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While the previous article focuses on product-centric approaches, sustainable innovations do not
necessarily need to be product-driven. As mentioned in the first article, the social needs that
motivate actors into promoting sustainable innovations are those oriented with the social, economic,
and environmental aspects of sustainability. The first two categories of social needs, namely social
and economic, suggest that sustainable innovations can occur by empowering stakeholders through
the creation of new value chains or the development of new business models and modes of thinking.
While environmental crises, such as the one confronting the plastics sector explored in Part I, are
more traditional problems to confront, the social and economic challenges are perhaps the most
devastating to society.
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Figure 1: Rethinking Sustainable Innovation

Figure 1 presents a new way of differentiating between the four types of sustainable innovation we
have identified. Instead of focusing on technology and markets, innovations can be categorized
based on business models and value chains.

The long history of the sustainable finance movement helps us distinguish between the four stages
of sustainable innovations. One of the first sustainable innovations in finance was a fair interest rate
on loans. While this may seem obvious, at the time the upper classes in many civilizations
prospered greatly from lower classes, which lacked access to alternative sources for capital, by
charging exorbitant interest rates, or usury. Because this innovation did not create a new business
model or value chain, it can be considered an incremental innovation.

An example of radical innovation is socially responsible investing (SRI), which emerged from
various religious jurisprudences including Judaism and Islam but more formally began in the mid1700s with the Quakers and Methodists. The rise of the slave-trade in the 1700s led Quakers and
Methodists to develop the first negative-screening criteria in investments, refusing to invest in slave-

IMD – www.imd.org

Page 2/5

SUSTAINABLE INNOVATION (PART II) | Sustainable innovation isn’t just limited to products. Financial institutions can
innovate too
1

trade enabled products and war-related activities. The modern SRI movement has been traced to
the political crises of the 1960s including the anti-Vietnam war protests and civil rights movement—
2
particularly the race riots that ensued after the assassination of Martin Luther King, Jr. This
movement was further shaped and formalized in the late 1980s by an innovative financial response
3
by churches, universities, and community groups to the Apartheid movement in South Africa. We
consider the SRI movement a radical innovation. Despite not significantly altering value chains, it
represented a new way of thinking about money and consequently a change in current business
models.

Although traditional lending is based largely upon a borrower’s collateral in the case that the
borrower defaults on a loan, microfinance enables the world’s poorest—a population that was
considered too “high risk”—to obtain financing otherwise. The formation of formalized microcredit
th
institutions began in Europe during the 18 century to address economic crises afflicting lower
social classes. For instance, the microcredit funds of Ireland emerged in the 1720s in response to
extreme poverty and the lack of banking services to the poor who often needed loans to offset a bad
4
harvest or illness. Additionally, Raiffeisenbanken and Volksbanken in Germany originated as
savings and credit cooperatives to serve the poor in rural and urban areas, respectively, after
5
famines in 1846-1847. Of course, many are already familiar with the modern-day microfinance
6
boom, which has reached approximately 130 million of the world’s poor.

One of the most popular microfinance institutions is Grameen Bank, which was founded by
Muhammad Yunus in 1977. In 1976, while serving as a professor at Chittagong University in
Bangladesh, Yunus decided to loan 42 women in a neighboring village $27 each to help them
7
create small business that could sustain them. After its success, Yunus was able to secure a credit
line to replicate his model on a larger scale, founding Grameen Bank in 1977. To help ensure
repayment, borrowers accepted loans in groups of five people—thereby using social ties as
collateral. As of 2010, Grameen Bank had approximately 1.7-billion USD in assets and by 2011,
Grameen Bank had over 8-million borrowers across 97% of the villages in Bangladesh. Yunus and
Grameen Bank received a Nobel prize in 2006 for their sustainable innovation.

We consider microfinance a game-changing innovation. While the business model is the same
(banks loan money to lenders), the value chain has been completely altered by the inclusion of a
new segment of the population. Triodos Bank’s activities, on the other hand, would be examples of
transformational innovation. Triodos Bank was founded in the 1970s as a sustainable bank that only
invests in sustainable enterprises and makes its entire portfolio transparent and accessible to the
public. By only using money for good, Triodos Bank is one of the first financial institutions that
actually perceives financial gain as a means, not an end. Beyond developing negative criteria,
Triodos Bank therefore has a set of positive criteria for investment—only companies that positively
impact stakeholders can receive funding. Organic farms that aren’t innovative enough or companies
1
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that are but don’t address a social need are common examples of initiatives that Tirodos Bank
refuses to fund. In addition to developing a new way of thinking about money, Triodos makes
funding accessible to groups seeking microfinance and initiatives that otherwise wouldn’t receive
funding.

These impactful innovations therefore are not constrained to products but instead to the way money
works and how it is distributed. In addition to product-centric processes, organizations can develop
new business models and create alternative value chains to address a wider variety of societal
needs.

Francisco Szekely is Sandoz Family Professor of leadership and sustainability and Director of
the IMD Global Center for Sustainability Leadership (CSL).He directs Sustainability Leadership in
Action (SLA), a talent development initiative targeted at leaders committed to discovering new ways
to increase their performance and deliver exceptional results.
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Related Programs

ORCHESTRATING WINNING PERFORMANCE - http://www.imd.org/owp
The global business program for individuals and teams
Program Directors Michael Wade and Dominique Turpin
•

Get exposed to the latest management thinking and to practical and innovative solutions for
your business

•

Anticipate global business trends

•

Boost your performance, broaden your perspectives and expand your global network

•

Design the program that suits you and your team

•

Become a complete executive through activities that develop your mental, physical, and
emotional health

SUSTAINABILITY LEADERSHIP IN ACTION - http://www.imd.org/sla
Integrating sustainability at the heart of your business strategy
Program Director Francisco Szekely
•

Gain a clear understanding of which sustainability issues are relevant and a priority for your
business

•

Develop and implement new sustainable business models

•

Improve your ability to successfully lead change

•

Acquire sustainability concepts and methodologies to create and measure sustainable
performance

•

Learn how to successfully engage with different stakeholders
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