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Executive Summary 
The Global Reporting Initiative (GRI), an independent international organisation that has pioneered 
sustainability reporting since 1997, identified eight emerging trends in their 2015 seminal report 
Sustainability and Reporting Trends in 2025 – Preparing for the Future1. Three of these trends are 
relevant to this paper: 

 Business decision makers will take sustainability issues into account more profoundly 
 Ethical values, reputation and risk management will guide decision makers 
 Sustainability data will be digital 

As we will examine, challenges remain for sustainability reporting to produce financially-meaningful 
corporate reports. Meanwhile the investment world, and even the United Nations, are developing 
their own methods and approaches to measuring a business’s impact beyond the traditional financial 
reporting world.  

As the impact investing landscape matures, it is time to bring businesses out of the cold in order to 
narrow the expectation gap between those who fund businesses (Funders) and those businesses who 
receive that funding (Receivers). This paper analyses this gap and 
suggests an approach to closing it. Doing so will create a wealth of 
financial opportunities for investors, lenders and organisations that 
were not so long ago considered wishful thinking. 

Whether you are an investor, lender or business leader who wants to 
participate in the ethical trade, we detail ‘things you can do right 
away’ at the end of this paper to begin positioning yourself in the 
impact ecosystem.   

  

 
1 https://www.globalreporting.org/resourcelibrary/Sustainability-and-Reporting-Trends-in-2025-1.pdf 

https://www.globalreporting.org/resourcelibrary/Sustainability-and-Reporting-Trends-in-2025-1.pdf
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Ethical investing and why it is important to the global economy 
By now nearly everyone has heard of the rise of Environmental, Social and Governance (ESG) criteria 
that is used by investors to evaluate companies in which they may want to ethically invest in. As 
defined by Investopedia2, ESG criteria are “a set of standards for a company’s operations that socially 
conscious investors use to screen potential investments.” A brilliant 2-minute crash course is provided 
on Investopedia’s website.  

As illustrated in Figure 1, by 2016 the ESG market segment had become a significant percentage of the 
total global investment trade which 
has since 2016 continued to rise. This 
trend is backed by a 2018 global 
survey by FTSE Russell3 concluding 
that over 50% of all global asset 
owners are implementing or 
evaluating ESG considerations in their 
investment strategy. 

Figure 1: Investment in ESG Integration in 2018 

Need more proof? At of end of 2018, it was 
estimated the size of the newly established impact 
investment industry to be $502b USD4. This number 
has more than doubled from the previous year, and 
that number was double that of the following year 
(2016). As investors continue to put their money 
into the ESG tidal wave, there is no telling how big 
this market and subsequent industry will grow by 
the end of 2020.  

So why is the megatrend so important to the global economy? For the individual investor it is an 
opportunity to invest with a consciousness whilst seeking a positive return on their investment. Some 
experts go as far as to say that investors in ESGs have the chance to narrow the inequity wealth gap as 
it forces organisations to adopt more ethical standards.  

THE OPPORTUNITY: Narrow the ethical investment gap 
In 2017, GIIN conducted the first of its kind Impact Investment Executive Survey asking respondents 
about their motivations for measuring and managing their impact. The top answer selected by 168 of 
169 respondents was ‘To better understand our impact’.5   

 
2 https://www.investopedia.com/terms/e/environmental-social-and-governance-esg-criteria.asp 
3 Eccles, Robert & Klimenko, Svetlana; The Investor Revolution; Harvard Business Review; May-June 2019; https://hbr.org/2019/05/the-
investor-revolution 
4 Sizing the Impact Investing Market; Abhilash Mudaliar & Hannah Dithrich; Global Impact Investing Network; 1 April 2019; 
https://thegiin.org/research/publication/impinv-market-size 
5 The State of Impact Measurement and Management Practice; GIIN; 2017; p4; https://thegiin.org/research/publication/imm-survey  

Welcome to Impact Investing  

This new investment industry is often referred to 
as Impact Investing. It is defined by the Global 
Impact Investing Network (GIIN) as “investments 
made with the intention to generate positive, 
measurable social and environmental impact 
alongside a financial return”. 

https://www.investopedia.com/terms/e/environmental-social-and-governance-esg-criteria.asp
https://investmentnews.co.nz/wp-content/uploads/Smartbeta18.pdf
https://www.investopedia.com/terms/e/environmental-social-and-governance-esg-criteria.asp
https://hbr.org/2019/05/the-investor-revolution
https://hbr.org/2019/05/the-investor-revolution
https://thegiin.org/research/publication/impinv-market-size
https://thegiin.org/research/publication/imm-survey
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One year prior to this survey, the United Nations 
debuted its much-anticipated Sustainable 
Development Goals (SDGs) and identified 17 
impact categories, each containing several SDG 
targets to be met by 2030. These are real and 
measurable Impact Goals that are now gaining 
global attention. 

At the other end of town, businesses have 
historically relied on sustainability targets set by 
themselves. These are part of the wider 
Corporate Sustainability Reporting (CSR) field that 
has matured over the last three decades.  

One constant remains; CSR is a self-imposed 
approach for corporates to demonstrate that they act ethically as a business. 

The two very different worlds of CSR and Impact 
Investing have been on a collision course since 
their inception as investors continue to mature 
their standards, whilst businesses reactively take 
their cue from government regulation and 
incentives. 

This is a significant gap in expectations between 
those wanting to ethically invest in businesses, 
and businesses wanting to showcase their positive 
impact beyond quarterly financial results. This gap 
is shown in Figure 2. 

 

Figure 2: Ethical Investment Gap   

Amongst the many reasons for this gap, 43% of Funder respondents from the GIIN Executive Survey 
identified ‘Collecting quality data’ as their top challenge in implementing effective impact 
measurement.6 

 
6 The State of Impact Measurement and Management Practice; GIIN; 2017; p8; https://thegiin.org/research/publication/imm-survey 

If nothing changes… 

… with the existing impact divide between 
Funders and Receivers, the gap will continue to 
widen. It would have an even greater adverse 
effect on society by creating more complexity 
and confusion in the marketplace as to what 
being ethical represents.  

In addition, companies who act unethically to 
their workforce and customers in the name of 
profit taking would continue to have a free pass 
and would provide an excuse for other 
businesses to follow their lead.  

Can you spot an ethically-oriented 
investor? 

Many traditional investors may say they now 
invest ethically, but are they demonstrating a 
different approach to their financial portfolio? 
Do they have a different mindset when 
approaching ethical businesses? And if you’re a 
business leader who wants to connect with a 
funder, do you know what to look for?  

https://thegiin.org/research/publication/imm-survey
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In addition, ‘Funder’ respondents singled out:  

 A muddled array of measuring frameworks, tools and metrics – everyone has got one these days; 
 Funding arrangements that are complex and difficult to set up – a ‘do it yourself’ mentality; 
 The ever-present risk of impact washing (which we discuss later). 

‘Receiver’ respondents raised the following challenges:  

 Long-standing perceptions to the value of 
sustainability; 

 Corporate reporting limitations as to what 
constitutes financial value;  

 Lack of an investment strategy at the board 
level.     

This situation has led to ‘Funders’ and ‘Receivers’ finding their own solutions independent of each 
other. And never the two shall meet, or so it has gone on for some time. Another way to represent this 
misalignment is shown as the Opportunity Curve in Figure 3. It describes the opportunity to raise 
capital between ‘Receivers’ (text in black) and ‘Funders’ (text in blue). 

 

Figure 3: Capital Opportunity Curve 

Stop neglecting each other 
Many investors and lenders feel left out of the corporate reporting cycle because the audited 
information provided only tells part of the business story. It comes as no surprise that many choose to 
ignore these financial reports or examine them with a sceptical view.  

They look for discrepancies that raise serious questions about an organisation’s performance. Funders 
would rather listen to an analyst call, or perform their own research, to discover hidden business value 
beyond what lies in a corporate report. This approach can be quite time consuming with little to 
guarantee quantitative success, or consistency.  

Meanwhile, executives and board members are required to perform their statutory and fiduciary 
duties. They place priority on meeting financial performance compliance rather than thinking about an 
investment strategy to attract new capital, yet alone ethical capital.  

The world of investment finance and the world of executive management have 
neglected each other primarily because the ability to measure value beyond 
financial assets has been hard to perform. But if they could, imagine how both 
Funder and Receiver could gain mutual competitive advantage. The need to build 
a bridge is paramount to extending economic opportunities. 

“Many corporate managers still equate sustainable investing with 
its predecessor, socially responsible investing (SRI), and believe that 
adhering to its principles entails sacrificing some financial return in 
order to make the world a better place. That view is outdated.”  

https://hbr.org/2019/05/the-investor-revolution 

https://hbr.org/2019/05/the-investor-revolution
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What would close this ethical investment gap? 
A bridge not only connects the two sides, but more importantly closes the expectation gap between 
them. Eventually the gap no longer exists and therefore a bridge is no longer required, unlocking a 
tidal wave of investment opportunities. 

We propose a focus on the following three key areas to close the gap: 

a. Combining purpose and fiduciary intent in the boardroom (to 
deliver impact value)  

b. Linking impact value with materiality 

c. Tackling the impact washing dilemma head on 

a. Purpose and Fiduciary Intent 
In recent years there has been plenty of hype about the value of purpose, and the 
value of impact cannot be measured without a clear statement of purpose.  

Why have a purpose if it is never measured? And will investors trust an 
organisation that can’t describe what they do, why they exist and prove they are 
achieving their purpose? Think of impact as the engine room for making purpose 
a reality.  

Boards can endorse a high calibre statement of purpose, but what does this have 
to do with their fiduciary intent? A good statement of purpose should include at 

least one adjective that best reflects an emotive or empathic condition. Words such as safe, belonging, 
frictionless, and convenience are examples that exude an emotional trigger in customers, and they are 
ethically driven to some degree.  

This begs the question; how does the organisation live its purpose through producing the desirable 
impact it promises? It begins with boards starting to think about their ethical position across a range of 
fiduciary responsibilities they are charged with. 

Most important to this paper, this includes the need to increase the relevance of the investor to board 
and executive management teams. Ethical investment opportunities aligning to an organisation’s 
purpose are one powerful way to demonstrate to all stakeholders that the organisation is applying 
ethics to its set of fiduciary responsibilities. From securing ethical capital comes the opportunity to 
financially measure impact through providing an evidentiary paper trail. 

b. Materiality Matters 
If you were trained to be an accountant, this word would 
probably conjure up many fond memories. The world of 
financial reporting revolves around the concept of materiality. 
By association, it should also matter to measuring impact. 

As noted by Robert Eccles and Svetlana Klimenko; “Mainstream 
investors now look for evidence that their portfolio companies are focused on the material ESG issues 
that matter to financial performance, rather than on some ill-defined commitment to ‘sustainability’.”7 

 
7 Eccles, Robert & Klimenko, Svetlana; The Investor Revolution; Harvard Business Review; May-June 2019; https://hbr.org/2019/05/the-
investor-revolution 

https://hbr.org/2019/05/the-investor-revolution
https://hbr.org/2019/05/the-investor-revolution
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Last year the International Accounting Standards Board (IASB) refined its definition of ‘Material’ to 
state:  

“Information is material if omitting, misstating or obscuring it could reasonably be 
expected to influence the decisions that the primary users of general purpose financial 
statements make on the basis of those financial statements, which provide financial 
information about a specific reporting entity.”8 

Measuring the financial performance of a business's core assets is language the executives understand. 
It is material to the core part of the business, and something auditors can certify performance against. 

By building impact reports designed around materiality and anchoring them to established financial 
instruments that are investor-led, both the expectation and terminology gaps are narrowing between 
the Funder and Receiver communities. 

c. Reduce Impact Washing 
A concept similar to greenwashing, Impact Washing refers to a company 
positioning themselves as making a positive impact without having generated net 
ESG benefits. Impact Washing has remained a long-standing hurdle to creating 
long-lasting and trusted value between numerous stakeholders, leading to 
investor scepticism and caution. 

There are two common situations where this problem exists, the ‘Trader Tom’ 
and the ‘Innocent Ingrid’. 

 Trader Tom likes to draw attention to their impact value. Although one side of the business has 
demonstrated it is indeed acting more ethically, the other unrelated and unreported side has actually 
increased its unethical behaviour. For example, a sharp increase in CO2 emissions from the organisation 
acquiring an old-world smelting operation. Trader Tom has simply shuffled the value deck instead of 
actually producing a net positive outcome.  

 Innocent Ingrid pleads ignorance. This is a case of a self-fulfilling prophecy. Ingrid already knows what 
impact targets are achievable and sets about achieving them without fully investigating the down-
stream negative impacts. Though she demonstrates the impact targets were achieved, there is no 
awareness of the negative effects it 
produces elsewhere until it is too late to 
prevent this from happening. 

Impact Washing is the practice of over-claiming 
impact value or alternatively being selective in 
what is measured at the expense of the larger 
enterprise.  

Part of this wicked problem is from not having 
authoritative industry groups coupled with a set 
of standardised impact measurement criteria. It 
has been the wild west. 

Luckily, this landscape has begun to shift with 
the arrival of new sheriffs to restore order and 
faith in the system. One of those sheriffs is 

 
8 IASB clarifies its definition of ‘material’, https://www.ifrs.org/news-and-events/2018/10/iasb-clarifies-its-definition-of-material/ 

Is this Impact Washing? 

A mid-sized construction firm managed a project 
to build an eco-friendly office building. With the 
building’s completion, it is starting to deliver on 
the energy promises for the local community. As 
part of its construction, the building required the 
application of durable, but chemically-harmful 
paints. The clean-up and disposal method of those 
paint contaminants, part of the project’s scope, 
had not been thought through. It was discovered 
just a few months after the building’s opening 
that the paint contaminants had leaked into the 
community’s water system. The project manager 
only captured the impact benefits as originally 
planned.  

https://www.ifrs.org/news-and-events/2018/10/iasb-clarifies-its-definition-of-material/
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called IRIS+, the impact measurement system from GIIN. It is a significant step towards the reduction 
of impact washing. 

CONCLUSION: Call to action plus things you can do right away 
The finance investment world is ushering in a new Impact Investing era, a ‘2.0’ if you will. It’s an era 
moving to consolidated best practices, greater clarity around standards, and a set of common shared 
outcomes to measure ethical value. 

The combined impact investment risks of Impact Washing and lack of demonstrating materiality are 
giving way to a structured and coordinated effort to address them. Boards in Australia and elsewhere 
are finding time to consider the role of ethics and investigating their purpose. These activities are no 
longer on the fringe; they are now mainstream. 

A call to action 
New investment opportunities around Impact is a corporate game changer. Executives are given the 
chance to financially demonstrate more than just a profit and loss value; to emphasise their ethical 
value when proposing new investment opportunities. Simply put, sustainability, which has had for so 
long the realm of compliance and non-financial data reporting, has the chance of becoming a 
competitive edge that is investor-led. 

Business leaders can now have greater confidence in matching their ethical business to the right 
Funder for the right occasion. They can choose to leave behind a messy approach to raising capital. 
Funders can now spend more time monitoring their investments and less time researching. They can 
also be assured of reducing financial risk to impact performance, unlike before. 

Things you can do right away 
If you are a Receiver: 

 Get impact on your board agenda, and as a discussion 
outcome, seek agreement in principle to reduce the risk 
of impact washing and insufficient materiality.    

 Consider creating or revisiting your current investment 
strategy to ensure impact investing is included. This can 
provide a jump-start on the journey to demonstrating 
you are operating as an ethical business.  

If you are a Funder looking to invest in private for-profit or 
social enterprises: 

 Develop an ethical investment plan that separates you 
from traditional investors to attract ethical business 
opportunities. 

 Create your Funder profile that accentuates what type of 
investment opportunities you seek and any particular 
investment conditions of importance to you. 

 

The wait is over. There is no better time to invest in ethical businesses than today. 

  

If you are a Receiver, reach 
out to us! 

We recognise that for small to medium 
sized businesses, this new and exciting 
investment field can seem daunting, 
complex and confusing. Flipside 
Enterprise Services offers a FREE, 30-
MINUTE CONSULTATION to help you 
get started within your current 
operating landscape. We like to think of 
this as our own contribution to a more 
ethical and competitive business world.   
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For more information about Flipside Enterprise Services, visit our site at: 
www.flipsideworld.com.  Alternatively, you can email Paul at: paulg@flipsideworld.com 
 

 

http://www.flipsideworld.com/
mailto:paulg@flipsideworld.com
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