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Abstract

The financial sector has seen a transformation towards ‘sustainable’ finance particularly in Europe,
driven also by unprecedented regulatory reforms. At the same time, many are sceptical about the
real impact of these reforms, fearing that they are triggering a paradoxical financialisation of
sustainability. Building on recent research on institutional logics and institutional fields formation,
we examine changes in the EU regulatory dynamics as characterised by shifts in framing the
relationship between sustainability and finance. Deploying a longitudinal approach (2009-2019),
consisting of archival data and semi-structured interviews, we explore the development of EU
sustainable finance regulation as an extended, interactive and contested process. Specifically, we

suggest that regulatory dynamics depend on the hybrid configuration of the social constituencies
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supporting sustainable finance reforms and on shifts in the overall prevalence of the financial logic
in society. Our paper sheds light on the inherent contradictions and limitations of sustainable

finance as a means for transformative sustainability reforms.
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‘By shifting the horizon away from the short term and contributing to a more sustainable economic

trajectory, the financial sector can become a powerful force acting in our collective best interest.’
Christine Lagarde, President of the European Central Bank, at the launch of the
COP 26 Private Finance Agenda 27" February, 2020.

Introduction

The European financial sector, involving 6,701,615 employees (Cedefop, 2018) and contributing
160 percent of the European Union (EU) GDP (European Commission, 2019a), is at the centre of
the current EU regulatory debate on how to support the transition to a low-carbon, more resource-
efficient and sustainable economy. For instance, it has been estimated that annual investments of
€180 billion are needed in order to achieve the EU’s targets for energy and climate policy
(European Commission, 2018a, p. 2). Thus, during the period 2009-2019, so-called ‘sustainable
finance’ has come to play a key role in mobilising the necessary capital to deliver on crucial EU
sustainability policy objectives. According to the European Commission, sustainable finance
refers ‘to the process of taking due account of environmental and social considerations in

investment decision-making, leading to increased investments in longer-term and sustainable



activities’ (European Commission, 2018a, p. 2). The rapid transformation of sustainable finance
policies from being a peripheral issue to centre stage has not received adequate scholarly attention
and it presents an intriguing paradox that this paper attempts to address. The escalating attention
to sustainable finance was confirmed by the record number of signatories to the UN-backed
Principles for Responsible Investment (PRI), jumping from 63 investment companies in 2006 with
$6.5 trillion in assets under management (AUM) to 1,715 signatories in 2018 representing $81.7
trillion in AUM (Eccles and Klimenko, 2019). According to a 2018 global survey, more than half
of global asset owners are currently implementing or evaluating Environmental, Social and
Governance (ESG) considerations in their investment strategy (FTSE Russell, 2018). There is
furthermore evidence that points to increased investor interests in social sustainability, as well as
among some institutional investors (e.g. Riedl and Smeets, 2017; Baur et al., 2019; Dyck et al.,
2019). Many are hailing this transformation celebrating the driving role of investors as part of the
solution to our social and environmental grand challenges (Eccles and Klimenko, 2019; WWF and
AXA, 2019; Zadek, 2019). On the other hand, the increasing importance of financial markets,
institutions and motives in the world economy — often called financialisation (Epstein, 2005) — has
been frequently identified as one of the main root causes of our unprecedented social and
environmental problems (Fletcher, 2012; Blscher et al. 2014). The established proposition has
been that our financialised economy has been increasingly focused on short-term returns. This
focus has been maintained regardless of the impact in terms of the growing social inequality and
environmental destruction it has caused (Fletcher, 2012; Klein, 2014; Lagoarde-Segot, 2019). The
2007-2008 global financial crisis revamped discussions about the systemic risks of the current

‘casino capitalism’ (see Strange, 1997; Shaxson, 2019). Attention has also been paid to the



negative implications of an economy increasingly dominated by speculative rather than productive

activities (Sandel, 2013; Foroohar, 2016; Mazzucato, 2018).

The advent of sustainable finance policies poses interesting questions that reflect broader debates
about the role of finance in society and, in particular, regarding the benign or detrimental
relationship between the profit-maximising ends that drive the financial sector and the pressure to
stop unsustainable practices and move towards ‘truly sustainable business’ (Dyllick and Muff,
2016, p. 157; see also George et al. 2016; Geels et al. 2017). For instance, within the industry, it
is not unusual for a single firm to retail fossil-free investment funds while at the same time offering

commercial loans towards fracking, coal, and Arctic drilling (Urban and Wdjcik, 2019).

Our longitudinal study of EU sustainable finance regulatory dynamics is motivated by this puzzle
of finance being perceived as part of the problem and at the same time the solution to the
fundamental challenges of achieving ‘a better and more sustainable future for all’ (see United
Nations, 2015a). Financial markets and their regulation are influenced by a full range of actors,
notably influenced by the key players in the financial ecosystem where institutional investors,
financial intermediaries, banks, rating agencies and others all play an important role in enabling a
transformation of the sector. However, in this article, we focus on the regulatory dynamics of the

EU Sustainable Finance Initiative (see European Commission, 2016; 2018a; 2018b).

There is a lack of research that tries to account for, and potentially reconcile, divergent perspectives
on the relationship between finance and sustainability. Our question is: How has the relationship
between finance and sustainability been framed in the EU sustainable finance agenda during the

period 2009-2019?



In addressing this question, we draw on the institutional logics literature and in particular on a
recent study by Yan et al. (2019) on the emergence of Socially Responsible Investment (SRI)
funds. Based on extensive empirical research, the authors provide an important theoretical
contribution that can help to reconcile the two opposite hypotheses that characterise the polarised
debate on sustainable finance. They suggest that the relationship between the financial logic and
sustainability goals can be simultaneously complementary or competing. They argue that this
relationship can shift from complementary to competing depending on the overall prevalence of
the financial logic in society and on the presence of alternative institutional forces such as strong

Civil Society Organisations (CSOs), environmental movements and trade unions.

While our study builds on the institutional logics perspective developed by Yan et al. (2019), we
also aim to go beyond their analysis by emphasising two important dimensions. We first highlight
the role of legislative and regulatory interventions in the current rise of sustainable finance. Yan
et al. (2019) pay limited attention to the role of public authorities in shifting the relationship
between finance and sustainability between complementary and conflictual. Even more
surprisingly, despite the unprecedented prominence of sustainable finance in the policy and
regulatory debate, existing studies generally overlook questions related to regulatory changes.
Secondly, Yan et al. (2019) do not adequately consider power asymmetries, conflicts and strategic
alignments among a variety of key actors interested in ‘framing’ the relationship between finance
and sustainability. We use this concept of framing to guide us in the process of identifying agency
in actor engagement in the regulatory dynamics within the EU sustainable finance policy field (e.g.

Entman, 1993; Ansari et al., 2013; Snow, 2013; Reinecke and Ansari, 2016).

The article makes three distinct contributions. First, rather than taking sustainable finance

regulation for granted as an independent variable, we understand it as an extended, interactive and



contested process. Second, building on Yan et al. (2019), we identify two intertwined dynamics at
work in shaping this regulatory process: a) the degree to which finance is framed as a means
towards sustainability or widely perceived as an end in itself (‘means-end decoupling’); b) the
degree to which sustainable finance is framed as a ‘hybrid forum’ (Callon et al., 2009), giving
voice to a wide range of social constituencies, without becoming fragmented and conflictual;
Lastly, c) our analysis contributes to the current polarised policy debate on sustainable finance by
revealing the conditions under which sustainable finance reforms can drive transformative change

but also its inherent contradictions and limitations.

The next section presents the theoretical context for the paper. This is followed by an account of
the process tracing methodology that we employed, using a systematic document analysis and
semi-structured interviews. Subsequently, we present our analysis and findings. Thereafter we

discuss the findings and contributions. Finally, we conclude and present some policy implications.

The Rise of Sustainable Finance: An Institutional
Logics Perspective

As mentioned in the previous section, the current public and academic debate on sustainable
finance tends to be rather polarised between two distant positions that reflect radically different
perspectives on the relationship between sustainability and finance. Some scholars have adopted a
rather optimistic perspective that emphasises the benign role of the financial industry as a driver
for changes towards a more sustainable development (Eccles and Klimenko, 2019; Zadek, 2019).
Some of the most influential studies of responsible investment practices tend to frame the solution

to current social and environmental challenges based on standard financial theories and practices



(Davis et al. 2006; Scholtens and Sievanen, 2013; Busch et al., 2016; Hoepner et al., 2019; Bose
et al. 2019). In particular, this perspective is grounded on the influential idea that institutional
investors have become ‘universal owners’ and have a key role to play in driving the transition
towards a more sustainable economic model (Hawley and Williams, 2007; Busch et al. 2016). This
hypothesis proposes that the largest institutional investors have highly-diversified, long-term
portfolios that are sufficiently representative of global capital markets. As they effectively hold a
slice of the overall market, their investment returns will depend on the social, environmental and
financial sustainability of the overall economy (Hawley and Williams 2000, 2007; Monks, 2001).
On the other hand, more critical scholars have suggested that this view of sustainable finance is
overly optimistic, maintaining that finance is unable to offer real solutions to the sustainability
challenges that we are facing (Fletcher, 2012; Klein, 2014; Bracking, 2019). It has been argued
that even the current climate disaster has been exploited for financial gains (Buscher et al. 2014).
They tend to emphasise the structural negative implications of financialisation on society and the
environment and the inherent unsustainability of dominant neoliberal financial logics (Speth,
2009; Krippner, 2011; Lazonick, 2014; Lagoarde-Segot, 2019; Bracking, 2019). For instance,
Lagoarde-Segot (2019) maintains that there are epistemological, ontological and methodological

tensions separating standard financial theory from truly sustainable finance.

Here we advance a perspective on sustainable finance and its regulation that rejects the pessimistic
conclusion that ‘sustainable finance’ is an oxymoron, but also avoids overly optimistic views
suggesting that sustainability merely depends on giving appropriate financial consideration to
social and environmental risks. Instead, our article draws on recent institutional logics research to

integrate and extend elements of both perspectives (Wijen, 2014; Yan et al., 2019; Grodal and



O’Mahony, 2017). The term ‘institutional logics’ was introduced by Friedland and Alford (1991,
p. 250) to describe ‘mutually dependent, yet also contradictory’ practices and beliefs inherent in
the institutions of modern Western societies (see also Alford and Friedland, 1985). Institutional
logics define the organising principles of an institutional order, such as its values, norms,
assumptions and practices (Thornton et al., 2012). This research has an obvious relevance for the
field of sustainable finance, characterised as it is by conflicting demands and an ambiguous
relationship between the financial logic and sustainability goals. Rather than denying or avoiding
such contradictions and tensions, in line with other institutional logics research, our study takes a
paradox perspective (see Jay, 2013; Smith and Besharov, 2019; GlimUsay, 2020), acknowledging
that business organisations that pursue sustainability goals will face inherent tensions between
interdependent and conflicting goals (Hahn et al., 2018). Sustainable finance is an emergent
institutional field that ‘brings environmental and social goals into the world of investments’ (Yan
et al. 2019, p. 467). The field can be fruitfully conceptualised as a hybrid form of organising that
combines different logics, orders of worth, value spheres, organisational forms and identities —
struggling for a value(s) synthesis (Battilana et al., 2017; Skelcher and Smith, 2015; Smith and
Besharov, 2019). The literature highlights that such novel hybrid forms of organising can foster
innovation, market transformation and societal impact (Jay, 2013; York et al., 2016) but are also
characterised by tensions and conflicts (Pache and Santos, 2010; Almandoz, 2014. By explicitly
acknowledging tensions between different institutional logics, this analytical perspective enables
policy-makers, businesses and civil society to better understand the rapid success and inherent
limitations of the current emphasis on mobilising the financial sector to address major social and

environmental challenges.



Yan et al. (2019) shed light on the conditions under which the financial and social logics
underlying responsible investments are complementary or competing, or may even shift from one
to the other. They start from the premise that, paradoxically, the financial logic could
simultaneously aid and constrain the founding of SRI funds. ‘“Whether the financial logic is
complementary or competing with other social goals likely depends on the overall prevalence of
the financial logic in society’ (Yan et al., 2019, p. 502). This consideration refers to the
abovementioned literature on financialisation that has demonstrated how the financial logic has
assumed a prevalent role in shaping the functioning, priorities and values of business (Epstein,
2005; Krippner, 2011). Yan and colleagues (2019) argue that in order to make sense of the
contradictions and ambiguity of sustainable finance, it is useful to decompose institutional logics
into the end goals towards which actors should be directed and the means by which these ends are
to be achieved. This articulation between means and goals is common practice in the literature on

institutional logics (see Friedland and Alford, 1991; Durand and Jourdan, 2012; Wijen, 2014).

Yan et al. (2019) find that ‘finance as a source of legitimate ends constrains the founders’
motivations to start SRI funds, and finance as a provider of means supplies the societal resources
to establish SRI funds’ (2019, p. 472). From a theoretical perspective, the authors argue that the
founding of SRI funds has a curvilinear, inverted-U-shaped relationship with the prevalence of the
financial logic (see Figure 1). This means that the financial logic can play both an enabling and a
constraining role in the rise of sustainable finance, depending on the prevalence of the financial

logic in society.



SRI Founding

Prevalence of Financial Logic

—o— Low density of other institutional forces (such as unions and environmental movements)

—h— High density of other institutional forces (such as unions and environmental movements)

Figure 1. Inverted-U-shaped curvilinear relationship between financial logic and SRI funds (adapted from in
Yan et al., 2019, Figure 3 p. 487).

As illustrated by Figure 1, in a society in which the prevalence of finance is growing, the number
of SRI funds being established would likely increase with the prevalence of the financial logic
until potentially a peak would be reached, and then founding would decline at higher levels of

financial prevalence. Yan et al. (2019) highlight three possible scenarios.

a) When there is a low prevalence of the financial logic, investors are more open to new and
different considerations in the practice of investment management, including SRI practices. This
explains the emergence of SRI in the 1970s. However, in a society in which the financial logic is
weak, stock markets and pension funds are immature and financial resources are unavailable,

leading to a modest presence of SRI.
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b) In a society characterised by a high prevalence of the financial logic, financial institutions
would have the resources and capacity to develop sustainable finance initiatives. However, there
would be a greater deal of resistance coming from actors deeply embedded in the financial logic.
Thus, ‘resources are less likely to be diverted toward financial organizations with goals other than
profit maximization because their goals may be categorized as deviant and thus illegitimate’ (Yan

et al. 2019, p. 473).

c) Only when there is a moderate prevalence of the financial logic ‘actors may be able to deviate
from financial end goals yet still gain access to these means’ (Yan et al. 2019, p. 473). In this case,
alternative institutional forces, such as CSOs, environmental movements and trade unions may
play a more complementary role with the financial logic in fostering novel financial ventures that
support sustainability goals. Then actors belonging to traditional financial institutions (such as
large asset managers, insurance companies) will be more likely to be able to establish collaborative
relationships with different interest groups (such as unions and environmental movements).
According to Yan et al. (2019), a strong presence of these other institutional forces moderates the
risks that the relationship between financial and sustainability logics will shift from
complementary to competing by helping the emergence of hybrid SRI organisations that are able

to combine financial means and sustainability goals (see Figure 1).

Taking Regulatory Dynamics into Account in the Rise of
Sustainable Finance

We advance the promising research stream on the paradoxical role of financial logics in two

directions:

11



First, a major gap in the analysis of the rise of sustainable finance lies in the lack of attention to
policy and regulatory dynamics. While Yan et al. (2019) examined a number of possible
institutional forces — trade unions, green political parties, religion — that are likely to moderate the
dominance of the financial logic and allow for the emergence of ‘sustainable’ finance, legislative
initiatives and state interventions were oversighted. This is particularly surprising as sustainable
finance regulatory initiatives have gained extraordinary prominence over the last decade. One
example is the French Energy Transition for Green Growth Act and Article 173 that introduces
measures to integrate climate change into the decision-making process of financial institutions
(Légifrance, 2015). Furthermore, finance plays a prominent role in the Agenda 2030 and the
subsequent United Nations (UN) Sustainable Development Goals (SDGSs) set in 2015, as a means
to mobilise the necessary resources to meet sustainability goals and targets (United Nations,
2015a). In particular, in recent years, the EU moved from having ‘no policy whatsoever about
sustainable finance’ (Vander Stichele, 2018) to the adoption of a comprehensive and ambitious
action plan (European Commission, 2018a) followed by a set of legislative proposals. Thus, it is
worth questioning the relevance of such regulatory interventions in negatively or positively
moderating the conflicted relationship between finance and sustainability. Overall, there is a lack
of studies directly addressing questions related to regulatory changes and the role of legislative
interventions in encouraging investors to become more sustainable, including current EU reforms
(see Esposito et al. 2019 for an exception). While the literature tends to acknowledge the key role
of governments and regulators in the rise of responsible investment practices (e.g. Crifo et al.
2019), regulation is taken for granted as an independent variable. The explanatory frameworks

proposed by the existing literature focus on other factors (e.g. cultural changes; the activism of

12



large institutional investors; financial returns) to explain the rise of sustainable finance (Scholtens
and Sievanen, 2013; Nath, 2019; Eccles and Klimenko, 2019). Our study aims to make a

contribution in this direction by treating regulatory changes as its main explanandum.

Secondly, greater attention shall be given to the role of hybridity and to the agency of hybrid
organisations in explaining sustainable finance regulatory dynamics. Much of the literature has
been focused on the terminological heterogeneity and definitional ambiguity of this investment
practice (Sandberg et al. 2009; Nath, 2019). However, more deeply, our study underlines that this
definitional ambiguity reflects the multitude of heterogeneous actors that co-exist and promote the
sustainable finance field, often framing sustainability goals very differently (Sparkes and Cowton,
2004; Arjalies, 2010). This is directly related to our investigation of how finance and sustainability
have been framed in the EU initiative on sustainable finance. We define ‘to frame’ as to ‘select
some aspects of a perceived reality and make them more salient in a communicating text, in such
away as to promote a particular problem definition, causal interpretation, moral evaluation, and/or
treatment recommendation for the item described’ (Entman, 1993, p. 52). This approach is chosen
as it has been successful in unpacking corporate involvement in wicked problems (see Rittel and
Webber, 1973), which most sustainability challenges are classified as (e.g. DeFries and Nagendra,
2017). Furthermore, if actors with different frames can join up around a specific interpretation,
this can lead to transformation (Snow, 2013) and to joint understandings of a problem, i.e. a shift
in framings (Ansari et al., 2013). Furthermore, they show that ‘responsibility can be attributed to
a target by framing an issue and its root cause in ways that allow such an attribution, and how the
attribution can diffuse and solidify’ (Reinecke and Ansari, 2016, p. 299). Similarly, we identify
the continuum of frames among different interests and how this is related to their agency and their

contribution to the regulatory developments in EU sustainable finance policy. In that context it is

13



interesting to see the degree to which the sustainable finance agenda can emerge as a hybrid forum
(Callon et al., 2009), giving voice to this wide range of social constituencies, without becoming

too fragmented and conflictual.

Within the sustainable finance field, there are a multitude of responsible investment strategies that
often co-exist, such as thematic investment, negative and positive screening, and norms-based
screening (see Eurosif, 2018). They mirror the variety of attitudes that different types of investor
have towards sustainability goals. For instance, some investors prefer to keep their distance from
morally problematic companies while others prefer to engage with them in order to improve their
conduct (Sandberg et al. 2009). Crucially, fundamental disagreements and radical differences
persist among practitioners and researchers on what qualifies as sustainable investment (Howard,
2016; Otani, 2019). At times, pursuing sustainability goals is perceived as detrimental to profit
maximisation and financial success (Almandoz, 2014; Jonsson, 2009). However, there are also
instances in which the relationship between the two logics has been constructed as complementary.
In particular, financial organisations, dominated by the financial logic, provide funding and skilled
personnel that have played a vital role in supporting the rise of responsible investments and are
needed to finance a credible sustainability transition (Lounsbury and Crumley, 2007). Taking this
dynamic seriously, a more pragmatic and nuanced perspective that integrates elements of both
optimistic and critical perceptions is useful for analysing possibilities and limitations of the effect

on longer term, substantive change (see Levy et al., 2016).

Research Methodology

Research context

14



Our research covers changes in the EU sustainable finance agenda during the decade from 2009 to
2019, from the financial crisis to the emergence of an EU strategy and to the mainstream of ESG
investments and sustainable finance practices. While calls to include environmental and social
goals in financial decision-making have emerged at different levels of governance and through
various modes of regulation (e.g. Légifrance, 2015; Financial Stability Board, 2017; PRI, 2020;
Eurosif, 2020; Corporate Human Rights Benchmark, 2020), our decision to focus on the EU level
is justified by the unrivalled prominence and scale of EU reforms. It is interesting to note that EU
policy-makers’ attention towards sustainable finance was first triggered by the negative effects of
the 2007-2008 financial crisis (e.g. Ahlstrém, 2019). This paper therefore investigates the puzzling
emergence of the EU sustainable finance agenda as an ‘antidote’ to the failures of the financial
system. Although the EU began to talk about the introduction of sustainable finance legislation in
2011, its sustainable finance initiative was launched in 2016 with the establishment of the High-
Level Expert Group (HLEG) (European Commission, 2016). In May 2018, the European
Commission launched the EU Action Plan for Financing Sustainable Growth (European
Commission, 2018a; 2020a). The Action Plan articulated three legislative proposals: 1. A proposal
for regulation on the establishment of an EU classification system (‘taxonomy’) to facilitate
sustainable investment; 2. A proposal for regulation on improving disclosure requirements on how
institutional investors integrate environmental, social and governance (ESG) factors in their risk
processes; 3. A proposal to amend the benchmark regulation, creating a new category of
benchmarks comprising low-carbon and positive carbon impact benchmarks. However, these are
only some of the proposals under the Sustainable Finance Initiative. The main activities and
regulatory developments are summarised in the Annex, Table S3. The EU Action Plan on

Financing Sustainable Growth has received widespread industry support. However, many consider
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that EU reforms, although a step forward, are still inadequate against the current sustainability
crisis. In particular, CSOs have underlined that policy-makers have adopted a narrow approach,
focused on financially ‘material’ climate investments, which does not cover the full spectrum of

the sustainability discussion (Vander Stichele, 2018).

It needs to be noted that we have not taken into account the most recent European Commission
initiative by President Ursula van der Leyen implementing a ‘European Green Deal’ (European
Commission, 2019), and neither do we take into account the ‘Just Transition Mechanism’
(European Commission, 2020b), or the Recovery Plan for Europe, following the COVID-19
pandemic (European Commission, 2020c). The reason for this is due to the lack of knowledge

available to date with regard to the impact of these initiatives.

Data collection and analysis

In order to empirically investigate the development of the EU sustainable finance reforms and the
roles of key regulatory stakeholders, we adopted a ‘process theory’ perspective (Langley, 1999;
Pierson, 2004). This research methodology pays particular attention to time ordering of the
contributory events as a way of capturing the key factors that explain the role of different actors in
shaping policy and regulatory changes. Through a process tracing method, we were able to explore
the causal chain that led to the emergence of the EU sustainable finance initiative (see Beach and
Pedersen, 2013). In an inductive process (Langley, 1999; Langley et al. 2013), our exploratory
analysis emerged from the iteration between data, literature and emerging theory (Glaser and

Strauss, 1967; Strauss and Corbin, 1998).
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Our data are drawn from two main sources:

1. A systematic archival analysis of all the articles published between January 2008 and November
2019 on EU-related policies and regulatory changes by the specialised Responsible Investor news
website (responsible-investor.com, 2020). Our final database contains 85 selected news articles
(see Annex, Table S1). We furthermore studied policy documents from the European Commission
including public consultations related to the Sustainable Finance Initiative, as well as EU

interactions with international institutions and negotiations.

2. A total of 42 semi-structured interviews with sustainable finance and SRI experts from the
industry, CSOs, unions and policy-makers (see Annex, Table S2). An initial five interviews were
completed by one of the authors over the period 2012-17 while 37 interviews took place between

April 2017 and May 2019.

The interviewees were selected on the basis of their acknowledged expertise and by snowball
sampling where each interviewee was asked to recommend another suitable interviewee to ensure
the inclusion of representative individuals (see Arber, 2001). While not all the interviewees were
eventually cited in this study, they provided insights that contributed to our understanding of the

regulatory dynamics and intermediary roles in the area of sustainable finance.

Figure 2 presents our coding tree to illustrate our data analysis. We used a processual theoretical

framework to divide raw data into categories and aggregated themes of findings.
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1% stage: Identifying key eventsin the 2™ stage: Structural 3rd stage: Temporal
regulatory process changes dynamics

4™ stage: Aggregate explanatory categories

Figure 2. Coding tree.

The interview data was transcribed through f4transkript (Audiotranskription, 2018) and coded
according to an inductive approach where coding categories emerged from the data (Fielding,
1993). The data was coded via the computer-assisted qualitative data analysis software program
NVivol2 (QSR International Pty Ltd., 2008. See also Richards, 2005). We developed abstract
categories and thereafter typologies of significant findings (see Fielding, 1993) so that these

findings could be compared with the events from the timeline of sustainable finance policies.

As a first step, we coded the data from the interviews and the archival of the responsible-
investor.com website to identify major events and structural changes in the regulatory process.
Data were ordered chronologically, paying particular attention to changes in the way ‘sustainable’
finance was framed in the policy discourse and to the activity and strategic decisions of the key

groups of actors shaping sustainable finance reforms. Second, we identified structural changes in
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the reform process: from voluntary to mandatory; from sustainability to climate finance. Third, we
used temporal bracketing (Langley, 1999) to make sense of different phases in the regulatory
dynamics. Inspired by Yan et al. (2019), we focused on shifts in the relationship between
sustainability and financial institutional logics. Fourth, we aggregated our inductive categories, the

three temporal phases and major structural shifts in the EU policy debate.

Analysis and Findings

The analysis reveals the deep transformation of sustainable finance, from a niche market to a
sizeable section of the financial industry. This process was accompanied and supported by a
growing centrality of issues related to sustainable finance in EU policy. We identify three phases
in this transformation, intertwined with two structural changes in the development of the EU

sustainable finance policy debate over the period 2009-2019.

1st Shift: From Voluntary to Legislative Approach > 2nd Shift: From Sustainability to Climate Finance >
EU announces mandatory EU proposals to Central banks activism on
corporate ESG disclosure boost “patient capital” Climate finance framework

Regulation through
voluntary initiatives
such as UNPRI

City of London
fears EU restrictive.
regulation of finance

EU Parliament proposes Climate Finance
financial transaction tax one of three pillars of
Paris Agreement

Expert Group
on Sustainable Finance

Finance is seen as “too big” Institutional investors to be required EU Action Plan on
and “socially useless” to develop ESG engagement policy Sustainable Finance
AL . A AN N
(" Conflicting Phase | " , Complementary Phase Il | \( ConflictingPhase Il \I
T T

I 1 L] 1
2009 2011 2013 2015 2017 2019
Figure 3. The development of the EU sustainable finance debate.
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The three phases highlighted in Figure 3 are characterised by changes in framing the relationship
between finance and sustainability: initially conflictual, then complementary, and then again
conflictual. During Phase I, the financial crisis weakened the prevalence of the financial logic in
society, allowing a small community of SRI transnational hybrid organisations to successfully
frame ‘sustainable’ finance as the antidote to the excesses of financialisation. This contributed to
the first shift in EU regulatory dynamics: from voluntary to legislative-driven. During Phase 11,
support from the original close-knit community of SRI organisations expanded into a broader
coalition, including both large financial players and major CSOs, boosting EU sustainable finance
reforms. They framed the relationship between sustainability and finance as more complementary:
finance as a powerful means for achieving positive social transformation. However, paradoxically,
the regained social legitimacy of finance contributed to the emergence of a more instrumental
approach to sustainable finance, displacing its original transformative goals. The focus of the EU
regulations shifted structurally to a narrower emphasis on climate finance, providing scope for
development of financial products. In Phase Ill the contradictions within the broad coalition
supporting EU sustainable finance became more explicit, outlining two sharply different ways of
framing sustainable finance: sustainability as a financial opportunity versus finance as a means for
social transformation. The relationship between finance and sustainability logics became

conflictual again. The following sections present this analysis in more detail.

Phase | (2009-2012). Conflicting relationship: Sustainable finance
framed as the ‘antidote’ to financialisation

At the beginning of Phase I, only key specialised actors were interested in SRI-related policies and
regulation. These hybrid organisations have SRI as their main raison d’étre. They are a close-knit

SRI transnational community (Djelic and Quack, 2010) primarily and directly interested in
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sustainable finance reforms. This highly integrated core SRI community developed a
fundamentally hybrid and sophisticated understanding of sustainable finance, driven by
organisations that successfully integrate sustainability and financial logics. However, they had

very limited leverage over EU policy-makers.

As previously mentioned, in 2009 the EU had ‘no policy whatsoever about sustainable finance’
(Vander Stichele, 2018). The dominant financial logic at the time required that profit-maximisation
should be an end in itself and regulation would be ruled out, branded as restricting business,
damaging performance, and ‘straitjacketing’ the industry potential with serious negative
consequences for the economy (Goodhart et al. 2003). Even the consideration of social and
environmental criteria in investing practices was excluded by the vast majority of financial actors,
with SRI being confined to a niche market without real leverage over the economy. In this niche,
one could find a mix of not-for-profit organisations such as FinanceWatch and ShareAction
(formerly FairPensions), for-profit SRI businesses such as Vigeo, Triodos Bank and Impax Asset
Management, as well as some trade unions interested in SRI when dealing with pension funds.
This small and cohesive community was represented at the EU level by Eurosif, the association of
European Sustainable Investment Forums (SIFs). According to Eurosif (2008, p. 10), in 2008 core

SRI assets represented only 3.4% of the asset management industry in Europe.

As noted by Yan et al. (2019, p. 473), in such a situation, ‘leaders of the SRI communities admit

a ‘continuous frustration’ that SRI is often opposed on the basis that ‘it hurts returns’ (fieldnote,

3/18/13). Our data reveal a similar conflicting relationship and frustration between the SRI
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community and the ‘mainstream’ financial actors. For instance, in a 2013 interview with a

representative from an SRI network, this distance still emerges:

‘The vast majority of pension funds are not into SRI and don’t care and are not interested
in this at all. [...] And for asset managers, I’d say it’s probably the same. [...] I would say
it’s only a minority of players who are really advocating this. [...] There are many factors.
First, lack of education about what it is [SRI]. They don’t know so they don’t care. Second,

they don’t believe that it adds [financial] value.’ (Interview 2)

In this context, the eruption of the 2007-2008 financial crisis and the ‘euro crisis’ that followed
soon after turned public attention to the societal ‘usefulness’ of finance and forced EU policy-
makers to gradually consider the question of whether and how to regulate the financial sector. As

an EU policy-maker noted in a 2012 interview on changes in EU business regulation:

‘I think what came was the financial crisis. Because it did show that you cannot trust
business. [...] And so there are discussions of regulating more banks through traditional
legislation. But I think there is also a new push to say “good if they claim to be socially
responsible, but we need to watch it too”. [...] For the regulation, the 2008 financial crisis
showed that you cannot simply trust or believe companies as such, in this sense you need

more transparency.’ (Interview 1)

As reflected in two Green Papers issued by the European Commission (2010; 2011a), the analysis

of the regulatory failures that led to the financial crisis reached a clear conclusion that ‘a
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comprehensive financial reform’ was needed in order to address ‘short-termism, poor risk
management and a lack of responsibility of certain actors in the financial sector’ (European
Commission 2010, p. 2). In the words of a EU policy-maker, it is clear that the initial focus of EU

regulators was ambitious and comprehensive:

‘I think that then the idea was not only to tackle the crisis, but also how to change the
approach, the whole logic. Because basically the idea was that, if the approach doesn’t
change, maybe we will have another crisis. And, basically, the short-term focused approach
does not work. If there is too much pressure for short term, in the end companies are not
able to function properly and the long-term value creation is completely neglected. The

whole functioning of the equity market is not really optimal.” (Interview 4)

While financial institutions increasingly found themselves under pressure, SRI gradually emerged
as a reasonable and socially appealing alternative. The SRI community seized the opportunity and
actively presented SRI as the ‘antidote’ to widespread financial irresponsibility. For instance, the
influential Eurosif 2012 European SRI study (Eurosif, 2012) highlighted this case by stressing that,
despite the crisis, most of the responsible investment strategies surveyed had outgrown the market
and had proven to be more resilient than conventional approaches to finance. This was used as a
strong argument for promoting SRI policies and representing the success of the SRI environment
in framing the issue to the regulators. Francois Passant, the then Eurosif Executive Director, wrote

in the introduction to the study (Eurosif, 2012, p. 6):
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‘As in every crisis there is an opportunity, this one is no exception. We strongly believe
that the current environment is providing numerous opportunities for SRI. [...] at a time
when regulators are seeking ways to reconcile financial markets with “the real economy”
and unlock the potential for long term investment and “smart, sustainable and inclusive
growth” (European Commission, 2010), SRI should be seen as a complementary resource
to realise that potential. In fact, it is interesting to note that respondents to the 2012 Study
saw regulatory drivers as the second most important driver for the industry, after

institutional investors.’

1%t Regulatory Shift: From Voluntary to Legislative Approach

During the years after the crisis, ideas about ‘patient’ capitalism, long-term and more social and
environmentally sustainable finance gained unprecedented space in the EU agenda. Momentum
was built and the SRI community was able to put forward sustainable finance as part of the solution
to the crisis. Simultaneously, the agenda of the SRI community was supported by a growing public
aversion to conventional finance, triggered by the financial crisis. The financial industry was
accused of greed and focusing on short-term returns at the expense of society and the environment.
Even the Chairman of the Financial Services Authority, Lord Adair Turner, called it ‘too big and
socially useless’ (Monaghan, 2009). The ideal of ‘sustainable finance’ came to embody the ideal
of new forms of ‘patient capitalism’, devoted to supporting social prosperity and long-term growth
juxtaposed with the current speculative ‘casino capitalism’ (sensu Strange, 1997) that had

produced the crisis.
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During this period, sustainable finance became for the first time an issue in the EU policy agenda,
particularly in relation to the introduction of legislation that obliged institutional investors to adopt
ESG engagement policy. This regulatory shift became more explicit in the period between 2010
and 2014, as Michel Barnier became the EU Commissioner for the Internal Market and Services,
outlining a reformist agenda. Barnier, a French conservative politician taking a dirigiste approach
to economic policies, stated that ‘we need to turn the page on an era of irresponsibility; we need
to put transparency, responsibility and ethics at the heart of the financial system’ (BBC News,
2010). Moving away from the free-market approach taken by his predecessor (the Irish politician
Charlie McCreevy), Barnier started a ‘tug of war’ with the City of London and the financial sector

that feared restrictive EU regulation (Barker and Masters, 2012; Kastner, 2017).

Finally, in October 2011, the European Commission stated that it ‘intends to consider a
requirement on all investors to disclose their responsible investing criteria’ (European
Commission, 2011b). This was the premise for establishing an EU policy on sustainable finance
and can be seen as an initiative aligned with the frame of the SRI community who viewed
sustainable finance as an alternative to the broken and short-term focused financial logic.
Gradually but steadily, SRI entered the EU policy discourse as an ‘antidote’ to make finance more
sustainable. Crucially, one of the twelve key actions included in the landmark 2011 Single Market
Act (European Commission, 2011c) was legislation setting up a European framework facilitating
the development of social investment funds. The rationale for this proposal represented a clear

push for SRI:

25



‘The tremendous financial lever of the European asset-management industry (EUR 7,000
billion in 2009) should be used to promote the development of businesses which have
chosen — above and beyond the legitimate quest for financial gain — to pursue objectives of
general interest or relating to social, ethical or environmental development.” (European

Commission, 2011c, p. 14)

Some radical proposals for reforming the financial sector that would have been unthinkable before
the financial crisis were discussed by the EU Commission and Parliament, such as the introduction
of a Financial Transaction Tax (FTT), forcefully opposed by the financial industry (responsible-
investor.com, 2011). This proposal entailed the introduction of a tax on all transactions on financial
markets, which according to its advocates, could create considerable public funds for important

social and environmental purposes (European Commission, 2013).

Phase 11 (2012-2017) Complementary Relationship: Finance as a
Means for Social Transformation

During the second phase, sustainable finance reforms gained broader support and additional actors
became involved in the agenda. In particular, the European Commission’s gradual awareness of
and interest in SRI regulation attracted the attention of two groups of social and economic actors
that were traditionally distant from this policy agenda: large financial business organisations and
CSOs. According to our interviews, they included large financial businesses such as Axa and
Aviva, which cannot be defined as primarily focused on SRI but nonetheless have been very
supportive of EU reforms. At the same time, some large CSOs such as ClientEarth, WWF and
E3G also became very engaged in the agenda of this policy area, without being exclusively or even

primarily focused on SRI issues. The rapid formation and expansion of this institutional field can
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be partly explained by the inherent hybridity of sustainable finance and the ability of the original
core group of SRI hybrid organisations to speak the language of both financial business

organisations and CSOs.

Our data suggest that the combined advocacy of these large financial organisations and influential
CSOs has been instrumental in supporting EU sustainable finance reforms. This is confirmed by
several interviews with CSOs, unions, sustainable finance experts and public authorities
(Interviews 20, 22, 27, 31, 35, 36, 38). As a sustainable investing expert from a major CSO told

us.

‘Because if we go together, it has been proved in some processes that it is really effective.
[...] If you have an investor at your side that can say: “Yes. We actually agree with
everything that the NGOs are saying. We share it and we think it should be implemented.”

This creates a bit more pressure.” (Interview 36)

In particular, this broad coalition of financial businesses and CSOs became rather strong between
2014 and 2016 as EU regulators were discussing various measures aimed at ‘enhancing the wider
framework for sustainable finance’ (European Commission, 2014). These included corporate
governance reforms, such as employee ownership and an update of the pension directive (IORP -
Institutions for Occupational Retirement Provision). This strategic alignment of financial and civil
society big players led to the adoption of the revised Shareholders’ Rights Directive requiring
institutional investors, such as large pension funds, to develop ESG engagement policy and greater

transparency in the remuneration of company directors. This informal alignment may explain the
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relative rapidity with which sustainable finance has gained momentum in the EU policy agenda.

This was confirmed by some of the EU policy officers we interviewed:

‘Of course, the European Parliament reacts to what the NGOs are saying. Not
automatically, but they do. They are sensitive to the arguments of the NGOs. And, because
the Shareholders Rights Directive is relatively technical, | think here there were a couple
of NGOs that really explained that actually, this is useful for society. [...] [As for investors]
Eurosif was very supportive on the Shareholders Rights Directive. [...] so in general there

were quite a number of investors.” (Interview 4)

The relationship between sustainability and finance was increasingly framed as complementary
rather than conflictual. Sustainable finance was widely supported as a positive initiative that
contributed to achieve EU social and environmental goals while helping the economy to create
jobs and recover from the global downturn. For instance, this was expressed by one of our

interviewees:

“This positive agenda about green jobs and creating investments as a way to recover from
the financial crisis was really effective. That narrative had quite a large impact on the

decision-making that goes beyond just climate change.’ (Interview 27)

At the same time, several of our interviews highlight that the two groups of actors — large financial

business organisations and CSOs — tend to look at ‘sustainable finance’ on the basis of rather

different rationales and underlying policy objectives (Interviews 25, 27, 34, 36, 39, 42). In this
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sense, the inherent hybridity and ambiguity of sustainable finance seems to be a source of strength
as well as weakness. It allows a broader alignment of social constituencies. However, policy
preferences are only partially aligning and overlapping. For instance, a CSO representative told

us.

‘Normally we are a bit more radical as NGOs. We always tend to go for a mandatory
approach, because we believe that the market alone is not enough. [...] Sometimes we lack
this kind of collaboration with industry, because we really want to be ambitious, and
sometimes it’s not that possible. But we have some general, common understanding with

some investors that are quite proactive in sustainable finance.’ (Interview 36)

As such, this dynamic coalition of heterogeneous stakeholders emblematises that despite different
frames, a variety of actors can align towards a joint interpretation (sensu Snow, 2013), in this case,
the reform of the financial industry. As other studies have pointed out, hybridity becomes a source
of innovative solutions (Jay, 2013) combining institutional logics and overcoming competing
claims and demands. However, the challenges of this hybridisation of institutional logics emerge
simultaneously (Pache and Santos, 2010; York et al., 2016; Battilana et al., 2017). For instance, in

the following interview with a CSO representative, engaged in EU sustainable finance advocacy:

‘They [investors] look like activists, because they seem to be taking it [sustainability] into
account. Financially, it might be an opportunity. But this doesn’t mean that their decisions
are in line with sustainability goals. These are two different things. Many financial risks

will never materialise for them because they will remain externalities for the society as a
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whole. So, the concepts of managing financial risks and addressing negative externalities
should not be mixed. Moreover, we should not have the illusion that improving disclosure
of how the financial actors manage financial risks due to sustainability factors could lead
to a capitals shift. This might only happen in the long-term if the environmental legislation

will be strong enough to create the right economic incentives.” (Interview 32)

In December 2016, the European Commission’s appointment of a High-level Expert Group on
Sustainable Finance (HLEG) (European Commission, 2018b) formalised the influence of a
broader and stronger group of stakeholders supporting sustainable finance reforms. Made up of 20
responsible investment experts and chaired by Christian Thimann (Axa Insurance), the group
included experts from large finance sector players (pension giant Alecta, Mirova Investment, Deka
Investment, APG Asset Management, Aviva Insurance and Investment) as well as organised civil
society (SOMO, 2° Investing Initiative, E3G), academia and various European and international
institutions (European Commission, 2016). What should be noted is that the participants very well
represented the dynamics and interests of the actors involved in the agenda, active notably in this

second phase.

2"d Regulatory Shift: From Sustainability to Climate Finance

The passage of the most severe effects of the global financial crisis and the ‘euro crisis’ that
followed together with the emergence of a more positive role for the financial industry in
promoting sustainability gradually led to a second structural shift in the EU regulation of

sustainable finance. Compared to the years that immediately followed the financial crisis, the
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financial industry was gradually now being framed again as socially useful, regaining some of its

confidence and legitimacy.

A watershed moment in the process was the 2015 landmark international Paris Climate Agreement
that included a commitment to align financial flows toward low-carbon and climate-resilient
development (United Nations, 2015b). After the agreement on the SDGs (United Nations, 2015a),
the Addis Ababa Action Agenda established a blueprint to support the implementation of the 2030
Agenda by providing a global framework that aligns all financing flows and policies with
economic, social and environmental priorities (United Nations, 2015c; 2018). The Paris
Agreement broke new ground by also including a commitment to making private finance flows
consistent with a pathway towards a climate-resilient world (Ackom and Motty, 2020). It
recognised that finance had a critical role to play, particularly in redirecting resources to address
and mitigate the effects of climate change. Also central bankers — in particular the Bank of England
and De Nederlandsche Bank; and more recently the European Central Bank — stepped into this
policy debate to become key players in shaping a narrower approach to sustainable finance, framed
as climate finance (responsible-investor.com, 2018; 2019a). While their interventions seem to
confirm the unprecedented relevance of sustainable finance in the EU policy arena, they also
contributed to highlight a financial approach to sustainability rather than a more sustainable
approach to finance (Campiglio et al., 2018). As demonstrated by a vast literature, the wide range
of social and environmental issues related to sustainable finance are hard to translate into the
language of finance (e.g. van Duuren et al. 2016). However, the risks related to climate change can

be more clearly factored into financial analyses.
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EU sustainable finance reforms followed this pattern and became more narrowly focused on
climate-related issues, as illustrated by the EU Sustainable Finance Action Plan, initially leaving
aside more structural and comprehensive sustainability-related reforms. For instance, while
formally still in process, the FTT initiative was met with strong opposition by some Member
States, particularly the United Kingdom and Denmark. Negotiations have been slow and
complicated and the initial proposal has been considerably watered down (EurActive, 2019).
While many of the suggestions made by the HLEG focused on systemic changes — short-termism,
clarity around investor fiduciary duties and the need for financial markets to reflect the values of
society — between 2015 and 2019 the European Commission put most emphasis on providing scope

for development of financial products and to support green finance markets.

Phase 111 (2017-2019) Re-emerging conflicts: Two Alternative Ideas
of Sustainable Finance

In the latest phase of sustainable finance policy development, we found re-emergent conflicts in
the relationship between sustainability and finance. Many of our interviewees expressed concerns
and scepticism about the real implications and impact of EU reforms. As such, this phase is
characterised by a movement away from the field consensus that characterised Phase Il towards
greater fragmentation of the temporary alignment between CSOs and large financial players. In
particular, the framing dominating this phase is a division between two sharply different ideas of
sustainable finance: those — including many CSOs — that want a radical transformation of the
financial industry and others — including many large financial business organisations — that support

reform but at the same time embrace continuity and incremental change.
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As already mentioned, the focus of the regulations has been narrowed down to climate finance
rather than social and environmental sustainability. Sustainable finance has become green finance
and the financial sector has come to be seen as a key player in fighting climate change. This
narrower view of what sustainable finance is, and what should be prioritised are key aspects in the
division of frames between the two alternative approaches to EU reforms. In our interviews, CSO
representatives highlight that the mere focus on climate actions in the EU Action Plan (European

Commission, 2018b) constitutes a significant contradiction to the 2030 Agenda:

‘[...] the Commission and the industry are very focused on what is in the Paris Agreement,
the reduction of CO2 emissions and the processes for dealing with climate disclosure. And
that comes to the detriment of broader environmental issues plus the social and governance
elements of a standard ESG framework. [...] There seems to be an attempt to redefine
sustainability to mean only climate change issues, which is bizarre given that the

Commission has also committed to the Sustainable Development Goals.” (Interview 41)

Multiple interviewees (Interviews 31, 32, 33, 41) furthermore voiced a widespread concern about
the lack of human rights and social sustainability integration in the 2018 EU Action Plan. Growing
discrepancies have emerged between the views expressed by large financial business organisations
and CSOs, while there is a clearer prevalence of the financial logic in framing sustainable finance

EU reforms. This is well described by a CSO representative:

‘One of the big issues that we have been pushing the Commission for is to include human

rights safeguards, at least in the climate adaptation and climate mitigation taxonomies. So
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not just as a separate taxonomy. If you’re going to focus on climate, at least incorporate
the human rights safeguards in it. [...] You cannot speak about redeeming finance from an
economic crisis by not really investigating the effect of the economic crisis on human rights
and how that is reflected in financial regulation. We don’t have that reflected in sustainable

finance.’ (Interview 33)

Experienced SRI leaders have publicly denounced the risks that the sustainable finance regulatory
agenda could capture (Carpenter and Moss, 2013). As an example, Kees Vendrik, Chief Economist

of Triodos Bank, wrote on responsible-investor.com (2019b):

‘After huge efforts on the part of High-Level Expert Groups, technical expert groups,
MEPs and members of the Commission, the current debate with Member States has veered
off course. The essential question of how the financial sector can contribute to the
necessary sustainable, inclusive transition is hardly being discussed. [...] We’ve
demonstrated that we want more action on sustainability. We’ve changed the rhetoric of
CEOs, politicians and financial institutions. But we haven’t yet converted this into action
in rewriting the rules of the game where it can really make a difference. [...] The financial
sector runs the risk of undermining precarious public confidence by putting ‘official’ green
stickers on existing funding and investments. In the fight against uncontrolled climate

change, this could lose us precious years that we do not have to spare.’

Conflicts finally came to a head in March 2019 as the Environmental (ENVI) and Economic

(ECON) committees of the EU Parliament voted on the sustainable finance taxonomy. Members
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of the European Parliament (MEPs) were called to vote on a series of proposals, supported by
CSOs and many SRI organisations, which would expand the taxonomy to cover social issues,
integrating human rights and plans for a ‘brown’ taxonomy for investments ‘that fund one or
several economic activities that cause significant harm to the environment’. While the general
expectation was that the amendments would pass by a slim majority, instead they were rejected.
The votes were decided by a close margin, with some amendments being rejected because votes
were equal (responsible-investor.com, 2019c; 2019d). The proposals on including negative
screening had been forcefully opposed by corporate lobby groups such as Europeanlssuers (2019)
showing how, within a few years, sustainable finance reforms have become both more relevant
and contested. Overall, the implementation of sustainable finance reforms has been seen by many
SRI leaders as structurally limited and in continuity with the existing financial regulatory

framework. As one of our interviewees put it:

‘We want to redirect the economy towards proper economic development and less financial
market development. In this respect we do think that the work has not been done on

financial market regulation.’ (Interview 30)

Some of our interviewees highlighted that, paradoxically, rather than making finance more

sustainable, EU sustainable finance has become a driver for the financialisation of sustainability

(see Bracking, 2019). For instance, as a legal expert explains it:

‘It [financialisation] was already there, but I think it is further entrenched. As you are

probably already aware, the EU is discussing ideas for biodiversity banks for example. [...]
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So if you are building a bridge and pooling through environmentally sensitive areas, you
wouldn’t have to directly offset when you are there, you can instead invest through an
intermediary in an environmental project, somewhere also in the EU. Which again | would

say, reflects the further financialisation of natural resources.’ (Interview 24)

There is a widespread feeling that society has forgotten the financial crisis, and the financial logic
has today become even more dominant than before. This can be illustrated by the following quote

from a CSO expert:

‘The narrative is that the sustainable finance agenda is kind of a way for the financial
system to redeem itself, in a way, in the aftermath of the economic crisis. [...] But there is
also the other narrative. That this is actually a distraction from the fact that substantial
reforms have not been made from the aftermath of the crisis. So there are a lot of people
who are not happy with the sustainable finance agenda because they think it is very

superficial.” (Interview 33)

Discussion and Contributions

Our paper has empirically explored the emergence of sustainable finance reforms in the EU policy
arena during the decade 2009-2019. We were motivated by two gaps in the existing literature.
First, despite the unprecedented prominence of sustainable finance in the policy and regulatory
debate, there is a lack of studies that directly address questions related to regulatory changes and
the role of legislative initiatives in fostering the financial sector’s contribution to the necessary

transition towards ‘truly sustainable business’ (Dyllick and Muff, 2015, p. 157). Second, there is
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a lack of research that tries to account for, and potentially reconcile, divergent perspectives on the
relationship between finance and sustainability: those who view conventional financial theories
and practices as a major barrier to sustainability (Fletcher, 2012; Lagoarde-Segot, 2019), and those
who maintain that they can play a key role in fostering the sustainability transition (Busch et al.
2016; Eccles and Klimenko, 2019). These intertwined research objectives informed our core
research question: How has the relationship between finance and sustainability been framed in the

EU sustainable finance agenda, during the period 2009-2019?

Tensions are inherent to hybrid practices such as sustainable finance, but these can become
opportunities for advancing sustainability as well as creating conflicts that hamper transformative
sustainability reforms. While the existing literature tends to take a position either in favour or
against the combination of finance and sustainability, we found that the hybrid and ambiguous
nature of sustainable finance policies can both allow a broader alignment of social constituencies
and create tensions and conflicts due to policy preferences that are only partially aligned and

overlapping.

Building on the theoretical and empirical contribution by Yan et al. (2019), we propose a more
processual and dynamic understanding of the relationship between sustainability and finance that
pays attention to both structural changes and agency in shaping sustainable finance regulation. Our
key contributions are discussed below. We hope that our insights might be relevant for future

research and policy debates.

Understanding the regulatory dynamics of sustainable finance
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From a structural perspective, drawing on an institutional logics perspective helps to understand
the emergence between 2012 and 2017 of EU sustainable finance reforms. We found a relationship
between the development of the EU sustainable finance agenda and the prevalence of the financial
logic in society. In relation to the EU policy arena over the period 2009-2019, Figure 4 illustrates
how sustainable finance policies emerged only as the financial logic became less prevalent in

European society, allowing a complementary relationship between finance and sustainability.
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Figure 4. The relationship between sustainability and finance (2009-2019).

Looking at the extended EU sustainable finance reform process, we found support for the
theoretical understanding of sustainable finance development by Yan et al. (2019), characterised
by an inverted-U-shaped relationship with the prevalence of the financial logic (Figure 1). At the
beginning of the first phase (2009-2011), the financial logic was still prevalent in the EU policy
debate. Consequently, there tended to be resistance to reforms inspired by non-financial social and
environmental considerations, as economic and regulatory institutions were deeply embedded in

the financial logic. We were able to witness a lack of understanding of the value of SRI-related
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legislative initiatives and a widely held belief that they could hurt financial returns. Supporters of
finance rather turned to functionalist arguments, regardless of whether there were any ethical
implications. As we have seen, the financial crisis weakened the prevalence of the financial logic,
shifting the relationship between finance and sustainability from conflictual to complementary and
allowing the necessary support for sustainable finance reforms within the EU policy arena. Thus,
a complementary relationship prevailed between 2011 and 2017, in which finance was perceived
as a means for social transformation rather than an end in itself. A moderate prevalence of the
financial logic did foster novel and more transformative regulatory proposals, as other societal and
environmental institutional logics were more freely incorporated in the EU policy debate on
financial reforms. However, we found that gradually, as the financial logic became predominant
again, a greater deal of resistance against the ability to deviate from conventional financial end
goals re-emerged in the policy debate. Sustainable finance was narrowed down to green finance,

failing to fully integrate social sustainability aspects (Cullen et al., 2020, p. 15, 66).

Our study highlights the inherent contradictions and limitations of sustainable finance policies.
The emergence of sustainable finance as a means for transformative social change depends on the
possibility of a strong presence of specific conditions that are not easily met. In particular, it relies
on the presence of other institutional forces that moderate the risks that the relationship between
financial and sustainability logics will shift from complementary (Phase 11) to competing (Phase |
and I11). Our analytical and empirical insights find support in an established strand of institutional
logics research on ‘means-end decoupling’ (Bromley and Powell, 2012; Wijen, 2014). When
means-ends decoupling occurs, the degree to which means are coupled to goals is unexamined and

the means — such as profit-maximisation — become ends in themselves, leading to a drift away
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from the original goals of policy reforms. Research suggests that a higher risk of means-ends
decoupling exists in hybrid institutional fields such as SRI and sustainable finance (Wijen, 2014;
Grodal and O’Mahony, 2017). Thus, our paper draws attention to the risks of means-ends
decoupling in the emergent institutional field of sustainable finance, by which the original
transformative policy objectives could drift away or even be displaced in a context characterised

by high prevalence of the financial logic.

Our explanatory framework also helps in understanding and further theorising what other authors
such as Avetisyan and Hockerts (2017) have found. They conclude that the consolidation process
of the ESG rating industry has paradoxically produced a partial institutional retrogression. Hence,
following this phenomenal expansion, the industry seems to appeal to traditional financial norms
and values of the traditional rating industry. This seems to have resulted in the ESG ratings losing
some of their potential to produce real institutional changes. By explicitly acknowledging tensions
between different institutional logics, our research takes a paradox perspective (see Hahn et al.
2018) that enables policy-makers, businesses and civil society to better understand the rapid
success and inherent limitations of the current emphasis on mobilising the financial sector to

address major social and environmental challenges.

While further research is needed, our conjecture is that the prevalence of the financial logic in our
society aids and simultaneously constrains the sustainable finance agenda. In stark contrast to the
current polarised public debate on sustainable finance, our study allows reconciliation of the two
opposite hypotheses of finance as part of the problem and the solution to the current sustainability

crisis (Davis et al., 2006; Lagoarde-Segot, 2019; Bose et al. 2019; Bracking, 2019).
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The heterogeneous support for sustainable finance reforms

While most of the literature tends to take regulation for granted as an independent variable (see for
instance Crifo et al. 2019), our study highlights the need for greater attention to agency and the

active role of different stakeholders in framing the relationship between finance and sustainability.

Our interviews revealed how a small close-knit community of SRI hybrid organisations played a
key role in promoting sustainable finance as a viable alternative to widespread financial
irresponsibility (Phase I). The hybridity of this original core group of organisations also enabled
them to speak the language of financial business organisations (e.g. AXA and Aviva) as well as
CSOs (e.g. Clientearth, WWF and E3G), attracting both into the emergent field of sustainable
finance. This allowed radical transformation of the field and momentum to be built for EU reforms.
Particularly during the second phase, characterised by a more complementary relationship between
finance and sustainability, this strategic alignment between CSOs and large financial organisations
has been instrumental in framing sustainable finance as a positive initiative for a green recovery
from the crisis. Thus, our findings provide support to Yan and colleagues’ (2019) argument that a
strong presence of alternative institutional forces, such as CSOs and unions, helps the emergence
of hybrid SRI initiatives that are able to combine financial means and sustainability goals. Our
findings are also in line with previous research underlying how the presence of strong and
coordinated coalition of NGO-Investor-Union (NIU) has played a key role in driving recent
European corporate sustainability reforms (Monciardini, 2016; Monciardini and Conaldi, 2019).
Although further research is needed, this insight has important implications for policy-makers. It
underlines the importance of hybrid organising and the inclusion of a plurality of alternative

institutional forces for the success of business sustainability reforms.
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Work on social movements can also help to explain the relationship between CSOs and financial
businesses. This alignment has allowed financial business to regain legitimacy by working with
CSOs and CSOs to interact with the political elite due to the influence and significant resources of
finance (Van Bommel and Spicer, 2011; Den Hond and De Bakker, 2007). This is common among
many institutional entrepreneurs as they need to mobilise support for a field, as well as access to
resources, legitimacy and new ideas (Greenwood and Suddaby, 2006). In terms of legitimacy, it is
useful to take use of the rationale and model by Reinecke et al. (2017). They argue that in pluralist
contexts with co-existing and competing multiple moral frameworks, moral legitimacy can be
thought of as ‘the property of a dynamic dialogical process in which relations between moral
schemes are constantly (re-)negotiated through dynamic exchange with audiences’ (Reinecke et
al., 2017, p. 2). They highlight that business sometimes targets specific actors in dialogue due to
reasons of legitimacy — actively neglecting others since interactions with those may result in losses
in legitimacy. This continuum of legitimacy is to some extent applicable to the EU sustainable

finance policy debate as well.

However, our data suggests that the hybrid nature of sustainable finance and this ability to
aggregate a wide range of actors can be a source of strength as well as weakness. During phase 1ll,
while sustainable finance has become a major policy issue, the alignment of CSOs and large
financial players becomes more fractious and problematic. Unlike the original core group of SRI
players, the hybridisation of this enlarged SRI field has become more difficult, possibly leading to
goal displacement and less ambitious and transformative reforms. The underlying tensions in these

conflicts are different from those in phase I. A key driver of this division seems to be the
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introduction of specific legislative proposals, such as the brown taxonomy, which is no longer a
‘positive’ agenda and creates tensions between CSOs and a substantive part of the financial

industry.

In further unpacking this phenomenon, we found that the underlying rationales and policy
objectives of financial businesses and major CSOs were only partially overlapping, and often
radically different when it comes to promoting sustainable finance. Thus, our findings illustrate
both the ability of a hybrid forum such as sustainable finance to attract wide support and the risks
related to having diverse communities that coalesce around an ambitious field goal. As argued by
Grodal and O’Mahony (2017), the very strategies employed to successfully mobilise diverse
groups of participants may actually help displace their goal with less ambitious goals. As already
suggested, the transformation of the original hybrid SRI transnhational community and the
formation of a broader institutional field could lead to goal displacement and less ambitious and

transformative objectives (Durand and Jourdan, 2012; Wijen, 2014; Grodal and O’Mahony, 2017).

Conclusions and Policy Implications

Until recently, there has been a significant lack of sustainability provisions in financial regulation.
Sustainable finance has moved from being a peripheral issue in the EU policy agenda to centre
stage and this institutional field has been transformed beyond recognition to account for a sizeable
share of the financial sector. Our analysis suggests that there are multiple explanations for the
emergence of EU sustainable finance policies during this period. The financial crisis has played a
significant role in creating awareness of the failures of the financial system. Thus, at the EU level,

sustainable finance emerged as a possible antidote to fight the excesses of financialisation and a

43



widespread focus on short-term returns and processes. However, our findings indicate that the
adoption of this agenda had limited effects and, in the end, may paradoxically promote further

financialisation (Bracking, 2019).

From our analysis, it is evident that financial regulation had a key role to play in the emergence of
sustainable finance. We highlight three phases in this policy debate, characterised by a shift from
a voluntary to a legislative approach and later from sustainability to a narrower focus on climate
finance. Our analysis suggests that this shift depends on the heterogeneous coalition of social
constituencies supporting EU sustainable finance reforms and on shifts in the overall prevalence
of the financial logic in society. The heterogeneous support for sustainable finance reforms appears
to be an example of a ‘Bootleggers and Baptists’ collaboration facilitated by the hybrid nature of
sustainable finance. While this heterogeneous coalition initially allowed large support to be gained
for EU reforms and a complementing financial logic, at a later stage interest misalignment emerged
and limited policy impact in terms of sustainability outcomes. Current reforms have limited
systemic effects, and risk legitimising a financialisation of sustainability policies. As such, our
conclusions support Yan and colleagues’ (2019) emphasis on the relevance of structural shifts in
the overall prevalence of the financial logic in society. We maintain the importance of the
composition and collaboration within the heterogeneous coalition of forces promoting sustainable
finance in accounting for both the surprising success and the inherent contradictions and
limitations of using sustainable finance as a means for transformative sustainability reforms.
However, it is crucial that finance becomes the means and not an end. That is where the real

potential lies for the EU Sustainable finance agenda.
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In conclusion, successful regulatory dynamics depend on the ability to understand the inherent
contradictions and limitations of sustainable finance. Financial organisations can play a central
role in supporting credible sustainability transitions (Lounsbury and Crumley, 2007). However,
excessive prevalence of the financial logic may lead to a drift away from sustainability goals and
may hamper the development of transformative sustainability reforms (Wijen, 2014; Grodal and
O’Mahony, 2017). Crucially, EU policy-makers should aknowledge that sustainable finance is a
hybrid forum, hosting a broad configuration of social constituencies leading to both social
innovation and potential tensions. From a public policy perspective, the concept of ‘additionality’
(e.g. Gillenwater, 2012) becomes key here: the question of whether an intervention has an effect
or not, compared to the status quo. The question is: to what extent is scaling up sustainable finance
the right approach? Policy-makers should consider ‘What would finance do without any regulatory
constraints?’ There is therefore a need to better investigate the level of additionality of this agenda.
This would be a way to establish whether or not the regulatory interventions have had the desired
effect. It is also necessary to identify and measure the socio-economic effects and impact of
sustainable finance policies. This would increase accountability for the agenda. Finally, in order
to establish positive externalities such as knowledge production and diffusion of sustainable
finance practices within the European region, it is not the benefits for those directly involved in

finance that should be measured. It is necessary to find ways to measure the wider effects.
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