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Impact investing
challenges in
listed equities

The popularity of ESG and sustainable investing has
increased dramatically over the past few years. Impact
investing is No exception to this trend. However, the rapid
growth in impact investing has led to concerns about
weakening standards in listed equities.
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s impact investing has grown, it
Ahas attracted new participants.

This has led to concerns over a
weakening of standards. The 2020 Annual
Impact Investor Survey' identified ‘impact
washing’ as the greatest challenge facing
the market. Transparency and
authenticity have become essential but
differentiation between funds is becoming
increasingly challenging.

Understanding what ‘impact investing’
means is the first step in clarifying the
parameters used to assess asset managers
in this space. Asset managers need to
decide whether they want to take a
holistic or a traditionalist approach to
impact investing, whether intentionality
or additionality is the core objective.

A traditionalistic view versus a
holistic view

We distinguish between traditionalistic
and holistic views of impact investing.
The traditionalistic view holds that an
investor’s impact needs to be ‘additional’.
That is, any positive outcome would not
have occurred but for that investor’s
specific investment.

Within this view, it is not sufficient to
measure and report positive changes in
outcomes — usually emanating from a
change in the cost of capital — and point to
a causal link between the investment and
these outcomes. It also requires that the
investor is the only available capital
provider for an asset, and that the positive

impact would not materialise without the
investment.

Other types of investor impact, such as
engagement with investee companies,
furthermore do not qualify under this
interpretation. This is because
documenting a causal link that asserts
additionality is so difficult. It is rarely
possible to attribute a specific outcome to
a particular engagement activity.

A holistic approach focuses instead on
investments as part of the financial
system. This view holds that investor
impact is founded in the investor’s
intention to deliver positive impact and is
then delivered through investor
contributions. These contributions can
include changes in the cost of capital and
engagement with the underlying
enterprise as well as wider signalling to
other market participants. This holistic
view acknowledges the ‘intense’ impact
generated by investors demonstrating
additionality, but also embraces a
spectrum of more ‘diffuse’ positive impact
delivered through other mechanisms.

Listed equity impact investing
isn’t different

A common extension of the traditionalistic
view is that ‘real’ impact investing cannot
happen in listed equities because shares in
listed companies are just traded between
investors. The big error to avoid here is to
see the listing of shares as a differentiator.
When shares trade on a listed market,
ownership changes without direct capital
introduction. But the same can be the case
for transactions in private markets.

Intention over additionality

The difficulties in demonstrating
additionality lead us to conclude that it
does not offer a pragmatic test to
determine whether an investor is an
impact investor. Instead of focusing on
whether an investment is additional or
not, a more appropriate standard, aligned
with the GIIN and IFC definitions,
focuses on the investor’s intent.

In our view, this intention is at the core of
what it means to be an impact investor. The
impact needs to be a significant part of
asset selection. Further, the investor needs
to intend for the investment to contribute
to positive impact and must be able to
demonstrate how this impact is delivered.
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This definition is also aligned with our
clients, who see their capital as an
extension of themselves and a way to
project their values onto the world. Our
role is to channel this capital to fulfil its
purpose by intentionally directing it into
companies that deliver positive impact.

Our holistic impact approach

We are firmly in the ‘holistic impact’ camp.
Our investment decision is explicitly
rooted in the enterprise impact of the
business (‘1” in Figure 1). Our intention as
an investor is to deliver positive impact at
the level of the individual enterprise (‘3a’)
and across the financial system (3b). We
document and report on our investment
intentions and contributions to underpin
our claims to positive impact (2).

Establishing demanding but pragmatic
standards that require clarity in investment
intentions, and evidence of investor
contributions, is essential if impact
investment is to retain its potency. These
standards will enable impact investors to
harness the full potential of capital markets
to drive positive impact at scale.

Impact investing and cost of capital
The traditionalistic view holds that
impact investing in listed equities is not
possible. Apparently, listed equity
investors are unable to influence the cost
of capital of investee companies.

However, we would argue that this
perspective ignores the systemic nature of
finance and the economic system.
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Although individual transactions have less
effect on the cost of capital as the market
becomes larger and more liquid, that is not
the same as saying that those transactions
have no impact. Clearly every participant
has some say on where prices are set.

By increasing equity prices, listed equity
investors lower the cost of capital for the
investee company. Higher share prices can
facilitate acquisitions by allowing
businesses to use their equity to finance
deals. It can facilitate businesses to leverage
their equity to pursue more activity and
enable the company to scale up more
quickly and deliver greater positive impact.

By way of analogy, it would be ludicrous
for an individual football fan to claim that
it was her singing, and not the thousands
around her, that inspired her team to win
a game. But as a community, all singing
together, fans do create an atmosphere
that has a clear bearing on the outcome of
a game.

Changing the financial system
Asset managers and owners function as a
part of a large and powerful system.
Understanding that system is the route to
mobilizing impactful capital at scale.
Impact investors serve at the vanguard of
a movement within this system that is
pushing sustainability to the top of the
business agenda. It is through the system
as a whole that real scalable impact can be
delivered. m

1 https://thegiin.org/research/publication/impinv-survey-2020
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SUMMARY

There are two levels of im-
pact in the investment value-
chain. ‘Enterprise Impact’ is
delivered by the underlying
asset. Separately, ‘investor
impact’ can be delivered by
the investor themselves.

A traditionalistic view of the
investor impact focuses on
additionality. This view is
typically restricted to phi-
lanthropy or to markets with
very poor liquidity.

A ‘holistic’ approach focuses
instead on the investor’s
intention and is delivered
through changes in the cost
of capital, engagement and
wider signaling.
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