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(2)Abstract 


Impact investing opens up for effectively addressing social and environmental challenges 
 at a greater scale than governments and philanthropists alone can afford. However, there 
 exists a conceptual confusion on the definition with regards to how the dual objectives – 
 social  and  financial  returns  –  should  be  approached.  Historically,  pursuing  these  two 
 objectives  simultaneously  has  been  deemed  incompatible.  Thus,  this  thesis  aims  at 
 exploring how impact investors approach their dual objectives in an investment process. 


Furthermore, as personal opinions and feelings affect the perception of these objectives, 
 additional  challenges  to  the  investment  process  may  arise  due  to  goal  misalignment 
 between  the  investors  and  entrepreneurs.  Therefore,  this  thesis  further  analyses  how 
 potential challenges that may arise along the investment process can be controlled for or 
 mitigated.  


By interviewing investors and advisors within the field, we address the above-mentioned 
challenges.  First,  we  find  that  impact  investors  generally  emphasise  the  financial 
objectives.  Furthermore,  by  utilising  the  traditional  agency  theory  within  the  impact 
investment setting, we find that a thorough pre- screening and due diligence of potential 
investments is necessary in order to better align goals, and hence, reduce information 
asymmetries. Moreover, we find that more rigid and contingency-based contracting on 
impact  is  optimal  to  constrain  or  encourage  certain  behaviour  by  the  entrepreneur  in 
cases where uncertainties are present. Lastly, we find that in a lack of a proper impact 
assessment tool, active involvement can be employed to ensure disciplined behaviour by 
the entrepreneur. Nevertheless, we see that the lack of proper ways to measure social 
impact is the main source for potential agency problems throughout the whole impact 
investment process.  
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1.  Introduction 


The  world  today  is  facing  significant  challenges  related  to  social  and  environmental 
 issues.  Historically,  these  types  of  issues  have  been  addressed  by  governmental 
 institutions and philanthropic organisations and have been separated from the financial 
 markets  (Rodin  &  Brandenburg,  2014).  However,  due  to  the  complex  and  numerous 
 issues humanity is facing today, such as climate change, increasing inequalities, poverty 
 and  population  growth,  government  support  and  charity  is  no  longer  sufficient  to 
 accommodate these issues (ibid). This has led to rising demand for alternative funding 
 methods and ways to solve social and environmental problems in today’s society.  


  


Over  the  last  couple  of  decades,  new  and  innovative  funding  methods  have  gained 
 worldwide momentum and attention among investors and those ventures and projects 
 receiving funding. The concept of conducting investments to yield social outcomes started 
 to evolve gradually in the late 1940s, but it is first within the last decade that the concept 
 has  developed  into  a  more  formal  and  sophisticated  way  of  investing  (Höchstädter  & 


Scheck,  2015).  The  concept  of  investing  with  social  returns  in  mind  has  evolved  from 
 conducting negative screenings, which means excluding companies that do not comply 
 with specific ethical, social and governmental criteria, to gradually developing into what 
 today is called impact investing (ibid). From traditionally seeking to maximise financial 
 returns,  investors  started  to  identify  opportunities  to  receive  financial  returns while 
 contributing to solutions to social and environmental problems. Bugg-Levine & Emerson 
 (2011) define impact investing as investments with the intention to generate measurable 
 social  and/or  environmental  impact,  alongside  financial  returns.  Impact  investors  can 
 thus be seen as investors that pursue dual objectives of financial returns and social and/or 
 environmental (hereafter referred to as social) impact.  


Despite the increased interest for impact investing since the term was coined in 2007, the 
 academic field is still in an early phase of development (Höchstädter & Scheck, 2015). 


Conceptual  clarity  remains  an  issue,  due  to  a  lack  of  a  unified  understanding  of  the 
definition,  rooted  in  different  personal  opinions  and  feelings  on  the  expectations  of 
impact and financial return. Furthermore, a better understanding of the phenomenon can 



(8)be  achieved  by  clarifying  how  impact  investors  approach  an  investment  (Roundy, 
 Holzhauer & Dai, 2017). Existing literature on the manner specify that impact investors 
 conduct  a  similar  investment  process  to  that  off  traditional  investors,  but  with  an 
 additional  track  for  assessing  the  impact  dimension  (Grabenwarter  &  Liechtenstein, 
 2011). As a result, impact investors seek to incorporate traditional financial criteria and 
 social  objectives  in  their  investment  process;  however,  how  these  dual  objectives  are 
 approached is yet to be explored.  


Furthermore, as the definition on impact investing is vague, the inclusion of the social 
 objective into the investment process might contribute to challenges in terms of aligning 
 the  impact  goals  of  the  investor  with  those  of  the  entrepreneur  (Roundy  et  al.,  2017). 


Within traditional investing, there are already challenges in aligning the incentives of the 
 investor  with  that  of  the  manager  of  firms  in  the  pursuit  of  financial  wealth.  This  is 
 referred  to  as  agency  problems  within  financial  theory.  The  problem  is  a  result  of 
 conflicting objectives that may arise between an agent with a venture that needs financing 
 (manager),  and  a  principal  providing  funds  for  the  venture  (investor)  but  also  has 
 opinions on how the investment should be utilised. If conflicting objectives are present, 
 managers might have incentives to pursue their own interests at the investors’ expense. 


Thus, adding a social objective on top of the financial one might further complicate this 
 already challenging process. Hence, it is essential to explore how such investment risks 
 can be reduced within the impact investing scene.  


This leads us to the overall aim of the thesis, namely, to examine how the dual objectives 
 are approached in the investment process by the impact investors. Furthermore, we will 
 see what potential agency problems that arise with the inclusion of the social objective, 
 and how we can control for those problems.  



1.1  Research objectives and research question 


Our  research  objective  is  therefore  twofold.  Firstly,  by  understanding  how  impact 
investors  approach  their  dual  objectives  in  an  impact  investment  process,  we  can 
contribute to the understanding of what is emphasised by the investors as of today with 



(9)regards  to  social  and  financial  return.  Secondly,  by  applying  the  agency  theory  as  a 
 theoretical  framework,  we  can  further  explore  how  the  dual  objectives  of  impact 
 investors might lead to agency problems in their investment decisions, and how these 
 problems can be controlled. Lastly, by exploring the investor preferences for financial and 
 social  returns,  we  can  provide  suggestions  on  how  different  investors  can  approach 
 potential agency problems. Based on this, our research question is as follows:  


“How do impact investors approach their dual objectives in an investment process, 
 and how can the investors control for agency problems that might arise with the 


inclusion of the social objective?” 



1.2  Purpose and motivation for the thesis 


The  purpose  of  this  thesis  is  twofold.  First,  we  seek  to  understand  impact  investors’ 


approach to the dual objectives in an investment process. Second, we want to shed light 
 on the relationship between impact investors and entrepreneurs to find out what risks 
 and challenges that might occur during an investment process, and how the investors’ 


approach  to  dual  objectives  affects  this.  Previous  studies  within  the  field  have  mainly 
 focused on the relationship between venture capitalists and entrepreneurs, and there is 
 a  gap  in  the  literature  when  it  comes  to  frameworks  that  can  be  applied  in  an  impact 
 investing  setting  to  analyse  the  same.  Although  many  of  the  implications  from  the 
 traditional theory can be transferred to impact investing, it is necessary to investigate the 
 investment process with an additional focus on the social objectives. Thus, by including a 
 social objective approach to existing theories and frameworks, the purpose of this thesis 
 is  to  understand  how  impact  investors  are  considering  their  dual  approach,  what 
 potential  challenges  they  are  facing  and  how  they  can  control  and  mitigate  these 
 challenges.  


The  motivation  for  this  thesis  stems  from  our  general  interest  in  the  social  aspects  of 
finance and how the financial world can contribute to the greater good. Hence, we find the 
idea  of  using  investments  as  a  mean  of  achieving  social  and  environmental  impact, 
fascinating.  We  find  it  highly  interesting  to  witness  the  development  of  a  field  that 



(10)combines finance with philanthropy, and we genuinely believe that impact investing can 
 gain legitimacy and become a way to solve social and environmental challenges in the 
 world in the long run. Therefore, we hope that by investigating the topic further in this 
 thesis, we can gain and spread knowledge, which can lead to an increased interest for 
 impact investing among other students, investors, and practitioners in the field.  



1.3  Contribution to previous research 


This thesis contributes to the limited research on impact investing, and as far as we know, 
 there is no other research conducted on the same topic on agency problems within impact 
 investing. Practitioners in the field (our interviewees), which we have contacted, confirm 
 that we are addressing a pressing issue which has not yet explored. The importance of an 
 in-dept analysis of the topic is acknowledged by the interviewees. Furthermore, our study 
 enlightens opportunities for impact investors on how they should approach their dual 
 objectives and, during the investment cycle, overcome potential challenges and risks.  



1.4  Outline of the thesis 


To answer our research question, we adopt the following structure consisting of seven 
 chapters, see Figure 1. Chapter two is the methodology chapter, where we argue for our 
 choice of research approach, research philosophy, and research strategy, along with the 
 choice of methods we want to apply in order to analyse our research question.  Chapter 
 three starts  with  a  general  review  of  the  impact  investing  scene  and  its  actors.  The 
 chapter further touches upon the most relevant features of impact investing for our thesis, 
 to create a foundation for the rest of the thesis. Chapter four reviews the agency theory, 
 the classical agency problems, and the different mechanisms available to control them. 


Further,  the  chapter  review  these  control  mechanisms,  and  addresses  what 
considerations impact investors need to account for in their investment process. We then 
move on to chapter five, which is the analysis chapter. The analysis follows a structure 
based on our two-folded research question and our theoretical framework. In chapter six 
we briefly discuss our key findings and use propositions as a way to summarise them. We 
further highlight the theoretical and practical implications of our thesis. Finally, in chapter 



(11)seven we  present  our  conclusion,  along  with  limitations  of  the  research  and  future 
 research recommendations.  


Figure 1: Outline of the thesis. 



1.5  Delimitations 


We limit our thesis to focus on the impact investing market in the Nordics. The impact 
 investing market is regulated by institutional laws and practices, which is why we find it 
 most  natural  to  study  the  impact  investing  market  in  the  Nordic  countries  where  the 
 institutional and regulatory systems are assumed to be more similar than, for example, if 
 we would have included the markets of the Americas or Asia. Moreover, it will be easier 
 for  us  to  reach  out  to  potential  interviewees  from  the  Nordic  countries  due  to  the 
 geographical location.  


We choose to include impact investors who have experience with conducting direct equity 
 investments but also has experience with funds, through social impact bonds or similar. 


To get the views of a broader spectre of impact investor on these types of investments, 
and to see the topic from a different angle, we also choose to not only include impact 
investors  but  also  impact  investing  advisory  companies.  We  include  different  investor 
types along with the advisories to get a broad understanding of investors’ behaviour and 
perception  of  dual  objectives,  in  terms  of  financial  and  social  expectations,  and  risk 
mitigation  of  potential  conflicts  that  might  arise  during  an  investment  process.  Lastly, 
fundamental  financial  principles  and  terms  will  not  be  described  in  detail.  It  is  thus 
expected that the reader has a basic financial understanding.  
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2.  Methodology 


This chapter aims to present the chosen methodological assumptions, which have been 
 used in order to develop the research design and data collection for this thesis. The data 
 collected  will  be  used  in  the  analysis  section  in  order  to  answer  our  main  research 
 question.  Furthermore,  this  section  will  provide  an  understanding  of  the  systematic 
 approach utilised in the thesis, and our argumentation for the chosen method.  



2.1  Research philosophy 


The research philosophy is important as it helps clarify the research design, which will 
 make it possible to collect the data we need to answer our research question. According 
 to Saunders et al. (2012) a research philosophy deals with the development of knowledge 
 – how new knowledge should be gathered, analysed and used.  The adopted philosophy 
 will contain a set of assumptions and considerations, which in the end will constitute a 
 credible  research  strategy  and  support  the  methodological  choice  (Saunders,  Lewis  & 


Thornhill, 2012).   


The  literature  identifies  three  different  types  of  philosophical  research  assumptions: 


ontology,  epistemology,  and  axiology.  Ontology  is  the  study  of  the  nature  of  reality,  of 
 what is perceived real (Saunders et al., 2012). It is concerned with the assumptions we 
 make in order to believe that something makes sense or is real (Kivunja & Kuyini, 2017). 


The ontological assumptions can be further divided into objectivism and subjectivism. 


Objectivism  regards  the  social  phenomenon  as  independent  of  social  actors  (Bryman, 
2012),  while subjectivism  finds  that  it  is  the  perceptions  of  social  actors  that  form  the 
social phenomena (Saunders et al., 2012). When conducting our research, where the focus 
is to assess the investment process of investors when dual objectives are pursued, we find 
it most useful to combine the experienced investors’ subjective thoughts and meanings 
on the matter with secondary literature. Hence, in this research, both subjectivism and 
objectivism will be the underlying ontology.  



(13)Epistemology is related to the knowledge that is established acceptable – what is “known” 


to be true (Bryman, 2012). The philosophy studies the origin and nature of knowledge, 
 along  with  its  limits.  Epistemologically,  the  objectivistic  obtains  knowledge  about  the 
 social world through observable and measurable facts, while the subjectivist believe that 
 feelings and attitudes should be accepted as knowledge (Saunders et al., 2012). As the 
 existing literature on impact investing is limited, we will apply both primary data and 
 secondary data in our thesis. Given this, we take on both an objectivistic and a subjectivist 
 view,  as  we  believe  looking  into  investors’  opinions  and  attitudes  combined  with 
 secondary literature on the subject is the most appropriate way to generate knowledge. 


While collecting primary data, we will take on a subjective role and be involved in the 
 fieldwork, whereas we will take on an objective role while collecting the secondary data. 


Here, we will have a distanced approach to the research and not influence the research 
 outcome (Aliyu, Singhry, Haruna & Abubakar, 2015).  


Axiology  refers  to  the  ethical  issues  that  need  to  be  taken  into  consideration  when 
 planning  and  executing  research.  It  focuses  on  the  nature  of  valuation,  and  how  the 
 researcher’s  own  values  affect  the  research  process  (Kivunja  &  Kuyini,  2017).  Being 
 conscious of our values is of great importance as it increases the awareness of biases we 
 are making in drawing conclusions from the data, and hence it will make the results more 
 credible (Saunders et al., 2012). We are going to conduct semi-structured interviews in 
 order to collect data to answer our research question, so to account for biases, we refrain 
 from the use of leading questions. Hence, our questions are constructed as open questions 
 where we keep our interference at a minimum. In such way, the respondents’ answers 
 will be independent, and we will get an understanding of the topic from the eyes of the 
 respondents. Like this, the axiology of the paper will be more balanced one, where we 
 assume that the outcome of the research unintendedly will reflect some of our values, as 
 the topic is of our interest, but where we are trying to present a balanced report of the 
 findings.  


In addition to the three different philosophical research assumptions, there are five major 
philosophies:  positivism,  critical  realism,  interpretivism,  post-modernism  and 
pragmatism (Bryman, 2012; Saunders, Lewis & Thornhill, 2016). This thesis will follow a 



(14)critical realist philosophy. According to Bryman (2012), critical realism can be placed in 
 the middle of positivism and post-modernism as the philosophy assumes that an entity 
 can exist independently of our knowledge to it, at the same time as implying that the social 
 world  is  always  mediated  and  thus  subjective.  Critical  realists  argue  that  what  we 
 experience are sensations and that researchers can only understand the social world if 
 they understand the social structures that have given rise to the phenomena that they are 
 trying to understand (Saunders et al., 2012). Moreover, critical realists acknowledge that 
 the social world is continuously changing (ibid). A critical realist view is a useful approach 
 in this thesis as it allows us to analyse investors’ attitudes and thoughts through dialogues 
 and  interviews,  especially  since  impact  to  some  extent  is  subjective  and  different 
 investors  might  have  different  perceptions  of  it.  We  thus  acknowledge  that  the  social 
 world  exists,  but  that  in  order  for  us  to  understand  it,  we  need  to  gain  a  deeper 
 understanding of the social structures within it.   



2.2  Research approach 


The methodology can either follow a deductive, inductive or abductive research approach. 


Using  the  deductive  approach,  one  develops  hypotheses  based  on  existing  theory  and 
 then further test these hypotheses through collected data. The inductive approach starts 
 with the collection of data and then a theory is proposed towards the end of the research 
 process as a pattern is found in the collected data. Lastly, through abductive reasoning, a 
 researcher seeks to choose the “best” explanation by the use of existing theory to explain 
 the  knowledge  gathered  in  the  research  process  through  collection  of  data  (Bryman, 
 2012). 


We  will  combine  methods,  as  our  research  will  use  existing  theories  and  frameworks 
combined with our primary data collection to explain the challenges that might arise in 
the relationship between impact investors and investees. This is in line with Saunders et 
al.’s (2016, p. 152) view on combining methods: “one may apply a hybrid approach which 
could involve the use of a theoretical framework to help you make sense of your findings.”  
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2.3  Research strategy 


The research strategy explains the methods that are used to collect data and distinguishes 
 between  quantitative  research  and  qualitative  research.  Quantitative  methods  entail  a 
 deductive approach where theories are tested (Bryman, 2012). It includes the search for 
 patterns and context based on quantifiable data, which is more in line with the positivistic 
 model.  Qualitative  methods,  by  contrast,  encompass  an  inductive  approach  where  the 
 emphasis  is  placed  on  the  generation  of  theories  (ibid).  The  method  incorporates 
 interpretivism, where one focus attention on how individuals interpret their social world 
 (ibid).  


In this research, we try to understand how principals better can manage their relationship 
 with  agents  within  a  social  investing  scene  and  reduce  potential  agency  conflicts.  To 
 acquire an understanding of this, we believe a research approach that emphasises words 
 instead  of  quantification  in  the  collection  and  analysis  of  data,  is  required.  Hence,  the 
 qualitative approach seems more appropriate. A qualitative approach will also be more 
 consistent with our choices of research philosophies and research approach. The main 
 research methods entailing a qualitative approach are ethnography/observation, focus 
 groups and interviews. Ethnography and observation are based on data collection through 
 observation and listening to gain an understanding of the culture of a group, whereas the 
 ethnographic approach targets a specific group while observation includes all individuals 
 (Bryman, 2012). This research strategy is not appropriate in our study due to how time-
 consuming it is. An investment process, which is what we examine, may take place over 
 an  extended  period,  and  might  also  differ  from  investor  to  investor.  Therefore,  this 
 strategy would not be suitable for us to conduct as it would not have been done properly 
 due to our time and resource limitations.  Moreover, focus groups is a group interview 
 where a specific topic is discussed between the participants (Saunders et al., 2016). Such 
 an interview could have been appropriate for our study; however, it was impossible to 
 find a time slot which suited all of our participants.  


Lastly,  interviews  are  also  used  to  gather  qualitative  information.  By  conducting 
interviews, we get an insight into what the respondents see as important, whereas we 



(16)capture their reflections on the subject and thus acquire a contextual understanding. In 
 other  words,  it  allows  us  to  get  richer  and  more  detailed  answers.  Hence,  this  is  our 
 preferred method to collect primary data. There are two main types of interviews, namely 
 unstructured–  and  semi-structured  interviews.  We  have  chosen  to  conduct  semi-
 structured interviews as we have some fairly specific topics which need to be covered 
 (Bryman, 2012). Consequently, we will develop an interview guide.  


Furthermore,  secondary  data,  which  is  data  previously  collected  for  another  purpose 
 (Saunders  et  al.,  2012),  will  also  be  used  in  order  to  gather  necessary  information. 


Secondary data is a good alternative towards collecting new primary data, as it allows the 
 use  of  high-quality  data  at  the  same  time  as  one  saves  time  and  it  holds  a  low  cost 
 (Saunders et al., 2016). The literature can contribute to a richer analysis and can also be 
 used to support or reject the findings of the primary data collected. However, as there is 
 limited secondary data on what we study, a lot of the data we find can have been collected 
 for a purpose that does not match our need, which can affect how the data is presented 
 (Saunders  et  al.,  2012).  Besides,  we  do  not  have  much  control  over  the  quality  of  the 
 secondary  data  (Saunders  et  al.,  2012).  An  elaboration  of  how  we  will  use  these  two 
 methods to answer our research question will be presented in the following sections.  



2.4  Semi-structured interviews 


Due to the nature of our research philosophy, semi-structured interviews are considered 
to  be  the  most  appropriate  interview  method.  Saunders  et  al.  (2012)  state  that  semi-
structured interviews include themes and possible key questions to be covered, but that 
the  use  may  vary  from  one  interview  to  another.  Given  that  our  interviews  will  be 
conducted  with  both  impact  investors  and  impact  advisory  companies,  following  this 
structure will allow us to omit or add additional questions to the respondents where it 
seems natural. The interview guide that will be used for the interviews will be based on 
the theoretical framework we intend to use in our analysis and will include three main 
areas of interest (see Appendix 1). These areas are the pre-investment phase, contracting 
and post-monitoring, respectively. Each of the main areas has following sub-questions 
related to the topic. The interview guide follows the structure of our indented framework 



(17)to ensure that all the relevant topics are included. The interview guide starts with a few 
 introduction and background questions to make the respondents feel comfortable and to 
 set the basis for the interview. In the end of the interview, the respondents will be asked 
 a few more open questions and to elaborate further on the touched upon topics or topics 
 that we perhaps did not cover during the interview. We acknowledge that we might have 
 to do some minor changes to our interview guide after conducting the first interviews if 
 we notice that we do not get the answers we are seeking for or if we need more concrete 
 answers. Therefore, we take into consideration that small changes in the interview guide 
 might occur.  


2.4.1  Selecting participants  


When selecting participants for our interviews, a generic purpose sampling approach will 
 be followed. Purpose sampling is a non-probability form of sampling, and participants are 
 not  chosen  on  a  random  basis,  but  on  their  relevance  for  the  research  questions.  This 
 sampling  method  also  seeks  to  include  a  variety  of  participants  with  different  key 
 characteristics that might be relevant to the research question (Bryman, 2012). As further 
 stated, generic purpose sampling may be employed “in a sequential or in a fixed manner 
 and the criteria for selecting cases or individuals may be formed a priori (for example, socio-
 demographic criteria) […]) (ibid, p. 422). 


Based on this approach, several factors have to be considered when selecting participants. 


Due  to  the  nature  of  impact  investing  and  potential  different  return  preferences  and 
motives  behind  impact  investing,  we  choose  to  include  different  investor  types  in  our 
sample.  We  will  aim  at  selecting  investors  from  different  backgrounds  and  types  of 
companies,  whom  we  believe  can  provide  us  with  different  views  on  the  topic.  Our 
preferred sample of investors will therefore range from angel investors and family offices 
to funds. By including investors from various segments of the market, we will get a more 
complete understanding of how investors approach the investment decision and whether 
they  share  the  same  opinions  about  it  or  not.  The  nature  of  our  research  question  is 
somewhat  complex,  and  it  is  essential  to  obtain  a  general  understanding  of  the 
perceptions of impact investing in the market. Family offices and business angels are less 



(18)restricted  than  large  funds,  and  it  can  therefore  be  interesting  to  see  the  differences 
 between them. Furthermore, since we choose to follow a purpose sampling approach, we 
 have developed some criteria that the investors in our sample need to fulfil in order to be 
 relevant for our research: 


•  Based in the Nordics 


•  Actively engaged in impact investing 


•  Perform investments aligned with the definition of impact investing 


•  Directly investing in ventures and enterprises, not only funds 


As  mentioned,  the  impact  investing  scene  in  the  Nordics  is  still  in  an  early  stage  of 
 development, and we thus expect that it can be challenging to find relevant participants. 


Therefore, we take into consideration that this might cause some delays in our research 
 process.  However,  when  we  are  contacting  potential  investors,  we  will  also  ask  about 
 recommendations for other investors or organisations to contact, which Bryman (2012) 
 calls the snowball effect. This sample method can be used when participants are harder to 
 get a hold of (ibid). This can allow us to get in touch with investors we would typically not 
 have found by searching the Internet.  


Additionally, to see impact investing from a different angle, we choose to include impact 
 investing  advisory  companies  in  our  sample  as  well.  These  companies  have  extensive 
 experience from a broad range of investor types and investment strategies, which can 
 provide  us  with  more  overall  opinions  about  impact  investors  and  their  investment 
 process. Moreover, we can use the answers from the advisory companies and compare 
 them with the responses from the impact investors to see whether their statements are 
 aligned or not in order to conclude at a later stage. Thus, we can use this information to 
 control whether the investors are saying the same as the advisors with experience from 
 the field. We choose to apply some defined criteria for the advisory companies, too: 


•  Based in the Nordics 


•  Actively  engaged  with  advising  impact  investors  on  different  impact  investing 



(19)•  Engaged in projects that seek both social and financial returns 


Based on the criteria mentioned above, we have found seven participants we believe will 
 bring  valuable  inputs  and  opinions  to  our  research.  The  selected  participants  for  our 
 study are shown in Table 1 below. After conducting the interviews, we will confirm the 
 date  and  length  of  the  interviews  we  have  held,  and  state  the  information  in  the 
 appendices of this thesis.  


Table 1: In-depth interviews with impact investors and advisory companies. Source: Authors' own. 


Our informants’ experience and knowledge of the market play an important role in the 
selection process. Ingrid Stange from Partnership for Change (PfC) can be seen as an early 
adapter in the venture philanthropy and impact investing scene in Norway, while Malene 
Bason  has  a  long  experience  from  the  traditional  finance  industry  and  investment 
processes. She now runs her own impact advisory company and assists impact investors 
from the initial stage throughout the whole investment process. Frederik Engedal and 
Laura  Paludan-Müller  from  Nordic  Development  Corporation  (NDC)  have  both 
experience from the impact investing field and have a genuine interest in the topic. In 
their daily work, they work on developing a new investment strategy that can achieve 



(20)social  goals  with  financial  returns,  and  they  possess  a  general  knowledge  of  different 
 investors in the market. Mika Pyykkö and Juuso Janhonen work for the Finnish venture 
 capital fund Sitra, and have both an extensive knowledge about traditional venture capital 
 and impact investing. Silje Veen comes from the family office TD Veen, where they have 
 been conducting investments with social objectives for decades. Espen Daae from Ferd 
 Social  Entrepreneurs  (Ferd  SE)  works  closely  with  start-ups  and  entrepreneurs,  and 
 because he is a portfolio manager, he has in-depth knowledge about investment processes 
 and strategies. Ferd SE also functions as an accelerator for impact start-ups, which is why 
 Espen  can  share  valuable  insights  about  the  investees  in  the  field.  Lastly,  Regitze 
 Makwarth Olsen works for Maj Invest and is responsible for the company’s ESG reporting 
 on  their  impact  funds.  Therefore,  Regitze  has  personal  experience  from  impact 
 management and monitoring processes.  


2.4.2  Conducting the interviews 


The interviews will either be conducted in person or via Skype, based on the geographical 
 location of the participant. For the investors based in Norway and Finland, the interviews 
 will preferably be conducted over Skype. For the investors and advisory companies based 
 in Denmark, all the interviews will preferably be held in person. The interviews should be 
 held in comfortable surroundings based on the participants’ preferences, for example in 
 their offices or in another location they prefer. Both of us will participate in the interviews, 
 where one of us will ask the questions, while the other one will take notes to make sure 
 no  data  is  lost.  The  interviewees  will  be  given  the  choice  of  either  conducting  the 
 interview  in  Norwegian  (participants  from  Norway)  or  English,  according  to  their 
 preferred language. We expect most of the interviews to be conducted in English, but if 
 some of the interviews are held in Norwegian, we will translate the relevant quotes from 
 the interview(s) that we want to apply in our analysis. Lastly, we aim at holding one hour-
 long  interviews,  but  acknowledge  that  some  interviews  might  be  shorter  due  to  busy 
 schedules or varied interest of elaborating about the topic.  


We will send out the interview guide on beforehand to the interviewees to ensure that 
they understand the topics well and to give them time to prepare more thorough answers. 



(21)We will send the interview guide to all the interviewees except from one, as this person 
 wants  to  have  a  brief  call  before  the  interview  instead.  Before  the  interviews,  the 
 participants will be explained the purpose of our study as well as some rules regarding 
 the length of the interview, recording, and rights concerning confidentiality. This will be 
 presented to make the respondents feel comfortable and to make them aware of how we 
 intend to use the information they provide. The respondents will also be asked if we can 
 record the interviews. Recording the interviews are expected to be extremely helpful for 
 us afterwards as it allows a more accurate interpretation of the answers and will enable 
 us to concentrate more on the ongoing conversation (Bryman, 2012). 



2.5  Secondary data 


In addition to the primary data obtained from the semi-structured interviews, secondary 
 data will also be relevant to use in our thesis. The secondary data will mainly consist of 
 peer-reviewed academic articles, practitioner literature and reports from acknowledged 
 companies such as J.P. Morgan and McKinsey.  We will search for the academic articles by 
 using  Google  Scholar  and  Copenhagen  Business  School’s  databases,  among  others. 


Practitioner literature on impact investing will in most cases be retrieved from The GIIN 
 and  World  Economic  Forum,  as  these  two  organisations  have  conducted  extensive 
 research about the subject. For example, The GIIN’s Annual Impact Investor Surveys can 
 be very useful to get a closer understanding of the behaviour of impact investors and their 
 perception of the investing process, that later could be used to compare our own results 
 from the interviews with impact investors.  


The secondary data will further help us to get a deeper understanding of the research area 
in our thesis, and the primary data through data triangulation. Hence, we will be able to 
support  or  reject  the  answers  of  the  respondents,  and  further  challenge  them  by 
elaborating  on  points  that  might  not  be  stated  directly  in  the  responses  of  the 
interviewees.  By  reviewing  other  literature,  we  will  also  gain  a  comprehensive 
understanding of the impact investing scene that might enable us to ask questions that 
are not necessarily obvious without having a basic knowledge of the theory.  



(22)When searching for secondary information, we aim at including literature from different 
 years, authors, and organisations. We will start the literature search with only searching 
 for impact investing, impact investors and closely related terms, however, since the topic 
 is still young and the literature about it might be limited, we will also take other associated 
 keywords into account, such as social investing, social finance and ethical investing. We 
 thus assume that some general implications from these topics can be closely connected to 
 impact investing. If we choose to include literature that is not necessarily directly related 
 to  impact  investing,  a  further  assessment  will  be  conducted  in  order  to  decide  its 
 relevance and to discover connections that also can be applied in impact investing.  



2.6  Data analysis  


After  conducting  the  interviews,  all  of  them  will  be  transcribed  to  make  sure  that  no 
 relevant  information  gets  lost.  Transcribing  the  interviews  will  also  allow  us  to  get  a 
 thorough understanding of the topics covered, which can make it easier when we start 
 writing  the  analysis.  The  interview  guide  can  be  found  in  Appendix  1  and  all  the 
 transcribed  interviews  can  be  found  in  Appendix  2.  As  mentioned  previously,  all  the 
 interviews should preferably be held in English, but if that is not the case for some of the 
 interviews,  we  will  transcribe  the  interview(s)  in  Norwegian  and  translate  relevant 
 quotes we want to use. In cases where we will use direct quotes from the interviews, we 
 will send the citations to the respective interviewees for approval before using them.  


2.6.1  Semi-structured interviews 


In  order  to  analyse  the  qualitative  data  that  we  will  gather  in  the  semi-structured 
 interviews, each interview will be recorded, if accepted, and then further transcribed. In 
 Appendix 1 and 2, respectively, we will include an explanation over the interview guide 
 and its structure, in addition to the transcribed interviews themselves. Furthermore, as a 
 method  for  analysing  the  data,  we  have  chosen  to  code  our  transcribed  interviews  as 
 Bryman (2012) state that coding is a great method to process and analyse qualitative data. 


He further argues that the principles of coding are well-developed by writers on grounded 
theory. We expect to derive rich and varied responses from our interviewees due to the 
use of the semi-structured interviewing method. Hence, we will code the qualitative data 



(23)in our Excel sheet by colour, as we believe it will be hard to quantify the different answers 
 with, e.g. code words. 


However, we acknowledge that such coding of qualitative data has been criticised due to 
 the possible problem of losing the context of what is said (Bryman, 2012). To minimise 
 the possibility of losing context, we will make a matrix in an Excel sheet where we first 
 organise the answers next to each other on the sheet based on categories the interview is 
 built upon, to get a brief overview of the transcriptions. The different questions will be 
 presented  down  the  columns,  and  the  different  answers  of  the  participants  will  be 
 displayed  horizontally  next  to  each  other  on  the  same  row.  Next,  we  will  then  read 
 through  the  questions  and  transcripts  several  times  and  consider  what  part  of  the 
 answers  that  can  help  us  with  answering  our  research  question.  Every  time  we  read 
 through  the  transcriptions,  we  will  eliminate  content  that  will  not  help  improve  our 
 understanding of any of the constructs in the interview guide. In the end, we will be left 
 with a brief summary of the most critical aspects of the answer to each of the respondents. 


After this, we will be able to review the summaries and acquire an understanding of “what 
 can help us answer what part” and colour the transcripts respectively. Finally, we will 
 compress the data by extracting the relevant information from the colour-coding in each 
 interview.  A  sample  will  be  attached  in  the  appendices  so  that  the  reader  can  get  an 
 understanding of how the primary data was interpreted.  



2.7  The credibility of research findings 


Unlike  quantitative  research,  qualitative  research  deals  with  interpretation  of  non-
numerical  information,  which  inevitably  tie  in  with  human  thoughts  and  senses,  and 
subjectivity. Within qualitative research, such elements are considered essential as they 
can add extra dimensions which will enrich the findings (Leung, 2015). Nevertheless, such 
subjective  perspectives  and  contextual  ramifications  have  fuelled  never-ending 
controversies regarding the quality of qualitative research (ibid). Hence, it is crucial to 
assess and establish the credibility of research findings.  



(24)In order to evaluate the trustworthiness and quality of research, it is common practise to 
 test the reliability and validity. Reliability is concerned with how reliable the results of 
 research are and refers to the extent to which the data collection is consistent (Saunders 
 et al., 2016). Furthermore, validity refers to the accuracy of an assessment; whether or 
 not it measures what the researcher set out to measure (Carmines & Zeller, 1979) Lastly, 
 we will address the issues of generalisability.  


2.7.1  Reliability 


As  reliability  refers  to  the  consistency  of  measures,  it  concerns  the  extent  to  which  a 
 primary data collection process yields the same results if repeated (Carmines & Zeller, 
 1979). In qualitative studies, where the findings are non-numerical, this emphasises the 
 importance  of  thoroughness  when  collecting  the  data  (Leung,  2015).  To  ensure  the 
 reliability  of  this  thesis,  we  provide  a  detailed  description  of  how  the  primary  data 
 collection was conducted, including the interview guide. A repeated interview of the same 
 participants would probably generate the same results if conducted in the near future, 
 especially since we put effort into interviewing both impact-first investor and finance-
 first  investors.  However,  it  is  important  to  acknowledge  the  continuous  growth  and 
 development  in  the  impact  investing  field,  both  academically  and  in  practice,  thus  a 
 similar study conducted later in time could yield different results.  


Nevertheless, we assume we will find differences in the answers of the investors, due to 
 their  investment  preferences  along  with  knowledge  and  experience  within  the  field. 


Hence, interviewing other participants could also develop different results based on this. 


Also,  our  study  will  be  conducted  on  investors  from  the  Nordic  countries,  hence 
 conducting the same research in other geographical areas could yield different results.   


There is always concerns of reliability related to response bias, where answers will be 


“manufactured”  as  participants  may  respond  inaccurately  or  falsely  to  questions 
(Saunders  et  al.,  2012).  To  decrease  the  possibility  of  bias,  we  choose  to  interview 
investment  advisors  within  the  impact  investing  field  in  addition  to  impact  investors 
themselves,  to  triangulate  the  responses.  Triangulation  is  a  technique  that  facilitates 



(25)validation of data through cross-verification (Saunders et al., 2016). Hence, we can check 
 if the investors give us responses that reflect their actual actions and thoughts, and not 
 just  answers  which  would  make  them  and  their  firms  look  good,  which  is  somewhat 
 common within the field of social finance. For example, if the investors exaggerate the 
 importance of the social aspect in their investment decisions, we can double check with 
 the advisors to see if that is usually the case for that specific investor type. Also, for our 
 respondents to be able to speak as freely as possible, we will offer them anonymity to 
 increase the reliability of their answers.  


Furthermore,  we  will  be  conscious  of  our  interpretation  of  the  replies,  to  mitigate 
 observer  bias.  This  is  especially  important  in  our  research  as  we  have  developed  a 
 personal attachment to the field through our study. Thus, we will have the interview guide 
 present during the interviews to make sure we ask what we intend. We will also both be 
 present during the interviews, and we will look over each other’s interpretations of the 
 answers in the analysis.  


2.7.2  Validity 


In qualitative research, validity refers to the “appropriateness” of the tools, processes, and 
data  used  to  answer  your  research  question  (Leung,  2015).  It  is  concerned  with  the 
integrity  of  the  conclusions  that  are  generated  from  the  research  (Bryman,  2012).  To 
ensure the validity of the thesis, we will build the research upon the stages in an already 
existing  framework  within  the  chosen  theory.  The  framework  highlights  three  steps 
which need consideration in an investment process when looking at how to ensure that 
an agent act in the best interest of their principal. We will explore whether that traditional 
framework also is suitable within an impact investing setting, hence, our interview guide 
will be developed based on the same three phases to ensure that all aspects of the process 
are covered in our research. This interview guide will be sent to our respondents prior to 
the  interview,  for  us  to  acquire  more  detailed  answers  during  our  interviews.  Our 
interview guide includes open-ended questions and allows us to ask the interviewees to 
elaborate in greater details if needed.  



(26)Furthermore, in cases where we are not sure whether we have understood a statement 
 correctly, we will explain our impression of their responses to check whether we got it 
 right  or  not.  Saunders  et  al.  (2012)  supports  such  testing,  and  argue  that  one  should 
 discuss topics from a variety of angles and test understanding to secure a highly valid 
 semi-structured  interview.  Furthermore,  respondent  validation  will  be  conducted  to 
 improve the accuracy and credibility of our findings further. This includes providing the 
 relevant interviewees with an account of our results based on the interview (Bryman, 
 2012), to ensure that this reflected the intended meaning of the interviewee.  


Moreover,  we  will  include  data  triangulation  to  increase  the  validity  of  our  research. 


Combining  semi-structured  interviews  with  secondary  data  when  studying  the  same 
 phenomenon provides us with the ability to argue both for and against the findings of our 
 primary data. In such a way, we shed light on the differences and can better clarify the 
 validity of the data we collect through the semi-structured interviews. However, as there 
 is limited secondary data on the manner, we will have to use literature from similar topics 
 as well in our analysis. We will thus clarify this in all instances where it is necessary and 
 take it into account whenever we make any conclusions.  


2.7.3  Generalisability 


Generalisability refers to whether our findings are applicable to other settings (Saunders, 
Lewis, & Thornhill, 2012). To be able to generalise, it would be necessary to select samples 
of sufficient numerical sizes (ibid), whereas we will only interview five impact investors 
and  two  advisors.  Yet,  to  mention,  the  financial  advisors  within  impact  investing  is 
included with the intention of getting knowledge on how the “average” impact investor 
acts and thinks, in addition to the use of secondary data and data triangulation. Hence, 
some of our results might be generalisable to a certain extent. However, our aim is not to 
make generalisations about the entire population of impact investors, but to understand 
a particular context.  



(27)
3.  Exploring impact investing 


The following chapter is divided into two main parts. The first part aims at providing the 
 reader with a general introduction to impact investing and related terms connected to the 
 concept.  This  part  will  thus  give  the  reader  background  information  about  impact 
 investing and widely used terms and concepts, in order for the reader to easier be able to 
 follow the logic behind our thinking in the rest of the thesis. The second part provides a 
 more theoretical approach to impact investing and includes important dimensions of the 
 impact investing market and impact investors’ approach to financial and social returns, 
 and lastly, potential risk factors related to impact investing. This part is thus essential to 
 answer our research question. 



3.1  What is impact investing? 


The  term impact  investing was  coined  in  2007  during  the  Rockefeller  Foundation’s 
 meeting at the Bellagio Center in Italy (Bugg-Levine & Emerson, 2011). Leading profiles 
 from finance, development and philanthropy were gathered to explore ways of investing 
 for  social  and  environmental  impact  by  building  a  worldwide  industry.  The  meeting 
 resulted in a launch of the Impact Investing Initiative in 2008 which sought to implement 
 the industry-building plans created one year earlier  (Jackson & Harji, 2012). Although 
 investing for creating social impact is not a new phenomenon, impact investing differs as 
 the investments are made intentionally and with purpose, meaning that impact investors 
 actively  choose  investments  they  believe  will  create  social  or  environmental  impact 
 (Höchstädter & Scheck, 2015). Impact investing was thus established as a hybrid term; 


the investments are made with the intention of creating both social and financial returns.  


  


Impact  investing  gained  attention  due  to  dissatisfaction  about  the  existing  financial 
system,  ineffectiveness  of  philanthropy  and  public  spending,  and  the  need  for  a  more 
effective  capital  allocation  (Calderini,  Chiodo  &  Michelucci,  2018).  Generally,  impact 
investments  are  made  in  both  developed  and  developing  countries  and  may  include  a 
range  of  different  investment  types,  such  as  private  equity,  funds  and  public  equity 
markets,  debt,  deposits  and  guarantees  (ibid).  The  term  is  recognised  by  large 



(28)corporations and institutions worldwide and has gained attention from a broad range of 
 investors, both individual and institutional (GIIN, 2019b). The range of investors includes 
 fund managers, family offices, private foundations, pension funds and private investors. 


The initial interest was typically seen from wealthy individuals, foundations and private 
 investors,  however,  the  market  has  recently  gained  attention  from  large  mainstream 
 organisations,  too,  such  as  Credit  Suisse,  J.P.  Morgan  and  BlackRock  (Social  Impact 
 Investment Taskforce, 2014). 


3.1.1  Impact investing defined 


Although  most  investors  and  academics  agree  on  the  overall  definition  of  impact 
 investing, there is still a need for a uniform definition of the term to clearly outline what 
 it includes and stands for (Höchstädter & Scheck, 2015). The widest used term is created 
 by The Global Impact Investing Network (GIIN), which states that «Impact investments are 
 investments made with the intention to generate positive, measurable and environmental 
 impact alongside a financial return» (GIIN, 2019b). Höchstädter & Scheck (2014, p. 449) 
 view impact investing as investing with dual objectives, and state that impact investing 
 combine «philanthropic objectives with mainstream financial decision making.» According 
 to  Bell  (2013)  impact  investing  is  seen  as  an  «emerging  paradigm  shift»  in  both 
 entrepreneurial  finance  and  philanthropy.  In  a  prominent  article,  O’Donohoe, 
 Leijonhufvud, Saltuk, Bugg-Levine & Brandenburg (2010, p. 5) define impact investing as 


«Investments intended to create positive impact beyond a financial return … [that] requires 
 the management of social and environmental performance in addition to financial risk and 
 return.» Another definition is set out by Bridges Ventures (2010, p. 3), stating that impact 
 investing consists of «actively placing capital in businesses and funds that generate social 
 and/or environmental good and a range of returns, from principal to above market, to the 
 investor.» 


Moreover, to avoid any confusions later in the thesis, the impact investing terminology 
needs to be defined. In this thesis, the word impact will thus refer to the social and/or 
environmental results of an investment. Many investors tend to not focus on measuring 
the  impact  itself  but  settle  for  measurement  of  indicators  such  as activities or outputs 



(29)(Saltuk & Idrissi, 2015). In this thesis, we do not differ between impact at particular levels 
 of depth, and the word impact may therefore include leading indicators as well as the 
 impact itself. However, in case some of the investors from our interviews are mixing the 
 terms, we find it relevant to explain the differences between the terms here.  


Figure 2: The impact value chain. Source: Authors' own, adopted from Saltuk & Idrissi (2015). 


Additionally, when we later in this thesis discuss impact measurement and monitoring, we 
 follow the social impact consultancy firm inFocus Enterprises’ definitions:  


“Measuring social impact refers to the measurement of long-term social change and what 
 happens  along  the  way  of  this  change,  from  details  about  the  social  problem  you  are 
 addressing, to details about activities you run and the short-and medium-term results of 
 these activities”  (inFocus, 2016, p. 7). 


“Monitoring is the systematic and continuous assessment of the progress of a piece of work 
 over time, which checks that things are ‘going to plan’ and enables adjustments to be made 
 in a timely way, integral to day to day management” (inFocus, 2016, p. 8).  


3.1.2  Core characteristics of impact investing 


Based  on  the  outlined  definitions  above  and  existing  theory,  impact  investment  can 
 further be divided into three main components, namely intentionality, return expectations 
 and impact measurement (Findlay & Moran, 2018). 


  


Intentionality. One of the main components of impact investing is an investor’s intentions 
to  have  positive  social  and/or  environmental  impact  through  his  or  her  investing 
(Jackson, 2013). Investing to create social or environmental returns is what distinguishes 
impact  investors  from  conventional  investors,  who  mainly  invest  to  achieve  financial 



(30)returns.  According  to  Bugg-Levine  &  Emerson  (2011),  conventional  investors  tend  to 
 reject the idea that they should pay attention to the social impact of their investments, as 
 they believe that the financial returns will be lower. However, an increasing number of 
 investors choose to use their capital to achieve blended value: «[…] we do not seek either 
 wealth or social justice: we seek both» (Bugg-Levine & Emerson, 2011, p.12) 


  


Return expectations. Although impact investors seek to create a social return, they also 
 seek to generate a financial return on capital, or at minimum, a return of the principal 
 (Höchstädter & Scheck, 2015). Furthermore, impact investors target investments across 
 different asset classes, and the expected financial returns vary from below market to risk-
 adjusted  market  rate  (GIIN,  2019b).  For  long,  there  has  been  a  general  belief  among 
 conventional investors that impact investing does not result in risk-adjusted market-rate 
 returns. However, evidence shows that impact investments often meet the expectations 
 and even outperform traditional investments in some cases (Mudaliar, Bass & Dithrich, 
 2018). Still, more empirical research is needed to understand the performance of impact 
 investments fully. 


  


Measurement. Included  in  the  term  «impact  investing»  is  the  investors’  ability  and 
 commitment to measure and report the social and environmental impact of underlying 
 investments.  How  investors  approach  the  measurement  component,  depends  on  their 
 objectives and capabilities to measure, their goals and intentions (GIIN, 2019b). There 
 does  not  exist  a  global  measurement  method  for  measuring  social  impact  as  of  today. 


However, several tools and frameworks have been developed, such as the GIIN’s Impact 
 Reporting and Investment Standards (IRIS) (Reeder, Jones, Loder & Colantonio, 2014). 


3.1.3  Related terms 


Seeking  to  achieve  social  benefits  and  financial  returns  is  not  a  new  phenomenon. 


Investors  have  been  targeting  social  and  environmental  projects  and  ventures  for 
decades, although the focus and incentives of the investments have changed over time. As 
there exists a broad scope of literature covering related topics to impact investment, we 
find it necessary to define what impact investing is – and what it is not. The following 



(31)section will therefore highlight some of the closest topics related to impact investing and 
 point out the main similarities and differences. 


Environmental, social and governance (ESG). According to Van Duuren, Auke Plantinga & 


Scholtens  (2016)  ESG  investors  seek  to  conduct  either  a  negative  screening  by,  e.g. 


excluding industries or companies, or a positive screening where particular companies 
 are included (ibid). ESG investors usually structure their portfolio to meet a minimum 
 goal of each of their selected dimensions (Revelli, 2017). By doing so, ESG investors focus 
 on the social side of the investment and not only the financial side. However, despite the 
 focus  on  social  and  environmental  factors,  ESG  investors  still  seek  to  maximise  their 
 financial return before a social return, whereas impact investors are willing to accept a 
 lower return by creating positive value (ibid).  


  


Socially responsible investing (SRI). Socially responsible investing draws on several factors 
 from ESG investing but is more focused on creating social value. Höchstädter & Scheck 
 (2015, p.455) state that SRI is “often defined as the integration of certain non-financial 
 concerns,  such  as  ethical,  social  or  environmental,  into  the  investment  process.” The  SRI 
 investment  process  is  based  on  a  negative  screening  process,  where  companies  are 
 excluded  based  on  social,  environmental  or  governmental  concerns  (ibid).  Although  a 
 positive screening has been argued for as an investment strategy, SRI investors seek to 
 obtain  a  near  commercial  return  (ibid).  SRI  investors  differ  from  impact  investors  by 
 focusing  on  minimising  negative  externalities  alongside  financial  returns  (Rodin  & 


Brandenburg,  2014).  Impact  investors,  on  the  other  hand,  are  intentionality  and 
 proactively  seeking  to  create  positive  social  value  alongside  financial  returns 
 (Höchstädter & Scheck, 2015). 


  


Venture philanthropy. Höchstädter & Scheck (2015) further argue that impact investing is 
placed somewhere between conventional investing and venture philanthropy. Instead of 
viewing impact investing as a replacement for venture philanthropy, it should instead be 
considered as a complementing funding method (Rodin & Brandenburg, 2014). Venture 
philanthropy  differs  from  impact  investing  in  terms  of  its  primary  goals.  Venture 
philanthropists  are  looking  to  create  and  grow  sustainable  businesses  that  can  solve 



(32)current  social  issues,  but  do  not  require  financial  returns  on  their  investments 
 (Hehenberger & Alemany, 2017). Additionally, venture philanthropists focus mainly on 
 the social aspects and do not value the environmental elements to the same extent as 
 impact investors do (Rodin & Brandenburg, 2014). 


  


Social finance. Social finance, sometimes referred to as social investing, is said to be an 
 umbrella term for impact investing, and the terms are often confused. Social finance seeks 
 to finance projects and ventures that can result in both social and financial returns (Rizzi, 
 Pellegrini & Battaglia, 2018). The term is broadly defined and includes approaches such 
 as crowdfunding, ethical banking, microfinance and social impact investing (ibid).  


  


Social impact investing. Last, but not least, the term social impact investing tends to be 
 used interchangeably with impact investing. Evidence shows that the use of the terms 
 depends on geography; in the US the term impact investing is widely used, while as in 
 Europe  and  the  UK,  the  term  social  impact  investing  is  the  preferred  term.  Glänzel  & 


Scheuerle  (2015),  however,  argue  that  social  impact  investing  relates  to social  first 
 approaches, meaning that the investors are willing to accept lower returns or higher risks 
 on their investments. In this thesis, we will thus use the term impact investing, as impact 
 investors may take on either a social first or a financial first perspective (Brest & Born, 
 2013). To sum up, Figure 3 shows how impact investing relates to similar terms.  


Figure 3: Related concepts and impact investing. Source: Authors' own, adopted from Social Impact Investment 
Taskforce (2014). 
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3.2  Identifying the impact investing market 


This  section  aims  to  give  a  brief  introduction  of  the  impact  investing  market  and  the 
 operating actors. Later on, selected dimensions of the impact investing market identified 
 by Höchstädter & Scheck (2015) will be discussed in order to provide the reader with a 
 better picture of the impact investing scene.  


  


The market for impact investments is continually growing, and the impact investments 
 assets  under  management  are  increasing  steadily  every  year.  According  to  the  2018 
 Annual Impact Investor Survey, the global value of managed impact investing assets is 
 estimated to USD 228.1bn (Mudaliar et al., 2018) and is expected to surpass USD 2tn by 
 2025 (Roundy et al., 2017). However, due to the lack of a precise definition of the market 
 and its instruments, estimates of the market size might differ (Abt, 2018). As the market 
 has evolved, it has gained interest from large institutional investors, and international 
 organisations such as the UN have promoted the market (PRI, 2018). Impact investing is 
 not only gaining attention from institutional investors; at country levels, governments are 
 showing increased interest, too. As an example, a social impact investment taskforce was 
 established in 2013 by the Group of Eight (Go8) with the aim of creating a vibrant social 
 impact investment market (Roundy et al., 2017). 


  


Jackson  (2013)  states  that  the  actors  in  the  impact  investing  industry  can  broadly  be 
divided into four categories: asset owners who own capital, asset managers who deploy 
capital, demand-side actors who receive and utilise the capital, and service providers who 
help make the market work. Roundy et al. (2017) further state that impact investors can 
operate  in  several  ways,  namely  as  groups  of  investors,  individual  investors,  or  as 
institutional,  venture  capital  funds.  Figure  4  below  provides  an  overview  of  different 
actors in the impact investing scene.  



(34)Figure 4: Actors in impact investing. Source: Authors’ own, adopted from Jackson (2013). 


Höchstädter & Scheck (2015) review in their paper strategic options that are generally 
 available to impact investors, and identify five dimensions that are relevant for clarifying 
 the  scope  of  impact  investments  and  the  market.  The  dimensions  considered  most 
 relevant  for  this  paper  are  geography  and  demography,  financial  or  organisational 
 structure, and asset classes and financial instruments. These dimensions will be explained 
 below.  


3.2.1  Geography and demography  


The  first  dimension  addresses  the  end  beneficiaries  of  impact  investments  and  their 
geographic  location.  Impact  investments  can  be  allocated  across  a  range  of  sectors, 
geographies,  stages  of  businesses  and  asset  classes.  Although  impact  investments  are 
often  associated  with  developing  markets  (Jackson  &  Harji,  2012),  numbers  from  the 
2018 Annual Impact Investor Survey show that 56% of the assets under management was 
allocated to developing markets, whereas the remaining 44% was allocated to developed 
markets (Mudaliar et al., 2018). However, O’Donohoe et al. (2010) argue that it is common 
for  impact  investors  to  focus  on  either  developing  or  developed  countries  due  to 
requirements for different expertise and personal values and preferences. Furthermore, 



(35)the  top  sectors  of  impact  investments  include  financial  services,  energy,  microfinance, 
 housing, and food and agriculture (Mudaliar et al., 2018). 


A  study  conducted  by  EY  states  that  the  demand  for  sustainable  investments  is  partly 
 driven by millennials that seek to invest in line with their values (Ernst & Young, 2017). 


Findings from Financial Time’s Special Report on impact investing highlights the same 
 results, and states that women and millennials are the ones who most often are driven by 
 investing for social targets alongside financial returns (Walker, 2018). 


3.2.2  Financial or organisational structure 


This  dimension  addresses  the  financial  and  organisational  structure  of  impact 
investments’  recipients.  There  are  different  opinions  about  the  characteristics  of 
investees, especially regarding the organisational structure, size and stage of the business 
(Höchstädter  &  Scheck,  2015).  Most  of  the  literature  does  not  explicitly  focus  on  the 
investee but focus on the incentives of the impact investor instead. Other authors mention 
the investee on a general level but refer broadly to organisations that generate a social 
return. However, some literature provides more detailed information about the structure 
of  the  investees  (ibid).  A  general  perception  is  the  explicit  or  implicit  requirement  of 
mission primacy. Chua, Gupta, Hsu, Jimenez, & Li (2011, p.19) refer to «companies whose 
primary goal is delivering social and environmental good» or other organisation types such 
as social purpose organisations, social enterprises or mission-driven organisations. The 
most used definition, however, is given by Brown & Swersky (2012) that claim impact 
investing is defined around the investees’ organisation type and investor motivation. This 
limits impact investing to socially motivated investors who invest in socially motivated 
organisations; for-profit organisations that are fully commercial are excluded. Therefore, 
only  organisations  that  use  their  surpluses  to  primarily  reinvest  to  obtain  their  social 
mission and put social goals before profit maximisation can qualify as impact investment 
investees (ibid). 
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