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                    Furthermore, the screening phase acts as a basis for the design of the financial contracts 
 that will reflect perceived differences in quality and risk.  


Consistent  with  theory,  we  find  that  rigid  contracts  are  optimal  to  control  for 
 uncertainties as they provide both parties with each other’s expectations. Deviation from 
 the  contract  can  lead  to  utilisation  of  control  rights  by  the  investors,  thus,  the 
 entrepreneur might behave more disciplined. Besides, we find that if there is a tension 
 between the dual objectives, the investee will most likely spend more time on the 
 easy-measured tasks, which in our case is the financial side of the investment. Hence, the 
 multi-task theory suggests that investors should not tie compensation to the financial objective. 


However, as we find that impact investors emphasise the financial objective, such a 
 trade-off  does  not  seem  optimal.  That  being  said,  we  find  that  investors  try  to  incorporate 
 contractual incentives on impact as an attempt to support the social objective when there 
 is a tension between the goals. Lastly, we find that contingency-based contracts, both with 
 regards to allocation of equity and control, are optimal to constrain or encourage certain 
 behaviour by the entrepreneur.  


Furthermore,  it  seems  like  the  impact  investors  in  our  sample  do  not  consider  the 
 contracts  to  be  fully  comprehensive  of  all  future  scenarios,  as  ex-post  monitoring  and 
 control  efforts  are  utilised.  This  supports  the  theory  that  contracts  are  inherently 
 incomplete.  Thus,  active  involvement  in  the  investee  is  employed  to  discipline  the 
 behaviour of the agent. Indeed, our study supports this, as the investors claim that 
 post-investment efforts are applied to make sure that the agreed-upon goals are being met.  


In conclusion, we see that the traditional agency framework also can be applied within 
 the impact investing setting as a tool to identify where potential agency problems might 
 arise, and how to mitigate them. Considering how difficult it is for investors in this context 
 to assess the quality of a company ex-ante and measure the investee’s effort ex-post, the 
 mechanisms within the traditional agency theory help us to understand how investment 
 risks can be controlled for or reduced with contractual and non-contractual mechanisms. 


Although we find mechanisms that can mitigate potential agency problems, we also find 


throughout the entire investment process. Thus, we propose that a framework that can 
 be utilised by the whole industry should be developed. This framework has to be more 
 pragmatic than, for example, the IRIS, which contains hundreds of different metrics. The 
 inclusion of such a framework could formalise the process of incorporating impact goals 
 in the investment process, which could lead to more rigid incorporation of the objective. 


In addition to contribute to a more transparent investment process, such a tool may also 
 change the way impact investors approach the dual objectives. 



7.1  Limitations 


When conducting a research of this scope, it must be acknowledged that limitations can 
 emerge. Hence, we would like to point out the main limitations we found that could affect 
 the results of the study.  


First of all, our research faces limitations related to the number of respondents in our 
 sample. We included seven main informants, where five of them were impact investors, 
 and  the  two  last  ones  were  impact  advisory  companies.  By  including  more  in-depth 
 interviews with the same investor types, our research could have been strengthened, and 
 potentially give us a different result. While the sample size is reasonable to provide an 
 overview  on  key  issues  from  an  empirical  perspective,  generalisations,  for  instance 
 regarding the investment process of impact investors, can only be preliminary and need 
 further examinations. However, our research can to some extent be generalisable due to 
 the fact that we included impact investors and advisory companies only from the Nordic 
 countries.  


Moreover, we find that it is important to mention that we have seen great differences 
between the two impact investor types, namely, impact-first and finance-first, throughout 
the research, and hence could have explored these differences further. Nevertheless, the 
interviews and secondary literature both gave us limited information on the manner. A 
greater sample size would be more suitable in order to explore this, as it would provide 
one with the ability to generalise more than what we can in this research.  


Lastly, although many of the investors in our sample also have experience from traditional 
 finance, our results could have been strengthened if we also included traditional investors 
 in  our  sample  for  comparison.  This  could  have  enabled  us  to  better  understand  the 
 differences between impact investors and traditional investors.  



7.2  Future research 


To our knowledge, this study is one of the first studies that addresses potential challenges 
 in an impact investment process, seen through an agency lens. However, our findings only 
 cover a small area of the topic, and other aspects could be interesting to look into as well. 


As  the  last  part  of  our  thesis,  this  section  will  thus  give  recommendations  for  future 
 research that could be interesting to conduct.  


Firstly, it could be interesting for future researchers to take the net impact created into 
 account. In our research, we only focus on impact in general, and we do not consider the 
 net effect created. Future research could therefore analyse agency problems in an impact 
 investing  setting  by  focus  on  the  net  impact  created,  which  makes  the  process  more 
 complicated.  


Secondly,  our  research  consisted  of  primary  in-depth  interviews  combined  with 
 secondary data. For further research, it could be relevant to take our findings and develop 
 them  further  by  for  example  set  up  hypotheses  and  test  the  results  empirically.  By 
 conducting  a  more  quantitative  study,  one  would  be  able  to  get  more  objective  and 
 accurate  data,  as  the  investors  in  our  sample  probably  have  subjective  feelings  and 
 opinions about the topic.  


Moreover, in future research, it could also be interesting to analyse several dimensions of 
the  principal-agency  framework.  This  could  be  situations  where  an  impact-first  and  a 
financial-first investor are investing in the same investee, or a situation where an investor 
is investing through a fund, and the fund thus is responsible for monitoring the investee, 
but  also  to  provide  the  investor  with  information  and  reports  regarding  his/her 
investment.  


Future research could also to create in-depth analyses of several impact investors types 
 and compare them in order to find the best solutions for the particular investor type to 
 avoid  agency  problems.  As  identified  in  the  analysis,  impact  investors  seem  to  have 
 different perceptions on the most crucial steps of the investment process, which is why 
 future  research  could  focus  on  the  optimal  solution  for  investors,  based  on  their 
 preferences.  


Lastly, we acknowledge that the impact investing field is still young, and a lot of work is 
required in order for the field to develop and gain legitimacy. This thesis thus represents 
an  initial  attempt  to  introduce  impact  investors  dual  approach  in  their  investment 
decisions  and  how  this  dual  approach  might  result  in  increased  risk  during  their 
investment lifecycles. By gaining a deeper understanding of these challenges, new and 
adjusted frameworks can be developed in the future to better explain potential agency 
problems for impact investors and how they can be controlled. We hope that this study 
can lead to an increased interest for the topic, and that our findings have identified areas 
that are relevant for further research.  
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