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DISCUSSION

• Reflections
• Potential for IFRS impact in sustainability vs financial reporting

• Is disclosure necessary and/or sufficient condition to internalize externalities?

• Focus on
• Role of externalities

• How could corporate reporting look like to deal with externalities?

• Current reporting practices
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MARC BENIOFF, chief executive 
of Salesforce “I’ll never forget 
reading Friedman’s essay when I 
was in business school in the 
1980s. It influenced — I’d say 
brainwashed — a generation of 
C.E.O.s who believed that the 
only business of business is 
business.” NYT 2020 

JOSEPH STIGLITZ, professor of 
economics at Columbia 
University “Friedman’s essay and 
his other writings on this subject 
were, unfortunately, enormously 
influential. They helped change 
not only the mind-set of the 
business community but also 
laws and norms on corporate 
governance.” NYT 2020
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CURRENT IFRS STANDARDS PROVIDES THE INFORMATION REQUIRED FOR 
RATIONAL INVESTORS ABSENT EXTERNALITIES

• Businesses

• Selfish Investors

• Pro-social investors

• Governments
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PROFIT-BASED MARKETS HAVE BROUGHT MASSIVE MATERIAL WELFARE

• Profit and price-based market economies have
grown material welfare substantially

• Global GDP/capita has grown tenfold between
since start industrialization in 1810 (Bolt ea 2014)

• Share of people living in extreme poverty
declined from 42% in 1981 to 10% in 2015 (WB)

• This decline is due to mainly due to economic
growth (Perez de la Fuente, 2016) and export of
price-based market economies

Source: Jutta ea 2014
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IN THE PRESENCE OF EXTERNAL COSTS, PROFIT MAXIMISATION LEADS TO 
LARGE WELFARE LOSSES
• Climate change could result in 25% decline in global GDP by end of the century as found by study

of 66 central banks (NGFS, 2020)
• A million species are threatened with extinction (IPBES, 2019)
• Annual environmental external costs of agriculture are estimated 12 trillion USD (Nature, 2019)
• 2008 saw a global financial crisis that reduced GDP for a decade in 20 countries (IMF, 2019)
• 20% of the global working population are working poor (ILO, 2019)
• More people than ever are enslaved in our economy: 50 million or 1 in 200 (Hodal, 2019)
• 690 million people were undernourished in 2019 (FAO, 2020) while 11 million deaths and 255 million

healthy life years are lost annually due to unhealthy eating patterns (GBD 2017)
• A zoonosis, a well-known externality of animal husbandry, will cause >1.3 million deaths (JH, 2020)

and a cumulative output losses of 9 trillion in 20-21, the deepest recession in 80 years (IMF, 2020)
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DUE TO EXTERNALITIES, THE SOCIAL RESPONSIBILITY OF THE FIRM IS TO 
OPTIMIZE STAKEHOLDER WELFARE

MARC BENIOFF, chief executive of Salesforce
Just look where the obsession with maximizing 
profits for shareholders has brought us: terrible 
economic, racial and health inequalities; the 
catastrophe of climate change. It’s no wonder 
that so many young people now believe that 
capitalism can’t deliver the equal, inclusive, 
sustainable future they want. It’s time for a new 
kind of capitalism — stakeholder capitalism, 
which recognizes that our companies have a 
responsibility to all our stakeholders. Yes, that 
includes shareholders, but also our employees, 
customers, communities and the planet.”

LARRY FINK, chief executive of BlackRock
“Some historical context is critical to 
understanding Friedman’s opinions. …. With that 
in mind, and in a context where developed-
market governments are far less interventionist, I 
think that companies can and must do more to 
contribute and serve all of their stakeholders.” 
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NEW INFORMATION NEEDED AS CURRENT INFORMATION ON 
EXTERNALITIES IS INSUFFICIENT TO INFORM DECISIONS

Sustainability/CSR/ESG 
metrics are subject to bias
and inconsistencies with 
low correlations

Sustainability/CSR/ESG 
reporting is often output 
or input focused rather 
than addressing what is 
material to stakeholders 

Input

Output

Incomparability between 
metrics 

Environment

Social

CO2

vs

If businessmen do have a social responsibility other than 
making maximum profits for stockholders, how are they 
to know what it is? (Friedman, 1962)

*Figure from: Berg  Kölbel & Rigobon (2019)
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INFORMATION REQUIRED FOR RATIONAL DECISION MAKING UNDER 
EXTERNALITIES
1. Covering all material impacts of a firm

2. Quantified 

3. Valued (‘expressed in numeraire’)

4. Attributed

5. Differentiated per impact, capital & stakeholder

6. Differentiated per welfare dimension 
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IMPACT-WEIGHTED ACCOUNTS: ORGANIZE ACCOUNTS AROUND 
ORGANISATIONAL GOALS

1) Create financial return for investors, short-term
and long-term

2) Create net value for each other stakeholder,
including clients, employees, and communities

3) Do no harm by respecting the rights of its
stakeholders and avoid imposing external costs;

4) Contribute to sustainable development in line with
the UN’s SDGs.

1) Investor value creation account

2) Value creation account

3) External cost account

4) SDG Account
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BUSINESSES ARE STARTING TO REPORT ON THEIR QUANTIFIED AND 
VALUED IMPACT

VBAHow many in 2019?

SME Examples

Diversity in reportingKey initiatives
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ENERGY: ALLIANDER INTEGRATED PROFIT & LOSS
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MANUFACTURING: BASF VALUE TO SOCIETY
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FINANCIAL INSTITUTIONS: ABN AMRO IMPACT STATEMENTS
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FINANCIAL INSTITUTIONS: ABN AMRO IMPACT STATEMENTS

CDP, CDSB, GRI, IIRC and SASB. Statement of 

Intent to Work Together Towards Comprehensive 

Corporate Reporting
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ABN AMRO BANK: EXTERNAL COSTS

We have a shared 
responsibility for human 
right violations that may 
occur in our value chains. 

Health issues, such as burn-
outs for our employees, 
and safety incidents in our 
value chain

Business activity from our 
lending and investments 
resulted in air pollution, 
land transformation and 
climate change

Cybercrime and unintended 
incidents with personal 
information affected well-
being of our clients
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ABN AMRO BANK: SDG CONTRIBUTION

• Human rights and labour
standards

• Loans and support to SMEs
• Social impact bonds

• Grant loans that improve energy 
efficiency and help industries 
with cleaner technologies.

• EUR 590 million to fund circular 
economy initiatives.

• Help clients make housing more 
energy efficient.

• Provide green financing 
• Increase sustainable 

investments of clients 
• Investing 20% of our energy 

portfolio in renewable energy 
by 2020
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QUESTIONS/CONSIDERATIONS FOR IFRS CONSULTATION

• Could taking holistic perspective help to minimize changes in principles?
• Climate is existential risk and good to begin with. But there are many more.

• How can IFRS create dynamic and inclusive standardisation process?
• Measuring sustainability is a young discipline requiring a multidisciplinary and multi-stakeholder approach

• Could SSB focus lie on impacts not dependencies (IASB)?
• Impacts are relevant from both single and double materiality perspectives
• Dependencies may also be remit of IASB and/or financial analysts?

Business Society

Impacts

Dependencies
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