anschliessend auf antagonistische Fähigkeiten, die rivalisierend 

und koexistent sind; das heisst ein steigendes Ausmass einer Fähigkeit vermindert den Nutzen 

einer anderen, gleichzeitig genutzten Fähigkeit. Es werden Paare von antagonistischen 

Fähigkeiten (Stakeholder Management und Gemeinsame Vision; Stakeholder Management 

und Systematische Risikoprozesse) untersucht, die im Kontext von proaktiven 

Umweltstrategien wichtig sind. Eine Regressionsanalyse ergibt, dass die gleichzeitige 

Nutzung von antagonistischen Fähigkeiten zu weniger proaktiven Umweltstrategien führt. Die 

Dissertation trägt mit dieser Untersuchung zu Forschungszweigen innerhalb des RBV bei, die 

die Interaktion zwischen Fähigkeiten untersucht. Sie fügt eine neue Perspektive zu diesen 

Arbeiten hinzu, indem sie die potentiell negative Effekte von antagonistischen Fähigkeiten 

auf die Wettbewerbsfähigkeit aufzeigt. Für die Praxis zeigen die Resultate die Bedeutung von 

Fähigkeiten für die Implementierung einer proaktiven Umweltstrategie auf. Zudem 

beleuchten die Resultate wie nützlich es ist, Interaktionen zwischen Fähigkeiten zu verstehen, 

bevor Fähigkeiten entwickelt oder akquiriert werden, die in ungewollter Weise interagieren 

könnten.  

Die Erkenntnisse der zwei Teile der Dissertation zu hybriden Klimastrategien und 

Wechselwirkungen zwischen Fähigkeiten werden in einer Empfehlung zur Entwicklung und 

Implementierung einer Banken-Klimastrategie zusammengefügt.  

Einschränkungen dieser Dissertation betreffen phänomenologische Aspekte von 

Klimastrategien wie die Fähigkeit einerseits und der Wille zu deren Entwicklung und 
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Umsetzung andererseits, die vertieft untersucht werden könnten. Weiter könnte die 

theoretische Basis der Untersuchung erweitert werden, um eine differenziertere Interpretation 

der Resultate zu erlauben. Die Verwendung der Daten des Asset Managers SAM hat einige 

offensichtliche Vorteile wie der einfachere Zugang zu Unternehmensdaten. Die damit 

verbundenen methodischen Einschränkungen in Bezug auf den Fragebogen und den Prozess 

der Datensammlung haben die Validität der Resultate nicht beeinträchtigt. 

Die Dissertation unterstreicht, dass der Klimawandel ein sehr relevantes Thema für 

Banken ist. Langfristig werden diejenigen Banken erfolgreich sein, die einen umfassenden 

Ansatz verfolgen, der sich auf Kernrisiken und -chancen in Kredit-, Finanzierungs- und 

Investmentportfolios fokussiert. Diese Banken werden substantielles Handeln in strategisch 

wichtigen Bereichen mit symbolischem Handeln in weniger signifikanten Bereichen 

kombinieren. Allerdings ist in einem so komplexen Thema wie dem Klimawandel nicht nur 

die Fähigkeit und der Wille der einzelnen Unternehmung, eine Klimastrategie zu 

implementieren, relevant. Vielmehr wird auch kollektives Handeln der Branche entscheidend 

sein, zum Beispiel bei der Analyse der allgemeinen Auswirkungen des Klimawandels für 

Banken, der Beschaffung von zuverlässigen Daten, die als Grundlage für das Bewerten von 

Risiken in Portfolios dienen, oder dem Lobbying für eine konsistente internationale 

Regulation, die gleiche Voraussetzungen für alle Unternehmen in der Branche schafft. 





 

1 Introduction 

Climate change is one of the most complex environmental issues and a major business 

challenge, posing threats and providing opportunities for companies in all sectors (Stern, 

2007). While the recognition of climate change as a significant topic for business has 

increased over recent years, its relative importance on the list of business issues has dropped 

and it remains at the bottom of the corporate priority list (KPMG, 2008). This is also reflected 

in the fact that climate change is barely an issue at board meetings (KPMG, 2008). Banks in 

particular are closely interlinked with all sectors and will be affected by climate change in line 

with the economy as a whole. However, the sector fails to identify corresponding risks and 

opportunities (Dutch Sustainability Research, 2006; PriceWaterhouseCoopers, 2009). For 

example, 33% of the largest American banks do not see a connection between climate change 

and their business (Cogan, 2008). This is illustrated by some American banks stating that they 

do not foresee commercial threats being posed by the regulatory risk of climate change 

(Cogan, 2008).  

Given this situation, this thesis investigates corporate climate strategies and their 

determinants in the context of the banking industry. Corporate climate strategies relate to a 

pattern of activities that address and cope with climate change over time. This definition is 

closely linked to definitions of corporate environmental strategies (Mintzberg, 1989; Sharma, 

2000). Investigating the corporate handling of the issue of climate change, this thesis is 

embedded in the broader academic discussion around corporate environmental strategies. 

Similar to technological change, environmental issues can lead to dramatic changes in the 

competitive landscape that firms must successfully adapt to in order to survive. Furthermore, 
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concern for degradation of the natural environmental has turned the attention towards the role 

of companies in protecting the environment. In response to environmental issues, a growing 

number of firms are taking a strategic view towards environmental management and are 

adopting corporate environmental strategies (Sharma & Vredenburg, 1998). The term 

corporate environmental strategy refers to a pattern of environmental activities of a company 

over time (Mintzberg, 1989; Sharma, 2000). The adoption of corporate environmental 

strategies can be motivated by moral (Bansal & Clelland, 2004; Gladwin, Kennelly, & 

Krause, 1995), and/or by potential business benefits (Hart, 1995; Shrivastava, 1995a, b). 

Firms are considered environmentally proactive if they voluntarily implement a consistent set 

of environmental activities exceeding regulatory requirements or institutional pressures 

(Sharma & Vredenburg, 1998), invest into environmental matters, interpret environmental 

issues as opportunities, and integrate environmental issues into the administrative, 

entrepreneurial and engineering dimensions of a company (Aragón-Correa & Sharma, 2003). 

Proactive corporate environmental strategies can lead to competitive advantage (Hart, 1995; 

Russo & Fouts, 1997). 

In this Chapter, the motivation for the thesis is presented both on the practical and the 

theoretical level (Chapter 1.1). Furthermore, the research questions are described (Chapter 

1.2), an overview of the theory and methods used is given (Chapter 1.3), and the positioning 

of the thesis within scientific theory is outlined (Chapter 1.4). Finally, a brief overview of the 

structure of this document is given (Chapter 1.5). 

1.1 MOTIVATION 

1.1.1 Practical motivation 

Increasing scientific evidence, regulatory pressure and growing societal unease about 

the potential impacts has led to corporate concerns over the risks imposed by climate change. 
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As a consequence, climate change is increasingly rising to the board agenda (McKinsey, 

2007). A full 60% of global executives regard climate change as strategically important and a 

majority considers it essential to product development, investment planning, and brand 

management. However, relatively few companies currently seem to be translating the 

significance they attribute to climate change into corporate action. For example, 44% of CEOs 

note that climate change is not a significant issue on their agenda. Furthermore, over one third 

of global executives say their companies seldom or never factor climate change into their 

companies’ strategies. Nevertheless, 61% of global executives indicate that the effect on 

profits would be somewhat or very positive should their company manage the issue climate 

change effectively. Consequently, the first matter of interest from a practical perspective is 

why companies react in such an inconsistent way to strategic challenges such as climate 

change (McKinsey, 2007, 2008).  

Accordingly, this thesis investigates the discrepancy between senior executives’ 

perception of the importance of climate change and their failure to consistently integrate it 

into business strategy. The analysis is conducted in the empirical context of the banking 

industry. Banks are at the heart of economic activity. They are the world’s major capital 

providers, and shape the future development of markets. In this context, the role of banks in 

fostering or impeding environmentally-friendly markets has been discussed for some time 

(Schmidheiny & Zorraquín, 1996). However, the services sector in general is 

underrepresented in the organizations and the natural environment literature1 (Sharma, 

Aragón-Correa, & Rueda-Manzanares, 2007). The effects of environmental issues in the 

services industry are often indirect, and therefore less visible and more difficult to understand. 

Whatsoever, identifying and managing investment risks and opportunities is vital to banks’ 

                                                 

1 The term “organizations and the natural environment literature” refers to research on relationships between 
organizations and the natural environment. The bigger part of this literature originates from the Organizations 
and the Natural Environment (ONE) Division of the Academy of Management. 
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business. With regard to risk management, banks’ value creation will be influenced by climate 

change by their ability to anticipate its impact on their clients. For example, even under a 

relatively conservative and already somewhat dated scenario, up to 5% of market 

capitalization could be at risk from the consequences of climate change (Innovest, 2004). At 

the same time, business opportunities will be created by the need for capital investment in 

new technologies and infrastructure as well as changing consumer and investor preferences. 

For example, a new global energy supply is expected to require more than USD 20 trillion of 

capital investment over the next 25 years (Cogan, 2008). As a consequence, it will be crucial 

for banks to systematically integrate climate change-related risks and opportunities into their 

core business processes such as due diligence of financing or the assessment of investments.  

Over recent years, the financial sector has implemented a myriad of activities to tackle 

impacts of climate change. However, banks’ activities hint at inconsistencies in the way in 

which the sector responds to increasing institutional pressures in the field of climate change. 

For example, in December 2008 a group of financial institutions launched “The Climate 

Principles” which aim to provide best practice guidelines in dealing with climate change-

related risks and opportunities (The Climate Group, 2008). While the launch of the Climate 

Principles was meant to demonstrate unity of the sector, it did in fact reveal inconsistencies in 

the way banks respond to climate change. While around 20 financial institutions had helped to 

develop the standard in the preceding months, only five publicly endorsed it (Environmental 

Leader, December 3, 2008). Though this might simply be a sign of discomfort in making 

environmental commitments during times of global market turbulence, it could also be an 

indication of more fundamental differences in how financial institutions respond to 

stakeholder pressures and realize strategic change. Climate action can either be implemented 

into core business processes, thereby affecting daily business practices, or it can simply be 

integrated into public relations activities, thereby contributing to a better image. The 
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interesting question for stakeholders (such as investors, clients, national governments, or 

NGOs) is whether companies properly implement climate action or whether they simply use 

them as a public relations tool.  

 Consequently, from a practical perspective, the first aim of this thesis is to analyze 

banks’ responses to climate change and to characterize them according to their purpose (i.e. 

influencing business practices or public relations activity).  

The resulting typology of banks’ climate strategies provides a summary of where the 

sector stands in terms of responding to climate change. For managers the placement of their 

bank to one strategy type can help assess the company’s alignment towards climate change. 

Furthermore, the theoretically developed and empirically tested framework for banks’ climate 

strategies underlying the analysis can serve as a checklist for stakeholders assessing banks’ 

action related to climate change, or as a guideline for managers when establishing, 

implementing, and further developing a bank’s climate strategy.  

Besides the difficulty in designing a consistent corporate climate strategy, the 

development of the necessary resources and capabilities to achieve the intended positioning is 

also demanding. For example, consider the two Swiss banks UBS and Sarasin. Both offer a 

range of green investment products targeted at different client segments. Both banks have a 

department specialized in the analysis of environmental and social issues in the management 

of companies and the related effect on shareholder value. Both banks base their investment 

decisions for their “green funds”2 on similar investment processes: they screen companies on 

their environmental and financial performance, and exclude companies with under-average 

environmental performance from the green investment portfolio. Both banks rely on external 

expertise by using an advisory council for several products. Nevertheless, Sarasin has a share 

in the sustainable investments market in Switzerland of 21% while UBS has only a share of 

                                                 

2 „Green funds“ are mutual funds that invest in environmentally-friendly companies. 
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6.9% (as of December 2008) (OnValues, 2009). The reason for this difference in market 

shares might be manifold. One reason may lie in the distinct capability configurations of the 

two banks. The understanding of the required capabilities to achieve business success is 

important in order to tackle new and complex situations such as climate change. This 

knowledge is often lacking in companies (Siggelkow, 2002). Likewise, existing incentive or 

accounting systems may lead managers to ignore or misperceive interaction effects of 

capabilities. Such misperception can be very costly.  

 To close this research gap, the second aim of this thesis from a practical 

perspective is therefore to identify capabilities relevant to the banking business that determine 

banks’ climate strategies, and to analyze the capabilities’ interdependencies.  

As a result, this thesis highlights the importance of capabilities to generate a corporate 

climate strategy and indicates where to focus in the process of developing such capabilities. In 

addition, this thesis draws attention to the usefulness of investing in understanding the 

interdependencies between capabilities before developing capability bundles that might 

interact in unwanted ways. Chapter 2 gives a more comprehensive background on the 

practical motivation of this thesis. 

1.1.2 Theoretical motivation 

Institutional theory suggests that all organizations require legitimacy from the business 

environment to survive (DiMaggio & Powell, 1983; Scott, 2001). Legitimacy is achieved by 

conformance to institutional pressures. However, conformance to external pressures often 

conflicts with efficiency criteria (Meyer & Rowan, 1977). As a consequence, organizations 

sometimes communicate symbolic action to appease stakeholders without substantially 

adapting core business processes. This process is known as decoupling (Fiss & Zajac, 2006; 

Meyer & Rowan, 1977; Westphal & Zajac, 2001). In the literature, symbolic action is often 
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conceptually linked to motives of gaining legitimacy while substantive action is associated 

with an efficiency-driven logic (Meyer & Rowan, 1977; Peteraf & Barney, 2003).  

Even though decoupling is a central element of institutional theory, relatively little 

research has been published on the phenomenon (Fiss & Zajac, 2006). The few empirical 

studies on decoupling have mostly focused on describing the dichotomy between the 

symbolic and substantive action of an organization. However, this polarization is increasingly 

being challenged, and it may be expected that an organization can respond to institutional 

pressure using hybrids combining symbolism and substance (Fiss & Zajac, 2006). 

Furthermore, little is known about whether and how organizations implement possible 

combinations of symbolism and substance in their activities (Fiss & Zajac, 2006).  

 As a consequence, as a first aim from a theoretical perspective, this thesis 

characterizes corporate responses to institutional pressures in the context of climate change 

and the banking industry according to their substance and symbolism.  

As such, this thesis contributes to the literature on decoupling. It illustrates how 

organizations combine symbolic and substantive action. Such hybrids are relevant because 

they can lead to efficiency gains from substantive action in strategically relevant areas while 

at the same time increasing legitimacy through symbolic action in less important areas. 

Furthermore, this thesis enhances the organizations and the natural environment literature by 

investigating symbolism and substance in the context of corporate climate strategies. 

After having understood the quality of corporate action in a changing business 

environment, the understanding of an organization’s use of resources and capabilities in the 

strategic change process is interesting. According to the resource-based view (RBV), an 

organization develops specific capabilities depending on its resources, and leverages these 

capabilities into competitive advantage (Barney, 1991). The RBV argues that not only single 

capabilities, but also systems of tightly interconnected assets play an important role in this 
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process (Milgrom & Roberts, 1995; Teece, 1986). Research has focused on different aspects 

of such interconnectedness taking into account the combined effect of capabilities on 

competitive advantage. For example, the literature on “complementary capabilities” has 

analyzed instances where the value of a capability is positively linked to the level of another 

capability. Another stream of research has looked at “substitutes” that replace each other over 

time. A third area of interest lies in the evolution of capabilities over a life cycle. 

Interestingly, rival effects between coexistent capabilities have not received much attention up 

to now (Leonard-Barton, 1992; Peteraf & Bergen, 2003). However, without a comprehensive 

understanding of the nature of interdependencies between capabilities – including both 

reinforcing and rival effects as well as their interaction over time – it is difficult for 

researchers to fully explain how firms use capabilities to create competitive advantage.  

 Accordingly, the second aim from a theoretical perspective is to analyze 

interdependencies between capabilities and their combined effect on corporate strategies. 

The analysis is focused on rival effects between coexistent capabilities because such 

studies are largely missing in the literature. As such, this thesis contributes to the literature 

streams within the RBV that examine interaction effects between valuable capabilities. It also 

contributes to the organizations and the natural environment literature by analyzing potential 

negative interdependencies between simultaneously deployed capabilities in the pursuit of 

corporate environmental strategies. Up to now, the organizations and the natural environment 

literature focused on impacts of single capabilities on corporate environmental strategies or on 

positive effects between capabilities (Christmann, 2000; Darnall, 2009; Darnall & Edwards, 

2006). Chapters 3 and 4 give a more extensive background on the theoretical motivation of 

this thesis.  



Introduction 

 

9

Figure 1 summarizes the practical and theoretical motivations of this thesis. The 

practical motivation is founded in inconsistent corporate climate strategies and the difficulties 

of companies in deciding which capabilities to develop for the pursuit of a climate strategy. 

The theoretical motivation lies in the missing knowledge about hybrid strategies combining 

symbolic and substantive action, and the lack of understanding of interdependencies between 

capabilities. 

 

Figure 1: Practical and theoretical motivations of the thesis  
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1.2 RESEARCH QUESTIONS 

Based on the practical and theoretical motivations as well as the identified research 

gaps, this thesis attempts to obtain theoretical and empirical insights into corporate climate 

strategies. Corporate climate strategies are investigated in the broader context of corporate 

environmental strategies. The general question driving this thesis is: How can organizations 

transfer awareness of climate change into an actual response? 

Two research questions can be derived from the general question, and will be 

answered sequentially in the thesis. The first research question (RQ1) covers the description 

of the specific response categories by which organizations design their responses to climate 

change as well as their characterization by symbolic and substantive action:  

RQ1: How can organizations’ responses to climate change be characterized in terms 

of symbolic (legitimacy-driven) and substantive (efficiency-driven) action?  

The second research question (RQ2) targets the determinants of corporate climate 

strategies and the understanding of the interdependencies between capabilities in achieving 

corporate responses to climate change that lead to competitive advantage:  

RQ2: How do interdependencies between capabilities determine organizations’ 

responses to climate change? 

Figure 2 shows the research questions as presented and embeds them into the 

theoretical and empirical context.  
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Figure 2: Research questions 

1.3 OVERVIEW OF THEORY AND METHOD 

The thesis is split into two parts according to the two research questions. The first part 

concentrates on the first research question (RQ1) and investigates response categories of 

organizations to climate change. It is rooted in institutional theory (DiMaggio & Powell, 

1983; Scott, 2001) and its application to corporate environmental strategies (Jennings & 

Zandbergen, 1995). Insights from research on corporate environmental strategies within the 

context of institutional theory are transferred to corporate climate strategies. Based on the 

theory, a construct for analyzing banks’ climate strategies is developed using the decoupling 

literature and, more specifically, the concepts of symbolic and substantive action (Fiss & 

Zajac, 2006; Meyer & Rowan, 1977; Westphal & Zajac, 2001). Response categories of 

organizations to climate change are investigated using cluster analysis.  

The second part of this thesis addresses the second research question (RQ2), i.e. the 

interdependencies between capabilities in the pursuit of a corporate climate strategy. It is 

based on the RBV (Barney, 1991; Wernerfelt, 1984), and more specifically the role of 
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capabilities in achieving competitive advantage (Milgrom & Roberts, 1995; Teece, 1986), and 

the interconnectedness of capabilities (Dierickx & Cool, 1989; Helfat & Peteraf, 2003; 

Milgrom & Roberts, 1995; Peteraf & Bergen, 2003; Teece, Pisano, & Shuen, 1997). A novel 

classification of interconnectedness between capabilities is presented. Specific attention is 

given to the natural RBV which investigates ecological issues as an emerging source of 

competitive advantage (Buysse & Verbeke, 2003; Christmann, 2000; Darnall & Edwards, 

2006; Hart, 1995; Russo & Fouts, 1997; Sharma & Vredenburg, 1998). Capabilities that 

determine corporate environmental strategies are identified from this literature. Their single 

and combined role in the pursuit of a corporate climate strategy is derived from theory, and 

corresponding hypotheses are developed and analyzed using regression analysis.  

Theory is described in more detail in Chapters 3.1 and 4.1 respectively; method is 

presented in Chapters 3.4 and 4.4 respectively. 

1.4 POSITIONING OF THIS THESIS WITHIN SCIENTIFIC THEORY 

This Chapter describes a scheme within which the aim of the thesis and its results can 

be discussed. The scheme is structured according to a methodological level (the question of 

“how” to research), and a theoretical level (the question of “what” to research) (Holden & 

Lynch, 2004).  

The methodological level provides rules for theory development and testing. On the 

methodological level, the inductive and the deductive approach can be distinguished (Teddlie 

& Tashakkori, 2009). The inductive approach is used to build theories from observing a 

number of single phenomena (Eisenhardt & Martin, 2000; Morgan & Smircich, 1980). To 

achieve this, researchers typically rely on qualitative methods without setting up theoretical 

models in advance that anticipate outcomes. In contrast, the deductive approach is aimed at 

theory testing with the help of quantitative methods (Teddlie & Tashakkori, 2009). The 

researcher formulates hypotheses and aims at falsifying theory. This results in models to 
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explain phenomena that can be observed. This thesis is based on the deductive approach. 

First, the deductive approach is used to observe and classify corporate responses to climate 

change (see Chapter 3). A conceptual framework for banks’ climate strategies is developed 

based on published research and practitioners’ reports (see Chapter 3.3.2). This conceptual 

framework is further developed into constructs measuring its different elements, and 

empirically tested (see Chapter 3.4.1 and 3.5.1). From this construct, a typology of banks’ 

climate strategies is derived using cluster analysis (see Chapter 3.5.2). As a result, the 

construct and the typology are robust enough to serve as meaningful managerial tools to solve 

practical problems (Mosakowski, 1998). Second, the deductive approach is also used to 

investigate the influence of company capabilities on corporate responses to climate change 

(see Chapter 4). Hypotheses are derived that describe relationships between constructs of 

corporate responses to climate change and constructs of capabilities that determine corporate 

climate strategies (see Chapter 4.3). These hypotheses are tested using regression analysis 

(see Chapter 4.4.5).  

The theoretical level includes a choice between a single- or a multiple-theory approach 

(Teddlie & Tashakkori, 2009). This thesis uses a multiple-theory approach, relying on 

different theories in different phases of the research process. It applies both institutional 

theory and the RBV. Both theories contribute to the analysis of the research questions and 

each of them helps to clarify specific aspects. Institutional theory is primarily used to explain 

characteristics of organizational responses to climate change, supplemented by the RBV in the 

discussion of the clusters in the context of decoupling (see Chapter 3). The RBV provides a 

foundation for the explanation of determinants of corporate climate strategies (see Chapter 4).  

Overall, this thesis is rooted in strategic management. A fundamental requirement for 

strategic management research is the development of meaningful management tools in the 

form of operationalized, and as such applicable recommendations for practitioners (Meyer, 
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1991; Mosakowski, 1998; Priem & Butler, 2001a). Such “operational validity” means that the 

practitioner must be able to understand the implication of theory, to manipulate the variables 

it uses, and to derive appropriate action (Thomas & Tymon, 1982). This thesis provides an 

applicable management tool in the form of a comprehensive recommendation of how to 

develop a bank’s climate strategy. Operationalized validity is provided in the form of items 

characterizing banks’ climate strategies and items to measure capabilities that determine 

corporate climate strategies. 

1.5 STRUCTURE OF THIS DOCUMENT 

This thesis is structured into five Chapters (see Figure 3).  

As an introduction, Chapter 1 outlined the relevance of this thesis from a practical and 

theoretical perspective. Based on the identified research gaps, the research questions were 

derived, a brief overview of used theory and methods was given, and the positioning of the 

thesis within scientific theory was described.  

Chapter 2 gives an overview of the empirical context of banks’ climate strategies. It 

outlines global climate change, its impact on the global and regional economy, emission 

reduction requirements to limit climate change, and its impact on business. Finally, it 

describes how banks are affected by climate change. 

Chapter 3 is concerned with the first research question (RQ1). It reviews institutional 

theory and the decoupling literature, and identifies related research gaps. From theory, it 

derives a conceptual framework for analyzing banks’ climate strategies. In a method section, 

the development of the construct for banks’ climate strategies, the data collection process and 

sample, and the analytical method are described. Results in the form of a construct for banks’ 

climate strategies and a typology of banks’ climate strategies are presented and discussed. 

Chapter 4 relates to the second research question (RQ2). It reviews the RBV, and in 

particular summarizes the natural RBV, and contributions of capabilities to corporate 
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environmental strategies. Then, it presents a classification of interconnectedness between 

capabilities. Hypotheses are derived from theory. Furthermore, the regression analysis 

methodology to investigate the hypotheses is presented. The empirical findings are 

summarized and discussed. 

Chapter 5 recapitulates the main results of this thesis, discusses implications for 

theory and for managers, presents recommendations for banks’ climate strategies, outlines 

limitations and future research, and provides a general outlook. 

 

Figure 3: Structure of the thesis 

 



 

2 Empirical context: climate change and banks 

This Chapter presents the empirical context of banks’ climate strategies. An 

introduction on global climate change (Chapter 2.1) is followed by the impact of climate 

change on the economy (Chapter 2.2), emission reduction requirements to stabilize the 

climate (Chapter 2.3), the impact of climate change on business (Chapter 2.4), and finally 

general conceptions of climate change and the banking sector (Chapter 2.5). Parts of this 

Chapter were published in a practitioners’ report in 2009 (Furrer et al., 2009). 

2.1 GLOBAL CLIMATE CHANGE 

Climate change is seen as one of the most important environmental challenges facing 

humanity. In recent years, scientific evidence on anthropogenic climate change has 

strengthened and, according to scientists, warming of the climate system is undisputable 

(IPCC, 2007a). The following paragraphs describe observations of climate change, 

anthropogenic drivers of climate change, and impacts on natural resources and human 

systems. The information is mainly taken from the reports of the Intergovernmental Panel on 

Climate Change (IPCC), a body for the assessment of climate change established by the 

United Nations Environment Programme (UNEP) and the World Meteorological 

Organization (WMO) to provide the world with a scientific view on the current state of 

climate change and its potential environmental and socio-economic consequences. Currently, 

the IPCC is under critique for its 2007 report (Duerand, 22 March 2010; Titz, 3 March 2010). 
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However, the UN has announced that the results of the report will be checked by an 

independent group of scientists (Pachauri, 2010).3 

2.1.1 Observations 

The following paragraph summarizes key scientific observations of climate change 

from the IPCC report (IPCC, 2007a). Even though there is a lack of climate data and research 

in some regions, and reliably simulating temperature changes is ambitious, warming of the 

climate system is unambiguous (IPCC, 2007a). As a consequence, with a few exceptions 

(McLean, 2007; Trainer, 10 July 2008), the results of the IPCC report have not been widely 

challenged from a natural science point of view. 

Climate change is evident from observations of increases in global average 

temperature, sea level rise, precipitation changes, and extreme weather events. The global 

average surface temperature has increased by more than 0.7°C over the last century and will 

continue to rise (see Figure 4) (IPCC, 2007a). Current projections of global average 

temperature change are in the order of 0.2°C per decade (from 1990 to 2050) or between 

1.1°C and 6.4°C within a century (temperature change at 2090 – 2099 relative to 1980 – 

1999).  

                                                 

3 There is indication that the IPCC report includes exaggerated information about the impacts of climate change 
in some regions, for example the melting of glaciers in Asia, the scaling down of rainforests in the Amazonas, 
and the reduction of crop production in Africa. Furthermore, the impact of natural catastrophes was illustrated 
with a misleading graph that compared the increase in global average temperature and economic losses due to 
natural catastrophes. In all criticized instances, the IPCC relied on “grey literature” that had been published by 
newspapers or interest groups. While this procedure is not in opposition to the rules of the IPCC, scientists 
obviously had not carefully verified the accuracy of their sources. The UN has announced that the results of the 
report will be checked by an independent group of scientists. Nevertheless, some damage has been done to the 
reputation of the IPCC, even though the central parts of the report describing the observations of climate change 
and projections for future development of climate change has not been scrutinized. 
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Source: Brohan, Kennedy, & Harris, 2006; Stern, 2007 

Figure 4: Increase in global average surface temperature  
 

Consistent with this warming are the rising sea levels due to thermal expansion as well 

as melting glaciers, ice caps, and polar ice sheets. In addition, precipitation patterns have 

changed and the extent of areas affected by drought has increased since the 1970s. In the 

North Atlantic, an increase in intense tropical cyclone activity can be observed. In Europe, 

climate change will lead to more frequent and more intense winter storms (Swiss Re, 2006). 

Since 1950 there has been a long-term upward trend in the number of great natural 

catastrophes (see Figure 5) (Munich Re, 2009). Throughout the 1950s around two great 

catastrophes occurred per year. From 2000 onwards, this figure has risen to seven, most being 

weather-related. The increase in geological catastrophes (such as earthquakes, tsunamis, and 

volcanic eruptions) has been much less pronounced – from approximately one per annum in 

the 1950s to about two in 2006 (Munich Re, 2007). 
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Source: Munich Re, 2009:35; Munich Re, NatCat Service, January 2010  

Figure 5: Number of great natural catastrophes 1980 – 2009  
 

Finally, climate change can also produce abrupt impacts, such as changes in ocean 

circulation, or irreversible ones, such as the extinction of species (IPCC, 2007a). Such 

impacts may also feed back into the climate system and intensify the effects of climate 

change. In summation, scientific observations reveal a change in the global climate. The 

question is whether these changes are within natural long-term climatic oscillations or 

whether they are anthropogenic.  

2.1.2 Anthropogenic drivers of climate change 

In 2007, the IPCC report acknowledged that anthropogenic reasons for changes in the 

global climate are “very likely” (IPCC, 2007a). The report received widespread attention 

among both experts and the public, some critics fell silent, the general public realized that 

climate change is a human-induced reality, and related action gained acceptance. This 

paragraph summarizes the anthropogenic drivers of climate change.  
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The main anthropogenic driver of climate change is increasing concentrations of 

greenhouse gases (GHG) such as CO2 (carbon dioxide) (see Figure 6), CH4 (methane), and 

N2O (nitrous oxide) in the atmosphere (IPCC, 2007a). This is the result of reliance on fossil 

fuels, a growing population, and increasing levels of consumption across societies (Stern, 

2007; WBCSD, 2004). The current amount of GHG in the atmosphere is equivalent to around 

430 ppm (parts per million) CO2, compared to only 280 ppm before the industrial revolution 

(Stern, 2007). Even if emissions were stabilized at current levels, the concentration of GHG in 

the atmosphere would further increase due to inertia in the climate system (IPCC, 2007a). 

However, emission levels are accelerating globally as the demand for conventional energy 

and transport increases around the world, large OECD countries still have not managed to 

decouple carbon growth from economic growth, and rapidly growing economies in 

developing countries invest mainly in fossil fuel-based infrastructure (Stern, 2007). 

 
Source: Keeling, Whorf, & Carbon Dioxide Research Group, 2005 

Figure 6: Atmospheric CO2 concentration  
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As the concentration of GHG in the atmosphere is the driver for global climate 

change, emission reduction is the central target of regulation. The question which remains is 

how to burden nations with emission reduction without completely impeding economic 

development. Ultimately, effective and universally accepted climate policy will have to define 

frameworks that enable a shift away from fossil fuels without jeopardizing living standards. 

2.1.3 Impact on natural resources and human systems 

Climate change impacts many natural resources and human systems; it threatens 

access to water, ecosystems, food production, and human health (IPCC, 2007a). Figure 7 

outlines the current scientific evidence on the impacts expected at various levels of global 

average temperature change. In the following, some of the key messages of the figure are 

summarized. 

People will feel the impact of climate change most strongly through changes in the 

distribution of water around the world, and its seasonal and annual variability. As the water 

cycle intensifies, billions of people will lose or gain water. Melting glaciers will initially 

increase flood risk and then strongly reduce water supplies, eventually threatening one-sixth 

of the world’s population. Ecosystems will be particularly vulnerable to climate change as it 

will happen too rapidly for many species to adapt. Around 15 to 40% of species potentially 

face extinction after only 2°C of warming. The combined effect of several factors on the 

environment will also influence food production. At mid to high latitudes, crop yields might 

increase for moderate temperature rises. At the same time, declining crop yields (especially in 

Africa) could leave human beings without the ability to produce or purchase sufficient food. 

At a temperature rise of 4°C and above, global food production is likely to be seriously 

affected. The rising sea levels will result in substantial loss of land, affecting major world 

cities and about 5% of the global population residing in coastal areas. The health of millions 
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of people will be affected by malnutrition, higher frequency of vector-borne diseases such as 

malaria, dengue fever, and diarrhea, as well as heat stress. 

 
Legend:  
Black lines link impacts. Broken-line arrows indicate impacts continuing with increasing temperature. 
Source: IPCC, 2007a:51 

Figure 7: Impacts of climate change associated with global mean temperature change  
 

Clearly such extensive impacts of climate change on natural resources and human 

systems will affect living standards around the world. However, they are of differing 

importance for world regions (IPCC, 2007a). In Europe, climate change will magnify regional 

differences in natural resources. Negative impacts will include risks of increased inland flash 

floods, more frequent coastal flooding, and increased erosion due to storms and sea level rise. 

Mountainous areas will face glacier retreat, reduced snow cover, and extensive species losses. 
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In Southern Europe climate change is projected to increase temperatures and reduce water 

availability. As a result, crop productivity will decrease. In North America, moderate climate 

change will increase aggregated yields of rain-fed agriculture by 5-20%. The increased 

number, intensity and duration of heat waves will be an additional challenge. Coastal 

communities will be increasingly stressed by climate change impacts. The Arctic will suffer 

from the reduction in thickness and extent of glaciers, ice sheets, and sea ice, with detrimental 

effects on many organisms, infrastructure, and traditional indigenous ways of life. Asia will 

experience decreased freshwater availability. Coastal areas will be at risk from flooding. 

Mortality due to diseases is expected to rise. Africa is especially vulnerable due to increased 

water stress, reduced rain-fed agriculture yields, and sea level rise affecting coastal areas with 

large populations. Australia will undergo a significant loss in biodiversity, water security 

problems, a decline in agricultural production, and sea level rise. On small islands population 

and infrastructure are highly exposed to inundation, storm surge, and erosion threatening vital 

infrastructure, settlements, and facilities that support the livelihood of island communities.  

To summarize, according to the IPCC most of the impacts of climate change on 

natural resources and regions are far-reaching and negative (IPCC, 2007a). Current political 

frameworks therefore aim at limiting the increase of global temperature to 2°C above pre-

industrial levels (see Chapter 2.3). Based on the current understanding of climate change, 

scientists believe that the 2°C limit will ensure that disastrous climate impacts can be avoided 

(IPCC, 2007a).  

2.2 IMPACT OF CLIMATE CHANGE ON THE GLOBAL AND REGIONAL ECONOMY  

The projected size and distribution of the economic costs and benefits of climate 

change are of key interest to business leaders and policy makers. Many estimates of the 

aggregate net economic effects of climate change are now available (McKibbin & Wilcoxen, 

2002; Stern, 2007; Tol, 2008; Weitzman, 2008). Such estimates are generally long-range 
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projections and are therefore subject to large uncertainty. Nevertheless, there is a general 

consensus that climate change is very likely to reduce countries’ annual GDP (gross domestic 

product) on an aggregate and NPV (net present value) basis (IPCC, 2007a). For increases in 

global average temperature of less than 1 to 3°C, some impacts are projected to produce 

marked benefits in some places and sectors and impose costs on others (IPCC, 2007a). At a 

mean global temperature increase of 3°C, conservative assumptions imply moderate 

economic costs rising to 3% of global GDP annually (Llewellyn & Chaix, 2007). With a 5 to 

6°C warming the Stern Report suggests a 5 to 20% annual loss of global GDP (Stern, 2007).  

However, such globally aggregated estimates of the consequences of climate change 

generally underestimate the damage costs because they neglect feedback loops and 

necessarily omit many non-quantifiable impacts such as consequences for socio-economic 

dimensions like health, migration, and poverty (UNDP, 2008). Furthermore, the aggregate 

estimates mask differences in impacts across regions and sectors (IPCC, 2007a). In some 

regions that are highly exposed to climate change or have low adaptive capacity, the net costs 

of climate change will be significantly higher than the global average (IPCC, 2007a).  

Indeed, the economic consequences of climate change are not evenly distributed 

across regions (Mendelsohn, Schlesinger, & Williams, 2000). Countries in the polar regions 

are likely to receive economic benefits from warming while countries in mid-latitudes will at 

first benefit and only be harmed if temperatures rise over 2.5°C. Countries in tropical and 

subtropical regions are likely to be hurt immediately. The poorest countries and people will 

suffer earliest and most. Developing countries are heavily dependent on agriculture, the most 

climate-sensitive of all sectors. Furthermore, their low incomes make adaptation to climate 

change particularly difficult. For example, weather-related natural catastrophes have a much 

greater economic impact on developing countries than on industrialized countries as most of 

the people living in these countries are without insurance protection (Munich Re, 2009). As a 
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consequence, climate change is likely to further reduce incomes which are already low and 

increase illness and death rates in developing countries (Stern, 2007). The worsened living 

conditions will lead to social tensions, migration and geopolitical instability. As a result, 

climate change will continue to place strain on public finances in numerous countries. The 

economic losses will lead to a higher financial load on the population (e.g. in form of rising 

tax rates), declining purchasing power and decreasing consumption. 

Because of their relevance to public policy and business, studies on economic impacts 

of climate change can expect vast attention. Their results are often topics of controversy 

among experts. The Stern Review is the most established study on the effects of climate 

change on the economy (Stern, 2007). It attracted both praise and criticism. The main 

criticism from economists includes the discount rate used in the study, uncertainty about 

future consumption, and underestimated effects of improved technology (Carter, de Freitas, 

Goklany, Holland, & Lindzen, 2006; Mendelsohn, 2006; Weyant, 2008). Some economists 

argue that the conclusions are reasonable even if the method by which they were deduced 

were incorrect (Weitzman, 2007). However, the 2007 IPCC report largely supported the 

results of the Stern Review as it not only confirmed some of its assumptions but even 

indicated that the risks associated with climate change were underestimated (Jowit & 

Wintour, 26 June 2008). Nevertheless, because the effects of climate change will be 

perceptible only in time-frames longer than election cycles, many political leaders still 

hesitate to put in place a stringent global regulatory framework to combat climate change. 

2.3 EMISSION REDUCTION REQUIREMENTS TO LIMIT CLIMATE CHANGE 

The studies on the economic consequences of climate change – and mainly the Stern 

Review – led to a public discussion about action required to limit climate change. According 

to Stern, the risks of the worst economic impacts of climate change can be substantially 

reduced if GHG levels can be stabilized at 500ppm CO2 equivalents with a peak in global 
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emissions in 2010 (Stern, 2007). As a result, political leaders agreed in the 2009 Copenhagen 

Accord on the goal of keeping the global mean temperature from rising more than 2°C above 

pre-industrial levels (UNFCCC, 2009). Stabilization at 2°C would require global CO2 

emissions to be reduced by at least 50% below current levels by 2050 (IPCC, 2007a). Taking 

into consideration the development needs of emerging economies, this would translate into 

emission reduction paths of 80% for industrialized economies by mid-century (for a regional 

breakdown and distribution of the actual emission reduction requirements, see Table 1).  

Table 1: Regional break down of emission reduction requirements  
Scenario category Region 2020 2050 
-450 ppm CO2e Annex 1 -25% to -40% -80% to -95% 
 Non-Annex 1 Substantial deviation from 

baseline in Latin America, 
Middle East, East Asia, and 
Centrally-Planned Asia 

Substantial deviation from 
baseline in all regions 

-550 ppm CO2e Annex 1 -10% to -30% -40% to -90% 
 Non-Annex 1 Deviation from baseline in 

Latin America, Middle East, 
and East Asia 

Deviation from baseline in 
most regions, especially 
Latin America and Middle 
East 

-650 ppm CO2e Annex 1 0% to -25% -30% to -80% 
 Non-Annex 1 Baseline Deviation from baseline in 

Latin America, Middle East, 
and East Asia 

Legend:  
Annex I regions include the industrialized countries that were members of the OECD in 1992, plus countries with economies 
in transition, including the Russian Federation, the Baltic States, and several Central and Eastern European States. Non-
Annex I regions are mostly developing countries (UNFCCC, 1992).  
Baseline: base for measurement; in case of the Kyoto Protocol the baseline is the CO2e emissions in 1990. 
 
Source: IPCC, 2007c:76 

 

Emission reduction in this range is a major challenge, requiring economic growth to 

be decoupled from emission growth. The main conclusion of the Stern Review is – even if 

contested by some critics as mentioned above – that the benefits of early action on climate 

change considerably outweigh the costs (Stern, 2007). Delay in taking action would make it 

necessary to accept both more climate change and higher mitigation costs. Early action would 

require investments of 1% of global GDP per annum to avoid the worst effects of climate 

change, while failure to do so could diminish global GDP by up to 20%. In the case of early 

action, there will be benefits for the economy as a whole from innovation that will offset some 
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of these costs. The reason for this is that many impacts of climate change can be avoided, 

reduced, or delayed by emission reduction (IPCC, 2007a). For example, a recent study 

evaluated the long-term effects of early and stringent energy and climate policies in 

Switzerland (Bretschger, Ramer, & Schwark, 2010). Under a relatively conservative scenario 

(e.g. no learning effects, entire CO2 abatement undertaken domestically, no secondary 

benefits of climate change-policies), strict energy measures would not significantly slow 

down growth in Switzerland. All sectors (except for oil) would be able to grow in the future, 

though at sector-specific rather than uniform rates. Despite such insights, political leaders 

hesitate to commit to stringent and globally coordinated action (see Chapter 2.4.1).  

2.4 IMPACTS OF CLIMATE CHANGE ON BUSINESS 

This Chapter gives an overview of the impacts of climate change on business. The 

information is mainly taken from practitioners’ reports; academic research on the issue is still 

rare. First the IPCC logic of direct and indirect impacts of climate change on business is 

presented (IPCC, 2007a). Then, business risks and opportunities stemming from direct and 

indirect impacts of climate change are characterized. Both perspectives are potentially 

valuable for banks when they assess whether to finance or invest in a sector or company. 

2.4.1 Direct and indirect impacts of climate change on business  

The IPCC distinguishes between direct and indirect impacts of climate change on 

business (IPCC, 2007a). Direct impacts on production and infrastructure stem from observed 

effects of climate change such as extreme weather events, increases in global average 

temperature, and rising sea levels. Indirect impacts arise from shifts in political frameworks 

and societal preferences. 

Direct impacts of climate change from natural catastrophes put many businesses at 

risk. Over the last 60 years economic losses due to natural catastrophes have steadily 
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increased (see Figure 8). According to Munich Re statistics (Munich Re, 2009), natural 

catastrophes include geophysical events (earthquakes, volcanic eruptions), meteorological 

events (tropical storms, winter storms, severe weather, hail, tornados, local storms), 

hydrological events (storm surges, river floods, flash floods, landslides), and climatological 

events (freezes, wildland fires, droughts). The long-term analysis of natural catastrophes 

confirms a rising loss trend of both overall losses and insured losses. The reasons for this are 

socio-economic developments such as a rising population and increasing concentration of 

settlement and industrialization in exposed areas. Even if not all of these catastrophes can be 

attributed to climate change, Munich Re is convinced that, as climate change proceeds, higher 

incidence of major weather events will occur and the increase of losses will continue (Munich 

Re, 2009). Accordingly, climate change and the related increase in major weather-related 

natural catastrophes are already and will increasingly become an essential driver of this loss 

development (Munich Re, 2009). 

 
Legend:  
Natural catastrophes include geophysical, meteorological, hydrological, and climatological events. Losses are adjusted to 
present value. Source: Munich Re, 2009:39; Munich Re, NatCat Service, January 2010 
 

Figure 8: Overall and insured economic losses due to natural catastrophes 



Empirical context 

 

29

Indirect impacts of climate change on business stem first from international and 

national political frameworks to combat climate change. Even if many climate change-related 

regulations have been put in place since the 1990s, there is growing concern over a 

governance deficit at the international level (Jones & Levy, 2007). The current global 

regulatory framework to address climate change is the Kyoto Protocol. The Kyoto Protocol 

(UNFCCC, 1998) is an international agreement linked to the United Nations Framework 

Convention on Climate Change (UNFCCC, 1992) and sets binding targets for 37 

industrialized countries and the European community for reducing GHG emissions. These 

targets amount to an average of 5% reduction against 1990 levels over the five-year period 

2008-2012. The Kyoto Protocol defines quantified emission reduction goals only for 

developed nations (so called Annex I countries), thereby recognizing that developed countries 

are mainly responsible for the current high levels of GHG emissions in the atmosphere as a 

result of more than 150 years of industrial activity. The Kyoto Protocol also includes market 

based mechanisms to reduce emissions: emission trading, the clean development mechanism 

(CDM), and joint implementation (JI). Emission trading allows countries that have excess 

emission allowances (emissions permitted to them but not "used") to sell them to countries 

that are over their targets. Since CO2 is the principal GHG, one speaks simply of trading in 

carbon ("carbon market"). The CDM allows Annex 1 countries to invest in emission reduction 

in developing countries as an alternative to more expensive emission reduction in their own 

countries. JI allows an Annex 1 country to earn emission reduction units (ERUs) from an 

emission reduction project in another Annex 1 country. These ERUs can be counted towards 

meeting its Kyoto target. The Kyoto Protocol was adopted in Kyoto in 1997 and entered into 

force in 2005. 184 parties have ratified the Kyoto Protocol (as of March 2010). At the United 

Nations Climate Change Conference in December 2009, commonly known as the 

“Copenhagen Summit”, a framework for climate change mitigation beyond 2012 was to be 



30 Empirical context 

agreed. However, the delegates only recognized in the (not legally binding) “Copenhagen 

Accord” that climate change is one of the greatest challenges of the present and that actions 

should be taken to keep any temperature increases to below 2°C above pre-industrial levels 

(UNFCCC, 2009). The 2°C limit will ensure that disastrous climate impacts can be avoided 

(IPCC, 2007a). However, the current individual national commitments offered in the final 

Copenhagen agreement will still lead to approximately 3.9°C warming by 2100 

(Sustainability Institute, 2010). 

As the Kyoto Protocol is largely voluntary for all signatories except for the Kyoto 

Protocol’s Annex 1 countries, there is a perceived lack of global governance. Therefore, the 

Kyoto Protocol has produced only partially relevant price signals, for example for the 

European Emission Trading Scheme (EU ETS) (EU, 2005). These issues and the still-

unresolved matters surrounding a post-2012 successor agreement to the Kyoto Protocol have 

stimulated (often voluntary) initiatives at the level of local government and business. 

Countries have increasingly emerged as economic actors in creating markets while business 

has played a more political role using lobbying activities to exert significant influence (Starik 

& Heuer, 2002). Nevertheless, it can be expected that a variety of additional and longer-term 

political instruments will be put in place in the near future to achieve the targets defined in the 

Kyoto Protocol. These regulations will influence the price of carbon at all levels of the local 

and global economy (Kolk & Hoffmann, 2007). It can be expected that, as soon as significant 

and globally applicable price signals for carbon exist, a shift away from fossil fuels will occur. 

This shift will most likely have significant implications for the way sectors and companies 

will operate in the future. Even now, forward-looking companies are implementing climate 

change-related measures, stimulated by their perception of regulatory risks stemming from 

higher costs for fuels, reduced demand for energy-intensive products (Wellington & Sauer, 

2005), and a price for carbon where it exists. 
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Besides modifications in political and regulatory frameworks, changes in consumer 

preferences due to growing concern over the consequences of climate change will also affect 

companies (Busch & Hoffmann, 2007). Even if climate change is not a significant consumer 

issue yet, interest groups claim it could quickly become one (Carbon Trust, 2005). More than 

half of consumers in the US, the UK, and other countries report that they are willing to (pay 

more to) buy energy-efficient appliances, recycle, and to drive more fuel-efficient cars (see 

Figure 9) (Bonini, Hintz, & Mendonca, 2008). While interviewees typically overstate such 

socially desirable behavior, over 20% of consumers back-up these pronouncements with 

actual purchases of environmentally-friendly products. In the EU, 44% of European citizens 

are willing to pay more for environmentally-friendly energy (TNS opinion & social, 2008). 

However, willingness to pay ranges from virtually nothing (1% price increase) up to the 

acceptance of around a 30% price increase. This indicates that the readiness to pay for 

environmentally-friendly energy has clear limits.  

 
Legend: % of respondents 
Source: adapted from Bonini, Hintz, & Mendonca, 2008:5 

Figure 9: Consumers’ preferences for activities to combat climate change  
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In spite of these limits to consumers’ willingness to pay, interest groups and 

companies launched numerous initiatives across Europe to increase the transparency of 

product carbon footprints4. These should eventually enable more climate-conscious 

consumption decisions by customers (e.g. Carbon Trust UK, Ademe (French Environment 

and Energy Management Agency)/Casino France, Migros Switzerland, Product Carbon 

Footprint Project Germany). For example, Migros, the largest retailer in Switzerland, 

launched the label "approved by Climatop" that identifies climate-friendly products 

(Climatop, 2008). The independent organization Climatop calculates carbon footprints 

according to the international standard ISO 14040 (ISO, 2006). The necessary data are 

provided by producers and – where missing – by the Swiss center for life cycle inventories 

Ecoinvent (Ecoinvent, 1998). While Migros heavily markets such efforts to attract consumer 

interest, figures proving that the sales of climate-friendly products increase more than sales of 

“normal” products are still unavailable. Such figures would indicate actual changes in existing 

consumption patterns. However, these are dependent on whether and how quickly climate 

change materializes. 

2.4.2 Business risks and opportunities stemming from climate change 

Direct and indirect impacts of climate change can be translated into business risks and 

opportunities. This allows the assessment of changes in companies’ market value due to 

climate change (Anderson & Gardiner, 2006; Bray, Colley, & Connell, 2007; Climate Group, 

2006; Cogan, 2006; Hasenmüller & Schaltegger, 2007; Hoffman, 2007b; Innovest, 2002a, 

2006; Lash & Wellington, 2007; Onischka, 2009a; Sussman & Freed, 2008). Such insights 

                                                 

4 A product carbon footprint is a measure of the impact a product has on climate change. It relates to the amount 
of GHG emitted during production and use. In the examination of carbon footprints, direct footprints (stemming 
from production) can be distinguished from indirect footprints (which also consider supply chain and product 
use). The Greenhouse Gas Protocol develops standards to quantify the direct and indirect greenhouse gas 
emissions of products (Greenhouse Gas Protocol. 2009. Product life cycle accounting and reporting standard. 
http://www.ghgprotocol.org/standards/product-and-supply-chain-standard.). 
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are important for company executives in order to successfully manage the issue of climate 

change, and for the banking sector in order to identify potential business risks and 

opportunities in financing and investment activities.  

Climate risks and opportunities can be structured into regulatory, physical, technological, and 

reputational aspects (Anderson & Gardiner, 2006). They significantly depend on the industry 

and the single company. First, risks and opportunities can arise from regulation (O'Neill 

Packard & Reinhardt, 2000; Wellington & Sauer, 2005; Wellington, Sauer, Fox, & Gardiner, 

2004). Currently most climate change regulation is either integrated into traditional regulation 

(such as energy standards, building codes) or innovation policy (such as tax credits, direct 

subsidies, funding for research and development) (GHK, 2009). A relatively new form of 

regulation is carbon pricing through market based mechanisms such as emission trading, 

CDM, and JI (see Chapter 2.4.1). Such mechanisms are expected to be the main climate 

policy driver because they potentially enable the markets to generate the most cost effective 

GHG reduction measures (GHK, 2009). Regulatory risks can arise in the form of legislation 

that restrains firms in their activities and burdens them with compliance costs (Hoffman, 

2007a). Emission reduction measures and their relative costs are a significant driver for 

restructuring (GHK, 2009). As a consequence, regulatory risks are most present for direct 

contributors to climate change (such as the oil sector, electricity generation, and mining) that 

will be forced to reduce their emissions (see Figure 10). Direct contributors therefore are more 

active in influencing climate change policy, setting internal targets and experimenting with 

emission trading than companies in other sectors (Dunn, 2002).  
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Legend:  
Figures represent emitted CO2 equivalents calculated based on direct emissions in 2003/2004. Direct emissions stem from 
production. Indirect emissions from the supply chain or product use are not included. 
Source: Trucost, 2005:11 

Figure 10: Largest CO2 emitting sectors  

 

Related to regulatory risks is litigation risk. Companies that generate significant CO2 

emissions face the threat of lawsuits similar to those common in the tobacco and asbestos 

industries (Lash & Wellington, 2007). For example, the number of climate-related lawsuits 

filed in the United States has grown steadily over the last few years, with a total of 100 filed 

through 2007 (Spalding, 2010). Similarly, companies that do not address the issue of climate 

change can create personal liabilities for their executives who become vulnerable to 

shareholder-related litigation (Lash & Wellington, 2007).  

However, regulation can also be a business opportunity as it can provide a stimulus for 

innovation in environmental technologies (Porter & van der Linde, 1995). A number of 

mitigation opportunities, such as biofuels in the US or wind in Europe, are influenced both by 
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traditional regulation and innovation policy (GHK, 2009). For example, EU countries agreed 

that on average they would meet a fifth of their energy requirements from sources such as 

solar, wind, and wave power by 2020 (Gardner, 25 March 2009). This stimulates national 

governments to incentivize the power sector to make the necessary investments. Indeed, 

governments around the world have allocated more than USD 430 billion in fiscal stimulus to 

key climate change investment themes (Robins, Clover, & Singh, 2009). Key beneficiaries 

include rail transportation, water infrastructure, grid expansion, and improved building 

efficiency. 

In summary, regulatory risks are often perceived to constitute the most relevant 

climate-related risks for business. At the same time, regulatory opportunities are often 

neglected in assessments of the impact of climate change on company value. As long as the 

regulatory framework is uncertain, companies address regulatory risks by participating in 

policy making and increasing strategic flexibility (Engau & Hoffmann, 2009). Interestingly, 

companies only partly postpone strategic decisions or refrain from climate-related 

investments due to regulatory uncertainty (Engau & Hoffmann, 2009; Trautmann, Hoffmann, 

& Hamprecht, 2009). Nevertheless, from a business perspective, ending the regulatory 

uncertainty is desirable as it allows companies to behave in a more goal-oriented way.  

 

Second, physical climate risks to business are dependent on the locations of 

companies (Anderson & Gardiner, 2006; Perroy, 2005), and will be most important in regions 

where extreme weather-related events will increase, such as record rainfalls in monsoon 

regions or tornado activity in the United States (Munich Re, 2009). Additionally, sectors and 

companies dependent on infrastructure such as bridges, roads, pipelines, and transmission 

networks will suffer considerably (IPCC, 2007b). Agriculture, fisheries, forestry, health care, 

insurance, real estate, tourism, and water may be particularly exposed due to their dependence 
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on the physical environment, human health, water, and weather (Perroy, 2005; Wellington & 

Sauer, 2005). Physical risks can be managed by assessing the risks to locations, establishing 

contingency plans, and – if necessary – shifting business away from sensitive areas. Such 

action is not difficult to implement, however it is sometimes expensive. 

 

Third, technological opportunities exist in sectors that have the opportunity to increase 

profitability by developing emission-reducing technologies or new products that meet 

changing corporate and consumer demands (Anderson & Gardiner, 2006). For example, the 

global renewable energy capacity grew at rates of 15-30% annually between 2002 and 2006 

for many technologies, including wind power, solar, hot water, geothermal heating, and off-

grid solar photovoltaic (PV) (see Figure 11) (Ren21, 2007). The growth of grid-connected 

solar PV exceeded all of these with a 60% annual average growth rate for the period. Biofuels 

also grew rapidly, at a 40% annual average for biodiesel, and 15% for ethanol. Other 

technologies are growing at more ordinary rates of 3-5%, including large hydropower, 

biomass power and heat, and geothermal power. These growth rates compare with global 

growth rates for fossil fuels of 2-4% in recent years. They also correspond with consumer 

attitudes. Companies at the forefront of commercializing such technologies could see 

significant revenue growth as demand for climate-friendly products increases (Lash & 

Wellington, 2007). 
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Legend: Average annual growth rates 2002 – 2006 in % 
Source: Ren21, 2007:10 

Figure 11: Renewable energy growth rates (compared with fossil fuels)  
 

Finally, reputational risks and opportunities are reflected in consumer perception of 

corporate climate change engagement (Garz & Volk, 2003; Wellington & Sauer, 2005). 

Therefore, reputational risks are highest for companies with large emissions and strong brands 

as they are easy targets for NGO campaigns. Furthermore, such concerns are especially 

important in highly competitive sectors where brand value is an important attribute of 

company value (Wellington & Sauer, 2005). Accordingly, airlines as well as food and 

beverage companies have the highest brand value at risk from climate change (50% and 10% 

of market value respectively) (Carbon Trust, 2005). Interestingly, the brand value at risk from 

climate change in these two sectors is higher than for oil and gas (less than 2 – 3% of market 

value). Even if such estimations are tainted by uncertainties, many companies launch public 

relations campaigns, thereby indicating that they take the issue of climate change seriously. 

While this might positively influence consumer perception, there is always the risk of 

backlash due to alleged green-washing. 



38 Empirical context 

To summarize, climate risk – be it regulatory, physical, technical, or reputational – is 

supposed to be one of the top ten financial risks to business (Browner, Henderson, & 

McKibbin, 2005). Commonly, alternative energy, energy-friendly property, recycling, and 

innovative financial institutions are perceived as winners of climate change, while emission 

intensive companies, facilities exposed to extreme weather events, agriculture exposed to 

drought, and insurers that misprice natural catastrophe risk are at risk from climate change 

(Rolph & Prior, 2006). In this context, an interesting question is how business risks and 

opportunities materialize in company value. Indeed, there is a correlation between climate 

change exposure and the quality of climate change management: companies more exposed to 

climate change manage the issue better (Garz & Volk, 2003). However, comparing climate 

change management relative to exposure across sectors reveals outperformers 

(telecommunications, insurance) and underperformers (financial services, media, retail, 

cyclical goods & services).  

Even if many people now agree that climate change places manifold risks and 

opportunities on business and that there will be winners and losers among companies based 

on their financial and technical realities, installed capital base, market competencies, and 

strategic positioning (Hoffman, 2002), assessments of material effects of climate change on 

company value still contain great uncertainty. This is because they are dependent on 

assumptions about the development of regulatory regimes influencing carbon prices and 

emission allowances. Furthermore, the financial impact of climate change is difficult to 

evaluate because of the complexity and long-term nature of the phenomenon, and the 

unavailability of comprehensive data. Existing assessments of materiality should therefore be 

viewed only as a first estimation of possible future developments. 
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2.5 CLIMATE CHANGE AND THE BANKING INDUSTRY 

2.5.1 The banking business 

From a business management and market perspective, banks are companies that pool 

savings, grant financing, allocate investments, and provide further services (Büschgen, 1998). 

From a legal perspective, the definition of a bank varies from country to country dependent on 

the respective banking laws (Süchting, 1998). According to the Swiss federal banking law 

(“Bankengesetz”) banks are companies that are mainly active in financial business and obtain 

their funds by accepting deposits (Bundesversammlung der Schweizerischen 

Eidgenossenschaft, 1934 / 2010). A specialty of Switzerland and Germany are universal 

banks. Universal banks are authorized (but not obliged) to offer all banking activities (Cocca 

& Csoport, 2002). Advantages of universal banks are the risk adjustment between business 

areas, opportunities of cross-selling, and economies of scale; disadvantages are cross-

subsidization of business areas and complexity of the organization (Hirszowicz, 1996). 

Characteristics of universal banks are well documented (Börner, 2000; Büschgen, 1998; 

Hirszowicz, 1996; Praxmarer, 1993; Priewasser, 2001; Süchting, 1998). The systematization 

of universal banks’ business activities according to services (commercial banking, investment 

banking, private banking, and retail banking) (Hirszowicz, 1996), or client segments (retail 

clients, wealthy individual clients, corporate clients, institutional clients) (Börner, 2000) is 

useful to define the unit of analysis of this thesis. Accordingly, this thesis examines 

commercial and wholesale banking, investment banking, and asset management. Commercial 

and wholesale banking involves the provision of consumer banking, leasing, commercial 

banking products, and/or venture capital for small-and medium-sized enterprises. Investment 

banking as referred to in this thesis includes the traditional activities of investment banks, 

which involve raising capital for clients in the capital markets and advising on mergers and 

acquisitions. In addition, investment banking includes the management of securities (e.g. 
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equities, bonds) and other assets (e.g. real estate), sales and trading, as well as corporate and 

structured finance. Finally, private equity and project finance is subsumed under this business 

area as well. Asset management is the fee-generating custody of assets for institutional clients, 

high net worth individuals, or retail clients through collective investment schemes (mutual 

funds business). 

2.5.2 Direct and indirect impacts of climate change on banks  

To describe the impact of climate change on banks, the IPCC distinction between 

direct and indirect impacts is used (see Chapter 2.4.1) (IPCC, 2007a). Direct impacts of 

climate change on banks are negligible. Banks can directly be impacted by climate change, 

for example through extreme weather events placing their facilities at risk. Most banks have 

adequate contingency plans in place to protect their facilities such as data processing centers 

or servers. Sometimes they shift vulnerable operations away from areas particularly at risk 

from extreme weather events (e.g. coastal zones, zones with increased storm activity). The 

main impact of climate change on banks is indirect: they are affected to the extent that 

economic activity is curtailed. In the following Chapters, indirect impacts of climate change 

on banks are described. First, the development of political frameworks relevant to the banking 

sector and voluntary initiatives of the sector are reviewed. Then societal preferences regarding 

climate change impacting the banking sector are summarized.  

2.5.2.1 Political frameworks and voluntary initiatives impacting the banking sector  

Regulatory frameworks combating climate change are in most cases not targeted at 

banking activities. However, they are important for banks as they influence their lending 

clients or companies that provide investment opportunities. Indeed, the importance of the 

political environment in determining banks’ climate strategies is reflected in the differences 

between European and American domiciled banks’ responses to climate change (van der 
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Woerd et al., 2000). While European banks have started to formulate climate strategies, 

American banks hardly pay attention to climate change in their core business due to fear of 

losing clients opposing climate change policies (Dunn, 2002).  

In an emerging field such as climate change, voluntary initiatives preceding legislation 

are important drivers of business action. Indeed, there are a growing number of voluntary 

standards covering the issue of climate change influencing banks’ related activities. These 

standards are either set up by third-parties or the financial sector itself. Initiatives relevant for 

business in general but also for banks include the Global Reporting Initiative (GRI), and the 

Carbon Disclosure Project (CDP). The GRI (GRI, 2006) is a multi-stakeholder network that 

develops reporting guidelines for environmental and social issues. The guidelines include 

directions on how to report GHG emissions. There is a special sector supplement for the 

financial sector (GRI, 2008). The CDP (CDP, 2000) is an independent not-for-profit 

organization. It was launched to collect and distribute high quality information that motivates 

investors, companies, and governments to take action to prevent climate change. As of March 

2010, 2500 organizations in some 60 countries measured and disclosed their GHG emissions 

and climate strategies through the CDP. The CDP acts on behalf of over 500 institutional 

investors holding USD 64 trillion in assets under management, and about 60 purchasing 

organizations (as of March 2010). This makes the CDP the largest database of primary 

corporate climate change information in the world. However, even if the CDP is impressive in 

terms of the amount of data and backing from prominent institutional investors, the data are of 

questionable value to investors due to missing standardization in carbon accounting (Kolk, 

Levy, & Pinkse, 2008). 

Voluntary agreements within the financial community include the UNEP Finance 

Initiative (UNEP FI), the Equator Principles, the Enhanced Analytics Initiative, the Carbon 

Principles, and the Climate Principles. The UNEP FI (UN, 1997) is a global partnership 
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between UNEP and the financial sector. Over 180 institutions, including banks, insurers, and 

fund managers work with UNEP to understand the impacts of environmental and social 

considerations on financial performance. All financial institutions wishing to join the UNEP 

FI must adhere to its “Statements”, thereby recognizing the role of the financial services 

sector in making the economy and lifestyles sustainable and committing to the integration of 

environmental considerations into all aspects of their operations. A special working group 

exists to identify and communicate the financial sector’s role in the mitigation of and 

adaptation to climate change (UNEP FI, 2006b). The UNEP FI has also published an online-

course on the risks and opportunities of climate change for the financial sector. The Equator 

Principles (Equator Principles Financial Institutions, 2003) are a financial industry 

benchmark for determining, assessing, and managing social and environmental risks in project 

financing. Clients of financing banks are requested to promote the reduction of project-related 

CO2 emissions, or for CO2 intensive projects to quantify, monitor, and manage CO2 

emissions. The Enhanced Analytics Initiative (Enhanced Analytics Initiative, 2004) is an 

international collaboration between asset owners and asset managers aimed at encouraging 

better investment research, in particular research that takes account of the impact of extra-

financial issues on long-term investment. Climate change is one of the issues that the 

Enhanced Analytics Initiative covers. The Carbon Principles (The Carbon Principles Banks, 

2007) were developed by three large US based banks (Citibank, JP Morgan Chase, and 

Morgan Stanley) in 2007. They provide guidance for advisors and lenders for banks and their 

U.S. power clients to evaluate and address carbon risks in the financing of electric power 

projects. The Climate Principles were launched in 2008 (The Climate Group, 2008). 

Adopting the Climate Principles means making a commitment to actively managing climate 

change across the full range of financial products and services. Concretely, adopting banks 

commit to minimizing their CO2 emissions from operations, making business decisions that 
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will reduce climate change risks and allow the development of climate change-related 

opportunities, developing products and services that enable customers to manage climate 

change-related risks and opportunities, engaging with customers, suppliers, and wider society 

to seek opportunities for a low carbon economy, supporting the development of sound climate 

policy, and disclosing progress against these commitments. 

The financial sector pursues different goals with these initiatives. First, formulating 

voluntary principles at an early stage allows banks to influence the discussion about their role 

in combating climate change, thereby minimizing the risk of being dictated what to do. A 

closer look at the initiatives indeed reveals that most of the principles are formulated in a way 

that leaves a lot of scope for interpretation in terms of what the subscribing banks have 

actually committed to. Second, the banking sector aims at improving data availability and 

quality relating to the impact of climate change on companies. Such data are the basis for the 

assessment of asset quality before taking financing or investment decisions. While this is a 

justifiable concern, the initiatives nevertheless fail to establish standards that ensure 

comprehensive and reliable data. 

2.5.2.2 Societal preferences impacting the banking sector 

Societal preferences regarding climate change and the banking sector are reflected in 

stakeholder expectations that grow to be more relevant. These expectations are not only 

targeted at climate-related business risks and opportunities for banks, but also at the potential 

role the sector can play in combating climate change by directing financing and investment 

into “appropriate” projects and companies (Dlugolecki & Lafeld, 2005; Freshfield Bruckhaus 

Deringer, 2005; Innovest, 2002c; Innovest & Andlug, 2002; Sustainable Finance & Insurance 

& Sustainable Finance Ltd., no year; van der Woerd et al., 2000). The most relevant 

stakeholders for companies are those who can influence its survival (Clarkson, 1995). Such 

stakeholder groups include investors, clients, employees, suppliers, and governments. This 
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paragraph concentrates on reviewing investors’ and clients’ expectations regarding banks’ 

climate activities. While employees prefer to work for environmentally conscious companies, 

they have other issues such as compensation or work conditions that concern them more than 

climate change. Suppliers are not as significant for banks as for producers. The expectations 

of governments are reflected in legislation (see Chapter 2.5.2.1). 

Investors are becoming more concerned about climate change and corporate responses 

to it (Cogan, 2004; Gardiner, Anderson, Grossmann, & White, 2008; Hoffman, 2007b; Wood, 

2005) as shareholder value can be at risk from climate change (Carbon Trust, 2006). This is 

reflected in making new investments in clean technologies, advancing the quantitative 

analysis of climate risk in their portfolios, and engaging with companies in their role as 

shareholders (Gardiner et al., 2008). The importance of corporate climate risk disclosure is 

highlighted in this context. However, companies are still reluctant to share information on 

climate risk, and the limited information they publish is often qualitative (e.g. governance 

measures) rather than quantitative (e.g. emission reduction compared to goals, costs imposed 

by carbon regulation) (Gardiner, Anderson, & Schlesinger, 2007). Investor networks therefore 

foster climate risk disclosure, for example by publishing frameworks defining necessary 

information for investors to assess investments (UNEP FI, INCR, & IIGCC, 2006). 

Shareholder engagement is reflected in the postseason reports of proxy-voting5 in the United 

States. In 2007, the report revealed that of the 656 proposals filed by shareholders 80 were 

related to the environment (Risk Metrics Group, 2007). The majority of the environmental 

filings were focused on climate change and urged companies to reduce their carbon footprint. 

The support for such resolutions increased to nearly 20% average voting score, up from 17% 

in the previous year. During the 2008 proxy season, a record 57 climate-related shareholder 

                                                 

5 “Proxy season” is the period during which many companies hold their annual general meeting. The 
“Postseason Report” of proxy voting in the United States summarizes the areas in which shareholder resolutions 
had been filed during one proxy season. 
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resolutions were filed with US companies, of which nearly half were withdrawn after the 

companies agreed to positive climate-related commitments (Cogan, 2008). Mainstream 

mutual fund support for climate-related shareholder resolutions involving companies in the 

US likewise reached a new maximum in 2008 (Berridge & Cook, 2009). However, many 

mutual funds were caught in a “schizophrenic posture”: while they sought to attract climate-

related business, they still voted against climate resolutions (Baue & Cook, 2008). During the 

2009 proxy season, there was greater investor support for some types of climate change 

proposals. For example, one climate change proposal that asked the utility firm Idacorp to set 

reduction goals for GHG emissions passed with 51.2% support (Risk Metrics Group, 2009).  

There are two influential networks that promote a better understanding of the risks and 

opportunities of climate change to investors: the Investor Network on Climate Risk (INCR), 

and the Institutional Investors Group on Climate Change (IIGCC). The INCR is an American 

network of 80 institutional investors representing USD 8 trillion assets (as of March 2010) 

(INCR, 2003). Members include asset managers, state and city treasurers, public pension 

funds, foundations, and other institutional investors. The INCR is dedicated to promoting a 

better understanding of the financial risks and opportunities posed by climate change. The 

IIGCC is a forum for collaboration between pension funds and other institutional investors in 

Europe founded by the Climate Group (IIGCC, 2001). The group currently has over 50 

members, including some of the largest pension funds and asset managers in Europe, and 

represents assets of around EURO 4 trillion (as of March 2010). The IIGCC’s objective is to 

catalyze greater investment in a low carbon economy by bringing investors together to use 

their collective influence with companies, policymakers, and investors.  

Despite investor engagement and initiatives on the issue, the extent to which climate 

change is included in mainstream investment decisions remains unclear (Headland 

Consultancy, 2007). For example, 19 UK mainstream asset managers representing over GBP 
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3 trillion of assets under management consider climate change to be outside a fund manager’s 

remit because its potential influence on the economy is slow and noticeable only in the long-

term (Headland Consultancy, 2007).  

Besides investors, also banks’ clients also show increasing awareness of climate 

change. In Germany, a survey of 1042 private and 551 corporate clients about the relevance of 

climate change revealed interesting results (von Flotow, 2010). Both private and corporate 

clients perceived the financial services sector as not being a central actor in the issue of 

climate change. However, 25% of the private clients interviewed expected the financial sector 

to help combat climate change. 43% of private clients that invested in mutual funds and 50% 

of corporate clients said that they include climate aspects into their investment decisions. 74% 

of private real estate owners thought that the energy consumption of their property was very 

important, and a majority of them were interested in obtaining information from their bank 

about energy saving (68%), loan programs for energy efficiency (63%), and renewable energy 

(62%). In contrast, only 13% of corporate clients were interested in being informed about 

climate change by their bank advisor, even if 25% indicated that they are potentially affected 

by it. In summation, private clients expect that banks act in a climate-friendly way and also 

help them to do so, for example by providing information on energy-saving measures. In 

contrast, corporate clients, even if affected by climate change, are not aware that banks might 

have the knowledge to support them in managing their climate risks and opportunities. 

Overall, opportunities exist for banks to differentiate themselves based on their stance on 

climate change (Carbon Trust, 2005). If climate change becomes a visible part of their 

reputation, the impact could be significant, accounting for perhaps 1-2% of market value.  

2.5.3 Climate risks and opportunities for banks’ business areas 

The prediction of the direct and indirect impact of climate change on the banking 

business is difficult; within the sector, there will be losers and winners both by geography and 
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business area (Llewellyn, 2007). Geographically, climate change will affect banks in different 

countries to the degree that climate change impacts some countries more than others; relative 

to the overall European equity market, the impact for European banks will be in line with 

other sectors (Llewellyn, 2007). However, more relevant than geographical exposure is the 

exposure of banks’ business areas to climate change. The following paragraphs therefore give 

an overview of climate change-related risks and opportunities in the business areas 

investigated in this thesis (commercial/wholesale banking, investment banking, and asset 

management). The information is mainly taken from practitioners’ reports as academic 

research in this area is limited. 

2.5.3.1 Commercial and wholesale banking 

In commercial/wholesale banking increased economic instability will make it more 

difficult for banks to manage their credit quality; this increases their business risk (Bray et al., 

2007; Oliver Wyman, 2007; Weber, Scholz, & Michalik, 2010). In general, lending volumes 

will contract to the extent that climate change leads to lower levels of economic activity 

(Llewellyn, 2007). 

More specifically, credit risk can result from regulation that creates unanticipated or 

underestimated mitigation costs for carbon intensive sectors, or from physical damages to 

corporate assets connected to extreme weather events (Butzengeiger, 2004; Dlugolecki & 

Lafeld, 2005; Ecosecurities, 2006; Goodwin Procter, 2007; Innovest, 2002b, 2002c). Real 

estate, agribusiness, and infrastructure have been assessed as being particularly vulnerable to 

climate change due to damage arising from extreme weather events (Innovest, 2002b; 

Innovest & Andlug, 2002). The exposure of commercial banks to the costs of potential 

physical damage their clients suffer is likely to grow in emerging markets, where the total 

insurance coverage is low (Innovest, 2002b).  
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Credit losses will be determined by the ability of banks to anticipate the impact of 

climate change on asset quality (Llewellyn, 2007). However, measuring the impact of climate 

change on bank loans is challenging because the indirect impacts of climate change on lenders 

will not be evident for many years, the regulations to limit GHG emissions have yet to be 

imposed in many countries, and loans have a short time-frame compared to the long-term 

impacts of climate change (Ecosecurities, 2006). Nevertheless, a small but growing number of 

banks have begun to calculate carbon risk in their lending portfolios, and Bank of America 

even announced a specific target to reduce GHG emissions associated with its lending 

portfolio in utility corporate finance (Cogan, 2008). The costs of the indirect CO2 emissions 

of the lending portfolio of Barclays is estimated to be over USD 10 billion (Christian Aid, 

2007).  

New business opportunities will emerge for traditional lending, for example in the 

form of the provision of investment capital for clean technology solutions, climate-friendly 

mortgages, or car loans (Cogan, 2008; Gardiner & Grossmann, 2008; Goodwin Procter, 2007; 

Innovest, 2002b, 2002c, 2006; Innovest & Andlug, 2002; Oliver Wyman, 2007). Even if the 

retail market for loans and mortgages that reward low carbon behavior is currently small, it 

could develop quite quickly (Hamilton, 2009; Oliver Wyman, 2007). In wholesale banking 

financial institutions can for example offer environmental savings accounts that provide less 

interest, and at the same time reduce interest rates for climate-friendly products, or climate-

focused credit card programs (Cogan, 2008). To facilitate the development of such products, 

Groupe Caisse d’Epargne published a methodology to analyze the impact of saving products 

on climate change (Utopies & Centre Info, 2008).  

In summary, the key driver for banks’ current activities in commercial and wholesale 

banking is risk management. The focus lies in understanding how climate change will impact 

the credit risk of a client (Sustainable Finance & Insurance & Sustainable Finance Ltd., no 
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year). Business opportunities are of significance in countries where regulatory stimuli for 

green technology exists. 

2.5.3.2 Investment banking 

Investment banking will also be challenged by business risks from future regulations 

on GHG emissions that create costs for carbon-intensive sectors such as utilities, automotive, 

and oil and gas industries (Dlugolecki & Lafeld, 2005; Oliver Wyman, 2007; Wellington & 

Sauer, 2005). Besides regulation, uncertainty in financial projections due to price volatility in 

carbon-markets and climate-related commodities can influence investment banking activities 

(Dlugolecki & Lafeld, 2005), and should therefore be taken into account in modeling cash 

flows. In this context, rising energy costs are perceived as a major risk as regulators seek to 

internalize the costs of carbon (PriceWaterhouseCoopers, 2009).  

Climate risks will have an effect on many investment banking activities. Corporate 

finance services and structured finance offerings can be affected by climate-related risks or 

opportunities of companies that are preparing for an IPO. Project financing of energy- and 

GHG-intensive activities can face risks from the potential financial implications of carbon 

emission constraints and costs of reducing emissions to comply with established regulatory 

targets (Innovest, 2002b, 2002c). Furthermore, foreign direct investments in large 

infrastructure projects may face weather-related risks (Innovest, 2002b). Banks domiciled in 

developed countries therefore adopt risk management policies including regulatory and 

physical risks (PriceWaterhouseCoopers, 2009). These policies mostly address due diligence; 

many of them apply to the power sector specifically (Cogan, 2008). In contrast, banks 

domiciled in emerging markets in most cases do not systematically account for climate risk in 

financing and investment decisions (Cogan, Good, & McAteer, 2009). 

Investment banking faces a lot of business opportunities and is a potential beneficiary 

of climate change given the role of primary and secondary capital markets during periods of 
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economic change (Llewellyn, 2007). Primary markets can benefit from any rapid 

technological change and associated investments to address the impact of climate change 

(Goodwin Procter, 2007; Llewellyn, 2007; Oliver Wyman, 2007). For example, an estimated 

USD 120 billion was invested in renewable energy worldwide in 2008, including new 

capacity and biofuel refineries (Ren21, 2009). This is double the equivalent 2006 investment 

figure of USD 63 billion. Almost all of this increase was due to greater investment in wind 

power (42%), solar photovoltaic (32%), and biofuels (13%). An additional USD 40-45 billion 

was invested in large hydropower. As a consequence, banks made multibillion dollar 

investments or financing commitments in this growing market both in developed and 

developing countries (Cogan, 2008; PriceWaterhouseCoopers, 2009).  

Secondary markets would profit from new emission trading opportunities (Busch, 

2003; Goodwin Procter, 2007; Llewellyn, 2007; Oliver Wyman, 2007; UNEP FI, 2004, 2005; 

Weistroffer, 15 November 2007). The overall carbon market continued to grow in 2008, 

reaching a total transaction volume of about USD 126 billion at the end of the year, double its 

2007 volume (World Bank, 2009). Approximately USD 92 billion of this overall volume was 

accounted for by transactions under the EU ETS. This provides a huge business opportunity 

for banks: 17 of the 40 largest banks globally were actively trading under the EU ETS, while 

7 of the 40 largest banks were involved in voluntary trading schemes such as the Chicago 

Climate Exchange (Cogan, 2008). Many of the world’s largest banks are also involved in the 

CDM and JI financing mechanisms of the Kyoto Protocol to generate tradable emission 

reduction credits, and some have developed derivatives to support this market (Cogan, 2008; 

PriceWaterhouseCoopers, 2009). Banks domiciled in emerging markets report surprisingly 

low involvement in Kyoto mechanisms (Cogan et al., 2009). Leading participants in the 

carbon market express a strong sense of confidence in the market, the belief that the carbon 

market is an effective policy instrument for reducing emissions, and the expectation that the 
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market will grow significantly (PriceWaterhouseCoopers, 2006). If monetary authorities 

loosen monetary policy to offset economic dislocation, trading revenues are likely to increase. 

However, if climate change leads to greater market volatility, trading revenues may be 

impacted.  

Besides emission trading, additional new business opportunities will emerge and 

increase in scope (Cogan, 2008; Dlugolecki & Lafeld, 2005). Examples include initial public 

offerings for companies in the renewable energy sector, developing weather derivatives 

(Dlugolecki & Lafeld, 2005), launching climate indices (Burck, Bals, Treber, & Avram, 2006; 

Inrate, 2007; Vontobel, 2007), and offering financial advice on climate change management. 

Many such products were launched in 2007 and later, and most came out of European banks 

and continue to do so (Cogan, 2008).  

To summarize, in investment banking both the management of climate risk and the 

exploitation of business opportunities already have certain significance. Nevertheless, banks 

do not yet factor climate risks systematically into their risk policies in investment banking 

(Onischka, 2009b; RARE, 2006). The exploitation of business opportunities strongly depends 

on regulatory frameworks (e.g. support of environmentally-friendly technologies, 

preconditions for emission trading). 

2.5.3.3 Asset management 

Asset management is confronted with business risks related to the unpredictable 

impact of climate change on global markets as well as the impairment of equity valuations 

due to climate-related effects or mitigation policies (Dlugolecki & Lafeld, 2005; Hare, 2007; 

Innovest, 2002b, 2002c; UBS Wealth Management, 2007). As a consequence, investment 

strategies will need to incorporate climate change by assessing climate risks and opportunities 

across asset classes (see Table 2) (Dlugolecki & Lafeld, 2005; Dlugolecki & Mansley, 2005; 

Gardiner & Grossmann, 2008; Hare, 2007). Such an assessment can include, for example, 
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forecasts of future carbon prices, emission footprints of companies, revenue opportunities 

arising from climate change, and hedging strategies using carbon markets. Barriers include a 

lack of understanding of the implications and uncertainty around climate policy and 

regulation (Dlugolecki & Lafeld, 2005). Furthermore, the availability of comparable and 

consistent data on companies’ emissions, as well as tools to assess risks and opportunities still 

remain limited (Dlugolecki & Lafeld, 2005; Dlugolecki & Mansley, 2005).  

Table 2: Examples of climate risks and opportunities of selected asset classes 
Asset class Climate risk / opportunity Resulting from … 

Regulatory risks Efforts by governments to regulate greenhouse gas emissions 
Litigation risks  Lawsuits against companies and sectors responsible for large 

amounts of greenhouse gas emissions (cf. tobacco and asbestos 
industries) 

Physical risks Physical impact of climate change including droughts, floods, 
storms, and rising sea levels  

Competitiveness risks Higher costs and lower profit margins due to reactive approach to 
climate change 

Equities 

Reputational risks Backlash from consumers in markets where the public is concerned 
about climate change 

Regulatory risks Likely future focus of policy due to low energy performance of 
buildings 

Physical risks High exposure to physical impacts of climate change (e.g. flooding, 
wind damage) 

Property 

Competitiveness risks Rising energy prices 
Government bonds Physical risks Exposure of low-lying countries and islands, many of which are in 

developing countries; limited capacity to respond; impact on public 
finances and currency movements 

Alternatives,  
private equity, 
carbon markets 

Competitiveness 
opportunities 

Major investments in renewable energy and related technologies; 
development of carbon trading markets 

Source: assembled from Mercer Investment Consulting, 2005 

 

Some banks and data providers therefore try to improve the data and publish 

investment relevant climate information. For example, ABN issued a report that summarizes 

climate-related investment risks and opportunities as well as the physical and regulatory 

impact of climate change on selected sectors (see Figure 12) (Brown, 2003). Deutsche Bank 

launched the “Carbon Counter” in 2009 that calculates the current atmospheric concentrations 

of GHG and monitors how quickly these concentrations are increasing (Deutsche Bank, 

2009). Furthermore, the bank has a specialized research team that publishes whitepapers 

about climate risks in specific sectors. Henderson Global Investors commissioned Trucost to 

calculate the carbon emissions of the top 100 listed companies in the UK, their amount of 
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CO2 emitted for each unit of economic output, financial measures, and their exposure to the 

internalization of carbon costs (Trucost, 2005). In summation, such publications are a first 

attempt towards better data on climate-related business risks and opportunities. However, the 

sector is still far from the data availability and reliability that would allow the factoring of 

climate change within comprehensive risk models. 

 
Source: Brown, 2003:9 

Figure 12: Environmental and regulatory risks and opportunities  

 

On a more general level, the process of asset allocation is a key issue in asset 

management. In all jurisdictions, asset managers retain some degree of discretion as to how 

they invest the funds they are entrusted with. The key source of limits on this discretion is 

fiduciary duties, which include the obligation to pursue an overall investment strategy that 

incorporates all risk and return objectives suitable to the trust. There is increasing agreement 

that environmental issues (such as climate change) should be part of such risk-return 

considerations (Berridge & Cook, 2009; Freshfield Bruckhaus Deringer, 2005; Innovest, 

2002a). For example, Henderson Global Investors have defined an investment policy for their 
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SRI funds taking climate-related risks and opportunities into account (Henderson Global 

Investors, 2002). 

Business opportunities in asset management can be exploited by investing in climate 

leaders that will outperform the market (Dlugolecki & Mansley, 2005; Innovest & Andlug, 

2002; Trucost, 2005; UBS Wealth Management, 2007; UNEP FI, 2006a). In addition, the 

demand for climate change-related investments, such as theme funds, will rise (Goodwin 

Procter, 2007; Innovest, 2002b, 2006). Indeed, the carbon emissions of investment funds vary 

dramatically (Trucost, 2007, 2009a, 2009b). Funds with lower carbon emissions are likely to 

be less vulnerable to carbon pricing. At the same time, fund managers can reduce fund 

exposure to carbon without sacrificing returns.  

In summary, even though the potential impact of climate change has been recognized 

by the fund management industry, it has not changed mainstream investment behavior yet 

(Spalding, 2010). The impact of climate change is typically outside a fund-manager’s 

concern, as it is considered to be too long-term, slow, and cumulative (Headland Consultancy, 

2007). Even if NPV calculations required fully integrating future market expectations, a time 

horizon up to 2012 (when the first commitment period of the Kyoto Protocol ends), let alone 

2050 (an end-point typical of time horizons used in mid-term climate change scenarios), is too 

long-term to relate meaningfully to current practices (Headland Consultancy, 2007). Re-rating 

of companies in terms of their sensitivity to climate change will probably only be adopted by 

banks once disclosure and regulation requirements become more manifest (Headland 

Consultancy, 2007).  

 

To conclude, banks face business risks and opportunities stemming from climate 

change. Currently, the focus is on risk management, even if comprehensive lending, 

financing, and investment policies are still missing in most banks. Business opportunities are 
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exploited to the extent that regulatory frameworks support the development of climate-

friendly technologies. In all business areas, the long-term nature of climate change is a major 

challenge. The importance of this issue is highlighted by the decision of the Carbon Trust to 

finance a large scale research project that aims to identify potential investment opportunities 

and risks related to climate change on a timescale up to 2030 and further out to 2050, looking 

at issues such as potential volatility and correlation among asset classes, regions, and sectors 

(Brooksbank, 10 March 2010).  



 

3 Corporate responses to climate change 

The management of financial institutions has been challenged over a number of issues 

recently. For external stakeholders such as investors, clients, or national governments, the 

interesting question is assessing the action that the financial institutions undertake in order to 

change strategies that have come under critique. Institutional theory provides explanations of 

mismanagement in the financial sector that can potentially be harmful for the industry, for 

example by walling off markets (Vit, 1996). At the same time, climate change is an area in 

which considerable institutional pressure on organizations to adapt existing strategies to the 

changing business environment can be expected. However, an assessment of companies’ 

activities to achieve strategic change is challenging as not all action that is externally 

communicated is indeed substantive, i.e. integrated into core business processes, but may only 

be symbolic to appease stakeholders. Such decoupling is a central element of institutional 

theory, yet relatively little research has been published on the phenomenon (Westphal & 

Zajac, 2001), and existing research has mostly investigated the dichotomy between the 

symbolic and substantive action of an organization (Fiss & Zajac, 2006). In spite of this, it 

may be expected that organizations can respond to institutional pressure using hybrids 

combining symbolism and substance (Fiss & Zajac, 2006). Little is known about whether and 

how organizations implement possible combinations of symbolism and substance. The 

characterization of corporate action in terms of symbolic, substantive, and hybrid action is 

therefore interesting both from a practical and theoretical point of view. This research gap is 

addressed by investigating the banking sector’s response to institutional pressures in the 

context of climate change. As corporate climate strategies in the literature were commonly 
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designed to investigate the production industry, a novel conceptual framework for analyzing 

banks’ climate strategies was developed.  

This Chapter investigates research question 1 (RQ1): How can organizations’ 

responses to climate change be characterized in terms of symbolic (legitimacy-driven) action 

and substantive (efficiency-driven) action? The analysis begins with the theoretical context 

(Chapter 3.1), including a general review of institutional theory (Chapter 3.1.1.1) and its 

criticisms (Chapter 3.1.1.2), its relevance for the financial sector (Chapter 3.1.1.3) and 

corporate environmental strategies in general (Chapter 3.1.1.4). A special focus is placed 

upon research on decoupling (Chapter 3.1.2). Following this, the existing research gap is 

identified (Chapter 3.2). Then, research on corporate climate strategies is reviewed (Chapter 

3.3.1) and the conceptual framework for analyzing banks’ climate strategies is developed 

(Chapter 3.3.2). After that, methods are introduced (Chapter 3.4) and empirical findings are 

presented (Chapter 3.5.) Finally, the implications for research and managers are discussed 

(Chapter 3.6).  

3.1 THEORETICAL CONTEXT  

3.1.1 Review of institutional theory 

3.1.1.1 Foundations of institutional theory 

Institutional theory is relevant for this thesis as the banking sector is a highly 

institutionalized industry that is protected by many laws and regulations that have evolved 

both through historic accident and successful lobbying (Vit, 1996). This Chapter summarizes 

the key content of institutional theory as background for the investigation of RQ1. 

Institutional theory focuses on the influence of the business environment on corporate 

action. Accordingly, corporate action is not an unlimited choice of possibilities determined by 

firms’ internal conditions, but rather a choice among a set of legitimate options determined by 
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the actors in the business environment (DiMaggio & Powell, 1983; Scott, 2001). The 

influence of actors is manifested in institutions: institutions are humanly devised formal (e.g. 

laws) and informal (e.g. customs, traditions) constraints that structure political, economic, and 

social interaction (North, 1991a; Zucker, 1983). Conformity to social expectations contributes 

to organizational success and survival (DiMaggio & Powell, 1983; Oliver, 1991). Legitimacy 

is a central concept in this process (DiMaggio & Powell, 1983; Ruef & Scott, 1998; Scott, 

2001; Suchman, 1995). Consequently, institutional theory focuses on actions taken to gain 

legitimacy in order to accomplish economic results (Meyer & Rowan, 1977).  

Institutional theorists are interested in how organizational structures and processes 

become institutionalized (Oliver, 1997; Zucker, 1983, 1987). Institutionalization is viewed as 

the process by which individuals come to accept a shared definition of social reality (Scott, 

1987). In turn, social reality is perceived as independent from a person’s own opinions or 

activities; it is taken for granted as defining the way things are, or are to be done (Scott, 

1987). In the process of institutionalization, organizational structures are shaped in reaction to 

the characteristics and commitment of participants as well as to influences and constraints 

from the external environment (Selznick, 1957). Institutions that have become 

institutionalized are not only “technical instruments, designed as means to definite goals” 

(Selznick 1957:21). Rather, they are “infused with value beyond the technical requirement of 

the task at hand” (Selznick 1957:17) and as a consequence are “products of interaction and 

adaptation” (Selznick 1957:21). As such, institutionalization is a process that happens over 

time (Selznick, 1957; Tolbert & Zucker, 1983; Tolbert & Zucker, 1996). While in his earlier 

work Selznick emphasized the unplanned and unintended nature of the institutional process, 

later on he highlighted that effective leaders are able to define and defend the organization’s 

institutional values (Scott, 1987).  
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Institutional forces are particularly salient on the level of the “organizational field” 

(Scott, 2001; Zucker, 1987). Organizational fields are “those organizations that, in the 

aggregate, constitute a recognized area of institutional life” (DiMaggio and Powell 1983:148). 

They encompass the totality of actors such as suppliers, consumers, regulators, and other 

organizations that produce similar products or services (DiMaggio & Powell, 1983). 

Organizations in an organizational field tend to become more similar over time (DiMaggio & 

Powell, 1983). In this process, early adopters of innovation are driven by a desire to improve 

performance. As an innovation spreads, a threshold is reached beyond which its adoption 

provides legitimacy rather than performance. Strategies that are suited for individual 

organizations may not be rational if adopted by large numbers of firms, yet the fact that they 

are normatively sanctioned increases the likelihood that they are adopted. This phenomenon 

of homogenization is called “isomorphism” (DiMaggio & Powell, 1983). 

Such institutional isomorphic change occurs through three mechanisms: coercive (or 

regulative), mimetic (or cognitive), and normative isomorphism (DiMaggio & Powell, 1983; 

Scott, 2001; Suchman, 1995). Coercive (or regulative) isomorphism stems from formal or 

informal political influence and the pursuit of legitimacy. Mimetic (or cognitive) isomorphism 

results from responses to uncertainty, and normative isomorphism is caused by conforming to 

norms and doing what is generally considered appropriate. Such norms develop as a common 

cognitive base from identical education and professional networks. Even if these three 

mechanisms are hard to distinguish empirically (DiMaggio & Powell, 1983), they can be 

observed in institutions (Scott, 2001). Each of them provides a different basis for legitimacy 

(Scott, 2001): With respect to the coercive mechanism, legitimate organizations are those 

operating in accordance with the law or quasi-legal requirements. The mimetic mechanism 

focuses on legitimacy stemming from adopting a common definition of and response to the 

situation. The normative mechanism stresses moral behavior to achieve legitimacy. As a 
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consequence, dependent on which of the three mechanisms is considered, the assessment of 

the legitimacy of an organization may vary.  

3.1.1.2 Criticism of institutional theory 

Criticism of institutional theory is interesting because it can help to reveal possible 

limitations of this thesis. This Chapter therefore highlights some of the issues such as 

terminology, organizational change, and the role of actors in shaping corporate action that 

were conversely discussed as institutional theory evolved. In the conclusion of this thesis 

some of these issues will be referred to when identifying its limitations. 

A first criticism was that there is much diversity in terms of definitions and causal 

arguments in institutional theory. Scott (1987) noted that there was agreement that 

institutional elements affect the structural characteristics of organizations, but that at the same 

time researchers disagreed as to how, why, and in what parts of the organization such effects 

occur. Over recent years, however, such inconsistencies increasingly disappeared as 

researchers found common ground provided by reviews of the theory (Scott, 2001; Tolbert & 

Zucker, 1996). 

Institutional theory is commonly regarded as a theory of similarity (“isomorphism”) 

and stability of organizations in a given organizational field. A second criticism is therefore 

that institutional theory does not offer much explanation of organizational change 

(Greenwood & Hinings, 1996). In spite of this, early research already dealt with related issues 

(North, 1991b; Tolbert & Zucker, 1983). North (1991b) aimed at a theory of institutional 

change and developed its key characteristics. Accordingly, modeling institutional change 

required identifying its agent, source, process, and path. The agent is the decision maker in 

organizations, the choices of which are determined by his or her subjective perceptions. The 

sources of change are the opportunities perceived by the agent stemming from changes in the 

external environment or from the acquisitions of learning and skills. The process of change is 
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incremental as costs and benefits of change are typically biased in favor of choices consistent 

with the existing framework due to economics of scope, complementarities, and network 

externalities in the institutional field. Finally, for the same reasons the direction of change is 

path dependent.  

Building on such findings, the manner in which organizations are created and 

transformed and the way in which institutional processes interact and lead to institutional 

change were investigated (Dacin, Goodstein, & Scott, 2002). Changes in prevailing norms go 

through a critical stage of theorization and legitimization by actors before becoming 

institutionalized (Greenwood, Suddabay, & Hinings, 2002). For example, powerful 

professional associations were able to foster a process of change in the field of accounting that 

led to the expansion of accounting services into management advisory services. This change 

was justified in normative terms as providing more value to customers.  

A third significant criticism of institutional theory is its inattention to the role of 

company-internal interest and agents in shaping action (Dacin et al., 2002). Indeed, the degree 

of choice and activeness of organizations in response to the institutional environment are not 

invariant (Oliver, 1991). Agents within companies are important for change; their 

interpretations shape the implementation of new organizational practices (Townley, 2002). 

For example, subsidiaries act as active agents when confronted with pressure from their 

parent company to adopt quality management systems (Kostova & Roth, 2002). The degree of 

adoption is dependent on their interpretation of the practice. These interpretations, in turn, are 

influenced by the institutional environment in the host country (such as knowledge about the 

topic of quality, the number of companies using quality standards) and the relational context 

within the company (such as the level of identification and trust with the parent company). In 

other words, actors are not passive but interpret institutions and take action to shape 

companies and their environment.  
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As a consequence of these controversial issues, critics have argued that institutional 

forces alone are insufficient to fully explain organizational behavior, but are well positioned 

to compliment efficiency perspectives such as the RBV (see Chapter 4) (Dacin, 1997). Or to 

put it differently: while both institutional context and resource selection are important to 

achieve sustained competitive advantage, the company’s ability to generate rents from 

resources and capabilities will depend primarily on its effectiveness in managing their 

institutional context (Oliver, 1997). In response to these findings, researchers have combined 

institutional theory and the RBV to explain sustained competitive advantage (Brush & Artz, 

1999; Julian, Ofori-Dankwa, & Justis, 2008; Oliver, 1997; Zajac, Kraatz, & Bresser, 2000).  

3.1.1.3 Institutional theory and the financial industry 

Institutional theory can be useful to provide important insights into specific 

mechanisms in the financial services sector. As a consequence, researchers have investigated 

central propositions of institutional theory such as isomorphism, legitimacy, and institutional 

change in the context of this highly institutionalized industry.  

First, isomorphism can potentially be hazardous for the banking industry (Barreto & 

Baden-Fuller, 2006). This is illustrated by the “institutional fortress” model (Vit, 1996). 

Accordingly, norms designed to protect older and larger institutions can be perceived as 

“walls” of the fortress. They are erected around key inputs (such as technology and labor) and 

outputs (such as exclusive market, geographic, or product franchises) and maintained by 

legitimacy building activities. Initially, organizations within the walls are protected (provided 

the walls are stable) and – if managed well – become “money machines”. They imitate each 

other because they perceive each other to be successful. Over time, they become less 

concerned with economic and competitive forces outside the fortress, activities become 

routine, and they turn away from the efficient allocation of resources.  



Corporate responses to climate change 

 

63

Second, legitimacy is central to an industry such as the financial sector that provides 

services that affect most private areas of an individual’s existence. There is a positive 

relationship between strategic isomorphism and multiple measures of legitimacy referring 

both to acceptance of organizations by state agencies that formally regulate it, and the 

acceptance of organizations by the general public (Deephouse, 1996). This is even true when 

including age, size, and performance of the organization as control variables within the 

analysis. Accordingly, organizations that conform to the strategies used by other organizations 

are recognized by regulators and the general public as being more legitimate than those that 

deviate from normal behavior. Consequently, banks within the same institutional field imitate 

each other. For example, similar strategic renewal behavior can be observed in the European 

financial services sector where incumbent financial firms mimic the renewal action of new 

market entrants (Flier, Van Den Bosch, & Volberda, 2003). 

Third, the relevance of institutional change for the financial industry is obvious when 

looking for example at the world-wide financial crisis, or the discussion surrounding banking 

secrecy in Switzerland. Institutional change can lead to the creation of new organizational 

forms and shifts in organizational routines. Such periods that are characterized by heightened 

uncertainty under which new practices can emerge provide opportunities for actors to gain in 

status. Research has highlighted the shift in institutions driven by deregulation in the field of 

financial services in the United States that changed the regulatory logic in this industry and 

led to an increasing importance of market forces (Lounsbury, 2002, 2007). First, this provided 

new opportunities for finance professionals to increase their status and to promote their 

interests. Second, the coexistence of the regulatory and the market logic led to geographic 

heterogeneity in mutual fund management. While “trusteeship” with the aim of wealth 

preservation prevailed in Boston, more aggressive investment techniques fueled by modern 
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portfolio management theory and aiming at higher short-term returns were more common in 

New York.  

Besides dealing with central propositions of institutional theory (such as isomorphism, 

legitimacy, and institutional change) specific challenges of the financial sector were also 

analyzed with the help of institutional theory. First, IT is an important element of banks’ 

operations. Institutional theory was used to explain the failure of the implementation of a 

common large-scale information system project in the Irish credit union movement (Mangan 

& Kelly, 2009). Credit unions are non-profit organizations and the failure of the project meant 

a loss in members’ savings. The enthusiasm for the common platform led the movement to 

ignore more deep-seated institutional issues. What initially seemed to be a technical problem 

turned out to be much more fundamental: the consultative, democratic governance structures 

of the cooperative Irish credit union movement proved inadequate for dealing with a large-

scale project that aimed to extensively harmonize structures by implementing a common 

information system.  

Second, popularity of the internet has produced a shift in the method of conducting 

business and has created many challenges for companies to conduct transactions (Shi, 

Shambare, & Wang, 2008). Banking is a very responsive industry to the use of internet 

technologies as internet banking provides both banks and clients with benefits. At the same 

time, the internet is a rather recent innovation, and there is still resistance amongst clients to 

use the new technology due to concerns regarding data privacy. Institutional theory posits that 

the attitudes of individuals and groups are shaped by formal and informal institutions. Actors 

face coercive, mimetic, and normative pressure to conform to these institutions. In the context 

of internet banking, coercive pressures (measured by degree to which internet banking was 

required for financial transactions) and normative pressures (measured by degree of other 

people in a social network using internet banking) significantly influence the attitude and 
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intention of adopting internet banking while mimetic pressures (measured by perceived high 

status of individuals who use internet banking) appear not to. Furthermore, the attitude of the 

user toward the internet plays a mediating role between institutional pressures and internet 

banking adoption. 

The variety of research exploring elements of institutional theory in the context of the 

financial services sector and studying specific challenges of financial institutions in the 

context of institutional theory reveals the usefulness of this theory for investigating issues 

surrounding banks. 

3.1.1.4 Institutional theory and corporate environmental strategies 

Institutional theory is a useful approach for investigating corporate environmental 

strategies. This is because it aids understanding of how consensus around environmental 

issues is built, and of how environmental practices are developed and diffused through 

organizations (Jennings & Zandbergen, 1995). Insights about corporate environmental 

strategies in general can be used for investigating corporate climate strategies. In the 

following paragraphs, research on corporate environmental strategies in the context of 

institutional theory is reviewed. Such research contains three main areas. First, it emphasizes 

the importance of institutional fields for the design and diffusion of corporate environmental 

strategies. Second, more specifically, it highlights that the type of institutional pressure 

(coercive, mimetic, or normative) influences corporate environmental strategies. Third, 

legitimacy is identified as one of the most important motives for implementing corporate 

environmental strategies, with considerable effects on corporate financial performance. 

First, characteristics of institutional fields influence corporate environmental 

strategies. Organizations in an institutional field that frequently interact and have strong 

formal and informal network ties transfer the understanding of the organizational (natural) 

environment to each other (Bansal & Roth, 2000). This results in organizations mimicking 
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each others’ environmental actions. Negative images of an industry’s ecological impact 

further increase interaction between companies, and thus mimicking. However, heterogeneous 

corporate environmental strategies in the same institutional field can also be observed (Levy 

& Rothenberg, 2002). Such heterogeneity can be explained by the understanding that 

institutional fields in the context of environmental problems form around issues rather than 

markets and technologies (Hoffman, 1999). As environmental issues are difficult to 

understand, the related institutional fields are complex and fragmented, sustaining multiple 

discourses and practices in tension and competition (Levy & Rothenberg, 2002; Lounsbury, 

2007). Corporate (environmental) strategies are based on company-specific perceptions that 

arise from its interactions with a particular fragment of the institutional environment. As a 

consequence, complex and fragmented institutional fields result in heterogeneity of corporate 

environmental strategies instead of isomorphism.  

Second, different institutional pressures (coercive, mimetic, or normative) shape the 

perception, acceptance, and diffusion of environmental practices within companies (Jennings 

& Zandbergen, 1995). Coercive pressure imposed by institutions, such as incentives or fines, 

directly influence corporate environmental strategies. For example, the development of the 

wind industry in California was supported by powerful tax incentives and a strong industry 

association to vest the interests of wind-energy developers within the policy-making 

framework (Russo, 2003). Failure to comply with coercive pressures can result in loss of 

earnings, damaged reputation, or loss of license to operate (Oliver, 1991). For example, firms 

that have incurred fines due to environmentally damaging behavior are scrutinized more 

closely by the government and other stakeholders (Bansal, 2005).  

By mimicking the structures and activities of similar organizations, companies attempt 

to reduce the level of uncertainty attached to environmental issues due to changing 

expectations, complexity of the problems, and the difficulty of their resolution (Bansal, 2005). 
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Companies imitate visible activities of other organizations such as certified environmental 

management systems, especially when these activities have been publicly reported on. 

Furthermore, there is a common sentiment that efforts towards environmental management 

need to be undertaken collectively.  

The specific question about the role of normative pressure through industry-self 

regulation was investigated in the context of the chemical industry’s Responsible Care 

Program (King & Lenox, 2000). Companies with weaker environmental performance relative 

to their peers were more likely to participate in the program. Larger and more visible firms 

with well-known brands also joined more often. There is no evidence that membership in the 

program positively influenced environmental performance; on the contrary, non-members 

improved their environmental performance more quickly than members. These findings are 

supported by other research that highlights the difficulty of creating effective self-regulation 

without explicit sanctions (Aravind & Christmann, 2009; Delmas & Montes-Sancho, 2009). 

Normative pressure can also be exerted by the media (Bansal, 2005). It plays an important 

role in mobilizing social movements and assigning importance to certain issues, thereby 

shaping institutional norms. At the same time, the media influences corporate responses to 

environmental issues by raising a company’s visibility, inviting further public attention and 

scrutiny.  

In summation, coercive pressure is the main reason for adopting environmental practices 

(Jennings & Zandbergen, 1995). In the absence of coercive pressure, mimicry is more likely 

to influence an organization’s environmental practices than normative pressure. At the same 

time, coercive pressure increases the heterogeneity in corporate environmental strategies 

while mimetic and normative pressure drive isomorphism (Milstein, Hart, & York, 2002). 

However, it is not only the type of pressure but also their prioritization that plays an important 

role in the design of corporate environmental practices. Managers from different departments 



68 Corporate responses to climate change 

(such as legal affairs and marketing) and with divergent backgrounds tend to prioritize 

institutional pressures differently, and thus to adopt contrasting environmental practices 

(Delmas & Toffel, 2004, 2005). In addition, institutional pressures may also cause changes in 

corporate attitudes toward environmental issues over time (Hoffman, 1999). Over a period of 

more than thirty years, coercive followed by normative and mimetic forces caused 

organizational actors first to reject and later to embrace the natural environment as a strategic 

issue. 

A third important area of research on corporate environmental strategies in the context 

of institutional theory concerns legitimacy. Legitimacy was identified as a key motivation for 

the adoption of corporate environmental strategies (Bansal & Roth, 2000). Firms earn 

environmental legitimacy when their environmental performance conforms to stakeholder 

expectations. Commonly, activities to increase legitimacy are reactive and directed towards 

complying with institutional norms and regulations. Further activities include establishing 

environmental committees, developing relationships with communities, and aligning the 

company with environmental advocates. Such activities are aimed at minimizing the costs and 

risks of non-compliance, as well as avoiding sanctions from key stakeholders. Consistent with 

institutional theory, companies that motivate environmental action with legitimacy imitate 

their competitors to comply with institutional pressures; at the same time the pressures are 

perceived as “iron cage” (DiMaggio & Powell, 1983) resulting in passive compliance. 

Nevertheless, corporate environmental strategies based on the motive of legitimacy can have 

considerable effects on corporate financial performance (Bansal & Clelland, 2004). 

Environmentally legitimate firms incur less unsystematic stock market risk than illegitimate 

firms because legitimate firms imitate best practices of other firms, thereby reducing the 

likelihood of environmental accidents. In addition, such firms have better access to resources 

and are often less subject to scrutiny. 
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To conclude, institutional theory is relevant for research on corporate environmental 

strategies because environmental issues become institutionalized through regulations and 

international agreements, actors with differing opinions on environmental issues debate to 

establish norms and common beliefs, and the value systems of individuals are the basis on 

which to judge a company’s commitment to the environment, affecting perceptions of 

legitimacy (Bansal, 2005). From an institutional theory point of view, firms are likely to 

behave in an environmentally-friendly way when there are strong state regulations, collective 

industrial self-regulation, stakeholders that monitor them, and a normative institutional 

environment that encourages environmentally-friendly behavior (Campbell, 2007). However, 

in recent years institutional definitions of corporate environmental activities have moved out 

of the area of ethical management or regulatory compliance, and have entered strategic 

business management (Hoffman, 2001a, b). 

3.1.2 Decoupling 

Institutional theory suggests that organizations must conform to institutional pressures 

from the environment to survive (DiMaggio & Powell, 1983; Scott, 2001). Such conformance 

leads to increased legitimacy, access to resources, stability, and organizational success 

(DiMaggio & Powell, 1983; Meyer & Rowan, 1977). However, conformance to external 

pressures often conflicts with efficiency criteria. Conversely, efficiently coordinating and 

controlling the implementation of activities may undermine an organization’s ceremonial 

conformity (Meyer & Rowan, 1977). Such conflicts between legitimacy and efficiency gains 

can be resolved by decoupling. Decoupling describes a process in which organizations 

symbolically adopt formal practices to obtain credibility with stakeholders, but do not 

necessarily implement them substantially (Elsbach & Sutton, 1992; Fiss & Zajac, 2004, 2006; 

Meyer & Rowan, 1977; Westphal & Zajac, 1998, 2001). Symbolic action typically includes 

the adoption of standards or policies for legitimacy reasons without properly implementing 
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their requirements (Westphal & Zajac, 1994, 2001). It leaves the original activities and 

relations within an organization untouched (Fiss & Zajac, 2006). In contrast, substantive 

action concerns a company’s core business processes, has large impacts on daily business 

practices (Aravind & Christmann, 2008), and leads to structural change (Fiss & Zajac, 2006). 

It is integrated in strategic decision making processes such as financial and personnel 

decisions, planning processes, and disclosure about company action (Stevens, Steensma, 

Harrison, & Cochran, 2005; Westphal & Zajac, 2001). Substantive action is accompanied by 

commitment of time and resources (Aravind & Christmann, 2008).  

Decoupling has been investigated in different contexts. In the context of corporate 

governance, top managers can meet external expectations to adhere to shareholder interests by 

formally adopting but not implementing governance principles (Wade, Porac, & Pollock, 

1997; Westphal & Zajac, 1994, 1998). Indeed, implementation of governance practices is far 

from complete, with a significant number of firms decoupling as seen in the 100 largest 

publicly traded German firms (Fiss & Zajac, 2004). Characteristics of shareholders are 

forecasters of the extent of practice implementation: shareholdings by banks (that have the 

knowledge and the incentive to ensure implementation) predict substantive implementation 

while shareholdings by non-corporate owners limit the extent of implementation. 

Furthermore, managers’ attributes (i.e. education, age) predict both adoption of shareholder 

value related governance principles and their implementation. Nevertheless, if stakeholders 

perceive such symbolic governance action to be substantive, it can have a real and measurable 

impact on market valuation (Westphal & Zajac, 1998). 

Decoupling was also analyzed in the area of environmental management practices 

(Aravind & Christmann, 2008, 2009; Berrone, Gelabert, & Fosfuri, 2009; Boiral, 2007; Boiral 

& Henri, 2009; Christmann & Taylor, 2006; Delmas & Montes-Sancho, 2009; Jiang & 

Bansal, 2003). Certifiable environmental standards such as ISO 14001 (ISO, 2004) are 
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adopted by firms because stakeholders expect globally active firms to comply with the same 

high environmental standards even in low-regulation countries. However, certain standard 

characteristics foster symbolic implementation and certified firms do not necessarily display 

higher environmental performance than non-certified firms (Aravind & Christmann, 2009; 

Boiral & Henri, 2009). At the same time, there are differences in standard implementation 

between early adopters and late adopters as predicted by institutional theory (DiMaggio & 

Powell, 1983). Early adopters of ISO 14001 are more likely to pursue substantive 

implementation because they are motivated by possible efficiency gains (Aravind & 

Christmann, 2008) and because they are subject to more political pressure and more visibility 

(Delmas & Montes-Sancho, 2009). In contrast, late adopters look for legitimacy gains as the 

practice becomes institutionalized and are therefore more likely to decouple certification from 

actual implementation.  

Companies can benefit from decoupling in different ways. It can relieve pressure from 

firms and maintain legitimacy with important stakeholders as symbolic action reduces the 

uncertainty of external groups about managerial motives (Meyer & Rowan, 1977; Westphal & 

Zajac, 1998, 2001). It is therefore most effective under conditions of ambiguity and 

uncertainty (Westphal & Zajac, 1998). Furthermore, decoupling allows an organization to 

flexibly react to institutional pressures without distorting efficient structures and business 

practices (Meyer & Rowan, 1977; Westphal & Zajac, 2001). As such, it can release the 

tension created by the external pressure to change and the desire to avoid disruption in the 

organization (Westphal & Zajac, 2001). However, decoupling occurs not only because it may 

be effective for the organization but also when it serves the political interest of powerful 

actors within organizations (Westphal & Zajac, 2001). For example, decoupling enables 

corporate managers to preserve discretion over the allocation of resources (Oliver, 1991). To 

summarize, from an institutional theory point of view decoupling can be seen as a viable 
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response to institutional pressure under certain circumstances as it can sustain positive market 

reactions (Westphal & Zajac, 1998, 2001).  

However, decoupling is inconsistent with the efficiency logic (Meyer & Rowan, 1977) 

which is reflected in theories such as the RBV of the firm (Barney, 1991; Wernerfelt, 1984)6. 

The RBV suggests that valuable, rare, imperfectly imitable, and non-substitutable resources 

create sustained competitive advantage (Barney, 1991). Differences in resource configurations 

either hinder or support an organization’s ability to adapt to changing conditions in their 

business environment (Kraatz & Zajac, 2001). Furthermore, in a changing environment 

companies are required to continuously develop their resources if they want to preserve 

competitive advantage and growth (Barney, 1991; Pettus, 2001; Wernerfelt, 1984; Zajac et al., 

2000). However, as change is costly, companies need to be able to evaluate their business 

environment quickly and make the necessary adjustments before their competitors (Teece et 

al., 1997). The development and allocation of company resources therefore plays a key role in 

strategy formulation (Kraatz & Zajac, 2001; Montgomery, 1995). Substantive action implies 

the development of complex (and therefore imperfectly imitable) resources (Barney & Zajac, 

1994; Dierickx & Cool, 1989). To economically allocate strategically relevant resources, 

companies following the efficiency logic therefore attempt to align adopted principles and 

implement activities through substantive action.  

3.2 RESEARCH GAP AND EXPECTED RESULTS 

Even though decoupling of symbolic and substantive action is a central element of 

institutional theory, relatively little research has been published on the phenomenon 

(Westphal & Zajac, 2001). In addition, the literature has focused on decoupling as a 

phenomenon to deal with institutional pressure, separating symbolic from substantive 

                                                 

6 For a detailed review of the RBV refer to Chapter 4.1. 
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implementation. However, decoupling is not simply a binary choice between symbolic and 

substantive action (Fiss & Zajac, 2006). Substantive action may generate symbolic activities, 

and symbolic action can strengthen and shape substantive action (Wade et al., 1997). 

However, the understanding of the relationship between symbolic and substantive activities 

remains incomplete, especially in the context of strategic change (Fiss & Zajac, 2006). Little 

is known about how companies bridge the gap between conducting both symbolic and 

substantive implementation (as suggested by institutional theory) and refraining from 

symbolic activities for the sake of substantive ones (as prescribed by an efficiency rationale). 

It can be expected that strategic change takes hybrid forms combining symbolic and 

substantive action. Hybrid response categories blending efficiency-based and legitimacy-

based reasoning are relevant because they can lead to efficiency gains in strategically relevant 

areas while reinforcing credibility with stakeholders through symbolic action in less important 

fields. Despite their anticipated relevance, such hybrid forms of strategic change have not yet 

been analyzed in detail.  

This thesis therefore investigates response categories of companies in the context of 

strategic change, and characterizes them in terms of their elements of symbolic and 

substantive action. It thereby illuminates combinations of symbolic and substantive 

implementation, exhibiting different shades of company responses. As such, this thesis 

contributes to a better understanding of the relationship between symbolic and substantive 

management practices in the process of strategic change. Response categories of companies 

are analyzed using the institutionalized climate strategies of banks as the empirical context. 

The organizational field relevant for this thesis consists of internationally active banks, their 

institutional and private clients, national and international regulatory bodies, and suppliers for 

infrastructure (e.g. IT). Within this organizational field, the thesis focuses on banks as 

described in Chapter 2.5.1. Increasing scientific evidence, regulatory pressure, and growing 
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societal concern about the potential impacts of climate change has led banks to develop 

climate strategies and will induce further strategic change in the near future. Symbolic action 

can be expected to play an important role in corporate climate strategies due to considerable 

institutional pressures from powerful stakeholders. It can enhance the legitimacy of 

companies in the eyes of external stakeholders while reducing uncertainties that can occur for 

the company due to the implementation of new substantive practices. Symbolic compliance to 

changing organizational settings will leave a company largely unchanged (Aravind & 

Christmann, 2008; Fiss & Zajac, 2006; Meyer & Rowan, 1977). However, as climate change 

will dramatically transform the business environment, posing threats to and providing 

opportunities for companies in all sectors, relevant strategic change will be necessary for 

many organizations to survive. Ultimately, effective strategic change that modifies an 

organization’s alignment with its external environment (Fiss & Zajac, 2006) will only be 

achieved by substantive action.  

Three response categories of banks related to climate change can be anticipated. First, 

banks seeking efficiency gains and the potential to create competitive advantage will 

substantially implement climate change-related measures. Second, banks following an 

institutional logic will symbolically realize climate change-related activities so as to ensure 

legitimacy with external stakeholders without disturbing business practices that are efficient 

under the current economic paradigm. Expanding the decoupling literature, a third group of 

banks demonstrating a hybrid form of responses is expected: they combine substantive and 

symbolic action instead of understanding them as two contradictory strategies.  

3.3 BANKS’ CLIMATE STRATEGIES 

To be able to investigate banks’ responses to climate change, a corresponding 

analytical framework had to be developed. In the following Chapters, first the general 
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literature on corporate climate strategies is reviewed (Chapter 3.3.1). Then, the framework for 

banks’ climate strategies is developed (Chapter 3.3.2). 

3.3.1 Corporate climate strategies 

Corporate climate strategies relate to a pattern of activities that address and cope with 

climate change over time. This definition was derived from general definitions of corporate 

strategies (Mintzberg, 1989) and corporate environmental strategies (Sharma, 2000). The 

following paragraphs first describe mitigation and adaptation as two general approaches that 

are important elements of a corporate climate strategy. Then, corporate climate strategies are 

related to observable patterns of political or market approaches that reflect different corporate 

aims. Finally, existing frameworks for assessing corporate climate strategies are reviewed. 

3.3.1.1 Mitigation and adaptation measures to address direct climate impacts 

Companies can address direct climate impacts with mitigation and adaptation 

measures (IPCC, 2007a). Mitigation avoids and/or cuts emissions, and therefore reduces 

and/or delays many impacts of climate change (see Table 3). There is substantial economic 

potential for mitigation measures over the coming decades (IPCC, 2007a; Stern, 2007). For 

example, prospective annual abatement costs and the abatement potential of different 

mitigation approaches were estimated (see Figure 13) (Enkvist, Nauclér, & Rosander, 2007). 

A wide array of assumptions about the future costs and feasible deployment rates of available 

mitigation measures underlies the estimates. Nevertheless, the estimation shows interesting 

results. Costs of mitigation measures can be negative if the cost savings of the measures 

implemented are considerable. At the left end of the curve are mostly measures that improve 

energy efficiency; these measures can have economic benefits. For example, in the chemical 

sector improved insulation materials and enzymes used in sugarcane fuels can be realized 

with subsequent business benefits (Enkvist, Nauclér, & Oppenheim, 2008). Towards the right 
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end of the curve, new GHG-efficient technologies can be found that need investments in order 

to be implemented. Banks can use the estimates to identify future business opportunities in 

financing and investment. 

Source: Enkvist, Nauclér, & Rosander, 2007:38 

Figure 13: Global abatement cost curve for mitigation measures  
 

Besides mitigation, adaptation is the second most important area of activities in the 

context of climate change. It reduces vulnerability both in the short- and long-term (IPCC, 

2007a). A wide array of adaptation options are available (see Table 4). Adaptation activities 

have multiple drivers and are often embedded in a broader development context. 

Comprehensive estimates of costs and benefits of adaptation at the global level are limited in 

number. However, there is high confidence that viable adaptation options can be implemented 

in some sectors at low costs or with high benefit-cost ratios. Higher benefit-cost ratios can be 

achieved by implementing adaptation measures at an early stage. 
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Table 3: Sectoral mitigation technologies, related constraints and opportunities 
Sector Key mitigation technologies and practices currently commercially available 

Key mitigation technologies and practices projected to be commercialized before 
2030 shown in italics. 

Key constraints or opportunities 
(Normal font = constraints; italics = opportunities) 

Energy Supply Improved supply and distribution efficiency; fuel switching from coal to gas; nuclear 
power; renewable heat and power (hydropower, solar, wind, geothermal and 
bioenergy); combined heat and power; early applications of CO2 capture and storage 
(CCS)  
CCS for gas, biomass and coal-fired electricity generating facilities; advanced 
nuclear power; advanced renewable energy, including tidal and wave energy, 
concentrating solar, and solar photovoltaic 

Resistance by vested interests may make them difficult to implement 
May be appropriate to create markets for low emissions technologies 

Transport More fuel-efficient vehicles; hybrid vehicles; cleaner diesel vehicles; biofuels; modal 
shifts from road transport to rail and public transport systems; non-motorized 
transport (cycling, walking); land-use and transport planning;  
Second generation biofuels; higher efficiency aircraft; advanced electric and hybrid 
vehicles with more powerful and reliable batteries 

Partial coverage of vehicle fleet may limit effectiveness 
Effectiveness may drop with higher incomes 
Particularly appropriate for countries that are building up their transportation 
systems 

Buildings Efficient lighting and daylighting; more efficient electrical appliances and heating 
and cooling devices; improved cook stoves, improved insulation; passive and active 
solar design for heating and cooling; alternative refrigeration fluids, recovery and 
recycling of fluorinated gases 
Integrated design of commercial buildings including technologies, such as intelligent 
meters that provide feedback and control; solar photovoltaic integrated in buildings 

Periodic revision of standards needed 
Attractive for new buildings. Enforcement can be difficult 
Need for regulations so that utilities may profit 
Government purchasing can expand demand for energy-efficient products 

Industry More efficient end-use electrical equipment; heat and power recovery; material 
recycling and substitution; control of non-CO2 gas emissions; and a wide array of 
process-specific technologies 
Advanced energy efficiency; CCS for cement, ammonia, and iron manufacture; inert 
electrodes for aluminum manufacture 

Stability of national policy important in view of international competitiveness 
Predictable allocation mechanisms and stable price signals important for investments 
May be appropriate to stimulate technology uptake. 
 

Agriculture Improved crop and grazing land management to increase soil carbon storage; 
restoration of cultivated peaty soils and degraded lands; improved rice cultivation 
techniques and livestock and manure management to reduce CH4 emissions; 
improved nitrogen fertilizer application techniques to reduce N2O emissions; 
dedicated energy crops to replace fossil fuel use; improved energy efficiency 
Improvements of crop yields 

May encourage synergy with sustainable development and with reducing 
vulnerability to climate change, thereby overcoming barriers to implementation 

Forestry Afforestation; reforestation; forest management; reduced deforestation; harvested 
wood product management; use of forestry products for bio-energy to replace fossil 
fuel use 
Tree species improvement to increase biomass productivity and carbon 
sequestration; improved remote sensing technologies for analysis of vegetation/soil 
carbon sequestration potential and mapping land-use change 

Constraints include lack of investment capital and land tenure issues.  
Can help poverty alleviation 

Waste Landfill CH4 recovery; waste incineration with energy recovery; composting of 
organic waste; controlled wastewater treatment; recycling and waste minimization 
Bio-covers and bio-filters to optimize CH4 oxidation 

Local availability of low-cost fuel 
Most effectively applied at national level with enforcement strategies 
May stimulate technology diffusion 

Source: adapted from IPCC 2007a:60 
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Table 4: Sectoral adaptation measures, related constraints and opportunities  

Sector Adaptation measures Key constraints or opportunities 
(Normal font = constraints; italics = opportunities) 

Water Expanded rainwater harvesting; water storage and conservation techniques; water 
reuse; desalination; water-use and irrigation efficiency 

Financial, human resources and physical barriers  
Integrated water resources management; synergies with other sectors 

Agriculture Adjustment of planting dates and crop variety; crop relocation; improved land 
management, e.g. erosion control and soil protection through tree planting 

Technological and financial constraints; access to new varieties; markets;  
Longer growing season in higher latitudes; revenues from ‘new’ products 

Infrastructure/ 
settlement  

Relocation; seawalls and storm surge barriers; dune reinforcement; land acquisition 
and creation of marshlands/wetlands as buffer against sea level rise and flooding; 
protection of existing natural barriers 

Financial and technological barriers; availability of relocation space 
Integrated policies and management; synergies with sustainable development goals 

Human health Heat-health action plans; emergency medical services; improved climate-sensitive 
disease surveillance and control; safe water and improved sanitation 

Limits to human tolerance (vulnerable groups); knowledge limitations; financial 
capacity 
Upgraded health services; improved quality of life 

Tourism Diversification of tourism attractions and revenues; shifting ski slopes to higher 
altitudes and glaciers; artificial snow-making 

Marketing of new attractions; financial and logistical challenges; potential adverse 
impact on other sectors (e.g. artificial snow-making may increase energy use) 
Revenues from ‘new’ attractions; involvement of wider group of stakeholders 

Transport Realignment/relocation; design standards and planning for roads, rail and other 
infrastructure to cope with warming and drainage 

Financial and technological barriers; availability of less vulnerable routes 
Improved technologies and integration with key sectors (e.g. energy) 

Energy Strengthening of overhead transmission and distribution infrastructure; underground 
cabling for utilities; energy efficiency; use of renewable sources; reduced 
dependence on single sources of energy 

Access to viable alternatives; financial and technological barriers; acceptance of new 
technologies 
Stimulation of new technologies; use of local resources 

Source: adapted from IPCC, 2007a:57 
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3.3.1.2 Political and market strategies to address climate impacts 

The observed pattern of companies’ climate activities (including but not restricted to 

mitigation and adaptation measures) constitute their climate strategies. Such patterns can be 

related to either political or market approaches (Kolk, 2008). Companies have developed 

political corporate climate strategies in response to regulatory constraints and increasing 

pressure from NGOs after the adoption of the Kyoto Protocol (Griffiths, Haigh, & Rassias, 

2007; Jones & Levy, 2007; Kolk & Levy, 2004; Kolk & Pinkse, 2007a, 2008; Levy, 1997; 

Levy & Kolk, 2002; Schultz & Williamson, 2005). Mostly through collective action, 

companies try to influence the regulatory process towards market-based instruments and to 

induce self-regulation (Kolk & Pinkse, 2007a). Variation in political corporate climate 

strategies often reflects regional differences in the regulatory approach (Jeswani, Walter, & 

Mulugetta, 2008; Kolk & Pinkse, 2005; Levy & Rothenberg, 2002; van der Woerd et al., 

2000). The variety of emission trading schemes that differ in scope and enforcement create 

divergent levels of institutional constraints across locations (Pinkse & Kolk, 2007). For 

example, the EU emission trading scheme has influenced the level of activity of European 

companies while US-based companies generally lag behind (Kolk & Pinkse, 2005; Pinkse & 

Kolk, 2007). This is also true of financial institutions (Innovest, 2002a). As government 

support for the Kyoto Protocol has started to become more widespread, business is slowly 

shifting from political strategies to greater market orientation (Dunn, 2002; Kolk & Pinkse, 

2004). In this process, many companies focus on risk management, and particularly on the 

influence of changing weather patterns, as the economic costs of climate change induced by 

such events are easier to identify than benefits from business opportunities (Dunn, 2002; Kolk 

& Pinkse, 2004; Wellington & Sauer, 2005). Business opportunities can stem from, for 

example, lower costs due to higher energy efficiency, changes in demand for low-energy 

products, and innovation in products and processes (Jones & Levy, 2007; Kolk & Pinkse, 
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2004). However, investments in research and development for new products bear high risks as 

they frequently require new capabilities, undermine the position of existing companies, and 

open the market for new entrants (Wellington & Sauer, 2005). 

3.3.1.3 Frameworks for corporate climate strategies 

The actual response of companies to climate change depends on their sector, their exposure to 

climate risk, business leaders’ perceptions of climate change, and their individual capabilities 

(Jones & Levy, 2007). Motivations to undertake climate change-related activities include 

profit, competition for credibility and subsequently for leverage in climate policy, fiduciary 

obligations, guidance against possible risk, and ethical considerations (Okereke, 2007). 

However, relatively few companies currently seem to be translating the significance they 

attribute to climate change into corporate action (KPMG, 2008; McKinsey, 2007). Academic 

research found that in most cases corporate climate activities are inconsistent, ambiguous, 

heterogeneous, and limited in scope (Jones & Levy, 2007; Porter & Reinhardt, 2007). To be 

effective, however, it is crucial that a company’s climate strategy be integrated into its overall 

business processes (Porter & Reinhardt, 2007). This insight is reflected in frameworks for 

assessing corporate climate strategies. Such frameworks have commonly been designed with 

the production industry in mind (Begg, van der Woerd, & Levy, 2005; Busch, Klee, & 

Hoffmann, 2008; Dunn, 2002; Engau, Sprengel, & Hoffmann, 2008; Hoffman, 2005, 2007b, 

2007c; Kolk & Levy, 2001, 2004; Kolk & Pinkse, 2004, 2005; Levy & Kolk, 2002; Pinkse, 

2006; Pinkse & Kolk, 2007; Schultz & Williamson, 2005; Skjaerseth & Skodvin, 2001; 

Weinhofer & Hoffmann, 2010). For example, a general and intersectorally valid framework 

characterizing a three step development of corporate climate strategies can be described as 

follows (Kolk & Pinkse, 2004): Companies typically start with internally-oriented measures 

to reduce GHG emissions, for example by exploiting technological developments in the 

production process. The concentration on internal measures is the most common approach 
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taken by companies. As a next step, companies broaden their focus and implement measures 

beyond the borders of their internal organization with effects on their supply chain. Such 

externally-oriented measures include the development of more energy-efficient products 

considering up- and down-stream emissions of the supply chain. Supply chain measures are 

growing in importance. Finally, companies even go beyond their supply chains by using 

flexible market mechanisms as defined by the Kyoto Protocol to reduce emissions (Kolk & 

Pinkse, 2004; Pinkse, 2007). Such activities are still fairly new to companies.  

Even if such frameworks for assessing corporate climate strategies are very valuable, 

they are often difficult to transfer to banks because they are restricted to impacts of climate 

change relevant for producing companies, such as the dependence of companies on fossil 

fuels or the effects of extreme weather events and regulatory changes on organizations. 

However, the key issues for banks are much more complex. Therefore, a novel framework for 

analyzing banks’ climate strategies was developed in this thesis. 

3.3.2 Framework for analyzing banks’ climate strategies in the context of decoupling 

To reflect the variety of ways in which banks may be exposed to climate change, a 

framework for analyzing banks’ climate strategies has to be comprehensive, including both 

the direct and indirect contribution of banks to climate change, and the direct and indirect 

impact of climate change on banks (see Figure 14). Banks’ direct contribution to climate 

change is small compared to the production industry, and they are only rarely directly 

impacted by physical impacts of climate change such as extreme weather events. Rather, 

banks indirectly contribute to climate change through their lending, financing and investment 

policies (van der Woerd et al., 2000). For example, they can provide capital for investments in 

low emission technologies and infrastructure. At the same time, the indirect impact of climate 

change on the lending, financing, and investment portfolios of banks is considerable. Even in 

initial and conservative scenarios 5% of market capitalization of the US electric power sector 
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was already expected to be at risk from the consequences of climate change regulation and 

litigation (Innovest, 2004).  

 

Figure 14: Interaction effects between banks and climate change 

 

The framework for banks’ climate strategies developed in this thesis reflects these 

complex interaction effects between banks and climate change. To structure relevant areas of 

banks’ activities, it relies on the concepts of strategy content and strategy process (Ginsberg, 

1988). Strategy content focuses on the specifics of what is decided, while the strategy process 

addresses how such decisions are reached in organizations (Fahey & Christensen, 1986). As 

such, strategy content describes the essence of a company’s strategy (Powell, 2005) and is 

defined for example by company goals (e.g. economic performance, social conduct) or the 

scope of the strategy (e.g. diversification, geographical expansion) (Fahey & Christensen, 

1986). The strategy process includes the activities leading to and supporting a strategic choice 

(Ketchen, Thomas, & McDaniel, 1996) and is reflected in management systems, structures, 

and organizational culture (Ginsberg, 1988). Considering strategy content and processes a 

bank’s climate strategy can unfold in the dimensions operations, business, and governance. 
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Each dimension of the strategy can be characterized in more detail by specific elements (see 

Table 5).  

The climate activities in these elements can be categorized in terms of substantive and 

symbolic action. Banks’ substantive action reduces their exposure to climate change. In 

lending and financing, this includes the assessment and pricing of clients’ CO2 emissions and 

of the risks to clients stemming from the direct and indirect impacts of climate change. In the 

context of investments, substantive action means integrating climate risks and opportunities 

into valuation models. Banks’ symbolic action is restricted to areas insignificant to their 

business success, thereby not notably reducing their contribution to climate change or their 

exposure to direct and indirect impacts from climate change. 

In the following paragraphs, the dimensions and elements constituting the developed 

framework for banks’ climate strategies are described. At the same time, the quality of the 

respective corporate action is categorized in terms of substantive and symbolic action 

according to the concept of decoupling (see Table 5). 

Table 5: Dimensions and elements of banks’ climate strategies in the context of 
decoupling 

Dimension Element Quality of action 
Operations Mitigation Symbolic 
 Offsetting  
Business Specialized products and services Substantive 
 Integration into core business processes  
Governance Management framework Substantive 
 Risk management (lending, financing, and investment portfolio, 

operations) 
 

 Data management  
 Intellectual capital  
 Disclosure, engagement, and leadership  

 

First, a bank’s activities are built on operations (including for example facility 

management and IT) that ensure the functioning of the organization and support the 

competitiveness of business (Roth & Van der Velde, 1991). In environmental management, 

operations was identified as an activity field of banks (Hansen, 1992; Hesse, 2007; Jeucken, 

2001, 2004; Weber, 2005). In the context of climate change, although banks are not heavily 
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dependent on fossil fuels in their operations (Weis, 2007), there are opportunities to reduce 

CO2 emissions. On the one hand, banks can mitigate climate change for example by cutting 

energy consumption, substituting fossil fuels with renewable sources, and substituting 

business travel for video conferencing (UBS, 2007). On the other hand, some parts of a 

bank’s CO2 footprint such as emissions from business travel, commuting, and properties can 

at times be difficult to mitigate due to business requirements. However, they can be offset by 

investing in third-party CO2 reduction projects (Kollmuss, Zink, & Polycarb, 2008). Over the 

last few years, some banks (e.g. Fortis, Credit Suisse) have announced that they strive for 

“carbon neutrality” in their operations. They aim to achieve net zero CO2 emissions by 

balancing a measured amount of released CO2 with an equivalent amount offset.  

Activities in operations do not affect banks’ core business processes such as financing 

and investment decisions. Furthermore, they only relate to an area that is insignificant when 

compared to the indirect emissions stemming from their clients’ activities. Climate activities 

in operations are mainly targeted at meeting stakeholder expectations. They primarily satisfy 

an institutional logic and provide little more than legitimacy gains. Therefore, they can be 

considered symbolic.  

Second, a bank’s strategy covers its business activities such as asset analysis or due 

diligence, product development, and advisory services. Similar to business activities 

regarding environmental issues in general (Hansen, 1992; Hesse, 2007; Jeucken, 2001, 2004; 

Keeble & Seidel, 2007), two groups of climate-related activities can be distinguished: the 

development of specialized climate products and services, and the systematic integration of 

climate-related aspects into core business processes. Specialized products reflect climate 

change market opportunities (Weis, 2007). For example, lowering global CO2 emissions will 

require major changes in existing patterns of energy usage. Banks can benefit from growing 

investment requirements for mitigation measures by granting financing and offering novel 
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investment products. In addition, market-based instruments such as emission trading will 

provide further business opportunities. Systematic integration of climate change-related 

aspects into business processes relates to a bank’s entire value chain. In commercial and 

investment banking, this will include the incorporation of climate change-related aspects into 

deal flow, due diligence, deal structuring, advisory services, decision making, and monitoring. 

In asset management, climate change is relevant for relationship building, equity research, 

product development, investment management, decision making, and monitoring.  

Such activities lie at the heart of the banking business, have a direct impact on 

strategic practices, and reduce banks’ exposure to climate change. Action in climate product 

development and the systematic integration of climate-related aspects into core business 

processes impacts daily business practices, leads to structural change, and is associated with a 

commitment of time and resources (Aravind & Christmann, 2008; Fiss & Zajac, 2006). 

Furthermore, such activities contribute to the emission reductions of banks’ clients by 

incentivizing them to cut emissions in order to receive better financing conditions. As such, 

climate action in the business dimension can be interpreted as substantive. 

Third, governance reflects a planned and systematic approach which is crucial to 

achieve results (Porter & Kramer, 2006). Not many authors refer to governance in the general 

literature on environmental management and banks (Hansen, 1992; Jeucken, 2004). From a 

climate change perspective, governance includes an overall company-wide climate 

management framework, risk management, data management, and intellectual capital to 

manage climate change, as well as disclosure, engagement, and leadership. The generic 

elements of climate governance are similar to environmental management standards (ISO, 

2004); risk management is an additional feature specifically important for banks’ governance 

(Weber et al., 2010).  
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In the literature, two perspectives on governance activities can be found. One 

perspective understands governance as symbolic action and refers to the adoption of 

principles or standards without implementing them (Christmann & Taylor, 2006). The second 

perspective, that is followed in this thesis, understands governance as substantive as it ensures 

integrated structures and policies that in turn affect everyday decisions (Tolbert & Zucker, 

1996; Weaver, Trevino, & Cochran, 1999). Assigned responsibility of a top-management 

representative to climate change, group-wide action plans, and regular review of climate 

change-related activities by top management in combination guarantee substantive 

implementation of related activities. Publicly acknowledged mission statements alone might 

be not be very effective; their demonstrated use (as for example in risk management or 

business policies), however, influences decision making and behavior, especially among top 

managers (Stevens et al., 2005). Risk and data management processes are at the heart of 

international firms (Miller, 1992), especially the banking business. The development and 

implementation of such procedures require changes in daily business processes and imply a 

commitment of time and financial resources. Training of banking professionals on climate 

policies and procedures in the different business areas ensures their proper implementation in 

day-to-day activities (Stevens et al., 2005). Furthermore, reward systems that are related to 

aspects of climate change increase the degree of implementation of climate policies (Weaver 

et al., 1999). Finally, and in contrast to some contributions on environmental disclosure 

(Deegan, Cooper, & Shelly, 2006; Laufer, 2003; Moneva, Archel, & Correa, 2006), 

disclosure, engagement, and leadership of banks is considered as substantive action when it is 

undertaken in the context of and in combination with other governance activities (Weaver et 

al., 1999). The reason for this is that international companies that are listed on stock 

exchanges (especially in the United States) would take undue risk when reporting on action 

that was not properly implemented. In summation, governance as defined in this thesis 
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encompasses a wide variety of activities. As such, it supports the systematic and 

comprehensive integration of climate change into banks’ strategies, and can be considered 

substantive.  

3.4 METHOD 

The following Chapters present how the construct for banks’ climate strategies was 

developed and how the typology of banks’ climate strategies was empirically derived.  

3.4.1 Construct development  

To make banks’ climate strategies measurable, a set of items characterizing the 

theoretically derived elements of banks’ climate strategies was developed in a three-step 

process. First, based on a literature review a database of over 500 climate activities of banks 

was generated (Teddlie & Tashakkori, 2009). Second, the activities were grouped according 

to the defined elements of banks’ climate strategies (see Table 5). This grouping was 

discussed with the analyst of the banking sector at SAM, and subsequently refined. At the 

same time multiple mentions of activities within the elements of banks’ climate strategies 

were eliminated. Third, to provide for content validity, input was sought involving experts 

from nine banks (ANZ, ABN Amro, CIBC, Citigroup, Credit Suisse, Fortis, Sumitomo, UBS, 

Westpac) to indicate missing items or any ambiguity regarding their phrasing or grouping. 

The nine banks were selected for the pretest based on their perceived leadership on climate 

change at that time as judged from publicly available documents. Such leadership would 

ensure enough knowledge to assess the proposed items to be included in the construct for 

banks’ climate strategies. This three-step process resulted in a final self-administered 

questionnaire including 74 items (see Table 6). Considering the limited time of managers 

targeted with the survey, a binary scale for each item was used to minimize respondent 

refusal. Thereby, this thesis followed approaches applied in similar studies on companies’ 
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strategic responses to sensitive issues in the business environment (Clemens, Bamfors, & 

Douglas, 2008; Oliver, 1991; Schriesheim & Eisenbach, 1995; Smart & Vertinsky, 1984). An 

open text field succeeded each item, asking respondents to specify their activities and to 

provide additional information supporting their answers to the binary items. To substantiate 

valid construct measurement, respondents’ answers were contrasted with their remarks in 

these open fields and randomly verified with publicly available information from annual 

reports, sustainability reports, company websites, and media releases. This procedure did not 

reveal noteworthy discrepancies, indicating satisfactory construct validity. To confirm the 

reliability of the construct, the internal consistencies of the scales were reviewed by 

calculating Cronbach’s alpha coefficients.  

3.4.2 Data collection and sample  

The questionnaire developed was distributed as part of an annual survey conducted by 

the Swiss-based asset manager SAM to evaluate companies for potential inclusion in the Dow 

Jones Sustainability Indexes. SAM sent the questionnaire to the 204 banks world-wide that 

were a component of the Dow Jones World Index as of May 2007. The questionnaire was 

addressed to the firms’ CEOs. The companies typically split the questionnaire according to 

the different issues covered, and specialized functions within the company (such as human 

resources, risk management, environmental management) provided the required information. 

For each section, the company indicated the top-executive providing the answers. 

Respondents could complete the survey online or return it by mail or fax during the response 

time period from May 2007 to July 2007. Companies supplied evidence of their activities by 

enclosing supporting documents. As employees at lower levels are typically not as well 

informed about issues pertaining to the organization as a whole, a member of top management 

was held accountable for accuracy of the submitted information by signing the completed 

questionnaire; this increased the quality of the obtained data (Daft, 1984). 
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Social desirability bias is a wide-spread problem in surveys. Social desirability is 

commonly referred to as the tendency of individuals to project favorable images of 

themselves during social interaction (such as answering a questionnaire) (DeVellis, 2003; 

Fisher, 1993). This will generally take the form of over-reporting desired behavior or under-

reporting undesired behavior. The result is data that are systematically biased toward 

respondents’ perceptions of what is “correct”. Social desirability bias can be limited by 

multiple response formats and scattering the items measuring the construct throughout the 

questionnaire (DeVellis, 2003). As the (binary) response format was defined by SAM it could 

not be varied throughout the questionnaire. Similarly, SAM’s questionnaire format according 

to themes only partially allowed scattering the items. However, as the items were factual 

rather than perceptual (Podsakoff, MacKenzie, & Lee, 2003), companies supplied 

documentation of their action, and a member of top-management signed the questionnaire, the 

answers should reflect reality and social desirability bias should be limited.  

As this thesis relied on SAM’s data collection process, the empirical analysis is based 

on the 2007 research universe of SAM and reflects company activities at the end of 2006. The 

sample encompassed 114 banks with their main listing in Europe (55%), North America 

(25%), Asia Pacific (10%), Oceania (5%), South America (4%), and Africa (1%). 64% of the 

banks in the sample are focused on commercial and wholesale banking. No bank operates in 

asset and/or wealth management only. Correspondingly, 82% of the banks obtain at least two-

thirds of their revenues from commercial and wholesale banking. 5% of the banks derive 

more than one-third of their revenues from investment banking. The maximum percentage of 

revenues drawn from asset and/or wealth management is one-third. A list of the banks 

contained in the sample is provided in the Annex. 
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3.4.3 Cluster analysis and statistical tests 

Based on this sample, a cluster analysis was performed (Ward’s method, K-mean 

method) to categorize the climate strategies banks currently implement. First, for each 

company, the parameter values for the theoretically derived elements of the conceptual 

framework for banks’ climate strategies (see Table 5) were determined by counting the 

number of marked items per element and normalizing the number of marked items by the total 

number of items per element. Second, the sample was checked for outliers (hierarchical 

cluster analysis, single linkage). No outliers could be identified. Third, to find the appropriate 

number of clusters, a different type of hierarchical cluster analysis (Ward’s method) was 

applied which yielded four clusters of companies. Fourth, a non-hierarchical clustering 

method (K-mean method) was applied in order to group banks into the four clusters. 

Following the cluster analysis homogeneity of the clusters was tested for (F-value).  

After the cluster analysis, the influence of company characteristics on the choice of 

strategy was evaluated by using different statistical tests. First, the distribution of companies 

across the clusters and world regions was analyzed. A binomial test was used to analyze 

whether the proportion of companies with a particular strategy in each of the regions was 

equal to the proportion of companies with the same strategy in the total sample. Second, 

whether differences exist between the clusters regarding company size, environmental 

performance, and financial performance was tested. Due to the small number of observations 

in some of the clusters a non-parametric analysis with Kruskal-Wallis tests was conducted. 

Company size was measured by employees and total assets for the year of the survey (i.e. 

2006), and taken from Compustat or (where missing in Compustat) from the Bloomberg 

database. Environmental performance was measured by environmental scores for the year of 

the survey (i.e. 2006) calculated by SAM according to their benchmarking methodology. The 

measure on environmental performance included aspects such as environmental reporting, 
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environmental policy, and environmental management, but did not include any item that was 

used to analyze banks’ climate strategies. Financial performance was measured by return on 

equity for the year following the survey (i.e. 2007) taken from Compustat or (where missing 

in Compustat) from the Bloomberg database.  

3.5 EMPIRICAL FINDINGS 

3.5.1 Construct of banks’ climate strategies  

The newly developed construct of banks’ climate strategies reflects the variety of ways in 

which banks may be exposed to climate change. The construct is composed of a set of 

measurable items characterizing the theoretically derived dimensions and elements of banks’ 

climate strategies (see Table 6). To confirm the reliability of the scales, their internal 

consistencies were reviewed. All Cronbach’s alpha coefficients were above the recommended 

0.7 level (Nunally, 1978). Accordingly, the elements underlying banks’ climate strategies 

were judged to be not only theoretically distinguishable but also empirically reliable. 

 

Table 6: Construct for banks’ climate strategies 
Operations   

Element Item Cronbach α 

Mitigation Derived by SAM from trends in emission reduction  n.a. 
Offsetting CO2 footprint: business travel-related 
Offsetting CO2 footprint: commuting-related 
Offsetting CO2 footprint: property-related 
Carbon neutrality of operations: coverage 
Carbon neutrality of operations: independently verified, name indicated 

Offsetting 

Carbon neutrality of operations: target indicated, process made transparent 

0.786 

Business   

Element Item Cronbach α 

Specialized products   
Carbon loans, lending/financing, property financing/mortgages at lower pricing 
to clients reducing carbon emissions, carbon funds 

Climate loans, lending/financing, property financing/mortgages at lower pricing 
using renewable energy sources 

Climate loans, lending/financing, property financing/mortgages at lower pricing 
to clients demonstrating adaptation actions to climate change 

Commercial/ 
Wholesale banking 

Special advisory services related to carbon management / climate change 

0.931 
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Table 6: Construct for banks’ climate strategies (continued) 
Element Item Cronbach α 

Specialized products 
(continued)  

 

Carbon-related products (e.g. securitization, project finance, private equity, IPOs, 
public finance for renewables, low carbon technologies, generating CO2 
emission credits), carbon funds 

Carbon commodities: platform/services for emission trading 
Climate change-related investment products: risk-hedging products (e.g. weather 
derivatives, catastrophe bonds, emission indices), hedge funds, alternative 
investments, asset securitization 

Climate change-related investment banking products: integration of adaptation 
actions visible 

Climate change mitigation commodities: weather market, biofuels, natural gas, 
eco-systems, water, forests 

Investment Banking 

Special advisory services related to carbon, climate change 
Carbon-related investment products or fiduciary duty investment policies 
covering carbon 

Climate change-related investment products or fiduciary duty investment policies 
covering climate change 

Climate change-related investment products or fiduciary duty investment policy 
with focus on adaptation to climate change 

Special advisory services related to carbon, climate change 

Asset Management 

Services to foundations, high net worth individuals, such as funding disaster 
recovery, micro-credit/finance mitigating climate change-related impacts  

 

Research: climate change-related aspects integrated in mainstream analysis for 
markets, regions, sectors and companies and reflected in valuation  

Research: climate change-related aspects assessed separately in analysis for 
markets, regions, sectors and companies including reflection on valuation  

Lending & Financing: climate change-related aspects integrated in rating and 
pricing (e.g. higher risk premium for clients with high carbon exposure, falling 
under EU ETS, other trading schemes , high exposure to climate change risks, 
such as in coastal zones 

Investment products: Disclosure of climate change-related risks and opportunities 
in prospectuses and investment proposals where relevant 

Portfolio management: Climate change risk / opportunity factor reflected in asset 
allocation  

Advisory services: Climate change advisory services for clients (e.g. climate 
strategy, climate change risk management, carbon market transactions) 

Assessment on impact of current and future climate change regulation on sectors 
and companies  

Assessment of data on companies' GHG / CO2 emissions and costs of emission 
reduction 

Cost/benefit analysis (quantitative) of extreme weather events / changing weather 
patterns on markets, regions, sectors and companies 
Estimates of companies' costs of climate change mitigation and adaptation 
Engagement with companies to adopt climate strategies 
Assessment of long-term effects of climate change on regions, sectors and 
companies 
Exclusion of carbon-intensive sectors from products and services 
Requirements of adequate insurance against climate change-related risks for 
lending/financing activities 
Mandatory consultancy of maps of natural disasters / extreme weather events for 
certain regions / sectors 
Procedures and contractual terms relaxed for clients under stress due to natural 
disasters 

Integration into core 
business processes 

Proxy-voting principles in favor of company action on climate change 

0.776 
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Table 6: Construct for banks’ climate strategies (continued) 
Governance   

Element Item Cronbach α 

Assigned responsibility to a top senior executive management representative to 
promote climate change-related activities: name and position indicated 

Group-wide coordinated mitigation / adaptation action plans for own business 
operations and financing/investing activities on climate change-related issues 
specified 

Periodic review of climate change-related activities by top management, 
supported by documents 

Integration of climate change-related aspects in company's publicly available 
(environmental) mission statement 

Management 
framework 

Public acknowledgement of need to integrate long-term climate change-related 
issues in investment, financing, research, advisory services 

0.876 

Own operations: assessment of physical risks 
Own operations: Contingency plans for climate change-related risks, number 
provided 

Lending & Financing Portfolio: climate change-related sensitiveness 
systematically assessed 

Invested assets/Assets under management portfolio: climate change-related 
sensitivity systematically assessed 

0.789 Risk management 

Hedging of carbon risks stemming from lending and investment banking 
portfolio 

Tools to evaluate carbon exposure on a sector level 
Tools to evaluate carbon exposure for individual companies 
Prices of carbon credits 
Climate change-related regulatory issues at sector level 
Risk matrix, maps of financial impacts due to extreme weather events (e.g. 
storms, flooding, aridity) 

Costs of extreme weather events 

Data management 

Estimates/scenarios of financial impacts, including for example cost/benefit 
analysis of emerging issues due to changing weather patterns, temperature at 
regional level, scenarios of impacts of demographic shift 

0.816 

Internal awareness-raising campaigns on climate change in general 
Internal road-shows on climate change-related issues 
Intranet-based dissemination of information, data, studies on climate change-
related risks and opportunities in financing, investing 

Know-how transfer from SRI/sustainability-analysts to traditional analysts and 
credit professionals 

Center of expertise for fundamental research on climate change-related business 
risks and opportunities 

Advisory desks in business segments to implement fundamental research on 
climate change in financing/investment evaluation tools, activities, special 
financing/investment products 

Training of banking professionals and number provided 

Intellectual capital 

Performance-related compensation includes climate change-related targets 

0.887 

Support of community affairs projects aiming at climate change mitigation and 
adaptation 

Private-public partnerships to encourage research and development of low-carbon 
technologies 

Support of research on climate change in general and on the impact of climate 
change on financial markets and the financial sector 

Promoting better availability and quality of climate change-related company data 
Contribute to international and national debate on climate change-related 
economic impacts 

Lobbying for long-term, internationally coordinated public policy framework on 
climate change 

Marketing campaigns on the bank's efforts in the field of climate change 
mitigation and adaptation 

Disclosure/ 
engagement/ 
leadership 

Discussion of climate change topics in meetings/contacts with investors, clients, 
suppliers 

0.905 
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Table 6: Construct for banks’ climate strategies (continued) 
Public statements on the topic of climate change at high-level speaking 
opportunities (conferences, presentations) for company representatives 

Disclosure/ 
engagement/ 
leadership 
(continued) 

Memberships and active participation in investor coalitions (such as Ceres, CDP, 
UNEP FI, Carbon Trust, INCR, IIGCC, Global Roundtable on Climate Change) 
to promote the integration of climate change-related risks and opportunities in 
banking business activities 

 

 

3.5.2 Typology of banks’ climate strategies  

The cluster analysis grouped the banks into four distinguishable climate strategy 

types: “hesitators”, “product innovators”, “process developers”, and “forerunners”. The 

results of the cluster analysis are summarized in Table 7 where the mean values of the final 

cluster centers for the four clusters and the number of firms in each cluster are displayed. As 

the scales for the items were normalized before performing the cluster analysis, the mean 

values of the final cluster centers can only take on values between 0 and 1. A lower mean 

value of a final cluster center represents a lower average score on that particular strategy 

element. In the following paragraphs, each cluster is characterized in more detail. An analysis 

of F-values showed that the clusters are sufficiently homogeneous. 

Table 7: Final cluster centers, number and percentage of companies in each cluster 
 Strategy clusters 
 Hesitators Product 

Innovators 
Process 

Developers 
Forerunners 

Operations     
Mitigation 0.12 0.29 0.49 0.73 
Offsetting 0.13 0.15 0.27 0.40 
Business     
Specialized products and services 0.00 0.86 0.99 0.89 
Integration into core business processes 0.01 0.06 0.45 0.89 
Governance     
Management framework 0.02 0.23 0.82 1.00 
Risk management 0.01 0.09 0.42 0.72 
Data management 0.00 0.01 0.31 0.86 
Intellectual capital 0.01 0.11 0.60 0.91 
Disclosure, engagement, and leadership 0.03 0.15 0.72 0.95 
Number of companies 55 23 30 6 
% of companies 48.2 20.2 26.3 5.3 
Legend: 
Final cluster centers: scales normalized; maximum value = 1 
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3.5.3 Hesitators 

The first cluster “hesitators” is by far the largest with 55 banks (48% of the sample). It 

groups all banks that implement no climate activities and those with very few activities, 

mostly concentrating on emission reduction in their own operations. The score for mitigation 

– drawn from SAM’s aggregated emission reduction measures – suggests that about one-fifth 

of the banks in this cluster implement mitigation measures. Additionally, only three banks out 

of 55 in this cluster have implemented offsetting measures focusing on business-related (two 

banks) and property-related (one bank) CO2 emissions. No bank in this cluster indicates that it 

offsets commuting-related CO2 emissions. Two of the three banks that implement offsetting 

measures declare that they have set the target to achieve carbon neutrality. In total, 50 banks 

in this cluster do not provide data on carbon neutrality, two banks want to become carbon 

neutral, while three banks indicate that they do not aim for carbon neutrality. 

3.5.4 Product innovators 

The cluster “product innovators” represents 23 banks (20% of the sample) that focus 

their climate change-related activities on the development of specialized products and 

services. A myriad of climate change-related lending, financing, and investment products 

have been put on the market reflecting the different needs of clients and investors, ranging 

from seeking financing, over searching investments opportunities, to hedging climate risks.  

All banks in this cluster offer climate change-related lending products for corporate 

clients. This includes providing climate loans and property-related services at lower prices to 

clients that are reducing their carbon emissions, using renewable energy sources, or showing 

adaptation to climate change. The criteria for receiving lower pricing mostly focus on general 

environmental aspects and renewable energy sources. Only one bank rewards adaptation 

measures with better financing conditions. However, 40% of the banks in this cluster indicate 

that the volume of the offered loans is below 5% of total business volume; the rest of the 
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banks do not provide corresponding data. This suggests that loans with better pricing for 

companies managing their climate change-related risks still constitute a niche-market. 

Furthermore, only one bank indicates that it offers special advisory services to commercial 

clients.  

In investment banking, some banks in this cluster offer project finance, private equity, 

and venture capital that foster climate change mitigation and adaptation. One bank has put 

climate risk-hedging products (such as weather derivatives) on the market. Two banks advise 

companies regarding the management of climate change-related risks and opportunities. 

Surprisingly, no bank in this cluster is involved in trading climate change mitigation 

commodities or providing platforms for emission trading. While all banks in this cluster 

indicate that they are active in investment banking, one bank states that it does not offer 

climate change-related investment banking products at all, and twelve respondents are not 

able to provide corresponding information. Similar to commercial banking, the volume of the 

offered climate change-related products in investment banking is still very low in comparison 

with traditional financial products. Ten banks have data on climate change-related investment 

banking products; nine indicate that the volume is below 5% of invested assets, while one 

says it is below 1%. Twelve banks are not able to provide the corresponding figures. 

In asset management, nearly half of the product innovators offer theme funds 

investing, for example, in companies leading in managing climate change, renewable energy, 

or agriculture. However, no bank reports a comprehensive integration of carbon- and climate 

change-related metrics or decision support KPIs (key performance indicators) within its 

investment strategy or decision making process. Two banks have integrated mitigation-related 

aspects into their fiduciary duty investment policies for their socially responsible investment 

funds; no bank covers adaptation in such policies. Only one bank advises companies on 

climate change-related risks and opportunities. No bank in this cluster advises foundations on 
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climate change aspects or offers them climate change-related products such as microfinance. 

Two banks say they do not offer climate change-related products in asset management, and 

seven respondents were not able to indicate whether their bank does so. Two banks indicate 

that the volume of climate change-related invested assets is 5 – 10%, eleven banks say that it 

is < 5%, and ten banks have no corresponding data or are uncertain whether they have such 

data. Accordingly, also in asset management climate products only constitute a niche-market. 

It is surprising that no bank in this cluster offers emission trading platforms and reaps 

related business opportunities. In addition, only a few banks exploit the benefits of advising 

companies on climate change-related risks and opportunities. This is unexpected as banks 

could reap several benefits from offering advisory services: they could not only develop new 

business areas but also lower the bank’s risk exposure while increasing their knowledge on 

climate change-related issues. 

To conclude, besides offering specialized products, banks in this cluster have 

implemented more mitigation and offsetting activities in comparison with hesitators. They are 

also aware of the importance of management systems and have started to establish an overall 

management framework and further elements of climate change management systems. 

However, they have not yet mainstreamed their climate change activities. 

3.5.5 Process developers 

The third cluster “process developers” consists of 30 banks (26% of the sample) that 

have a solid climate change management framework in place. While nearly all of these banks 

have published a climate change mission statement and developed company-wide action plans 

to implement it, only about 75% have assigned top management responsibility to the issue, 

and a mere 50% have top management periodically review results in this field.  

Furthermore, banks in this cluster have started to externally communicate on climate 

change-related issues, reflecting their increasing confidence in the measures they have taken. 
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Nearly all banks actively participate in investor coalitions to promote the integration of 

climate change-related risks and opportunities in banking business activities. In addition, 

nearly all banks in this cluster indicate that they discuss climate change topics with investors, 

clients, and suppliers. Two-thirds of the banks issue public statements on climate change at 

high-level speaking venues and/or contribute to international and national debates on climate 

change-related economic impacts. Nearly half of the banks have launched marketing 

campaigns on their efforts, and two-thirds of the banks support community affairs projects 

aiming at climate change mitigation and adaptation. Half of the banks foster private-public 

partnerships to encourage research and development of low-carbon technologies and/or 

directly support research both on climate change in general and on the direct and indirect 

impacts of climate change on financial markets and the financial sector. One-third lobbies for 

long-term, internationally coordinated public policy frameworks on climate change. 

Banks in this cluster have also started to build up intellectual capital on climate 

change. Nearly all banks conduct internal awareness-raising campaigns and disseminate 

related information via intranet. Two-thirds of the banks in this cluster train their employees 

on climate change-related issues, organize internal road-shows, or transfer knowledge from 

socially responsible investment units to traditional analysts or credit officers. Half of the 

banks have established a center of expertise for fundamental research on climate change-

related business risks and opportunities and/or an advisory desk in business segments to 

implement fundamental research on climate change in financing or investment evaluation 

tools. Only seven banks say that performance-related compensation of banking professionals 

includes climate change-related direct and indirect targets. 

Banks in this cluster score relatively low in risk management and data management. 

Nearly all banks assess physical climate change-related risks to their own facilities, and two-

thirds of banks have contingency plans for climate-related risks. At the same time, about one-
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third of the banks in this cluster systematically evaluate the climate change-related sensitivity 

of the lending and financing portfolio. The majority of the banks, though, base the sensitivity 

analysis on qualitative data, and only three banks conduct quantitative stress tests of their 

lending and financing portfolios. However, hardly any bank analyses its asset management 

portfolio according to climate change criteria or hedges carbon risks stemming from its 

lending and financing portfolio in commercial and investment banking. 

As far as data management is concerned, half of the banks in this cluster have 

implemented one or more of the following: tools to evaluate carbon exposure on a sectoral or 

regional level, use of data on climate change-related regulatory issues at the sectoral level, 

and use of information about prices of carbon credits. Only five banks use databases 

indicating costs of extreme weather events. Three banks claim that they estimate financial 

impacts of climate change. One bank in this cluster indicates that it does not collect climate 

change-related data at all, and one bank does not know whether it does so. 

Finally, besides their high scores in management-related items, banks in this cluster 

demonstrate solid activities in operations (mitigation, offsetting) and offer a wide selection of 

climate change-related products. 

3.5.6 Forerunners 

”Forerunners” have integrated climate change into their business processes. Only six 

companies (5% of the sample) fall into this cluster. They carry out a wide range of activities 

including all relevant elements of banks’ climate strategies across the entire value chain. They 

have integrated climate change-related aspects in due diligence processes, mainstream 

analysis for markets and companies, and asset allocation. In commercial and investment 

banking, the results of the due diligence are reflected in clients’ ratings and product pricing. 

For example, banks in this cluster ask for a higher risk premium for clients with particularly 

high carbon exposure or for clients falling under emission trading schemes such as the EU 
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ETS. In asset management, climate change-related aspects are integrated in mainstream 

analysis for markets, regions, sectors, and companies, and are reflected in valuation. 

Furthermore, climate change-related risks and opportunities are disclosed in prospectuses and 

investment proposals where relevant. In addition, the asset allocation in a client’s portfolio 

reflects climate change-related risks and opportunities. To support these measures, clients are 

advised on climate change-related aspects (e.g. corporate climate strategy, climate change risk 

management, carbon market transactions). 

Besides integrating climate change-related aspects into core business processes, 

forerunners also establish extensive climate governance including not only the management 

framework, intellectual capital, and disclosure, engagement, and leadership, but also risk and 

data management. Interestingly, the score for risk management of these banks is still 

surprisingly low considering that risk management lies at the heart of the banking business. 

Data management seems to pose some difficulties too, as many banks struggle with the 

availability and the quality of climate change-related data that would allow them to factor 

climate change into risk, pricing, and valuation models. This lack of data management is in 

line with research that found that the comprehensibility of climate change-related data is still 

questionable and that it is very difficult to understand climate change-related corporate data 

(Kolk et al., 2008).  

However, even forerunners do not demonstrate a truly comprehensive approach. This 

would include underlying lending, financing, and investment decisions with a wide-ranging 

analysis of climate change impacts. Such an analysis would be based on different scenarios of 

climate change-related development paths (e.g. for different carbon regulation regimes, 

changing weather patterns, changes in consumer preferences), integrated or separate region-

/sector-/company-specific analyses, and estimates of mitigation/adaptation costs at the 

corporate level, as well as impacts of current and future regulation.  



Corporate responses to climate change 

 

101

3.5.7 Company characteristics as antecedents of strategy choice 

Looking at the identified clusters the question of how the choice of strategy is related 

to general company characteristics arises. As a basis for this analysis, the regional distribution 

of companies across the four clusters, size, environmental performance, and financial 

performance was analyzed (see Table 8). Subsequently, the results of statistical tests are 

presented in which it was evaluated whether such characteristics differ across the four 

clusters.  

Table 8: Characteristics of companies in different clusters 
 Strategy clusters 

 Hesitators Product 
Innovators 

Process 
Developers 

Forerunners 

Regional affiliation     

EU (64 companies; 56.2%) (%) 45.3 20.3 29.7 4.7 

North America (29 companies; 25.4%) (%) 58.7 24.1 13.8 3.4 

Other (21 companies; 18.4%) (%) 42.9 14.3 33.3 9.5 

All companies (114 companies; 100%) (%) 48.2 20.2 26.3 5.3 

Size     
Average number of employees (2006) 20’531 44’200 80’470 130’279 

Average assets total (in million EUR) (2006) 100’656 316’392 843’696 1’096’272 

Environmental performance     

Average environmental performance  
(SAM score ranging from 0 to 100) (2006) 

28.0 50.5 70.7 82.7 

Financial performance     

Average return on equity (%) (2007) 8.0 8.5 11.5 6.9 

 

First, a binomial test was used to evaluate statistical differences in the distribution of 

companies across regions (see Table 9). Only the clusters hesitators, product innovators, and 

process developers were considered due to the small number of observations in the cluster 

forerunners. For the same reason, only the regions Europe and North America were looked at. 

For each region (Europe, North America) the null hypothesis is that the proportion of 

companies in the respective clusters (hesitators, product innovators, process developers) 

equals the proportion of companies with the same strategy in the overall sample. For the 

clusters hesitators and the cluster product innovators the null hypothesis could not be rejected 
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(for the cluster hesitators the p-values were 0.180 for Europe and 0.292 for North America; 

for the cluster product innovators the p-values were 0.541 for Europe and 0.367 for North 

America). Thus, the proportion of companies following the strategies of hesitator or product 

innovators in Europe or North America is not significantly different from the proportion in the 

world-wide sample. This might indicate that banks do not factor differing GHG regulations 

for sectors into their mitigation and offsetting activities (for the cluster hesitators) or into their 

product development (for the cluster product innovators). A study in the oil and gas sector in 

North-America found similar results in that there were no significant differences in the 

proactivity of corporate environmental strategies in Canadian and US companies (Sharma, 

2001). It came to the conclusion that regulation is a more important driver at early rather than 

at later stages of corporate environmental strategies. Another explanation could be found in 

more recent conceptualizations of institutional environments that understand them as 

fragmented and influenced by multiple competing logics (Lounsbury, 2007). As a 

consequence, corporate strategies are influenced by the heterogeneity of actors and activities. 

The result of this is that one could argue that institutional factors such as the regulatory 

environment become relatively less important while actors gain influence over corporate 

strategies. 

For the cluster process developers the null hypothesis that the proportion of companies 

in the cluster equals the proportion of companies with the same strategy in the overall sample 

could be rejected (p-values were 0.000 for Europe and 0.000 for North America). Hence, the 

proportion of companies that falls in this cluster is significantly higher in Europe and 

significantly lower in North America. This could be due to the fact that environmental 

management standards such as ISO 14001 are more common in Europe than in North 

America (the dimension governance of banks’ climate strategies is defined according to 

elements of ISO 14001) (Delmas, 2002). 
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Table 9: Results of binomial tests 
 Strategy clusters 

 Hesitators Product 
Innovators 

Process 
Developers 

Forerunners 

Regional affiliation     

EU (64 companies; 56.2%) (%) 45.3 20.3 29.7 4.7 

North America (29 companies; 25.4%) (%) 58.7 24.1 13.8 3.4 

Other (21 companies; 18.4%) (%) 42.9 14.3 33.3 9.5 

All companies (114 companies; 100%) (%) 48.2 20.2 26.3 5.3 

p value  

EU  0.180 0.541 0.000 - 

North America  0.292 0.367 0.000 - 

 

Next, whether differences exist among the clusters regarding company size (as 

measured by number of employees and total assets), financial performance (as measured by 

return on tangible equity), and environmental performance (as measured by SAM’s 

environmental scores) was tested. A Kruskal Wallis test revealed a statistically significant 

difference in size (employees: p-value 0.000; assets total: p-value 0.000) and environmental 

performance (p-value 0.000) across the four clusters (see Table 10). Forerunners recorded a 

higher median for size than product innovators, process developers, and hesitators. 

Additionally, forerunners showed a higher median in environmental performance than the 

other groups; hesitators demonstrated the smallest median in environmental performance. 

These results could be explained by the fact that larger companies have more capacity to 

develop the complex capabilities to implement a systematic and comprehensive corporate 

climate strategy7. In addition, larger companies might have more slack resources to tackle 

emerging issues such as climate change. Furthermore, banks already engaging in other 

environmental issues and environmental management in general have built expertise and 

resources to successfully deal with climate change-related risks and opportunities. 

                                                 

7 A detailed analysis of the influence of capabilities on banks’ climate strategies can be found Chapter 4. 
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A statistically relevant difference in financial performance between the four clusters 

(p-value 0.296) was not found. This is interesting and in conflict with the literature on 

corporate environmental strategies that associated environmental proactivity with better 

financial performance (Christmann, 2000; Russo & Fouts, 1997). One could interpret the 

clusters as increasingly proactive climate strategies that yield better financial results. 

However, the results rather support the wide-spread criticism of the business case for 

corporate environmental strategies.  

Table 10: Results of Kruskal Wallis tests 
  Strategy clusters 

  Hesitators Product 
Innovators 

Process 
Developers 

Fore-
runners 

 p value Median 

Size      
Number of employees (thousand) (2006) 0.000 8.63 18.32 60.86 78.14 

Assets total (in mio EUR) (2006) 0.000 62’316 236’764 747’233 1’128’158 

Environmental performance      

Environmental performance  
(SAM score ranging from 0 to 100) (2006) 

0.000 23.25 51.75 73.25 81.50 

Financial performance      

Return on equity (%) (2007) 0.296 8.30 10.13 10.80 10.35 

 

3.5.8 The clusters in the context of decoupling 

The four clusters can be characterized in terms of symbolic and substantive action, and 

combinations of the two. As mentioned above (see Chapter 3.3.2), banks’ substantive action 

reduces their exposure to climate change by assessing and pricing CO2 emissions of clients 

and investments, and the risks stemming from the direct effects of climate change. Banks’ 

symbolic action is restricted to insignificant areas and does not notably reduce its exposure to 

climate change. 

The majority of “hesitators” have not yet begun to consider climate change as 

relevant. This is revealed in the low mean values of activities in all elements describing 
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banks’ climate strategies (see Table 7). Moreover, the (limited) action of hesitators is 

symbolic as it does not touch core business processes (such as risk management or product 

development).  

“Product innovators” perform well in the element “specialized products and services” 

(see Table 7). This reveals the extensive implementation of activities targeted at product 

development. Such action lies at the heart of a business and strongly influences daily 

practices. It is also strategically relevant from a resource-based perspective. Products and 

company resources can be viewed as “two sides of the same coin” (Wernerfelt 1984:171): 

product development and distribution are dependent upon company resources, and the same 

company resource can be used in different products. A fundamental idea in resource-based 

theory is that a firm must continuously enhance its resources to take advantage of changing 

business environments (Barney, 1991). Banks reacting quickly to changing customer demands 

and developing novel climate change products are taking advantage of the fact that unique 

products, i.e. valuable resources, can positively add to their competitive advantage. 

Furthermore, product development indirectly contributes to the emission reductions of a 

bank’s clients: it sets incentives for clients to reduce emissions in order to gain better 

financing conditions or to be integrated into an investment vehicle such as a theme fund. In 

addition to their (substantive) action in business, product innovators also make use of 

(symbolic) activities to mitigate and offset emissions from their operations. To conclude, 

product innovators display a hybrid strategy including symbolic (mitigation and offsetting) as 

well as substantive action (specialized products and services, management framework). 

Climate change action in this cluster can be interpreted as being more substantive than in the 

cluster “hesitators”, however it does not encompass all core business processes yet.  

“Process developers” display considerably high mean values of activities 

characterizing the governance dimension of a bank’s climate strategy and the element 
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“integration into core business processes”. Governance activities are a sign of the systematic 

and comprehensive integration of climate change into relevant business processes. 

Furthermore, such activities contribute to the emission reductions of a bank’s clients and its 

lending, financing, and investment portfolios. From a resource-based perspective, process 

developers have started to develop more complex resources than product innovators that are 

difficult to copy and therefore contribute to competitive advantage (Barney, 1991). For 

example, intellectual capital can be viewed as critical for an organization’s sustained 

competitiveness as it is often the basis for the effective use of many strategically relevant 

resources (Bloodgood & Salisbury, 2001). This reveals an increasing amount of substantive 

measures compared to the cluster “product innovators”. Consequently, action of banks in the 

cluster “process developers” can be considered more substantive than the activities in the 

cluster “product innovators”. In summary, process developers demonstrate a combination of 

symbolic and substantive action. They display efforts in mitigating and offsetting emissions 

from operations. However, their main focus is on business relevant activities. In comparison 

to product innovators they place more emphasis on business processes and governance 

without neglecting product development.  

“Forerunners” display the highest mean values for all elements describing banks’ 

climate strategies, apart from the element “specialized products and services” which is 

slightly higher in the cluster process developers (see Table 7). Forerunners offer climate-

related products, display systematic climate governance and have implemented climate 

activities into core business processes. From a resource-based perspective, forerunners have 

built complex resources over time that (theoretically) make it hard for competitors to imitate 

them completely (Barney & Zajac, 1994; Dierickx & Cool, 1989). They were successful in 

developing more strategically relevant resources than the companies in all the other clusters. 

Consequently, the majority of their action is implemented substantively, feeding into key 
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business and governance processes. However, in combining action in operations, business, 

and governance, forerunners also do not follow a strict efficiency-based logic and exhibit a 

combination of symbolic and substantive action too.  

3.6 DISCUSSION 

3.6.1 Implications for research 

Earlier in this Chapter three different patterns of company responses to strategic 

change were proposed. It was expected that firms following the institutional theory logic 

would symbolically implement climate activities. In contrast, firms seeking efficiency gains 

would substantially implement climate change-related measures. In addition, a third hybrid 

form of company responses was anticipated consisting of both substantive action (as 

suggested by an efficiency rationale) and symbolic action (as prescribed by institutional 

theory). A large group of companies (“hesitators”) symbolically implement climate change-

related measures. Hybrid forms of climate action combining symbolic and substantive 

activities were also identified (clusters “product innovators”, “process developers”, and 

“forerunners”). However, no group of banks exclusively implements substantive action (as 

reflected in the dimensions “business” and “governance” of the framework for banks’ climate 

strategies).  

These findings are interesting in different ways. First, the earlier decoupling literature 

suggests that symbolic and substantive action serve contrary purposes (Westphal & Zajac, 

2001). As a consequence, it proposes that companies implement adopted practices either 

symbolically (aiming for legitimacy gains) or substantially (seeking efficiency gains). In 

contrast and in line with more recent contributions to the decoupling literature (Fiss & Zajac, 

2006), the findings of this thesis suggest that some firms combine symbolic and substantive 

action in order to achieve strategic change. Such hybrid strategies combine two theoretical 
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extremes. In one theoretical extreme, the survival of a company depends only on the ability of 

management to position it symbolically in an acceptable way (DiMaggio & Powell, 1983). In 

the other extreme, competitive advantage can be achieved by efficient resource allocation 

through substantive action (Barney, 1991). The results of this thesis underpin the benefits of 

combining substantive action with symbolic action. Symbolic action releases pressure on 

firms and increases legitimacy without distorting efficient business practices. Furthermore, it 

can strengthen and shape substantive action (Weick, 1995). At the same time, substantive 

action can be confined to strategically relevant areas where business is at risk and symbolic 

action would not suffice to effectively satisfy institutional demands. Indeed, symbolic action 

in operations in the three clusters product innovators, process developers, and forerunners 

underpins substantive action in business and governance, thereby reinforcing credibility with 

stakeholders. Future research could further add to the understanding of strategic change if 

scholars extend their focus from purely substantial action so as to account for the role of 

symbolic action in organizational change.  

Second, no group of companies applies substantive action exclusively. This finding is 

in contrast with theories such as the RBV that postulate substantive action for reasons of 

efficiency (Barney, 1991; Oliver, 1997). However, substantive action is costly. First, it has 

large impacts on a company’s business processes and leads to structural change (Fiss & Zajac, 

2006), and second it implies the development of complex resources (Barney & Zajac, 1994; 

Dierickx & Cool, 1989). The combination of substantive with symbolic action is therefore 

more cost effective than implementing substantive action alone.  

Third, recent research highlights that symbolic action alone is not sufficient for 

gaining legitimacy (Berrone et al., 2009). Rather, the impact of symbolic action on legitimacy 

is greater when combined with substantive action. At the same time, the impact of symbolic 

action is only short-term, while substantive action has both short- and long-term effects. One 
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could argue that the four clusters illustrate this mechanism. While hesitators act only 

symbolically (thereby gaining legitimacy in the short-term), product innovators, process 

developers and forerunners enlarge symbolic action and complete it with substantive action. 

They strive for efficiency and long-term legitimacy gains.  

Fourth, an increase in the mean values of the cluster centers from hesitators to product 

innovators and process developers to forerunners was found. This indicates that symbolic 

implementation in the cluster “hesitators” is gradually complemented by more comprehensive 

substantive action in the other clusters. Previously, literature suggested that substantive and 

symbolic action in organizations is likely to converge over time as companies and their 

stakeholders agree on a sensible style of business conduct (Weick, 1995). As a consequence 

the clusters could be interpreted as stages through which banks can advance in terms of 

substituting purely symbolic with more substantive management of climate change risks and 

opportunities. Such a development is also suggested by anecdotal evidence of the 

development of banks’ general environmental strategies (banks often start with in-house 

environmental protection measures, then develop environmental products, and finally 

systematize business processes), as well as by research (Weber, 2005). However, such a 

development was never empirically tested. While this thesis analyzes patterns of banks’ 

responses to climate change at one point in time, future research could investigate the 

development of banks’ climate strategies over time. 

Fifth, the successful implementation of activities characterizing the four clusters 

requires different resources. Activities in the field of operations are relatively straightforward 

to put into practice and can easily be imitated. Product development and the integration of 

climate change-related aspects into core business in a way that contributes to competitive 

advantage require the development of more specific resources. In addition, the 

implementation of governance practices also calls for very specific resources. Combining the 
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decoupling logic and the RBV leads to the conclusion that the substantial implementation of 

climate-related activities requires complex resources that cannot easily be imitated. Future 

research could look into specific resources that determine the choice of corporate climate 

strategies.  

Finally, these results also hold implications for the literature on corporate 

environmental strategies. A growing research body suggests that legitimacy gains and the 

creation of competitive and unique resource configurations are equally important and 

independent motivations in implementing a corporate environmental strategy (Bansal & Roth, 

2000; Darnall & Edwards, 2006; Julian et al., 2008). Those organisations that seek to create a 

competitive advantage from an environmental strategy implement it substantially and may 

create unique resources. Symbolic action, however, is easy to copy and leaves the present 

business activities of organisations untouched. Therefore, if an organisation was only driven 

by the quest to create a competitive advantage, it should focus on substantive action in 

implementing an environmental strategy. Our data set, however, does not suggest that any 

organisation refrains from symbolic action. Instead, across the clusters all banks engage in 

symbolic action while some additionally pursue substantive activities. This observation 

questions the traditional understanding that the creation of competitive advantage may be an 

independent and sufficient explanation for the adoption of a corporate environmental strategy. 

Instead it appears that all organisations seek legitimacy gains (through symbolic action) while 

only some additionally take (substantive) measures suited to ensuring sustained competitive 

advantage.  

3.6.2 Implications for managers 

The findings of this Chapter have implications for managers and other stakeholders. 

First, the theoretically developed and empirically tested framework for banks’ climate 

strategies can serve as a checklist for stakeholders assessing banks’ actions related to climate 
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change. It can also be used as a guideline for managers of financial services firms when 

establishing, implementing, and further developing a climate strategy as it lists relevant 

elements and activities to address with climate change.  

Second, the positioning of a bank in a cluster can give insights into its current climate 

strategy. Managers can use such an analysis to confirm their aspired positioning vis-à-vis the 

issue with the implemented climate activities of their bank. From the cluster analysis they can 

also gain insights into where to focus next when further developing their bank’s climate 

strategy. Furthermore, the cluster analysis can be used as a benchmarking tool within the 

sector. 

Third, a key concern of banks should be the proper assessment of risks in the business 

environment, their effect on asset classes and portfolios, and the corresponding adaptation of 

valuation models and lending, financing, and investment policies. Our data suggest that risk 

and data management with respect to climate change is underdeveloped even in the most 

advanced banks. However, adapting business processes to better respond to risks in the 

business environment (such as the ones that may result from climate change) may be essential 

to safeguard the prosperity of the sector. Appropriate risk models will rely on different 

scenarios of climate change related development paths based for example on diverse climate 

change policy frameworks, changing weather patterns, or shifts in consumer preferences. In 

order to establish proprietary risk models that contribute to their competitiveness, banks will 

have to build up the respective intellectual capital. This will require investments and time. As 

opposed to risk management which is proprietary, the underlying data to feed the risk models 

can be gathered and validated by the sector as a whole. Data availability is a huge problem 

(Kolk et al., 2008). Related collective action would not only decrease costs for the individual 

bank, but also increase the availability and quality of the data and the expertise on climate 

change.  
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Finally, industry initiatives such as the Climate Principles are a promising first step 

towards tackling a complex issue. The process of making such principles operational will 

generate a level playing field for the sector. Banks leading and actively participating in such a 

process will benefit from the opportunity of shaping industry standards. Nevertheless, with an 

issue such as climate change that significantly affects the business environment, symbolically 

developing industry standards will not be enough. The successful companies will be the ones 

demonstrating substantial climate action in strategically relevant areas, thereby not only 

gaining legitimacy but also developing unique and competitively valuable resource 

configurations that will enhance their competitiveness. 

 



 

 

4 Determinants of corporate climate strategies and their 

interdependencies  

Whereas the previous Chapter has focused on the identification of different types of 

corporate climate strategies, the attention is now steered towards capabilities that are required 

to implement such strategies.  

According to the resource-based view (RBV), an organization develops specific 

capabilities depending on its resources (Hall, 1993; Sirmon, Hitt, & Ireland, 2007), and 

leverages these resources and capabilities into competitive advantage (Barney, 1991; Barney, 

Wright, & Ketchen, 2001). The RBV argues that it is not only single capabilities but also 

systems of tightly interconnected assets which play an important role in this process (Milgrom 

& Roberts, 1995; Teece, 1986). Research has focused on different aspects of such 

interconnectedness, taking into account the combined effect of capabilities on competitive 

advantage. However, the current research lacks a framework that helps in understanding 

interaction effects between capabilities. This Chapter therefore introduces a novel 

classification of interconnectedness between capabilities that helps to structure corresponding 

research. Subsequently, the effect of capabilities on corporate strategies is investigated. 

Again, the empirical context of the analysis is banks’ climate strategies.  

In sum, this Chapter investigates research question 2 (RQ2): How do 

interdependencies between capabilities determine organizations’ responses to climate 

change? In what follows, basic conceptions of the RBV are reviewed (Chapter 4.1), including 

its foundations (Chapter 4.1.1), related criticism (Chapter 4.1.2), its relevance for the financial 
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industry (Chapter 4.1.3), and for corporate environmental strategies (Chapter 4.1.4). 

Following this, the newly developed classification of interconnectedness between capabilities 

is described (Chapter 4.2). Based on theory, hypotheses on the individual and combined effect 

of capabilities on corporate environmental strategies are derived (Chapter 4.3). Next, methods 

are described (Chapter 4.4), and the results of the analysis are summarized (Chapter 4.5). 

Finally, the results are discussed (Chapter 4.6). 

4.1 THEORETICAL CONTEXT 

4.1.1 Foundations of RBV 

This paragraph reviews the foundations of the RBV as they are relevant for the 

investigation of RQ2 and as they are referred to later in this document. It starts with the 

essential content of the theory, introduces the terms “resources” and “capabilities”, and 

discusses the role of resources and capabilities in achieving competitive advantage. 

The RBV provides a theory to explain competitive advantage as an outcome of the 

development of organizational resources and capabilities (Barney, 1991, 2001a; Wernerfelt, 

1984). It assumes that firms within an industry may be heterogeneous with respect to the 

strategic resources they control, and that these resources may not be perfectly mobile (they are 

“sticky” and can only be transferred from one company to another one with costs) (Barney, 

1991). 

Resources include all assets, processes, attributes, information, knowledge, etc. that 

enable a company to design and implement strategies that improve its efficiency and 

effectiveness (Barney, 1991). Resources can be classified in three categories: physical 

resources (e.g. technology, plant and equipment, location, access to raw material), human 

resources (e.g. training, knowledge, relationships), and organizational resources (reporting 

structures, management systems, informal relations among groups) (Barney, 1991). More to 
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the point, resources are “bundles of tangible and intangible assets, including a company’s 

management skills, its organizational processes and routines, and the information and 

knowledge it controls” (Barney et al. 2001:625). Capabilities are capacities of organizations 

to deploy resources in order to perform value-adding tasks (Amit & Schoemaker, 1993). 

Capabilities develop through a combination of unique organizational action and learning over 

a long period of time (Barney, 1991, 2001a). They span several different areas of an 

organization and can be used in multiple ways (Barney, 1991, 2001a). Some researchers use 

the terms “resources” and “capabilities” interchangeably (Peng, 2001). Other authors tend to 

differentiate between resources and capabilities (Ethiraj, Kale, Krishnan, & Singh, 2005). 

Within this understanding, one recent conception is that a capability does not represent a 

single resource but rather a superior way of allocating resources (Schreyögg & Kliesch-Eberl, 

2007). Accordingly, in this thesis capabilities are understood as unique ways of bundling 

resources, thereby allowing the company to take action (e.g. marketing, product development) 

that creates value (Hall, 1993; Sirmon et al., 2007). Such capabilities range from simple 

combinations of resources for performing less complex tasks to integrating whole sections of 

business.  

The RBV focuses on a firm’s distinctive resources and capabilities in achieving 

competitive advantage (Barney, 1991, 2001a; Peteraf, 1993; Wernerfelt, 1984). Firms that are 

better able to understand, develop, and leverage resources and capabilities outperform others 

(Amit & Schoemaker, 1993; Prahalad & Hamel, 1994). Top management’s role is to identify, 

acquire, develop, deploy, and protect such valuable resources and capabilities (Prahalad & 

Hamel, 1994). This is a complex process affected by uncertainty and conflict (Amit & 

Schoemaker, 1993). Differences between companies in acquiring and deploying resources and 

capabilities account for the generation of economic rents. The rational identification and use 

of resources and capabilities that have certain characteristics leads to enduring supernormal 
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profits (Barney, 1991). According to the RBV, a company has a competitive advantage when 

it is implementing a value creating strategy that is not simultaneously implemented by 

competitors (Barney, 1991). A company has a sustained competitive advantage when it is 

implementing a value creating strategy that is not simultaneously implemented by 

competitors, and when competitors are unable to duplicate this strategy (Barney, 1991).  

As mentioned before, resources – or capabilities – are important antecedents to 

products and, as such, to competitive advantage (Dierickx & Cool, 1989; Wernerfelt, 1984). 

To hold the potential of sustained competitive advantage, company resources must have four 

attributes: they must be valuable, rare, difficult to imitate, and non-substitutable (see Figure 

15) (Barney, 1991, 1992, 1995). As capabilities are resource-bundles, these characteristics can 

be vested to capabilities that contribute to competitive advantage (Newbert, 2007). 

Information technology, strategic planning, organizational alignment, human resources 

management, organizational culture, administrative skills, and top management skills, among 

others, have been identified as such capabilities (Priem & Butler, 2001a). 

 

Source: Barney, 1991:112 

Figure 15: Relationship between resource attributes and sustained competitive 
advantage 

 

A valuable resource enables a company to implement efficient and effective strategies 

(Barney, 1991, 1995). It exploits opportunities and/or neutralizes threats in the business 
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environment (Barney, 1991). The concept of valuable resources leading to competitive 

advantage has been further developed. Recent research has come to the conclusion that the 

value of a resource can only be realized when it is combined with a corresponding capability 

(Newbert, 2008). In other words, it is not the exploitation of a single valuable resource or 

capability which leads to competitive advantage but rather the use of a valuable resource-

capability relationship.  

Rare resources are specific to a company and not widely held (Barney, 1991). They 

ensure that a strategy is not simultaneously implemented by another company (Barney, 1991, 

1995; Peteraf & Barney, 2003). Through their specificity, rare capabilities raise barriers to 

imitation (Reed & DeFilippi, 1990). More recent research provides empirical support that 

rareness determines a company’s competitive advantage (Newbert, 2008). For example, a 

company may enjoy a competitive advantage over its competitors if its rare capability allows 

it to exploit common resources differently than other firms. At the same time, competitive 

advantage is derived not only from individual rare resources but rather from rare resource 

combinations (that are for example bundled into capabilities in novel ways).  

Valuable and rare resources can only be a source of sustained competitive advantage if 

other firms that do not possess these resources cannot obtain them, i.e. if the resources are 

imperfectly imitable (Barney, 1991, 1995). Imperfect imitability occurs when unique 

historical conditions of time and space have led to the development of the resource (path 

dependency), when the link between the resource and sustained competitive advantage is 

causally ambiguous and therefore not understood by all competing firms, or when the 

resource generating the competitive advantage is socially complex (Dierickx & Cool, 1989). 

More recent research emphasizes that causal ambiguity is not so much about “not 

understanding” than about taking complex decisions with inherent trade-offs (Lechner & 

Gudmundsson, 2008). In this context, constructs were developed for causal ambiguity in 
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order to deepen its understanding (Wilcox King, 2007). Social complexity results from 

interrelationships between capabilities, for example through the use of a wide range of 

technologies, organizational routines, interpersonal relations, and individual or team-based 

experience (Reed & DeFilippi, 1990). Socially complex resources positively influence 

financial performance (Lechner & Gudmundsson, 2008). 

Finally, resources must be non-substitutable (i.e. other resources cannot fulfill the 

same function) (Barney, 1991). Resource substitutability can happen through a similar 

resource (e.g. the top management teams of two firms) or through a very different resource 

(e.g. a charismatic leader and a systematic strategic planning process).  

The original conception of the components of competitive advantage (valuable, rare, 

difficult to imitate, and non-substitutable resources) is rather static (Newbert, 2007). It implies 

that the amount of a resource possessed by a company is correlated with its competitive 

advantage. However, it is not so much the access to resources and capabilities that no or few 

other companies possess that leads to competitive advantage, but rather the uniqueness with 

which valuable resources and capabilities are combined (Newbert, 2008). As a consequence, a 

company does not necessarily need to identify and acquire new resources and capabilities but 

rather develop novel ways of blending the accessible ones. This more recent conception of 

capabilities highlights the importance of combinations of capabilities. In this context, the 

understanding of interdependencies between capabilities, as investigated in this thesis, is 

crucial. 

4.1.2 Criticism of the RBV and its development as a theory 

The RBV is a popular approach that has rapidly diffused throughout the strategy 

literature (Lado, Boyd, Wright, & Kroll, 2006; Priem & Butler, 2001a). Barney calls it 

“perhaps the most influential framework for understanding strategic management” (Barney et 

al., 2001:625). However, some authors question its usefulness as a “theory” of competitive 
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advantage (Lado et al., 2006; Priem & Butler, 2001a, b). Criticism of the RBV is interesting 

because it can help to reveal possible limitations of this thesis. This Chapter therefore 

highlights some of the issues that were controversially discussed as the RBV evolved. These 

issues include first that the RBV is a tautology, that second it is therefore hard to test, that 

third the usefulness of the RBV in strategic management is questionable, and finally that the 

RBV does not acknowledge the importance of the external business environment for the 

development of a company’s strategy. 

The first and main point of criticism is that the statements of the RBV include a 

tautology (i.e. circular reasoning that is true by logic based on definitions of the concepts 

used) (Priem & Butler, 2001a, b). For example, the RBV statement “if a resource is valuable 

and rare then it is a source of competitive advantage” is necessarily true by logic if valuable is 

defined as increasing efficiency and effectiveness, and competitive advantage is defined as 

achieving increases in efficiency and effectiveness (Priem & Butler, 2001b).  

Second, and as a consequence of this tautology, the RBV is criticized for not being 

empirically testable (which is a requirement for a good theory) because a tautology cannot be 

falsified (Priem & Butler, 2001a, b). Indeed, the variables which are theoretically most 

interesting are those which are least measurable (Lado et al., 2006). For example, if a 

capability is non-observable (because it is causally ambiguous or socially complex) it cannot 

be accurately measured. This weakness of the RBV could be overcome by using more widely 

accepted definitions of competitive advantage (Priem & Butler, 2001a). Following this 

advice, researchers elucidated how to operationalize and measure company-specific 

capabilities non-tautologically by extending the theoretical basis of the RBV (Dutta, 

Narasimhan, & Rajiv, 2005). Such constructs were applied in empirical studies that positively 

tested the relationships between value, rareness, competitive advantage, and performance 

(Crook, Ketchen, Combs, & Todd, 2008; Newbert, 2008). 
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A third area of discussion is the usefulness of the RBV for strategic management 

(Priem & Butler, 2001a). One of the distinctive characteristics of strategic management is its 

claim to develop useful management tools for practitioners. Managerially relevant research 

includes operational validity. However, simply advising managers that resources should be 

rare, valuable, hard to imitate, and non-substitutable in order to achieve competitive 

advantage is not specific enough to allow managers to identify relevant resources. 

Nevertheless, the RBV is perceived to be a valuable approach as it has provided a lot of 

insights into organizational resources and capabilities over the past nearly twenty years 

(Priem & Butler, 2001a). Some authors even argue that paradoxical thinking as embodied in 

the RBV can open up new views for researchers and managers in terms of knowing and 

understanding mechanisms of competitive advantage (Lado et al., 2006).  

Finally, the RBV was criticized for not acknowledging that it is not only the 

characteristics of resources and the unique way of using them but also the general business 

environment which influences a company’s strategy (Barney, 2001b; Brush & Artz, 1999; 

Priem & Butler, 2001a, b). This criticism was first addressed by developing the contingent 

RBV that argues that superior organizational performance is a result of the proper alignment 

of endogenous organizational characteristics with exogenous attributes of the business 

environment (Brush & Artz, 1999; Zajac et al., 2000). Second, researchers combined the RBV 

with institutional theory including the social context within which resource selection 

decisions are embedded into research on competitive advantage (Julian et al., 2008; Oliver, 

1997).  

4.1.3 RBV and the financial industry 

As this thesis investigates the global banking sector, it is useful to look at the 

application of the RBV in the services sector in general and for the financial services firms 
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specifically. Despite there being limited research published in this area, some insights can be 

drawn from existing studies for this thesis.  

First, researchers investigated the importance of resources and capabilities for 

competitive advantage in the services sector in general. Distinctive characteristics of services 

firms (such as the service delivery process and the importance of experienced and credible 

employees) as well as company characteristics (such as business portfolio and size) were 

found to moderate the effect of resources and capabilities generally underlying a company’s 

competitive advantage (Bharadwaj, P., & Fahy, 1993). Client-specific capabilities (such as 

repeated interaction with a given client) and project management capabilities are especially 

significant for services firms (Ethiraj et al., 2005).  

Second, more specific research applying the RBV to financial services firms 

elucidated their key resources and capabilities (Clulow, Gerstman, & Barry, 2003). 

Accordingly, intangible assets such as client trust, reputation, and networks are of special 

importance to this industry. Tangible assets such as buildings, equipment, and personnel are 

valuable too, but they are causally explicit and can therefore easily be copied. Furthermore, 

capabilities such as the organization’s culture and history embedded in employees are 

important for sustained competitive advantage of financial services firms.  

In sum, the RBV is a theory that is suited to investigating the services sector. Past 

research gives an indication of which capabilities might be interesting to look at in the context 

of the banking sector. However, the application of the RBV to the (financial) services sector 

has not gained much attention up to now. This thesis contributes toward closing this research 

gap. 

4.1.4 RBV and the natural environment 

In this thesis, the contribution of capabilities to corporate climate strategies is 

investigated relying on the literature on proactive corporate environmental strategies. This 
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paragraph reviews research that applies the RBV to corporate environmental strategies. It 

starts with an outline of the initial conception of the so-called “natural RBV”. It then 

summarizes research on capabilities that determine proactive corporate environmental 

strategies, and the link between proactive corporate environmental strategies and economic 

performance. It ends with the application of the contingent RBV to corporate environmental 

strategies.  

For a long time, the RBV systematically ignored the constraints imposed on 

companies by the natural environment (Hart, 1995). Given the growing magnitude of 

ecological problems, however, the RBV was increasingly perceived as not being an adequate 

basis for investigating emerging sources of competitive advantage, such as ecological issues 

(Hart, 1995). As a consequence, the natural RBV of the firm was proposed by Hart (1995) and 

further developed by several authors including Russo & Fouts (1997), Sharma & Vredenburg 

(1998), Christmann (2000), Buysse & Verbeke (2003), and Darnall & Edwards (2006).  

In his influential paper on the natural RBV, Hart (1995) proposed a conceptual 

framework composed of three interrelated strategies for incorporating ecological challenges 

into strategic management. The first strategy “pollution prevention” aims at minimizing 

emissions, effluents, and waste during the manufacturing process. Pollution prevention 

requires continuous improvement of emission reduction rather than reliance on expensive 

end-of-pipe technology. It depends on tacit skill development through employee involvement 

and work in teams. The decentralized and implicit nature of this capability makes it causally 

ambiguous, and hard to duplicate. Pollution prevention can result in cost advantage by saving 

the cost of end-of-pipe technologies and by increasing efficiency. The second strategy 

“product stewardship” seeks to minimize life-cycle costs of products by integrating external 

stakeholder perspectives (including the natural environment) into product development. It 

thus implies the socially complex capability to coordinate different internal functions, and to 
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integrate different perspectives of external interest groups. Competitive advantage can be 

secured by gaining preferential access to important resources, and by establishing standards 

that are tailored to the company’s capabilities. The third strategy “sustainable development” 

intends to develop markets (especially in the developing world) while at the same time 

minimizing the environmental burden. Such a strategy is dependent on the rare and company-

specific capability of developing a strong and long-term vision. It will most probably not 

result in short-term profits, but rather long-term improvements in performance relative to 

competitors. Hart’s 1995 paper laid the basis for the definition of proactive corporate 

environmental strategies derived from conceptions of the RBV.  

The applicability of the natural RBV was further enhanced by investigating how 

capabilities determine corporate environmental strategies. For example, in the Canadian oil 

and gas industry the capabilities of stakeholder integration, higher-order learning, and 

continuous innovation were associated with organizations displaying proactive corporate 

environmental strategies (Sharma & Vredenburg, 1998). Broader and deeper relationships 

with stakeholders are especially relevant for the proactivity of corporate environmental 

strategies (Buysse & Verbeke, 2003). The results of such studies were used in this thesis to 

identify capabilities to be included in the analysis. 

Proactive corporate environmental strategies were also conceptually linked with better 

economic performance because strategic resources or capabilities can yield multiple 

competitive advantages (Christmann, 2000; Marcus & Geffen, 1998; Russo & Fouts, 1997). 

For example, establishing a distinctive capability for managing the natural environment can 

help to reduce waste, emissions, accidents, and costs, as well as to improve processes 

(Shrivastava, 1995b). Competitive advantage potentially stems from specific capabilities that 

facilitate environmental activities such as continuous improvement (Hart, 1995), stakeholder 

integration (Hart, 1995; Sharma & Vredenburg, 1998), and the environmental technology 
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portfolio (Klassen & Whybark, 1999; Shrivastava, 1995a). For example, the potential 

competitive advantage from integrating environmental technology into strategic management 

is a result of cost reduction, revenue enhancement, strengthened supplier ties, quality 

improvement, reduction of liabilities, social and health benefits, public image, and 

anticipation of environmental regulation, amongst others (Shrivastava, 1995a). However, the 

contribution of environmental proactivity to competitive advantage depends on the industry, a 

company’s products, its resources and capabilities, and the environmental activities 

implemented. For example, the costs of implementing environmental management systems 

(EMS) differs with ownership structures that account for different capabilities present in firms 

prior to EMS adoption (Darnall & Edwards, 2006). All in all, the linkage between corporate 

environmental strategies and competitive advantage is important from a practical point of 

view. While this thesis is conceptually based on the assumption that proactive corporate 

environmental strategies foster competitive advantage, it does not empirically test this 

postulation.  

Finally, as a consequence of the understanding that – besides the possession and use of 

resources and capabilities – the social context also influences corporate strategy (Brush & 

Artz, 1999), the contingent RBV was applied to corporate environmental strategies. It 

explained how factors in the general business environment such as uncertainty, complexity, 

and munificence may influence the proactivity of corporate environmental strategies (Aragón-

Correa & Sharma, 2003). For example, corporate spending on the implementation of well-

designed regulation has a positive impact on productivity, while spending on less well-

designed regulation has a negative effect (Majumdar & Marcus, 2001). “Better-designed” 

regulations are flexible and grant firms options on how to meet them while at the same time 

setting ambitious goals. Further characteristics of the general business environment such as 

stakeholder pressure (Henriques & Sadorsky, 1999) or managerial perceptions of the business 
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environment (Sharma, 2000) also shape corporate environmental strategies. The organizations 

and the natural environment literature was also expanded by combining RBV and institutional 

theory (Oliver, 1997) to explain corporate environmental strategies (Bansal, 2005; Darnall & 

Edwards, 2006). 

In sum, the natural RBV provides many valuable insights for exploring corporate 

environmental strategies. In this thesis, these insights are used for the investigation of research 

question RQ2. 

4.2 CLASSIFICATION OF INTERCONNECTEDNESS BETWEEN CAPABILITIES 

The RVB highlights the importance of interconnectedness between capabilities and 

their combined effect on competitive advantage (Milgrom & Roberts, 1995; Teece, 1986). In 

this context, one stream of research has focused on the positive combinative effects of 

capabilities on competitive advantage. “Combinative capabilities” synthesize and apply 

knowledge within a firm, thereby creating new opportunities (Kogut & Zander, 1992). 

Accordingly, innovation is created by the interaction of knowledge capabilities. Another term 

used in this context is “complementarity” between capabilities; this refers to the combined 

potential of capabilities to contribute to competitive advantage (Milgrom & Roberts, 1995). 

Another stream of research has investigated capability evolution over time. In general, 

the evolution of capabilities can be described with the concept of “capability lifecycles” 

(Helfat & Peteraf, 2003). This concept provides a universal pattern to the emergence, 

development, and progression paths of any type of capability in any type of organizational 

setting. Accordingly, capabilities are developed in a path-dependent process that makes them 

unique to the company and difficult to imitate for competitors (Pettus, 2001). An important 

role in this process is played by so called dynamic capabilities that help organizations to 

recombine existing capabilities to create new value-creating strategies (Teece et al., 1997; 

Zollo & Winter, 2002). In contrast, there are situations where existing capabilities become 



126 Determinants of corporate climate strategies 

obsolete and are replaced by new capabilities that rely on different know-how, material, and 

production techniques (Lavie, 2006).  

However, despite large efforts in investigating capabilities, current research is 

fragmented and lacks an overarching, systematic framework that helps understand interaction 

effects between them. Without a comprehensive understanding of the nature of 

interdependencies between capabilities, research streams about single capabilities develop 

independently, and it is difficult for researchers to fully explain how firms use capabilities to 

create competitive advantage. This thesis therefore introduces a novel classification of 

interconnectedness between capabilities, including both positive and negative effects between 

capabilities as well as their interaction over time. The classification helps understand, order, 

and relate research that examines interaction effects between capabilities. By looking at such 

research one can order the contributions along two dimensions: “interaction effect between 

capabilities” (reinforcing or rival) and “occurrence of capabilities over time” (coexistent or 

subsequent) (see Figure 16). As a result, one can distinguish four types of interconnectedness 

characterized by different levels of the two dimensions. “Complementary capabilities” are 

reinforcing and coexistent capabilities. “Dynamic capabilities” are reinforcing and 

subsequent, while “substitutes” are rival and subsequent. Widely missing in the literature is 

the fourth group consisting of coexistent capabilities with rival effects. On the basis of 

previous research (Hockerts, 2003a, b), this group is called “antagonistic capabilities”.  

In the following, each of the four quadrants is described by providing the definition of 

the capability, reviewing corresponding research rooted in the RBV, illustrating the 

contribution of the capability to competitive advantage, and summarizing the application of 

the four concepts in the organizations and the natural environment literature. Furthermore, the 

relationships between the four quadrants are briefly discussed. 
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Figure 16: Classification of interconnectedness between capabilities 

 

The first stream of research focuses on reinforcing effects between coexistent 

capabilities (see Figure 16). It argues that capabilities may not be valuable as single assets but 

are most effective when firms exhibit several capabilities at the same time (Dierickx & Cool, 

1989; Milgrom & Roberts, 1995; Moorman & Slotegraaf, 1999). Such capabilities where the 

value of one capability is positively linked to the level of another capability are known as 

“complementary capabilities” (Milgrom & Roberts, 1995). For example, in the context of 

product development, a company’s technical skills to design new products and its ability to 

market products are complementary capabilities that lead to higher quality and speed of 

product development when combined (Moorman & Slotegraaf, 1999). The degree of 

complementarity is context specific; i.e. it is dependent on other elements of the company’s 
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strategic environment (Cassiman & Veugelers, 2006). For example, the complementarity 

between internal R&D and external knowledge acquisition is dependent on factors such as the 

reliance on basic research from universities and research centers. Complementary capabilities 

can contribute to the success of a company. For example, when radical technological change 

transforms an industry incumbents can sometimes maintain their market position against new 

market entrants because they possess specialized complementary capabilities that are 

unavailable for new entrants (Tripsas, 1997). More specifically, performance of the 

incumbent industry improves if the new technology can be commercialized through 

complementary capabilities, while the incumbents’ performance declines if the new 

technology can be commercialized through generic capabilities (Rothaermel & Hill, 2005). In 

sum, complementary capabilities can lead to competitive advantage as their 

interconnectedness prevents imitation (Dierickx & Cool, 1989; Grant, 1996): even if 

competitors might be able to imitate a product, they will not be able to gain competitive 

advantage from it unless they have access to the necessary complementary capability.  

In the organizations and the natural environment literature, the roles of complementary 

capabilities for the reduction of a company’s environmental impact and for competitive 

advantage have been investigated. As regards the former, budgets for environmental R&D, 

designated environmental managers, and the presence of quality management systems were 

identified as complementary capabilities reducing environmental impact (Darnall, 2009). 

With relation to the latter, complementary capabilities, such as process innovation and 

implementation, pollution prevention technologies, quality management, and inventory 

management (Christmann, 2000; Darnall & Edwards, 2006), contribute to cost advantage 

from environmental practices.  

The second stream of research (see Figure 16) looks at the reinforcing effects between 

capabilities as they develop over time. It is closely linked to the concept of “dynamic 
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capabilities” (Teece et al., 1997)8. Dynamic capabilities are “the firm’s ability to integrate, 

build and reconfigure internal and external competences to address rapidly changing 

environments” (Teece et al., 1997:516). Dynamic capabilities act as intermediaries for the 

development of capabilities over time (Eisenhardt & Martin, 2000; Winter, 2003). Processes 

that underlie a dynamic capability are the accumulation of past experience, knowledge 

articulation, and knowledge codification (Zollo & Winter, 2002). The development of 

dynamic capabilities (such as different types of learning) is relevant for a company’s 

competitive advantage as they fundamentally contribute to innovation and to the ability to 

adapt to changes in technology and markets (Helfat & Peteraf, 2003; Helfat & Raubitschek, 

2000). In the case of an exogenous shock, dynamic capabilities minimize the risk that 

“capabilities” become “rigidities” by reconfiguring such rigidities and allowing an 

organization to adapt and evolve (Newey & Zahra, 2009). In sum, as dynamic capabilities are 

inherent in a company’s tacit knowledge, are causally ambiguous, and are path dependent, 

they cannot be instantly imitated (Collis, 1994). As such they can contribute to competitive 

advantage by creating new capability combinations, especially in situations of rapid and 

unpredictable change (Eisenhardt & Martin, 2000).  

Dynamic capabilities are required for the successful design and implementation of 

proactive corporate environmental strategies (Bowen & Sharma, 2005; Marcus & Anderson, 

2006; Rugman & Verbeke, 2000). Interestingly, a proactive corporate environmental strategy 

was considered to be a dynamic capability in itself as it requires the complex integration of 

capabilities such as stakeholder management, learning, shared vision, and continuous 

                                                 

8 Within the literature, numerous definitions of dynamic capabilities exist. In essence, two basic conceptions can 
be distinguished. One conception understands dynamic capabilities as organizational capabilities (such as 
marketing) that enable organizations to develop and change (Teece et. al., 1997). The second conception views 
dynamic capabilities as distinct from organizational capabilities; they act as catalysts for the development of 
organizational capabilities (Eisenhardt & Martin, 2000; Schreyögg & Kliesch-Eberl, 2007; Zollo & Winter, 
2002). The debate around these conceptions is not relevant to this thesis, and therefore not further reviewed and 
commented on. 
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improvement (Aragón-Correa & Sharma, 2003). Even if at first sight it is surprising that a 

strategy (i.e. a pattern of activities (Mintzberg, 1989)) is considered a capability, this 

statement can conceptually be linked to the understanding that new capability building is 

dependent on recombining existing capabilities (Teece et al., 1997). This is exactly what a 

corporate environmental strategy can do (Christmann, 2000). The statement is also associated 

with a modern understanding of capabilities as potentially very complex entities (Sirmon et 

al., 2007). 

The third research stream investigates capabilities that are subsequent and rival (see 

Figure 16). The concept of such “capability substitutes” can be drawn from an analogy with 

product substitutes (Peteraf & Bergen, 2003). Product substitutes may not be similar to one 

another in terms of their type, but in terms of their use; they are functionally similar. Just as 

dissimilar products may play similar functional roles in satisfying customer needs, so may 

dissimilar capabilities. For example, cameras might rely on technologies using film that 

depend on capabilities in chemistry and mechanics. Alternatively, cameras might record 

pictures digitally using electronic capabilities. As a matter of fact, the same customer need 

(i.e. to record a picture) is met by completely different technologies that rely on dissimilar 

capabilities (Peteraf & Bergen, 2003). Capability substitution can have an effect on 

competitive advantage when it affects scarcity: a sufficient supply of functionally equivalent 

capability substitutes negates the rareness condition necessary for competitive advantage 

(Peteraf & Bergen, 2003).  

In the organizations and the natural environment literature research on the effects of 

substitutes is rare. For example, product and process innovation capabilities and the use of 

emission trading have interdependent effects on the reduction of corporate CO2 emissions 

(Pinkse, 2005). While process innovation can be a substitute or a complement of emission 

trading, product innovation is always a complement of emission trading.  
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The fourth stream of research deals with “antagonistic capabilities” that are 

coexistent and rival (see Figure 16). They are present when the increased level of one 

capability lowers the marginal benefit of another coexistent capability. This definition is 

conceptually linked to the definition of complementary capabilities. Antagonistic effects 

between capabilities have been observed (without being labeled as such), for example, in the 

context of organizational learning where the simultaneous exploration of new knowledge and 

exploitation of existing knowledge within an organization can negatively affect each other 

(Levinthal & March, 1993). The reason for this is that organizations divide attention and 

resources between the two ways of learning, and fail to identify the appropriate balance 

between both capabilities. In general, failure to recognize antagonistic effects can have an 

effect on competitive advantage as they can lead to inefficiencies. The challenge is not to 

choose between antagonistic capabilities, but to be aware of trade-offs between them 

(Hockerts, 2003a, b). Such trade-offs need to be actively managed in order to achieve a 

balance between their short- and long-term benefits.  

In the organizations and the natural environment literature the awareness of 

antagonistic effects between capabilities that might inhibit corporate environmental strategies 

is only slowly evolving (Bowen & Sharma, 2005).  

All four concepts – complementary capabilities, dynamic capabilities, substitutes, and 

antagonistic capabilities – highlight important aspects related to the interconnectedness of 

capabilities and the effect of capabilities on competitive advantage. However, two issues need 

to be highlighted: the potential influence between the four capability types and the importance 

of their correct distinction. First, the different types of capabilities can influence each other. 

Complementary capabilities (for example in the form of knowledge accumulation through 

R&D in technologically similar businesses) can impact the accumulation of dynamic 

capabilities (for example in the form of larger amounts of new specialized knowledge) 
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(Helfat, 1997). “Antagonistic assets” were understood as special cases of complementary 

capabilities (Hockerts, 2003a, b). The traditional handling of such antagonistic assets by 

companies is restricted to substituting one resource for another. However, antagonistic assets 

can be deliberately combined using dynamic capabilities in order to take advantage of a 

company’s full resource stock.  

Second, the accurate distinction of the different capability types is relevant as incorrect 

differentiation can lead to unwanted outcomes. Complementary capabilities are sometimes 

mistaken for substitutes, thereby influencing competitive advantage (Siggelkow, 2002). Over- 

and underestimating complements can be very costly, while over- and underestimating 

substitutes tends to be less harmful. In the case of substitutes, over- or under-investments 

seem to be self correcting. For example, over-investment in one distribution channel of book-

sellers tends to be partially balanced by underinvestment in another channel. In contrast, with 

over-estimated complements over-investment in one area might lead to further 

overinvestment in other areas, and investment levels can easily get out of control.  

In summary, the introduced classification helps to understand and systematize the 

mechanisms of interconnectedness between capabilities. Based on this general understanding, 

the focus is now laid on antagonistic capabilities in the empirical context of banks’ climate 

strategies.  

4.3 HYPOTHESES 

4.3.1 Identified research gap and focus of the analysis 

The subsequent investigation of the effect of capabilities on corporate climate 

strategies (RQ2) focuses on the interaction between simultaneously deployed antagonistic 

capabilities. Such effects have not received much attention in the literature up to now. 

Somewhat related to the concept of “antagonistic capabilities” are “core capabilities” that 
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become “core rigidities” and impede innovation because they are inappropriate for a new 

competitive context (Leonard-Barton, 1992; Newey & Zahra, 2009; Schreyögg & Kliesch-

Eberl, 2007). While research on core rigidities looks at positive and negative effects of single 

capabilities in the context of a specific problem or project within a company, this thesis 

investigates the interaction effects on corporate strategy in the case of simultaneous 

deployment of coexistent and rival capabilities. Further research on antagonistic capabilities 

(sometimes without labeling them as such) has up to now focused on managing them in order 

to find appropriate balances between them (Hockerts, 2003a, b; Levinthal & March, 1993). 

However, the effect of antagonistic capabilities on corporate strategies has not yet been 

empirically tested. All in all, this thesis contributes to the literature streams within the RBV 

that examine interdependencies between capabilities. The classification of interconnectedness 

between capabilities proposed above helps to methodize such research, and the analysis of 

antagonistic capabilities deepens the understanding of their effect on corporate strategy, and 

ultimately competitiveness. 

In this thesis, the antagonistic effects of capabilities are investigated using pairs of 

externally- and internally-oriented capabilities. Externally-oriented capabilities are important 

to achieve strategic fit with the external business environment, internally-oriented capabilities 

are more focused on increasing efficiency within an organization (Oliver & Holzinger, 2008; 

Verona, 1999). Externally- and internally-oriented capabilities have been analyzed, for 

example, using external and internal learning mechanisms (Bierly & Chakrabati, 1996). 

Enhancing these studies, this thesis argues that the simultaneous deployment of externally-

oriented and internally-oriented capabilities can negatively influence the potential of each 

capability to contribute to competitiveness. This is because external and internal perceptions 

of effective and efficient business conduct can conflict. Organizations displaying a high level 

of externally-oriented capabilities are able to relate to the business environment in a very 
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effective way. They have the skills to identify and integrate external information into business 

processes, thereby extending the scope of the firm (Hart & Sharma, 2004). They continuously 

maintain a strategic fit with the business environment by flexibly reacting to changing 

requirements. In contrast, organizations with solid internal capabilities concentrate on 

company internal knowledge on the design of processes that guarantee the generation and 

distribution of internal knowledge. They create efficient business procedures, improve 

efficiencies, and reduce costs, but are more reluctant to distort efficient business processes for 

the sake of a changing business environment. As a consequence, externally-oriented and 

internally-oriented capabilities can pursue conflictive aims and their simultaneous deployment 

can impede the development of an organization. 

Banks’ climate strategies are again used as the empirical context to investigate pairs of 

antagonistic capabilities. Thereby, this thesis relies on the literature on proactive corporate 

environmental strategies. In the organizations and the natural environment literature a stream 

of research has analyzed how single capabilities determine the proactivity of an organization’s 

environmental strategy (Aragón-Correa & Sharma, 2003; Bowen & Sharma, 2005; Henriques 

& Sadorsky, 1996; Sharma, 2000; Sharma & Vredenburg, 1998). However, the 

interdependencies between capabilities in developing a corporate environmental strategy are 

still under-researched (Sharma et al., 2007). Additionally, the few existing papers on the 

interaction between capabilities in the pursuit of a corporate environmental strategy focus on 

reinforcing effects between capabilities (Christmann, 2000; Darnall, 2009; Darnall & 

Edwards, 2006). This thesis adds to the organizations and the natural environment literature 

by analyzing the interdependencies between organizational capabilities that – simultaneously 

deployed – lead to less proactive corporate environmental strategies. 

The subsequent Chapters first review research on the individual effects of single 

capabilities on the proactivity of corporate environmental strategies, and derive related 
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hypotheses (Chapter 4.3.2). Attention is then turned towards the combined effects of the 

simultaneous use of antagonistic capabilities in the pursuit of corporate environmental 

strategies (Chapter 4.3.3). 

4.3.2 Individual effects of single capabilities on corporate environmental strategies 

A list of capabilities compiled from a literature review served as a basis for identifying 

the capabilities that were to be integrated into the analysis (see Table 11). Capabilities 

determining proactive corporate environmental strategies include stakeholder management 

(Buysse & Verbeke, 2003; Gonzalez-Benito & Gonzalez-Benito, 2006; Hart, 1995; Sharma & 

Vredenburg, 1998), shared vision (Aragón-Correa & Sharma, 2003; Bansal & Roth, 2000; 

Hart, 1995; Henriques & Sadorsky, 1996; Sharma, 2000), innovation (Buysse & Verbeke, 

2003; Sharma & Vredenburg, 1998), systematic processes (Buysse & Verbeke, 2003; Sharma, 

2000), and employee skill development and learning (Bowen & Sharma, 2005; Buysse & 

Verbeke, 2003; Hart, 1995; Sharma & Vredenburg, 1998).  
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Table 11: Capabilities determining proactive corporate environmental strategies 
Capability Corresponding terms / concepts used in the 

literature 
Sources 

Stakeholder management Stakeholder integration Sharma & Vredenburg, 1998 
 Strategic alliances with stakeholders Hart, 1995 

Oliver, 1997 
Sharma et al., 2007 

 Anticipating and influencing regulation Hofmann, 2005 
Shared vision Shared vision Hart, 1995 

Aragón-Correa & Sharma, 2003 
 Managerial attitude and motivation, individual concern Bansal & Roth, 2000 

Gonzalez-Benito & Gonzalez-
Benito, 2006 
Henriques & Sadorsky, 1996 

 Legitimatization Bansal & Roth, 2000 
Sharma, 2000 

 Employee commitment Darnall, 2009 
 Elevating corporate reputation Hofmann, 2005 
Innovation Continuous innovation  Sharma & Vredenburg, 1998 
 Approach to the environment (as threat or opportunity) Aragon-Correa, 1998 

Buysse & Verbeke, 2003 
Sharma et al., 2007 

 Use of complementary assets Christmann, 2000 
 Identifying new market opportunities Hofmann, 2005 
 Product stewardship Bowen & Sharma, 2005 
 Environmental research and development Darnall, 2009 
Systematic processes Total quality management Aragon-Correa & Sharma, 2003 

Darnall & Edwards, 2006 
Darnall, 2009 

 Health and safety management systems Darnall, 2009 
 Integration of environmental criteria into processes Sharma, 2000 
 Risk management Hofmann, 2005 

Rousso & Fouts, 1997 
 Use of pollution prevention practices Darnall & Edwards, 2006 
 Systematic use of an environmental technology portfolio Klassen & Whybark, 1999 

Shrivastava, 1995a 
 Continuous improvement Aragon-Correa & Sharma, 2003 
Employee skill 
development & learning 

Higher order learning Sharma & Vredenburg, 1998 

 Skill development through employee involvement Buysse & Verbeke, 2003 
Hart 1995 

 Human capital transfers Oliver, 1997 
 Knowledge exploration Bowen & Sharma, 2005 
 Enhancing human resource management Hofmann, 2005 
 Consultants assistance Darnall & Edwards, 2006 
 

This thesis focuses on stakeholder management, shared vision, and systematic risk 

processes because these capabilities are well suited to demonstrate the antagonistic effects 

between externally-oriented (stakeholder management) and internally-oriented (shared vision, 

systematic risk processes) capabilities (for a more detailed explanation of why these 

capabilities are externally- or internally-oriented see Chapter 4.3.3). The following paragraphs 

therefore review research on stakeholder management, shared vision, and systematic risk 
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processes, and their individual role in the pursuit of a corporate environmental strategy. They 

also derive hypotheses on the individual effect of these capabilities on the proactivity of 

corporate environmental strategies.  

 

Stakeholder management is often perceived as the most important determinant of 

corporate environmental proactivity (Buysse & Verbeke, 2003; Henriques & Sadorsky, 1996; 

Sharma & Vredenburg, 1998). Stakeholders are “any group or individual who can affect or is 

affected by the achievement of an organization’s objectives” (Freeman, 1984:46). Stakeholder 

management implies the active management of a company’s business environment (Freeman, 

1984). In this thesis comprehensive stakeholder management is defined as involving two 

elements: managerial aspects (Clarkson, 1995; Freeman & McVea, 2002; Mitchell, Agle, & 

Wood, 1997; Savage, Nix, Whitehead, & Blair, 1991), and the ability to establish trust-based 

collaborative relationships with stakeholders (Hart & Sharma, 2004; Sharma & Vredenburg, 

1998). Managerial aspects – the first element of comprehensive stakeholder management – 

include a process of regularly identifying, prioritizing, and monitoring stakeholders and their 

expectations in order to be able to address demands from the business environment (Rüegg-

Stürm, 2005). Important stakeholders can be identified and prioritized by using power, 

legitimacy, and urgency as guiding principles (Mitchell et al., 1997). Relationship-building 

with a wide variety of stakeholders – the second element of comprehensive stakeholder 

management – is important because it enables the company for example to integrate different 

perspectives into product stewardship in order to increase market shares (Hart, 1995; Sharma 

& Vredenburg, 1998). Relationships with stakeholders who have non-economic goals are 

essential (Haigh & Griffiths, 2009; Hart & Sharma, 2004; Sharma & Vredenburg, 1998) 

because they help to broaden a company’s horizons. Furthermore, dialogue with such “fringe 

stakeholders” helps to anticipate business-relevant issues early on (Hart & Sharma, 2004). 
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Comprehensive stakeholder management is socially complex and path dependent, and 

consequently contributes to competitive advantage (Aragón-Correa & Sharma, 2003).  

Different elements of stakeholder management have a positive effect on proactive 

corporate environmental strategies, such as managerial aspects (Kloprogge & Van der Sluijy, 

2006; Kolk & Pinkse, 2007b), relationships with stakeholders (Kassinis & Vafeas, 2006; 

Rueda-Manzanares, Aragón-Correa, & Sharma, 2008; Sharma et al., 2007; Sharma & 

Vredenburg, 1998), or the effects of perceived stakeholder pressure (Buysse & Verbeke, 

2003; Delmas & Toffel, 2004; Henriques & Sadorsky, 1996; Henriques & Sadorsky, 1999). 

This thesis expands upon earlier research by applying the broader conception of 

comprehensive stakeholder management including both managerial and relationship related 

elements. This comprehensive understanding of stakeholder management is also reflected in 

the measures used in the analysis (see Chapter 4.4.3). Based on the preceding arguments, the 

following hypothesis is proposed:  

 

Hypothesis 1a. The greater a company’s capability in comprehensive stakeholder 

management, the more proactive its environmental strategy. 

 

Shared vision. Companies often have the desire to satisfy legitimacy concerns with a 

set of common norms, values, or beliefs (Bansal & Roth, 2000; Suchman, 1995). Such values 

guide the actions of employees towards a common goal, such as a proactive corporate 

environmental strategy (Hart, 1995; Hoffman, 2005; Russo & Fouts, 1997). Shared 

environmental vision can contribute to competitive advantage (Hoffman, 2005; Russo & 

Fouts, 1997) as it is path-dependent and socially-complex (Aragón-Correa & Sharma, 2003). 

Two conditions need to be fulfilled so that shared environmental vision contributes to 

the proactivity of a corporate environmental strategy: tangible content and implementation 
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processes. First, the content of a company’s shared environmental vision is dependent on the 

interpretation of environmental issues as business threats or opportunities (Sharma, Pablo, & 

Vredenburg, 1999). This in turn is dependent on issue legitimization through top management 

action that indicates the importance of environmental issues to corporate strategy and infuses 

them with value (Sharma et al., 1999). Ultimately, the labeling of environmental issues in 

shared vision statements is central to corporate identity and provides reference points within 

which employees frame their decisions and action. Second, besides tangible content the 

implementation of the shared environmental vision needs to be ensured in order that it can 

contribute to the proactivity of a corporate environmental strategy. The dedication of a 

company to the implementation of a convincing long-term environmental vision is generally 

reflected in managerial and employee commitment to the environment (Fraj-Andrés, 

Martinez-Salinas, & Matute-Vallejo, 2008; Henriques & Sadorsky, 1996; Sharma, 2000). 

This commitment enables a company to mobilize the necessary political and cultural support 

within the organization to sustain its implementation (Oliver, 1997). More specifically, 

implementation happens by defining clear responsibilities and accountabilities, putting 

incentive structures in place, and reviewing the state of implementation. If shared 

environmental vision includes both tangible content and implementation processes, it 

becomes part of an organization’s identity over time, efficiently guides the action of its 

members towards the environmental goal, and contributes to environmental proactivity. These 

considerations result in the following hypothesis: 

 

Hypothesis 1b. The greater a company’s capability in defining and implementing 

shared environmental vision, the more proactive its environmental strategy. 
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Systematic risk processes. Systematic processes in general coordinate among large 

numbers of people within an organization, and enable an organization to become more 

efficient in the progress towards achieving a long-term goal (Christmann, 2000; Darnall & 

Edwards, 2006). Reconfiguring strategic planning processes or routine-based management 

systems and procedures by explicitly and systematically considering environmental issues is 

an important characteristic of proactive corporate environmental strategies (Aragón-Correa & 

Sharma, 2003; Hart, 1995). In this thesis, the focus is on the role of systematic risk processes 

in the pursuit of a corporate environmental strategy as they are a key characteristic of 

internationally operating firms (Miller, 1992) and have received increased attention in the 

context of the financial crisis. In addition, the literature on organizations and the natural 

environment has investigated “systematic processes” in general as determinants of proactive 

corporate environmental strategies, but not specifically “systematic risk processes”.  

The capability of “systematic risk processes” is conceptualized relying on notions of 

business risk in the literature. Business risk refers to unpredictability in corporate performance 

outcomes and is closely linked to the term “uncertainty” (Merna & Al-Thani, 2008; Miller, 

1992). Uncertainty over company-external and company-internal variables reduces the 

predictability of corporate performance, and as such increases risk. Risk management deals 

with these uncertainties (Miller, 1992). It can either focus on financial issues by purchasing 

insurance or buying and selling financial instruments that hedge risks without affecting an 

organization’s strategy, or it can involve changes in company strategy that can potentially 

mitigate the risks associated with uncertainties.  

Risk management understood in the latter way is a process that enables the 

comprehensive identification of risks specific to an organization and facilitates an appropriate 

response (Merna & Al-Thani, 2008). For this process, the creation of the position of a Chief 

Risk Officer is an important starting point; however, to be effective risk management has to 
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be the responsibility of every employee (Aabo, Fraser, & Simkins, 2005). This is achieved by 

clear processes that indicate how to deal with identified risks. Forward looking risk 

management includes aspects such as ethics, the environment or more specifically climate 

change (Busch & Hoffmann, 2007; Francis & Armstrong, 2003). Systematic risk processes 

are socially complex and specific to an organization, and consequently can result in 

competitive advantage (Aragón-Correa & Sharma, 2003). They also contribute to better 

performance in all aspects covered by risk management policies (such as for example the 

natural environment) (Sharfman & Fernando, 2008). 

In sum, systematic risk processes contribute to proactive corporate environmental 

strategies because they help to systematically identify all sorts of company risks (including 

environmental risks), ensure the systematic management of such risks, and contribute to better 

performance in the areas covered (Francis & Armstrong, 2003; Hoffman, 2002; Husted, 2005; 

Orlitzky & Benjamin, 2001; Schwarzkopf, 2006). Therefore,  

 

Hypothesis 1c. The greater a company’s capability in systematic risk processes the 

more proactive its environmental strategy. 

 

4.3.3 The combined effect of antagonistic capabilities on corporate environmental 

strategies 

Most existing research investigates the independent effects of single capabilities on the 

proactivity of corporate environmental strategies. Thereby some authors have even referred to 

the concepts of externally- and internally-oriented capabilities (Hart & Sharma, 2004; Sharma 

et al., 2007). However, the outcome of capabilities can be correlated and the 

interdependencies between capabilities are important in creating sustained competitive 

advantage (Levinthal, 1997; Milgrom & Roberts, 1995). In the case of antagonistic 
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capabilities, the utilization of one capability hinders the effective exploitation of another, 

thereby resulting in less proactive corporate environmental strategies. 

This thesis suggests that in organizations pairs of externally-oriented capabilities 

(stakeholder management) and internally-oriented capabilities (shared vision; systematic risk 

processes) can interact as antagonistic capabilities. In the case of stakeholder management and 

shared vision, both capabilities are aimed at identifying and formulating a relevant set of 

norms to improve the appropriateness of business conduct. Stakeholder management includes 

the systematic outreach of firms to the business environment and the development of 

generating trust-based relationships with stakeholders with the purpose of identifying relevant 

stakeholder expectations (Banerjee, 2002; Bansal & Roth, 2000). Research investigating the 

importance of stakeholder management focuses on external stakeholders as they impose 

institutional pressure on firms for action (Delmas & Toffel, 2004; Kolk & Pinkse, 2007b; 

Rueda-Manzanares et al., 2008; Sangle, 2010). As such, stakeholder management is 

externally-oriented.  

The motive of shared vision is also based on the desire of an organization to comply 

with institutional norms and regulations; it is directed at reacting to external expectations 

articulated by stakeholders in order to avoid sanctions (Bansal & Roth, 2000). However, even 

if shared vision is somewhat connected to stakeholder management it is also distinctively 

different. Indeed, shared vision is based on the company-internal perception and interpretation 

of what stakeholders expect and what constraints would result from non-compliance. 

Ultimately, shared vision is based on managerial attitudes, expectations, and motivations 

(Banerjee, 2002; Henriques & Sadorsky, 1996; Sharma, 2000; Sharma et al., 1999); as such it 

reflects the company-internal perception of pressures from the external business environment 

and a company-specific consensus on the design of a corporate environmental strategy.  
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As a consequence, stakeholder management and shared vision can interfere with each 

other in the pursuit of a corporate environmental strategy. External stakeholder expectations 

might contradict managers’ interpretations of the importance of environmental issues. 

Conversely, a very strong consensus on the design of a corporate environmental strategy will 

hinder an organization’s ability to react flexibly to changing stakeholder expectations. Based 

on these considerations, the following hypothesis is formulated: 

 

Hypothesis 2a. Stakeholder management will negatively moderate the effect of shared 

vision on the development of a proactive corporate environmental strategy; at the same time 

shared vision will negatively moderate the effect of stakeholder management on the 

development of a proactive corporate environmental strategy.9 

 

Similarly, in the case of stakeholder management and systematic risk processes both 

capabilities have the aim of risk reduction in common. The externally-oriented capability of 

stakeholder management helps anticipate and reduce potential sources of business risk (such 

as prospective government regulation, labor unrest, or environmental damage (Orlitzky & 

Benjamin, 2001)) by establishing relationships with stakeholders. These relationships help to 

identify the intensity of stakeholder pressure, result in information about the interests and 

expectations of stakeholders, and reveal potential risks to the company. At the same time, the 

internally-oriented capability of systematic risk processes is aimed at the development and 

application of policies and procedures in order to identify, analyze, and assess risks, as well as 

to take appropriate action to avoid litigation or loss of reputation. For example, by designing 

systematic and efficient risk processes, managers seek to reduce the probability of bankruptcy 

                                                 

9 To highlight the reciprocal effect between the two antagonistic capabilities, the hypothesis is formulated in a 
way that makes the mutual influence explicit. 
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in order to enhance their job security (Amit & Wernerfelt, 1990). At the same time, managers 

are interested in a stable and maximum earnings stream as they are compensated on the basis 

of a company’s earnings. However, the external expectations from various stakeholder groups 

might well conflict with managers’ perceptions of appropriate risk management mechanisms 

(Amit & Wernerfelt, 1990). Managers may thus implement risk reducing activities in conflict 

with stakeholder expectations or even at the expense of other stakeholders. As a consequence, 

stakeholder management and systematic risk processes can diverge in the development and 

implementation of a corporate environmental strategy. Therefore,  

 

Hypothesis 2b Stakeholder management will negatively moderate the effect of 

systematic risk processes on the development of a proactive corporate environmental 

strategy, and systematic risk processes will negatively moderate the effect of stakeholder 

management on the development of a proactive corporate environmental strategy. 

4.4 METHOD 

4.4.1 Data collection process and sample 

The data collection process and the sample are described in Chapter 3.4.2. 

4.4.2 Dependent variable in the analysis 

The dependent variable (proactivity of corporate environmental strategy) was 

measured by the proactivity of banks’ climate strategies. Environmental proactivity was 

restricted to the proactivity vis-à-vis climate change, as this is one of the most pressing 

environmental issues. Measures for banks’ climate proactivity were derived from the 

framework and construct of banks’ climate strategies as presented in Chapters 3.3.2 and 3.5.1. 

Compared to items measuring banks’ climate activities in Chapter 3.5.1, the list was extended 

and slightly adapted reflecting knowledge gained in the previous cluster analysis. The score of 
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mitigation measures derived by SAM used in the cluster analysis was replaced by nine items 

measuring the element. The coverage of carbon neutrality measures was only considered as 

proactive when exceeding 50%. Similarly, the volume of assets invested (>5%) or transaction 

volume of climate-related products (>25%) in commercial and wholesale banking, investment 

banking, and asset management was integrated into the analysis as a measure for proactivity. 

In operations, the coverage of risk assessments for locations (% of locations) was included as 

separate item. Some items figuring under “integration into core business processes” were 

transferred to climate risk management as this was identified to be conceptually more precise.  

As a result, the climate proactivity score is based on a list of 86 climate activities 

reflecting operations, business, and governance (see Table 12). A bank’s climate proactivity 

score corresponds to the number of activities the bank implements out of the list of 86 items 

(the items were measured on a binary scale). Hence, banks’ climate proactivity scores can 

take integers and range from 0 to 86. 

 

Table 12: Items measuring banks’ climate proactivity 
Operations  

Element Item 

Trend direct GHG-emissions (decreasing at least 10% over 4 years) 
Trend total energy consumption (decreasing at least 10% over 4 years) 
Percentage of renewable energy use of total energy consumption (premises) 
Trend air travel: Decreasing (at least 10% over four years) 
Trend road travel: Decreasing (at least 10% over four years) 
Business travel: incentives to use public transportation 
Environmental guidelines for car fleet (specified) 
Videoconferencing instead of business trips 

Mitigation 

Other 
Offsetting CO2 footprint: business travel-related 
Offsetting CO2 footprint: commuting-related 
Offsetting CO2 footprint: property-related 
Carbon neutrality of operations: coverage > 50% 
Carbon neutrality of operations: independently verified, name indicated 

Offsetting 

Carbon neutrality of operations: target indicated, process made transparent 
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Table 12 (continued): Items measuring banks’ climate proactivity 
Business  

Element Item 

Specialized products   
Carbon loans, lending/financing, property financing/mortgages at lower pricing to clients reducing 
carbon emissions, carbon funds 

Climate loans, lending/financing, property financing/mortgages at lower pricing using renewable 
energy sources 

Climate loans, lending/financing, property financing/mortgages at lower pricing to clients 
demonstrating adaptation actions to climate change 

Special advisory services related to carbon management / climate change 

Commercial/ 
Wholesale banking 

Assets invested >5% or transaction volume >25% 
Carbon-related products (e.g. securitization, project finance, private equity, IPOs, public finance 
for renewables, low carbon technologies, generating CO2 emission credits), carbon funds 

Carbon commodities: platform/services for emission trading  
Climate change-related investment products: risk-hedging products (e.g. weather derivatives, 
catastrophe bonds, emission indices), hedge funds, alternative investments, asset securitization 

Climate change-related investment banking products: integration of adaptation actions visible 
Climate change mitigation commodities: weather market, biofuels, natural gas, eco-systems, water, 
forests 

Special advisory services related to carbon, climate change 

Investment Banking 

Assets invested >5% or transaction volume >25% 
Carbon-related investment products or fiduciary duty investment policies covering carbon 
Climate change-related investment products or fiduciary duty investment policies covering climate 
change 

Climate change-related investment products or fiduciary duty investment policy with focus on 
adaptation to climate change 

Special advisory services related to carbon, climate change 
Services to foundations, high net worth individuals, such as funding disaster recovery, micro-
credit/finance mitigating climate change-related impacts  

Asset Management 

Assets invested >5% or transaction volume >25% 
Research: climate change-related aspects integrated in mainstream analysis for markets, regions, 
sectors and companies and reflected in valuation  

Research: climate change-related aspects assessed separately in analysis for markets, regions, 
sectors and companies including reflection on valuation  

Lending & Financing: climate change-related aspects integrated in rating and pricing (e.g. higher 
risk premium for clients with high carbon exposure, falling under EU ETS, other trading schemes, 
high exposure to climate change risks, such as in coastal zones 

Investment products: Disclosure of climate change-related risks and opportunities in prospectuses 
and investment proposals where relevant 

Portfolio management: Climate change risk / opportunity factor reflected in asset allocation  

Integration into core 
business processes 

Advisory services: Climate change advisory services for clients (e.g. climate strategy, climate 
change risk management, carbon market transactions) 

Governance  

Element Item 

Assigned responsibility to a top senior executive management representative to promote climate 
change-related activities: name and position indicated 

Group-wide coordinated mitigation/ adaptation action plans for own business operations and 
financing/investing activities on climate change-related issues specified 

Periodic review of climate change-related activities by top management, supported by documents 
Integration of climate change-related aspects in company's publicly available (environmental) 
mission statement 

Management 
framework 

Public acknowledgement of need to integrate long-term climate change-related issues in 
investment, financing, research, advisory services 
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Table 12 (continued): Items measuring banks’ climate proactivity 
Element Item 

Own operations: assessment of physical risks 
Own operations: contingency plans for climate change-related risks 
Own operations: assessment of physical risks, number provided (% of locations covered) 
Lending & Financing Portfolio: climate change-related sensitiveness systematically assessed 
Invested assets/Assets under management portfolio: climate change-related sensitivity 
systematically assessed 

Hedging of carbon risks stemming from lending and investment banking portfolio 
Assessment on impact of current and future climate change regulation on sectors and companies  
Assessment of data on companies' GHG/ CO2 emissions and costs of emission reduction 
Cost/benefit analysis (quantitative) of extreme weather events / changing weather patterns on 
markets, regions, sectors and companies 

Estimates of companies' costs of climate change mitigation and adaptation 
Engagement with companies to adopt climate strategies 
Assessment of long-term effects of climate change on regions, sectors and companies 
Exclusion of carbon-intensive sectors from products and services 
Requirements of adequate insurance against climate change-related risks for lending/financing 
activities 

Mandatory consultancy of maps of natural disasters / extreme weather events for certain regions / 
sectors 

Procedures and contractual terms relaxed for clients under stress due to natural disasters 

Risk management 

Proxy-voting principles in favor of company action on climate change 
Tools to evaluate carbon exposure on a sector level 
Tools to evaluate carbon exposure for individual companies 
Prices of carbon credits 
Climate change-related regulatory issues at sector level 
Risk matrix, maps of financial impacts due to extreme weather events (e.g. storms, flooding, 
aridity) 

Costs of extreme weather events 

Data management 

Estimates/scenarios of financial impacts, including for example cost/benefit analysis of emerging 
issues due to changing weather patterns, temperature at regional level, scenarios of impacts of 
demographic shift 

Internal awareness-raising campaigns on climate change in general 
Internal road-shows on climate change-related issues 
Intranet-based dissemination of information, data, studies on climate change-related risks and 
opportunities in financing, investing 

Know-how transfer from SRI/sustainability-analysts to traditional analysts and credit professionals 
Center of expertise for fundamental research on climate change-related business risks and 
opportunities 

Advisory desks in business segments to implement fundamental research on climate change in 
financing/investment evaluation tools, activities, special financing/investment products 

Training of banking professionals and number provided 

Intellectual capital 

Performance-related compensation of banking professionals includes climate change-related 
targets 

Support of community affairs projects aiming at climate change mitigation and adaptation 
Private-public partnerships to encourage research and development of low-carbon technologies 
Support of research on climate change in general and on the impact of climate change on financial 
markets and the financial sector 

Promoting better availability and quality of climate change-related company data 
Contribute to international and national debate on climate change-related economic impacts 
Lobbying for long-term, internationally coordinated public policy framework on climate change 
Marketing campaigns on the bank's efforts in the field of climate change mitigation and adaptation 
Discussion of climate change topics in meetings/contacts with investors, clients, suppliers 
Public statements on the topic of climate change at high-level speaking opportunities (conferences, 
presentations) for company representatives 

Disclosure/ 
engagement/ 
leadership 

Memberships and active participation in investor coalitions (such as Ceres, CDP, UNEP FI, 
Carbon Trust, INCR, IIGCC, Global Roundtable on Climate Change) to promote the integration 
of climate change-related risks and opportunities in banking business activities 
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4.4.3 Explanatory variables in the analysis 

The explanatory variables in the analysis are the capabilities determining the 

proactivity of a corporate environmental strategy. The capabilities to be included in the 

analysis were identified in a six step process. First, a systematic and extensive review of 

academic literature in the fields of strategic management and organizations and the natural 

environment was conducted to identify determinants of proactive corporate environmental 

strategies. These determinants were included in a list. Second, the identified determinants 

were divided in resources and capabilities. Resources were omitted in the subsequent steps as 

they were not in the focus of this thesis. Third, similar capabilities were collapsed using the 

definitions and related proxies provided in original research. Fourth, capabilities were further 

clustered according to concepts found in the literature. Fifth, several academic experts in the 

field of corporate environmental strategies gave input to verify this clustering. Sixth, from the 

list of resulting capabilities (see Table 11) pairs of capabilities were chosen that were suitable 

to investigate the complementary effects of externally-oriented capabilities on internally-

oriented capabilities. This resulted in the decision to focus the analysis on stakeholder 

management (externally-oriented capability), shared vision, and systematic risk processes 

(internally-oriented capabilities). 

In a next step, proxies had to be found to measure the capabilities (see Table 13). One 

of the most significant criticisms of the RBV has to do with the conceptualization and 

measurement of capabilities (Lado et al., 2006; Priem & Butler, 2001a). Researchers suggest 

that capabilities should be conceptualized and measured in a way that is independent of their 

ability to contribute to competitive advantage (Dutta et al., 2005). In the context of corporate 

environmental strategies, this means that the measures used for capabilities should be 

independent from their contribution to environmental proactivity. In addition, it is important 

that the capabilities are carefully specified so that they reflect variance between firms while at 
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the same time being comparable across firms (Dutta et al., 2005; Ethiraj et al., 2005). The 

analysis relied on proxies previously used in the literature, identified by a review of prior 

research. Reliability of scale was assessed using the Cronbach alpha coefficient. Cronbach 

alphas are all 0.7 or higher indicating sufficient reliability of the scales (Nunally, 1978).  

Stakeholder management was measured by 17 binary questionnaire items (Cronbach 

alpha 0.960) related to the stakeholder management process and stakeholder relationships. 

The items include periodic identification, prioritization, and monitoring of stakeholders and 

their expectations (Rüegg-Stürm, 2005; SIGMA, 2003; Stakeholder Research Associates, 

2005; The Clarkson Centre for Business Ethics, 1999). Furthermore they cover the level of 

engagement with stakeholders (Post, Preston, & Sachs, 2002; SIGMA, 2003; Stakeholder 

Research Associates, 2005) including transparent communication (Stakeholder Research 

Associates, 2005; The Clarkson Centre for Business Ethics, 1999), as well as the embedding 

of stakeholder management into company processes (Post et al., 2002; Savage et al., 1991; 

Stakeholder Research Associates, 2005; The Clarkson Centre for Business Ethics, 1999).  

Shared vision was assessed by 18 binary questionnaire items (Cronbach alpha 0.928) 

covering first the areas encompassed by codes of conduct (Banerjee, 2002; Bansal & Roth, 

2000; Hart, 1995; Henriques & Sadorsky, 1996), and second the stringency of the 

implementation processes throughout the organization (Banerjee, 2002; Sharma & 

Vredenburg, 1998) reflected by elements such as clear responsibilities (Bansal & Roth, 2000), 

the existence of help desks in cases of conflicts of interest or doubt regarding how to 

implement the shared vision (Bansal & Roth, 2000), and compliance systems (Bansal & Roth, 

2000) linked to employee remuneration (Sharma, 2000). The areas covered by the code of 

conduct mirror key issues for responsible business conduct in the banking sector (Freshfield 

Bruckhaus Deringer, 2005; GRI, 2008; Hesse, 2007; Kämpf, 2006; RARE, 2006; Weber, 

2005; Weber, Reiland, & Weber, 2002). Further areas covered by the code of conduct besides 
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the environment were included as items in the analysis because a broad coverage of themes 

related to responsible business conduct indicates the readiness of the company to satisfy 

legitimacy concerns. This readiness can contribute to proactive corporate environmental 

strategies.  

Systematic risk processes were evaluated using 10 binary items (Cronbach alpha 

0.871) including factors used to define corporate risk relying on Miller’s (1992) corporate risk 

definition, models and tools reflecting best practice in general (Merna & Al-Thani, 2008) and 

in the sector (Bessis, 2010), and organizational factors (Aabo et al., 2005). 

Table 13: Items measuring capabilities 
Capability Items measuring implementation of capability Cronbach’s α 
Stakeholder 
management 

Periodic identification of key stakeholders for input into corporate strategy, risk, 
issue management 

0.960 

 Systematic identification of materiality of issues/stakeholder expectations (e.g. in 
terms of impact on bottom line, reputation) at least once a year 

 

 Identified issues/stakeholder expectations communicated to board/supervisory 
board (e.g. Audit Committee) 

 

 Identified issues/stakeholder expectations communicated to executive 
management/management board 

 

 Identified issues/stakeholder expectations embedded in risk, issue/reputation 
management, specified and reasonable 

 

 Identified issues/stakeholder expectations embedded in product development 
process 

 

 Value added from stakeholder engagement quantified, e.g. avoidance of 
litigations, increase of market share due to improved products, credibility 

 

 Other, only if meaningful and not yet covered by one of the above  
 Implementation in majority of business units  
 Documentation of above activities meaningful  
 Periodic prioritization of stakeholders according to defined criteria, e.g. 

legitimacy, financial power, claiming call for immediate action 
 

 Systematic identification of stakeholder expectations by analyzing influential 
media at least once a year 

 

 Continuous monitoring of stakeholder expectations  
 Regular interactions with all relevant stakeholder groups according to a formalized 

process 
 

 Consultation with key stakeholders on planned activities  
 Results of the engagement process reported to the stakeholders involved  
 Examples of above action/decisions taken meaningful and provided  

Areas covered by group-wide code of conduct: corruption and bribery 
Areas covered by group-wide code of conduct: discrimination 
Areas covered by group-wide code of conduct: confidentiality of information 
Areas covered by group-wide code of conduct: money-laundering, insider 

trading/dealing 
Areas covered by group-wide code of conduct: security of staff, business partners, 

customers 
Areas covered by group-wide code of conduct: environment, health and safety 
Areas covered by group-wide code of conduct: whistle-blowing 
Documentation of above activities meaningful 
Responsibilities, accountabilities and reporting lines systemically defined in all 

divisions and group companies 
Dedicated help desks  
Compliance linked to employee remuneration  

Shared vision 

Employee performance appraisal system integrates code of conduct 

0.928 
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Table 13: Items measuring capabilities (continued) 
Disciplinary actions in case of breach 
Compliance system is certified/audited/verified by third party 
Coverage of code of conduct: employees group-/worldwide: if >= 75% 
Coverage of code of conduct: contractors/suppliers/service providers: if >= 75% 
Coverage of code of conduct: subsidiaries: if >= 75% 

Shared vision 
(continued) 

Coverage of code of conduct: joint ventures if >= 75% 

 

Chief risk officer member of board of directors or of executive board or directly 
reporting to board of directors or executive board (one level from executive 
board indicated: direct reporting line can be assumed) 

Group-wide risk analysis framework, documented 
Factors included in defining corporate risk: probability 
Factors included in defining corporate risk: magnitude 
Factors included in defining corporate risk: time horizon 
Factors included in defining corporate risk: correlation 
Full coverage of documents provided 
Use of risk map (documented) 
Sensitivity analysis / stress testing on group-level (documented) 

Systematic risk 
processes  

Description and documentation of all three risk response strategies (risks retained, 
risks transferred, risks avoided) 

0.871 

Electronic banking: percentage above 70% or trend increasing  
Electronic banking: System/platform integrated in data warehouse for client 

relationship management 
Electronic banking: System/platform integrated in IT fraud detection systems, e.g. 

artificial intelligence software to detect money laundering 
Electronic banking: know-your-customer identification based on passport or other 

valid identification document, if account is opened on-line 
Electronic banking: feedback loops of security problems (e.g. hacker attacks, fire 

wall problems) to chief risk officer, chief compliance officer 
Product development: identified projects with external experts and supported by 

document 
Product development: identified projects with NGOs and supported by document 
Product development: identified projects with government agencies and supported 

by document 
Product development: identified projects with clients and supported by document 
Product development: identified projects based on initiatives and supported by 

document 
Product with social value added: microfinance and/or microcredit to micro-/small-

sized businesses or to minorities in developing and/or developed countries (for 
economic development) 

Product with social value added: microfinance/microcredit to minorities in 
particular focused on self-empowerment of women (for economic development) 

Product with social value added: access to financial services (e.g. lending 
schemes, accounts) for low income social groups 

Product with social value added: access to financial services (e.g. lending 
schemes, accounts) for disabled people (e.g. cheques in braille, talking ATMs) 

Innovation 
capability 
(control) 

Product with social value added: financial literacy (e.g. education on personal 
finance, investments free of charge, in particular proactively to low income 
social groups) 

0.938 

 

4.4.4 Control variables in the analysis 

Innovation capability and size were used as control variables in the analysis. 

Innovation capability is a determinant of proactive corporate environmental strategies that has 

been widely looked at in the organization and environment literature. Empirical studies have 

shown that environmental performance and innovation capability are highly correlated 
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(Bowen & Sharma, 2005; Buysse & Verbeke, 2003; Christmann, 2000; Hart, 1995; 

McWilliams & Siegel, 2000; Sharma et al., 2007; Sharma & Vredenburg, 1998; Waddock & 

Graves, 1997). However, innovations diffuse very quickly across competing banks; only 

active and consistent innovation activity that is somewhat differentiated from competitors can 

contribute to competitiveness (Roberts & Amit, 2003); one can assume that this is also true 

for the contribution of innovation activity to environmental proactivity. Due to its potential 

contribution to corporate environmental strategies, innovation capability was included as a 

control variable in the analysis. Innovation can be defined very broadly as including any 

product or process that the manager of the innovating unit perceives to be new (Nohria & 

Gulati, 1996). Innovation capability may involve both product and process innovation 

(McWilliams & Siegel, 2000). Only product innovation capability was included within the 

analysis. Product innovation capability was measured using 15 binary questionnaire items 

(Cronbach alpha 0.938) (see Table 13). General literature on construct development of 

innovation was consulted when developing the questionnaire items (Gatignon, Tushman, 

Smith, & Anderson, 2002). The items cover both the integration of stakeholder views in the 

product development process (Hoffman, 2005; Sharma et al., 2007; Sharma & Vredenburg, 

1998) and the existence of products novel to the banking sector (Shi et al., 2008).  

Size can affect the proactivity of corporate environmental strategies as large firms are 

more likely to be in the position to allocate sufficient resources to environmental issues 

(Aragón-Correa, 1998; Aragón-Correa & Sharma, 2003). Size also increases visibility and 

public scrutiny (Henriques & Sadorsky, 1996). Furthermore, size can account for 

organizational slack. For example, in large companies excess budget or managerial time can 

allow room for dealing with environmental issues (Bowen & Sharma, 2005). The logarithm of 

the number of employees (full-time equivalents) was used as the measure for size drawn from 

Compustat or (where missing in Compustat) from the Bloomberg database. It was also tested 
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for assets under management as an alternative measure for size. Even though a test regression 

yielded the same results, volume of assets under management was not used in the analysis as 

it can vary with valuation models and market mechanisms (Jones, 1992). Balance sheet total 

was not used as measure for size because it can entail effects resulting from book-keeping 

techniques (Jones, 1992). 

4.4.5 Data analysis 

The dependent variable (proactivity of corporate environmental strategy) used in the 

analysis was characterized by the total number of climate measures and can only take non-

negative integers. In principle, such count data could be analyzed using a multiple linear 

regression analysis. However, the estimation can be improved by using count data models that 

account for the discrete nature of the dependent variable (Cameron & Trivedi, 1998; Greene, 

2003; Hilbe, 2007). The Poisson regression model has been widely used to study such data. 

However, over-dispersion of the dependent variable (i.e. its variance is larger than the mean 

of the distribution) can not be modeled with this approach. The negative binomial model can 

overcome this shortcoming by relaxing the assumption of equidispersion (i.e. the variance 

equals the mean). While both count data models were estimated in the course of the analysis 

underlying this thesis, the negative binomial model is clearly the preferred approach because 

the null hypothesis of no over-dispersion (which characterizes the Poisson model) is clearly 

rejected at the 0.05 level (dispersion parameter α is significantly different from zero).  

First, for the individual effect model the proactivity of corporate environmental 

strategy was regressed on single capabilities (stakeholder management, shared vision, and 

systematic risk processes). Second, for the interaction models the interaction terms were 

introduced by multiplying the score for the externally-oriented variable (i.e. stakeholder 

management) with the score for the internally-oriented variable (i.e. shared vision, systematic 
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risk processes). F-tests were used to assess the significance of the increase in the explanatory 

power of the moderated models.  

The influence of common method bias in the regression analysis was minimized both 

by carefully designing the data collection process and using statistical remedies (Podsakoff et 

al., 2003). First, items for the explanatory and dependent variables were separated into 

different sections of the SAM questionnaire. Second, different sections of the questionnaire 

were answered by the respective department responsible for the area concerned. One can 

therefore assume that the information about the bank’s climate strategy and each of the 

capabilities was provided by different people. This further diminishes the potential for 

common method bias. Finally, to statistically determine to which extent common method bias 

was still present in the data, the Harman’s one factor test was performed. For this test, all the 

variables were loaded into an exploratory factor analysis using principal component analysis. 

If a substantial amount of common method bias is present, either a single factor will result or 

one factor will account for the majority of covariance among the measures (Podsakoff et al., 

2003). The analysis revealed the presence of 13 distinctive factors with eigenvalues greater 

than 1.0. The 13 factors together accounted for 74.47 % of the total variance, with the first 

(largest) factor explaining 43.96% of the variance. The emergence of more than one factor 

with the first factor not accounting for the majority of the variance between the measures 

suggested that common method bias is unlikely in this analysis also from a statistical point of 

view (Podsakoff et al., 2003).  

4.5 EMPIRICAL FINDINGS 

As a first step, the individual contributions of single capabilities in generating a 

proactive corporate environmental strategy were analyzed using the negative binomial model 

(see Table 14, individual effect model). Hypotheses 1a, 1b, and 1c suggest that the levels of 

the three different capabilities (stakeholder management, shared vision, systematic risk 
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processes) individually determine the proactivity of the corporate environmental strategy. 

Indeed, the capabilities of shared vision (p < 0.05) and systematic risk processes (p < 0.001) 

showed positive and significant effects on the proactivity of the corporate environmental 

strategy. These results support the Hypotheses 1b and 1c. The influence of the capability of 

stakeholder management was positive but less significant (p < 0.1), thereby only weakly 

supporting Hypothesis 1a. This result is similar to an analysis conducted in North American 

and European ski resorts where stakeholder engagement (i.e. the attention the ski resorts paid 

to different stakeholder groups) did not determine the proactivitiy of the corporate 

environmental strategy (Sharma et al., 2007). It could reflect the criticism often raised of 

stakeholder theory that intensified stakeholder management does not contribute to more 

successful business conduct but rather distracts management attention and leads to inefficient 

resource allocation (Freeman, 2004; Jensen, 2001). However, the result could also point to a 

mismatching of variables in terms of which stakeholders are relevant for corporate 

environmental performance (Wood & Jones, 1995). In addition, stakeholder management 

could play a less important role in the services industry where environmental impacts are 

often indirect and more difficult to attribute to the service provider. The analysis also revealed 

the positive and significant influence of the control variables innovation (p < 0.05) and size (p 

< 0.001) on the proactivity of a corporate environmental strategy.  
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Table 14: Results of regression analysis 
Variable Individual effect 

model 
Interaction model 1 Interaction model 2 

    
Capabilities    
Stakeholder management 1.01 (0.53) † 6.22 (1.27) *** 6.55 (1.52) *** 
Shared vision 1.42 (0.60) * 3.73 (0.89) *** 1.72 (0.62) * 
Systematic risk processes 2.43 (0.57) *** 2.40 (0.55) *** 4.09 (0.76) *** 
    
Stakeholder management x Shared vision  -6.59 (1.45) ***  
Stakeholder management x Systematic risk 
processes 

  -6.5 (1.66) *** 

    
Controls    
Innovation 1.12 (0.53) * 0.99 (0.49) * 0.99 (0.52) † 
Size 0.73 (0.18) *** 0.69 (0.17) *** 0.68 (0.18) *** 
    
Intercept -4.82 -6.20 -5.99 
    
Pseudo R2 0.2068 0.2371 0.2296 
Δ R2  0.0244 0.0228 
F-Value for Δ R2  4.01 2.99 
 
Legend:  
Dependent variable is proactivity of corporate environmental strategy. Values are unstandardized regression coefficients 
(with standard errors in parentheses). 
†  p < 0.1 
*  p < 0.05 
**  p < 0.01 
***  p < 0.001 

 

In the second step of the analysis, the moderating effect of antagonistic externally-

oriented and internally-oriented capabilities in the development of proactive corporate 

environmental strategies was investigated using the negative binomial model once again (see 

Table 14, interaction models). Hypotheses 2a and 2b suggest that the externally-oriented 

capability (stakeholder management) will negatively moderate the effect of the internally-

oriented capabilities (shared vision, systematic risk processes), and vice versa. The results 

support Hypotheses 2a and 2b. Furthermore, in the two interaction models the individual 

effects of the capabilities are all positive and significant (p < 0.001, except for shared vision 

(p < 0.05) in the interaction model 2 representing the interaction effect of stakeholder 

management and systematic risk processes). However, the amount with which the coefficients 

change between the individual effect model and the interaction models is not easy to interpret 
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(Jaccard & Turrisi, 2003)10. Accordingly, the change in the regression coefficients of the 

single capabilities (i.e. stakeholder management, shared vision, systematic risk processes) 

between the original model and the moderated models does not indicate a stronger influence 

of stakeholder management, shared vision, and systematic risk processes in the interaction 

model, even if the values of the coefficients are higher. The control variables innovation (p < 

0.05) and size (p < 0.001) also have a significant and positive effect on corporate 

environmental strategy in the model including stakeholder management and shared vision. In 

the model including stakeholder management and systematic risk processes, size (p < 0.001) 

has a positive and significant effect while innovation has a positive but less significant (p < 

0.1) effect.  

If an interaction effect is present, the difference between the two Pseudo R2 in the 

original and the moderated model is statistically significant (Jaccard & Turrisi, 2003). An F-

test revealed that the incremental increase of Pseudo R2 between the original model and the 

model analyzing the moderating effect between stakeholder management and shared vision 

(from 0.2068 without the interaction term to 0.2371 with the interaction term) is significant at 

the 0.5% level. For the model analyzing the moderating effect between stakeholder 

management and systematic risk processes, the incremental increase of Pseudo R2 (from 

0.2068 without the interaction term to 0.2296 with the interaction term) is significant at the 

1% level. Therefore, it can be concluded that an interaction effect is indeed present. 

                                                 

10 The differences in values of the regression coefficients associated with the single capabilities (i.e. stakeholder 
management, shared vision, systematic risk processes) in the individual effect model and in the interaction 
models result from the fact that in the individual effect model the coefficients of the capabilities estimate 
“general” relationships averaging across the levels of the other predictor variables. In contrast, in the interaction 
model the coefficients of the single capabilities estimate conditional relationships focused on specific value (i.e. 
zero) of the other predictor involved in the product term. In the interaction model the regression coefficients of 
the single capabilities (i.e. stakeholder management, shared vision, systematic risk processes) therefore cannot be 
interpreted the same way (i.e. as main effects) as in the individual effect model. 
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4.6 DISCUSSION 

4.6.1 Implications for research 

This thesis contributes to the RBV by introducing a classification scheme for the 

interconnectedness of capabilities. This classification adds to a comprehensive understanding 

of the nature of interdependencies between capabilities including both the direction of the 

effect (reinforcing or rival) and the occurrence of capabilities over time (coexistent and 

subsequent). This is a prerequisite to effectively answering questions about the creation of 

competitive advantage over time based on capabilities. Future research could test the 

usefulness of this classification scheme in other contexts. 

Besides providing a novel classification scheme, this thesis analyzed the effects of 

capabilities on corporate environmental strategies. The results first confirm the individual 

importance of organizational capabilities in creating proactive corporate environmental 

strategies. They highlight the role of internally- and externally-oriented capabilities in 

developing corporate environmental strategies. Future research could expand on this aspect. It 

could systematically investigate the contribution of internally- and externally-oriented 

capabilities to proactive corporate environmental strategies. Furthermore, the effect of internal 

and external aspects within the same capability on corporate environmental strategies could 

be analyzed. For example, employee skill development includes internal aspects (e.g. training) 

and external aspects (e.g. consultancy). 

Second, this thesis adds to the understanding of interdependencies between 

capabilities in the context of proactive corporate environmental strategies. Earlier research has 

focused on complementary effects between capabilities that enhance the potential to create 

sustained competitive advantage. In contrast, this thesis empirically confirms that 

simultaneously deployed antagonistic capabilities can negatively influence the proactivity of 

corporate environmental strategies (and ultimately competitiveness). The results indicate that 
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stakeholder management (as an externally-oriented capability) negatively moderates the 

effectiveness of shared vision and systematic risk processes respectively (as internally-

oriented capabilities) for proactive corporate environmental strategies. This is the even the 

case when the individual effects of the antagonistic capabilities on the proactivity of corporate 

environmental strategies are positive. As a consequence, further research should explore in 

more detail the interdependencies between capabilities in the pursuit of corporate 

environmental strategies. Thereby it could expand this thesis by including more capabilities 

into the analysis, such as employee skill development, or look at capabilities on a more 

granulate level, such as continuous improvement as an element of systematic processes (see 

Table 11). Such research could help identify situations where simultaneously deployed 

capabilities positively reinforce each other and situations where the simultaneous exploitation 

of capabilities results in a less proactive corporate environmental strategy. In addition, further 

research could explore interactions between externally-oriented and internally-oriented 

capabilities in more detail. In general, the results confirm the necessity of understanding the 

nature of capabilities; misperceptions of interaction effects between capabilities can have a 

negative effect on competitiveness (Siggelkow, 2002).  

4.6.2 Implications for managers 

For managers, the results may first prove useful in order to understand mechanisms 

that generate proactive corporate environmental strategies. By analyzing a company’s 

capabilities, a manager would have a clearer understanding of whether the situation of the 

company meets necessary conditions for sustainable competitive advantage. The literature 

proposes some guidelines to help managers identify their critical resources and decide how to 

apply them (Wernerfelt, 1989). Managers could start by evaluating their stakeholder 

management, shared vision, and systematic risk processes with the help of the items 

measuring these capabilities provided in this thesis (see Table 13). Such an evaluation 
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provides a first indication of where the company stands and where investments in capabilities 

could be useful to obtain better results. The individual effect of capabilities on the company’s 

environmental strategy can then be calculated. Again, this provides input as to how develop 

existing capabilities. 

Second, the results of this thesis highlight the usefulness of investing in understanding 

the interdependencies between capabilities before developing capability bundles that might 

interact in unwanted ways. Companies could investigate the interaction effects of their 

capabilities in order to identify underlying interaction mechanisms such as complementarity 

or antagonism. Further research could explore specific capability combinations in general, 

those particularly relevant for the services sector, or those relevant for proactive corporate 

environmental strategies. Thereby it could rely on the list of identified capabilities that foster 

proactive corporate environmental strategies (see Table 11). 

Third, to obtain more specific results, capabilities and their interaction effects should 

be evaluated at the company or business unit level rather than at the industry level (Ethiraj et 

al., 2005; Gatignon et al., 2002). While the results of this thesis are the same for the whole 

industry, the strategic implications might depend on a company’s specific resource 

endowment (Barney, 1991; Schreyögg & Kliesch-Eberl, 2007). Future research could 

therefore focus on individual companies, thereby providing managers with more specific 

results. 



 

 

5 Conclusions, limitations, and outlook 

The objective of this thesis was to characterize corporate responses to institutional 

pressures according to their symbolism and substance, and to analyze interdependencies 

between capabilities and their combined effect on corporate climate strategies. The analysis 

was conducted in the context of climate change and the banking industry. The subsequent 

paragraphs summarize the key results of this thesis (Chapter 5.1), and the main implications 

on a theoretical and practical level (Chapter 5.2). The Chapter ends with limitations and 

recommendations for future research (Chapter 5.3), and a general outlook (Chapter 5.4). 

5.1 SUMMARY OF KEY RESULTS 

In the following paragraphs the main results of the investigation of the research 

questions RQ1 and RQ2 are summarized.  

 

RQ1: How can organizations’ responses to climate change be characterized in terms of 

symbolic (legitimacy-driven) and substantive (efficiency-driven) action?  

As a basis for the analysis of RQ1, a construct for banks’ climate strategies 

encompassing activities in operations, business, and governance was developed and 

empirically tested. Four distinguishable strategy types could be identified from the data. The 

strategy types represent one group of banks that implements symbolic action, and three 

groups of banks that implement hybrid strategies including different combinations of 

substantive and symbolic action. The banks that implement only symbolic action concentrate 

on operations (hesitators). The three hybrid groups focus on innovative products (product 
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innovators), on systematic processes (process developers), and on comprehensively 

implementing climate activities across operations, business, and governance (forerunners). 

Across the clusters product innovators, process developers, and forerunners the banks 

gradually implement more comprehensive climate activities. Among the groups identified 

there is none that implements substantive action exclusively. 

 

RQ2: How do interdependencies between capabilities determine organizations’ responses to 

climate change? 

To answer RQ2, first a classification of interconnectedness between capabilities was 

developed to systematize their interaction mechanisms. An analysis of existent research 

revealed a research gap in the field of “antagonistic capabilities”, i.e. coexistent capabilities 

with rival effects on corporate strategy when simultaneously deployed. Therefore, the focus of 

the analysis was laid on “antagonistic capabilities”. In the analysis, antagonistic capabilities 

were represented by pairs of externally-oriented (i.e. stakeholder management) and internally-

oriented (i.e. shared vision, systematic risk processes) capabilities. The results show that 

individual effects of externally- and internally-oriented capabilities on the proactivity of 

corporate environmental strategies (as stipulated in Hypotheses 1a, 1b, and 1c) are positive 

and significant (even if the individual effect of stakeholder management was only weakly 

supported in Hypothesis 1a). The combined effect, however, of simultaneously deployed 

antagonistic capabilities (stakeholder management and shared vision; stakeholder 

management and systematic risk processes) on the proactivity of corporate environmental 

strategies (as postulated in Hypotheses 2a and 2b) was negative (and significant), moderating 

the individual effect of the capabilities.  
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5.2 IMPLICATIONS AND RECOMMENDATIONS 

5.2.1 Theoretical implications 

The first theoretical motivation of this thesis was to increase the knowledge about 

whether and how organizations implement possible combinations of symbolism and substance 

in their actions. The results reveal that symbolic action plays an important role in the context 

of climate change and the banking sector. These results are in line with earlier findings of 

institutional theory that stated that symbolic action is sufficient to increase legitimacy (Meyer 

& Rowan, 1977; Westphal & Zajac, 1998, 2001). Furthermore, the results empirically 

confirm the relevance of hybrid strategies combining symbolic and substantive action to 

respond to strategic change. The relevance of hybrid strategies was suggested by earlier 

research, however it was not yet empirically tested (Fiss & Zajac, 2006; Wade et al., 1997). 

Combining symbolic action in less strategically important areas (such as banks’ operations) to 

gain legitimacy with stakeholders and substantive action in strategically relevant areas (such 

as banks’ core business processes and governance measures) to increase efficiency seems to 

be a useful approach to complex issues such as climate change. As such, the analysis of 

banks’ responses to climate change and the characterization of these responses according to 

their symbolism and substance contribute to the literature on decoupling. Furthermore, the 

results add to research on organizations and the natural environment by questioning the 

traditional understanding that the creation of competitive advantage may be an independent 

and sufficient explanation for the adoption of an environmental strategy. Instead, it appears 

that most organisations in the sample seek legitimacy gains (through symbolic action) while 

only some additionally take (substantive) measures suited to creating sustained competitive 

advantage. 

The second theoretical motivation of this thesis was to add to the understanding of the 

interdependencies between capabilities and their combined effect on corporate strategies. The 
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investigation of the related research question RQ2 was based on the RBV. The natural RBV 

suggests that – under certain conditions – capabilities contribute to proactive corporate 

environmental strategies (Buysse & Verbeke, 2003; Sharma & Vredenburg, 1998). However, 

there is a research gap in the (natural) RBV concerning the investigation of interdependencies 

between capabilities in general, and the effect of antagonistic capabilities in particular. This 

thesis addresses this research gap. It reveals that two (antagonistic) capabilities, that 

individually and independently have a positive effect on the proactivity of corporate climate 

strategies, can conflict with each other when simultaneously deployed. Similar to results of 

research on conflicting learning strategies in organizations (Levinthal & March, 1993), the 

results of this thesis point to the importance of understanding the effects of conflicting 

capabilities and how to integrate them to reap positive effects. As such, this research 

contributes to the RBV, and specifically to the understanding of maintaining a balance 

between contradictory effects of valuable organizational capabilities.  

5.2.2 Practical implications 

From a practical point of view, this thesis started with the observation that, while 

climate change is perceived to impact business, it is not a significant issue on CEOs agendas 

yet. Based on this observation, two practical motivations for the thesis were formulated.  

The first practical motivation was the observation that companies react inconsistently 

and ineffectively to climate change. The analysis of banks’ climate strategies revealed that a 

majority of banks have not yet started to implement climate activities (as of 2006). This is 

surprising as the effects of climate change on banks’ corporate clients are already evident. The 

developed and empirically tested framework for banks’ climate strategies can support 

managers in implementing consistent climate-change related activities. A comprehensive and 

strategic approach to climate change by banks should include activities in operations, 

business, and governance. The starting point of developing a corporate climate strategy 
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should be to systematically assess risks and opportunities hidden in a bank’s lending, 

financing, and investment portfolios. As a basis for this assessment, the current assignment of 

a bank to a climate strategy type (hesitators, product innovators, process developers, 

forerunners) provides important insights. Based on the assessment of climate risks and 

opportunities, a unique strategic position can be developed. This positioning should include 

an informed decision about combining symbolic action to gain legitimacy in areas that are 

less relevant for the specific bank, and substantive action in strategically relevant areas to 

ensure sustained competitive advantage. The positioning is implemented by a set of different 

activities targeted at customers’ needs (e.g. corporate clients versus private clients), 

customers’ accessibility (e.g. by geography or by scale), or the variety of a company’s 

products and services (e.g. focus on private banking) (Porter, 1996). Concrete (symbolic and 

substantive) activities in operations, business, and governance supporting a bank’s positioning 

in climate change can be developed using the framework for banks’ climate strategies 

developed in this thesis that provides detailed examples of activities and categorizes them 

according to their symbolism and substance (see Chapter 3.5.1). For example, a bank aiming 

at symbolic positioning can implement mitigation and offsetting measures in operations and 

perhaps combine them with symbolic adoption of industry standards and community affairs 

projects. A bank that puts substantive action at the center of its strategic positioning can first 

focus on products, and subsequently address key areas such as risk management, data 

management, and intellectual capital. A bank that wants to reap benefits both from symbolic 

and substantive implementation combines symbolic measures in operations, such as energy 

saving and offsetting, with the alignment of research, lending and financing, and portfolio 

management to company-specific climate risks. However, it is important to bear in mind that 

an effective (climate) strategy has to be planned and systematic if it is to achieve good results 



166 Conclusions, limitations, and outlook 

(Porter & Kramer, 2006). Randomly picking single activities from the list would not meet this 

requirement.  

The second practical motivation was that companies face difficulties in deciding 

which capabilities to invest in to achieve competitive advantage when dealing with complex 

issues such as climate change. Indeed, capabilities are not only the result of accumulation of 

experience embedded in processes and learning by doing over time, but also the result of 

deliberate investments in organizational structures and systems to improve corporate practices 

(Zollo & Winter, 2002). The RBV gives general indications of how to analyze a company’s 

capability portfolio in order to achieve a clearer understanding of whether they meet the 

necessary conditions for sustained competitive advantage (Peteraf, 1993) (or in the case of 

this thesis, for the implementation of a proactive corporate environmental strategy). Managers 

should build their strategies on resources and capabilities that meet the four characteristics 

that contribute to competitive advantage as outlined by the RBV: value, rareness, imperfect 

imitability, and non-substitutability. However, capabilities are often context-specific and 

therefore need to be investigated at a micro level within the company (Ethiraj et al., 2005). 

Starting from the list of capabilities provided in this thesis (see Table 11), managers’ can 

analyze their existing capability portfolio, the individual contribution of each capability, and 

the combined effect of selected capabilities on proactive corporate environmental or climate 

strategies. A starting point of the analysis can be the three capabilities stakeholder 

management, shared vision, and systematic risk management explored in this thesis. 

However, the analysis should be expanded to include further capabilities such as employee 

skill development and learning. Furthermore, the capabilities can be explored at a more 

granulate level. For example, employee skill development and learning includes aspects such 

as employee involvement or human capital transfer that could be looked at individually. 
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In summation, this thesis provides bank managers with information on which 

capabilities support the implementation of a proactive corporate climate strategy in the 

banking sector. It highlights the fact that it is not single capabilities but rather 

interdependencies between simultaneously deployed capabilities that ultimately determine the 

proactivity of corporate climate strategies. As such, the results of this thesis can serve as an 

important starting point in analyzing company specific capability configurations and their 

contribution to a bank’s climate strategy. 

5.2.3 Recommendations for banks’ climate strategies 

All in all, the practical relevance of this thesis can be measured by whether the results 

support CEOs in implementing a consistent corporate climate strategy and in deciding which 

capabilities to invest in to achieve the intended positioning. The managerially relevant 

implications of this thesis are summarized in a recommendation of how to develop and 

implement a corporate climate strategy in the banking sector (see Figure 17). The process is 

structured in three steps that are based on general conceptions of the design school of strategy 

(Mintzberg, Ahlstrand, & Lampel, 1998). The three-step process synthesizes insights from 

theory used in this thesis, from the analysis of banks’ climate strategies, and the 

interdependencies between capabilities in the pursuit of a corporate climate strategy. It 

concerns the bank’s institutional environment, the bank’s positioning vis-à-vis the issue of 

climate change, and the bank’s capabilities.  

The first step in the process includes an analysis of the institutional environment and 

the current situation of the company. Company-specific business risks and opportunities can 

be derived from (1) an analysis of direct impacts of climate change such as extreme weather 

events on the bank’s locations, (2) the identification of institutional pressures stemming from 

existing and future climate regulation impacting the bank and its clients, or from stakeholder 

pressures on the bank regarding climate change. The current positioning of the bank can be 
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derived using the four types of banks’ climate strategies identified in this thesis: hesitators, 

product innovators, process developers, and forerunners. The current status of the bank’s 

capabilities in stakeholder management, shared vision, and systematic risk processes can be 

identified using the items that were developed in this thesis to measure these capabilities. 

However, even though this thesis focused on the three abovementioned capabilities, more 

capabilities are potentially relevant for the proactivity of a bank’s climate strategy (e.g. 

employee skill development and learning; see Table 11). Such capabilities need to be included 

in the analysis as well. 

The second step includes strategy formulation. It addresses (1) the management of the 

institutional environment. Direct climate impacts can be addressed by mitigation and 

adaptation activities (see Table 3 and Table 4). Institutional pressures can be managed by 

building relationships with regulators and further relevant stakeholders. Strategy formulation 

further includes (2) the positioning in terms of symbolic, hybrid, and substantive action 

according to the framework developed in this thesis (see Chapter 3.5.1.). Finally, (3) the 

necessary capability portfolio that enables the company to manage the institutional 

environment in the planned way, and to achieve the intended strategic positioning, needs to be 

defined. Existing capabilities become taken for granted after a certain time not because they 

are superior but because their endurance is considered to be enough evidence of their value 

(Oliver, 1997). In this step of strategy formulation the existing capability portfolio should to 

be questioned based on the results of the analysis in step 1, and missing capabilities need to be 

identified. A capability portfolio can for example consist of strategic alliances with 

stakeholders, identifying new market opportunities, total quality management, and skill 

development (see Table 11).  

In the third step, the chosen strategy is implemented by a carefully selected portfolio of 

activities in operations, business, and governance matching the intended positioning. Ideas for 
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such activities can be taken from the construct of banks’ climate strategies developed in this 

thesis (see Chapter 3.5.1). In parallel, the current capabilities need to be developed into a 

company-specific capability portfolio that supports the implementation of the chosen strategy. 

This can happen by capability evolution (including developing new capabilities or 

substituting existing capabilities) or new ways of combining existing capabilities. In this 

process special attention needs to be given to interdependencies between capabilities such as 

complementarities and antagonism. Antagonistic capabilities can be managed for example by 

creating separate structures for potentially conflicting capabilities (Hockerts, 2003a, b). This 

allows the deployment of both capabilities without the negative interaction effect. For 

example, management of strategically relevant stakeholders can be separated from the 

relationships with stakeholders with more normative concerns. 

 

Figure 17: Recommendations for strategy development 



170 Conclusions, limitations, and outlook 

5.3 LIMITATIONS AND FUTURE RESEARCH 

In this Chapter, some limitations of this thesis are identified and directions of future 

research are suggested. The Chapter is structured according to phenomenological, theoretical, 

and methodological aspects. 

5.3.1 Phenomenological aspects 

This thesis identified banks’ responses to climate change and their determinants. As 

such, it provides a comprehensive picture of the sector’s current activities vis-à-vis climate 

change. However, the relevant question of why banks chose a specific strategy was not a focus 

of this thesis. One could argue that a company’s choice of a certain climate strategy is 

dependent on both its ability to respond to climate change, and its determination to take 

corresponding measures. Future research could address both aspects in more detail. 

The ability to act is hidden in a company’s capability portfolio. This thesis 

investigated the interdependencies between pairs of antagonistic capabilities (stakeholder 

management and shared vision, stakeholder management and systematic risk processes) that 

were identified by earlier research as being relevant for the pursuit of a proactive corporate 

environmental strategy. However this thesis does not investigate further capabilities relevant 

for proactive corporate environmental strategies, such as employee skill development and 

learning (Buysse & Verbeke, 2003; Sharma & Vredenburg, 1998). Future research could 

include a comprehensive list of capabilities known to foster proactive corporate 

environmental strategies into an analysis of antagonistic effects between capabilities (see 

Table 11). In addition, such an analysis could be extended to include resources that influence 

the proactivity of corporate environmental strategies, such as slack resources (Bowen & 

Sharma, 2005; Henriques & Sadorsky, 1996; Sharma, 2000), employee knowledge and skills 

(Buysse & Verbeke, 2003; Hoffman, 2005), or financial resources (Henriques & Sadorsky, 

1996). 
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Furthermore, the modern understanding of capabilities implies that a static set of 

nurtured capabilities is probably not sufficient to react to complex and radically changing 

business environments. Rather, the emphasis has shifted to the ability to quickly develop new 

capabilities (Schreyögg & Kliesch-Eberl, 2007). Such “new” capabilities often originate from 

novel ways of allocating existing resources and capabilities. Future research on corporate 

environmental strategies should therefore not only look at capabilities already present in 

companies but also at processes of capability building from the existing resource and 

capability base. 

Finally, in the context of the optimal use of capabilities for corporate environmental 

strategies, the analysis of effects of antagonistic capabilities could be amended by 

investigating how to optimally manage trade-offs between antagonistic capabilities in order to 

achieve maximum competitive advantage with a corporate environmental strategy. Such 

research would expand this thesis as well as the other rare studies in this field (Hockerts, 

2003a, b). 

Besides the ability to respond to climate change, the determination to do so is also 

crucial; the existence of capabilities and resources is an important but not sufficient condition 

for the development of proactive corporate environmental strategies. In this context, both 

profitability and legitimacy are relevant aspects. For managers, the short- and long-term 

effects of proactive corporate environmental strategies on a company’s profitability are 

crucial. This thesis statistically tested whether financial performance is an antecedent of 

corporate climate strategies (control variable in the cluster analysis), and did not find 

statistically relevant differences between the four identified strategy types (hesitators, product 

innovators, process developers, forerunners). Future research could look in-depth into the 

interdependencies between the type of corporate climate strategy (as reflected in the four 

identified strategy types), single elements of these strategies (such as for example risk 
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management), and financial performance. An important aspect in such an analysis would also 

be reverse causality between corporate climate strategy and financial performance. 

Legitimacy is the second important factor that influences determination to act besides 

profitability. First, legitimacy for corporate action can be derived from institutional pressures 

to implement proactive corporate environmental strategies. The analysis of banks’ climate 

strategies in this thesis is based on the assumption that the banks in the sample act in the same 

institutional field and as a result face the same institutional pressure related to climate change. 

However, one could argue that – dependent on the regulatory framework and the awareness of 

society regarding climate change – there are regional differences in institutional pressures, 

and that these pressures are reflected in the choice of a specific corporate climate strategy. 

Interesting insights into drivers of strategy choice could be obtained by including a measure 

of the perceived institutional pressure related to climate change into the analysis11. 

Second, legitimacy for corporate action is determined by managerial perception of 

environmental issues (Henriques & Sadorsky, 1996; Klassen, 2001; Sharma, 2000; Sharma et 

al., 1999). If CEO concerns for the environment become an integral part of corporate culture, 

top management action is stimulated which in turn indicates the importance of environmental 

issues to employees. In such a corporate culture, commitment to environmental issues can be 

justified by line managers, and resources are directed to action on these issues.  

In the area where profitability and legitimacy overlap, it would be useful to know 

when substantive action is required (to gain efficiency) and when symbolic action is adequate 

(to gain legitimacy). For example, sometimes symbolic action can appease stakeholders and 

have a measurable impact on market valuation (Westphal & Zajac, 1998). In contrast, other 

studies revealed that symbolic action has weaker positive effects on environmental legitimacy 

                                                 

11 This thesis statistically tested whether region is an antecedent of banks’ climate strategies (see Chapter 3.5.7). 
The related statistical tests did not yield a significant result. However, this could be due to the fact that the 
chosen measure for region (main location of listing) is inadequate to reflect institutional pressure. 
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than substantive action (Berrone et al., 2009). At the same time, the impact of symbolic action 

on environmental legitimacy is stronger when combined with substantive action. Future 

research could further investigate the most effective combinations of symbolic and 

substantive action for corporate environmental and climate strategies. 

5.3.2 Theoretical aspects 

Future research on banks’ responses to climate change and their determinants could 

benefit from some extensions in the theoretical base. The use of multiple theories is often 

viewed as being fruitful for research as it allows the development of more differentiated lines 

of argument. First, researchers have argued that institutional theory alone cannot fully explain 

corporate behavior and should therefore be used in combination with theories that place more 

emphasis on company-specific competitive strategies such as the RBV (Dacin, 1997; Oliver, 

1991, 1997). At the same time, the RBV was criticized that it did not acknowledge the 

importance of the general business environment for the development of a company’s strategy 

(Priem & Butler, 2001a). Even though institutional theory and the RBV were both used in the 

analysis of banks’ responses to climate change (see Chapter 3.5.8), a more extensive 

combination of the two theories would give insights into reasons for the choice of strategy 

and could further deepen the understanding of hybrid strategies. An interesting question in 

this context would be whether banks that demonstrate hybrid strategies possess more complex 

resources than banks that implement symbolic strategies.  

Second, in the context of the debate regarding whether proactive corporate 

environmental strategies lead to profitability, the theoretical base of the research could be 

expanded to include the numerous contributions on “the business case for sustainability” and 

on the question of whether corporate environmental performance leads to higher corporate 

financial performance (Orlitzky & Benjamin, 2001).  



174 Conclusions, limitations, and outlook 

Third, as far as legitimacy as a driver for proactive corporate environmental strategies 

is concerned, stakeholder theory could give further insights. Stakeholder theory was used in 

this thesis to develop the measures for the capability of stakeholder management. However, it 

could further contribute to the investigation in expanding the theoretical base of legitimacy as 

a driver for corporate action.  

In sum, combining different theories would help to explain banks’ multifaceted 

behavior toward the complex issue of climate change and its drivers in more detail.  

5.3.3 Methodological aspects 

The analysis of this thesis relied on the data collection process and the 2007 research 

universe of the asset manager SAM. While the use of the SAM data had some obvious 

advantages (such as easier access to company data), it also led to some methodological 

limitations. These limitations are related to the design of the questionnaire as well as the data 

collection process and sampling.  

As far as the questionnaire is concerned, some compromises had to be made from a 

scientific point of view. First, the format for measurement in the questionnaire was defined by 

SAM conventions that were developed over the course of the last few years. This pertains 

both to the number of items that could be included in the questionnaire and to the number of 

response options (binary). The number of items was restricted due to practical considerations. 

Managers usually do not perceive answering questionnaires as a value-enhancing activity. 

Therefore, to ensure an adequate response rate, SAM tends to limit the questionnaire to the 

most relevant items. Even if the predetermined number of items restricted the possibility of 

triangulation in the analysis, the scale of the questionnaire still allowed for enough variability. 

This ensured that differences in answers could be discriminated by the analysis. However, 

validation items for the scales could not be included. For example, to increase the construct 

validity of scales researchers recommend including measures of related constructs into the 
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scale to test for relationships between different items (DeVellis, 2003). For the same reasons, 

a scale to detect social desirability bias could not be included in the questionnaire. Second, the 

time for a pretest of content validity of the items (DeVellis, 2003) was limited. While experts 

from nine banks were asked to provide input on the relevance and the clarity of the items and 

to point out missing items, there was no time to ask experts to determine which item 

corresponded to which construct. Such a process would indicate how relevant the items are to 

what the construct intends to measure.  

Second, while it was very useful to rely on SAM’s data collection processes (e.g. 

internet site based data collection tool, contact addresses, clear timelines), the reliance on 

third-party processes also created limitations. First, the items for climate proactivity and 

banks’ capabilities had to be included in one questionnaire. This can lead to common method 

bias. However, several measures were taken to limit this risk (see Chapter 4.4.5). Second, as 

the exact timing of answers and potential follow ups by SAM could not be monitored, the 

sample could not be tested for its representativeness. For example, it is known that people 

interested in a survey issue tend to answer a related questionnaire while people not interested 

in the issue decline to answer it (self selection bias) (Stier, 1999). As a consequence, the 

returned questionnaires could represent not the population but rather a sample of people ready 

to respond. Due to insufficient information about the flow of returned questionnaires, self 

selection bias could not be tested for. 

Besides some limitations to the survey methodology due to the specific research 

design in this thesis, more general considerations of methodology lead to the potential of 

complementing the survey with qualitative methods such as interviews or comprehensive case 

studies to deepen the understanding of some of the limitations highlighted above. For 

example, case studies could shed light on aspects such as the impact of specific capability 

configurations or the motivations of companies (competitiveness or legitimacy) on the choice 
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of strategy. Additionally, researchers recommended evaluating capabilities at the firm or even 

the business unit level rather than at the industry level so as to allow for more detailed 

managerial implications (Ethiraj et al., 2005; Gatignon et al., 2002). The results of such case 

studies could help to tailor further quantitative research to the most relevant aspects. 

To conclude, even if the reliance on external data providers led to some 

methodological limitations, clearly they did not impact the validity of the results. The 

collaboration with SAM was very fruitful for this thesis, and the advantages of such an 

approach evidently outweigh the disadvantages. 

5.4 OUTLOOK 

The relevance of climate change for business will increase in the near future. Banks’ 

climate strategies will ultimately be based on the influence of climate change on their 

earnings and asset quality. Banks are therefore advised to assess the risks related to climate 

change inherent in their lending, financing, and investment portfolios. Based on such an 

assessment valuation processes can be adapted and tailor-made products developed. The basis 

for correct assessment anchored in sophisticated models will be a thorough understanding of 

the complex phenomenon of climate change, its impacts on the economy, sectors, and single 

companies, as well as comprehensive and reliable data. New ways of collaborating within the 

sector and outside the sector will be necessary to achieve this aim. However, besides taking 

action inside every single bank to manage the company-individual risk and opportunities of 

climate change, it is in the utmost interest of the sector to collectively act towards a stringent 

international framework to combat climate change. This will not only provide a level playing 

field for reaping business opportunities but more importantly help to combat climate-related 

risks at their very source. 



 

 

Annex: Banks in the sample 
77 Bank Ltd. HBOS plc 
ABN-AMRO Holding N.V. HSBC Holdings Plc 
Alliance & Leicester Hudson City Bancorp Inc. 
Allied Irish Banks Plc HypoVereinsbank AG 
Alpha Bank A.E.  IndyMac Bancorp Inc. 
Anglo Irish Corp Intesa SanPaolo 
Australia & New Zealand Banking Group Ltd. J.P. Morgan Chase & Co 
Banca Carige Jyske Bank                   
Banca Monte Dei Paschi Di Siena Kauphing Bank HF 
Banca Popolare Di Milano KBC Group 
Banco BPI S/A Landsbanki Islands 
Banco Bradesco Sa Lloyds TSB Group Plc 
Banco Comercial Portuguese Mediobanca S.p.A. 
Banco de Sabadell S.A. Mizuho Financial Group Inc. 
Banco Do Brasil Natexis 
Banco Espirito Santo S/A National Australia Bank Ltd. 
Banco Itaú Holding Financeira S.A. National Bank of Canada 
Banco Pastor S.A. National Bank Of Greece 
Banco Popolare di Verona e Novara  National City Corp. 
Banco Popular Espanol Nedbank Group Ltd. 
Bancorpsouth Inc. New York Community Bancorp Inc. 
Bank of America Corp. Nordea Bank AB 
Bank of Fukuoka Ltd. Northern Rock 
Bank of Greece S.A. OKO Bank  
Bank of Ireland Plc Oversea-Chinese Banking Corp. 
Bank of Montreal PNC Financial Services Group Inc. 
Bank of Nova Scotia Raiffeisen International Bank Holding 
Bank of Piraeus Royal Bank of Canada 
Bankinter Royal Bank of Scotland Group 
Barclays Plc Shinsei Bank Ltd. 
BBVA Skandinaviska Enskilda Banken 
BNP Paribas Sovereign Bancorp 
BOC Hong Kong (Holdings) Ltd. St. George Bank Limited 
Bradford & Bingley Plc Standard Chartered Plc 
Canadian Imperial Bank of Commerce Sumitomo Mitsui Financial Group Inc. 
Capitalia Sumitomo Trust & Banking Co. 
Citigroup Suncorp Metway Limited 
Commerzbank AG Suntrust Banks Inc. 
Commonwealth Bank of Australia Svenska Handelsbanken 
Compass Bancshares Swedbank AB 
Credit Agricole Sydbank A/S 
Credit Suisse Group Synovus Financial Corp. 
Danske Bank The Bank of New York Co. 
DBS Group Holdings Ltd. The Toronto-Dominion Bank 
Depfa Bank Plc U.S. Bancorp Inc. 
Deutsche Bank AG UBS Group 
Deutsche Postbank AG Uniao De Bancos Brasileiros (Unibanco) 
Dexia UniCredito Italiano S.p.A 
DnB NOR ASA UnionBanCal Corp 
Efg Eurobank Ergasias Unione di Banche Italiane SCPA 
Erste Bank der Oesterreichischen Sparkassen Valley National Bancorp 
Fortis N.V. Wachovia Corp. 
Fulton Financial Corp. Washington Mutual Inc. 
Glitnir Banki HF Wells Fargo & Co. 
Groupe Société Générale Westpac Banking Corp. 
Grupo Santander Central Hispano Whitney Holding Corp. 
Hang Seng Bank Ltd. Wilmington Trust Corp. 
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