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Policy Impediments to
Social Investments by
Australian Businesses
Leeora D. Black1

The role of business in social investment
The term ‘social investment’ has been used loosely by Australian
business to denote any philanthropic contribution to society,
sometimes as part of corporate social responsibility (CSR) programs
or corporate foundation grant making. Corporate social investment
(CSI) can entail donations, managerial expertise or use of corporate
infrastructure and resources (Cooke 2010).
Definitions of CSI are often very broad. For example, KPMG’s report
on Unlocking the Value of Social Investment (2014: 4) says social
investment is ‘[a]ny investment a company makes to contribute to
society that is not primarily motivated by generating a direct financial
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return’. This includes donations, sponsorship, volunteering, matched
giving and pro bono work, all of which are the traditional tools of
corporate philanthropy.
This definition represents a traditional view of CSI. Newer definitions
directly challenge the view that CSI is incompatible with financial
returns. Social investment can unlock significant sums of private
investment capital, according to the Global Impact Investing Network
(www.thegiin.org) and local organisations such as Impact Investing
Australia (impactinvestingaustralia.com/). Big Society Capital
(bigsocietycapital.com/), a UK-based financial institution with a social
mission set up to help grow the social investment market, defines
social investment as ‘the use of repayable finance to achieve a social
as well as a financial return’. Compared with traditional views of CSI,
the goal of social impact investment is very specific: to catalyse viable
private markets to address pressing social needs.
Impact Australia estimates the market for social impact investment
could reach $32 billion in a decade (NSW DPC 2015), whereas, in
2013, philanthropic donations from businesses in Australia amounted
to more than $850 million (Philanthropy Australia n.d.). Social impact
investment suggests a much more promising avenue for achieving
significant social outcomes. Therefore, I have chosen in this chapter
to use the Big Society Capital definition of social impact investment as
the lens through which to examine social investments by Australian
business, or CSI.
Social investments by Australian businesses that adopt an impact
investment orientation are, so far, in their infancy. In this chapter,
I will suggest three new opportunities for social investments by
business and describe some potential roles for government in
stimulating this innovative approach to achieving social outcomes.
The concept of ‘shared value’ (Porter and Kramer 2011) holds promise
for increasing social investments by business. I will then describe
policy impediments to further social investment by business and
suggest some potential solutions.
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Three opportunities for social investments
by business
There is significant potential to expand social investment by business
through financial intermediaries, superannuation funds and CSR
programs.

Banks and other financial intermediaries
Banks and other financial intermediaries such as credit unions or
investment banks can use their financial strength to develop innovative
approaches to funding social enterprises. A social enterprise is a
business that aims to make a social impact as well as generate a financial
return. There may be more than 20,000 social enterprises in Australia
(Social Traders and QUT 2010).
One example is STREAT, a social enterprise that aims to address youth
homelessness and disadvantage, bringing about social change through
market-focused business activities, such as food services businesses.
STREAT sought a bank loan of $1.5 million to develop a property to
set up a food business. The property was leased from a private investor
for a peppercorn rent of $1 a year. That kind of arrangement does
not provide the collateral that a traditional bank loan requires. Most
banks would have looked at it simply on a traditional commercial basis
and said no.
STREAT’s bank, however, the National Australia Bank (NAB), was
very keen to support the organisation’s vision due to their own CSR
orientation, and worked to get the deal up for them.
More recently, NAB has signed a further $2.5 million loan for STREAT
to help finance the construction of a new multimillion-dollar training
facility for Melbourne’s homeless youth (Christie 2015). The facility
will train 250 young homeless Australians each year and give them the
opportunity of a career in hospitality. Importantly, the deal will help
STREAT transition to a fully self-funded business model. STREAT
is not required to make any interest payments during construction,
with the value of the property providing security during the
building phase. After the facility has been built, the debt will be sold
to investors.
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Other successful impact investments in Australia are the Good Start
Early Learning Centre, Australian Chamber Orchestra Instrument Fund,
Barefoot Power and Hepburn Community Wind (Addis et al. 2013).
Intermediaries play an important role in bringing the supply of money
and the demand for capital together in the social impact investment
market (Burkett 2012; Addis et al. 2013). Financial intermediaries can
take a wide range of forms and roles, from advisers to institutions that
can assist with raising capital.
Impact Australia points out that intermediaries are particularly
critical when the sector is still developing, as there are fewer
established pathways to connect supply and demand, and there is a
need for systemic ways for supply and demand to ‘find’ each other
(Addis et al. 2013).
Skilled professionals who can match investors with social enterprises
are required. A need for intermediation is a strong and consistent
theme in the Australian market (Senate Economics References
Committee 2011). There is potential for specialists to enter the sector
and structure impact investment deals and products, and it is expected
that demand for such intermediaries will increase (Addis et al. 2014).

Superannuation funds
It was not until the 2006 federal government report on The Social
Responsibility of Corporations (CAMAC 2006) that it was made clear
that it is in the interests of long-term investors such as superannuation
funds to take social factors into account in their investment decisions.
That same year the Parliamentary Joint Committee on Corporations
and Financial Services report on corporate responsibility (PJC 2006)
strongly encouraged superannuation trustees to consider companies’
environmental and social responsibilities. The report stated, ‘it is in fact
so far bound up in long term financial success that a superannuation
trustee would be closer to breaching the sole purpose test by ignoring
corporate responsibility’ (PJC 2006: s. 5.41). A decade on and about
50 per cent of Australian total assets under management now consider
environmental, social and governance factors (RIAA 2015).
Involvement of the superannuation sector in social investment,
however, remains all but non-existent. One exception is the industry
superannuation fund HESTA. In September 2015, it announced
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a $30 million social impact investment fund brokered through Social
Ventures Australia (Appell 2015). The fund will use a combination
of debt, equity and social impact bonds to target deal sizes between
$1 million and $10 million (Oppes 2015).

CSR programs
CSR programs have been moving to a more strategic orientation for
many years; however, the use of innovative financial instruments
to drive social as well as financial outcomes is not well established
in corporate Australia. This is despite the fact that the biggest
proportion of CSR budgets generally goes into community investment
(ACCSR 2014).
Unlike most large businesses, NRMA Motoring, a New South Walesbased membership association, seeks social as well as financial
outcomes from its investment portfolio. NRMA Motoring held
three social investments, according to its 2015 sustainability report
(NRMA 2015), including social benefit bonds (SBBs) and a direct
investment in a social venture.
NRMA Motoring’s approach is unusual, but may become more popular
as business increasingly understands the role it can potentially play in
driving better social outcomes by addressing social problems through
business innovation.
Banks could play a positive role in stimulating social investment
through CSR programs by creating new financial vehicles along the
lines of climate impact bonds to enable other companies to invest
a portion of their community spend in impact investments.

Shared value
The concept of shared value (Porter and Kramer 2011) holds promise
for increasing social investments by Australian businesses. Shared
value is a business strategy that delivers an improved profit formula or
new market opportunity by addressing societal challenges. Its authors
claim to be reshaping the traditional corporate response to societal
issues. It calls for business to address social issues relevant to their
business by innovating at scale through three potential pathways:
redefining products and markets, redefining productivity and creating
enabling local environments.
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Nestlé’s work with SA farmers to secure its supplies of oats for the
Uncle Toby’s brand is a good example of shared value. Nestlé worked
with farmers and the South Australian Research and Development
Institute to develop oat breeds that deliver better quality and yields,
are disease and drought tolerant and contain higher beta-glucan
content. This program not only gives Nestlé certainty of supply and
a better-quality milling oat, it also gives farmers a guaranteed return
and oats better suited to their conditions. It also gives consumers
a more nutritious product.
This form of shared value has much in common with strategic CSR
(Burke and Logdson 1996); however, rising interest in shared value
in Australia may lead to more corporate social investments with
significant economic and social benefits beyond the firm. Sharedvalue approaches are also compatible with social impact investments.

Obstacles to social investment by business
The barriers to further social investment by Australian business
are numerous and well canvassed in several reports by the Senate
Economics References Committee (2011), Impact Investing Australia
and others (for example, Addis et al. 2013, 2014). They include: lack of
access to early stage risk capital; lack of data; limited investments and
high transaction costs; cultural barriers; lack of taxation incentives;
the absence of clear policy to assist growth and encourage investment;
and the lack of benchmarking and measurement.
The NSW Government identified barriers to the growth of social
impact investment in New South Wales in its 2015 Social Impact
Investment Policy. Barriers include:
[L]imited proven models to build investor confidence, a lack of
quality data to measure and quantify outcomes, diverse views on
how to measure outcomes, the need for government to see genuine
risk sharing in transactions, sufficient capability and capacity across
government and social sector organisations, and economies of scale
and diversification necessary for larger investors and funds to invest.
(NSW DPC 2015: 3)

In a report written for the United Kingdom’s Social Impact Investment
Taskforce, Triodos Bank identified regulation as a barrier to impact
investing by setting minimum investment levels too high and thereby
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restricting the pool of potential investors (Social Impact Investment
Taskforce 2014). A further barrier is that the majority of tax incentives
are aimed only at mainstream investments such as mutual funds and
stock investments.
In Australia, the deductible gift recipient (DGR) rules of the taxation
system mean that charities with DGR status can receive tax-deductible
gifts from donors, but they must be established entities. Early stage
social entrepreneurs are very unlikely to qualify for tax-deductible
gifts or investments (Senate Economics References Committee 2011).
Private ancillary funds (PAFs) can fund only DGR-status organisations
and have poor incentives to make social investments (Senate Economics
References Committee 2011). Further, the social sector is prohibited
by DGR and PAF requirements from using grants for investment, and
must buy ‘stuff’ (private communication, 2015).
The Australian Treasury (2014) has concluded that clarification of
regulation would help facilitate market development. Such clarification
might include financial obligations for superannuation companies
and amendments to laws to facilitate private investors to access
social impact bonds. Currently, social impact bonds are burdened by
onerous disclosure requirements. The report recommends exploring
ways to facilitate the development of the impact investment market
and encouraging innovation for funding, and provide guidance to
superannuation companies on impact investing.
It is frequently harder for social enterprises than for commercial
enterprises to access funds. Social entrepreneurs’ risk profile is too
high for regular finance arrangements and too costly for banks to go
the extra mile.
Finally, the mindset for CSR programs is not attuned to the concept
of investment for a financial return, rather than grants. The result is a
weak deal pipeline and poor capacity of social sector organisations to
pursue social investments.
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The role of government in social investment
by business
Government can play a variety of roles in stimulating social action by
business: mandating, facilitating, collaborating and endorsing (Fox et
al. 2002). Governments in Australia have so far adopted a ‘facilitating’
approach. In a facilitating role, governments act as a driver for social
and environmental change through enabling or providing incentives
for organisations. There is also opportunity for governments to
encourage participation from investors through raising awareness,
as well as developing management tools, benchmarks and guidelines
(Fox et al. 2002: 5). Governments can also act as underwriter,
co‑investor, regulator, procurer of goods and services or provider of
subsidies and technical assistance (Wood et al. 2013).
The World Economic Forum (WEF 2013) has three recommendations
for the role of government in social impact investing. The first is
to ‘provide tax relief for risky or early stage investments in which
public benefit is created, but below-market returns are generated’
(WEF 2013: 29). The purpose of this recommendation is to catalyse
investment in projects that might provide below-market returns and
may be avoided by investors unless there is an incentive. The second
recommendation is to ‘[c]autiously revise regulations that restrict
willing capital into impact investments’ (WEF 2013: 29). If regulation
is restricting investment, changes to regulation may reduce barriers
and encourage increased capital flow. The third recommendation is to
‘help de-risk the ecosystem through innovative funding mechanisms.
Ways governments can do this are to provide access to capital, and
take a subordinate position in a layered structured fund to attract
mainstream investors (WEF 2013: 29).
Recently, some Australian state governments have announced
programs, or their intention to establish programs, to facilitate social
impact investment. This increased involvement by government has
raised questions as to what role the public sector can play in breaking
down barriers to impact investment in Australia.
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In January 2015, the NSW Government released its Social Impact
Investment Policy. The policy outlines the future direction for social
impact investment, building on existing SBB programs such as Newpin
and the Benevolent Society Bond.
In July 2015, the Queensland Government announced it would
undertake a SBB pilot program (Pitt 2015). Three SBBs will be piloted,
targeting early intervention in social issues such as reoffending,
homelessness and childhood education. A Social Benefit Bonds
Readiness Fund will also be set up to assist providers in the design
phase of the pilot (Remeikis 2015).
Currently, the SA Government is moving towards trialling social
impact bonds and received expressions of interest for social impact
investment up to 20 February 2015, after releasing a discussion paper
(SAG 2015).
The governments of Victoria, Western Australia and Tasmania are
in various stages of developing social impact investment initiatives
(Charlton et al. 2013). In response to recommendations arising from the
2015 Review of Australia’s Welfare System, the then federal minister
for social services, Scott Morrison (Mather 2015), has also outlined his
enthusiasm and support for an increased role for social impact bonds
in addressing social issues.

Policy options for Australia
In this section, I describe some policy options for government
to consider to stimulate greater social investment by business.

New business structures
Currently, a company structure can be either for-profit or not-forprofit (NFP). NFP companies are prohibited from making distributions
to members or paying fees to directors (ASIC 2011), meaning there can
be no investments with financial returns. For-profit company directors
are required to act in the best interests of the company, which does not
exclude taking social impacts into consideration (PJC 2006); however,
a permissive approach is not the same as encouragement.
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In the United States, a new form of corporate structure has been
authorised in 30 states and the District of Columbia: the ‘B Corporation’
(Wikipedia 2016). B corporations differ from traditional companies as
they specifically seek a positive impact on society and the environment,
in addition to returns for shareholders. While nothing in Australian
corporations law prohibits social benefits as well as financial returns,
neither is there much encouragement.
The B corporation movement established a presence in Australia in
2014 (B Lab n.d.) and is canvassing perspectives on the establishment
of a new legal form in Australia that considers impacts not only on
shareholders, but also on society and the environment. In Australia,
B corporations are certified based on an assessment of the company’s
governance, transparency and environmental and social impacts, and
not on a separate legal form.
Arguments for creating a legal form for B corporations in Australia
include giving specific legal protection to directors and officers to
consider the interests of all stakeholders, not just shareholders (that
is, creating a safe harbour for directors), and helping mission-driven
businesses to attract venture capital and command higher valuations.
But the more powerful and urgent argument is the ability to direct
capital into business that can address social impacts at scale.

Encouraging shared value
Governments can play a significant role in changing mindsets, raising
awareness and encouraging action (Fox et al. 2002). The Australian
Government has so far used a shared-value approach to encouraging
business investment in foreign aid through its ‘Ministerial statement
on engaging the private sector in aid and development: Creating
shared value through partnership’ (DFAT 2015), released on 31 August
2015. However, more could be done to stimulate business investment
in addressing social problems in Australia through supporting
shared-value education and training, partnering with business and
establishing intermediary organisations with the capacity to bring
investors and investees together.
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Support for intermediary organisations
The UK Government, for example, established Big Society Capital in
April 2012 to grow the social investment market. Big Society Capital’s
first annual report outlines the UK Government’s policy development
journey since 2000 that led to its establishment (Big Society Capital
2012). Big Society Capital makes direct investments as well as working
with others to facilitate deals and raise awareness. Funding is provided
from dormant bank accounts and banks. At 30 June 2015, Big Society
Capital reported £370 million (A$713 million) invested in a portfolio of
39 charities and social enterprises.
An Australian body that undertakes a similar role to Big Society Capital
would be an important enabler of the emerging social investment
market.

Taxation
Unlike Australia, the UK Government provides some tax relief for
investments (not just donations) in charities and social enterprises.
In a submission to the federal government’s tax White Paper process,
Social Ventures Australia (SVA 2015) released a tax discussion paper
that called for tax concessions for impact investments in social
enterprises, social impact bonds and social and affordable housing
projects.
The SVA submission recommended:
1. Investors be able to offset the amount invested in a social enterprise
or social impact bond against their assessable taxable income in the
year that the investment is made.
2. Investors receive a tax exemption for interest repayments or
dividends as they are repaid during the life of the investment.
3. Capital gains tax should also be exempt when the impact investment
is held for a minimum period.
4. A new social infrastructure tax offset scheme should be implemented
using non-deductible/non-assessable social and affordable housing
bonds so that investors can lend at submarket rates to developers
building new social and affordable housing stock.
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Sole-purpose test
The ‘sole-purpose test’ requires superannuation fund trustees to
manage funds solely for the benefit of fund members’ retirements
(APRA 2011). This does not prohibit positive social outcomes
(PJC 2006). Indeed, environmental, social and governance
considerations are now mainstream (RIAA 2015). However, this is not
the same as putting social impacts on a par with financial returns. It is
possible for superannuation funds to seek positive social impacts, as
demonstrated by the establishment of Good Super in 2013 (goodsuper.
com.au), which has 100 per cent of funds in impact investments,
and Christian Super in 1984 (christiansuper.com.au/), with about
10 per cent of funds in impact investments (Impact Investing Australia
n.d.). As noted earlier, HESTA has committed to a $30 million social
impact investment fund.
The sole-purpose test allows superannuation funds to invest for
positive social outcomes where returns are comparable with commercial
rates of return; however, others have argued that funds can invest in
vehicles that provide a lower commercial rate although they generally
avoid doing so (Senate Economics References Committee 2011).
The committee called for clarification, if necessary, of the fiduciary
duties of superannuation funds and their ability to engage with
social impact investment opportunities (Senate Economics References
Committee 2011: Recommendation 4.4).
A clear statement by government that positive social impacts are
consistent with the sole-purpose test may help to embolden investors
to participate in new types of social investments.

Conclusion
In this chapter, I have argued that greater social investment by
business can be unlocked by adopting a view of social investment that
encourages the pursuit of financial, as well as social, returns. I have
suggested that banks, superannuation funds and CSR programs all
have a significant role to play in unlocking this potential. Corporations
law and our taxation system provide little encouragement for this
type of social investment by business, but that could change with
thoughtful policy approaches. Governments are beginning to welcome
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experiments with social impact investing but much more is possible.
Some of the ways in which governments can encourage greater social
investment by business are: the encouragement of shared-value
approaches; the use of B corporation structures to unlock social
entrepreneurship; capacity and pipeline-building initiatives along the
lines of the United Kingdom’s Big Society Capital; the use of taxation
incentives; and clarification of the sole-purpose test.
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