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PARADIGM SHIFT
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EMERGENCE OF IMPACT INVESTING
Bellagio picture

In 2007 and again in 2008, the Rockefeller Foundation convened meetings at its
Bellagio Center in Italy to explore with leaders in finance, philanthropy and
development the need for, and ways and means of, building a worldwide industry
for investing for social and environmental impact. The 2007 meeting coined the
term “impact investing”.
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HALF A DECADE ON: IMPACT INVESTING
Quotes and Definitions
What would impact investing at
scale look like? USD 20 trillion for
good

Impact investment as «a
burgeoning asset class»
Financial Times, 2010

Forbes, 2012

Happy returns – the birth of a
virtuous new asset class
The Economist, 2011






5

“Solving social or environmental challenges while generating financial returns […] impact
investors actively seek to place capital in businesses and funds that can harness the
positive power of enterprise” (Global Impact Investing Network [GIIN]);
At least nominal financial return;
Positive intended environmental and social impact;
Hybrid financing (equity, debt, mezzanine, grants, etc.).
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CURRENT HIGHLIGHTS
Snapshots of Where We Stand
Current highlights:


Goldman Sachs is investing in almost USD 10m in Social Impact Bond project in a New York
City jails program.



Big Society Capital, a UK-based independent financial institution, uses funds from dormant
bank accounts and established banks to invest in social investment finance intermediaries.
The UK Government intends to use its G8 presidency to push for more social investment
bonds.



Accion Investments in microfinance was acquired for USD 105m by Bamboo Finance of
Luxembourg.



USD 9 billion impact investing market in 2013: Respondents to a J.P. Morgan and GIIN
survey are planning to commit USD 9 billion to impact investing in 2013, up from a total
commitment of USD 8 billion in 2012.

6

© Impact Economy 2013

Confidential

THE CASE FOR IMPACT INVESTING
Capital Allocation Efficiency
Stock Market/Business

NGO Environment

Cost of Capital
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Cost efficient
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2 - 4% cost of raising funds
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Inefficient
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are spent on fundraising
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Flow
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and risk
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Value Driven
Allocation

 Companies that do well
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Capital
Flexibility

Highly Liquid
An investment can be
cashed/altered quickly

are rewarded

therefore, no reliable feedback
Illiquid
 Most investments
are grants
Source: SSIR
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IMPACT INVESTING
Investment Solutions to Megatrends
Europe is in crisis; youth unemployment is ca. 22% for the EU 27, rising to over 54% in Spain, but
governments have not got the money to fix all the problems. The average gross government debt
is 91.6% GDP for the Eurozone, and 84.9% GDP for Europe overall.

Government deficit as % GDP, 2011 figures

Impact investing must provide investment solutions in scale to four megatrends that are reshaping
how companies, governments and civil society are creating value and financing public goods:

1) Massive pent-up demand at the ‘Base of the Pyramid’
2) Need for radical resource efficiency and green growth
3) Over-burdened welfare state
4) Rise of the ‘lifestyle of health and sustainability’ consumers
Source: Eurostat, figures for Q2 2012
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I. PENT-UP DEMAND:
BASE OF THE PYRAMID
The ‘bottom of the pyramid’ (BOP)
describes the 4 billion with incomes
below USD 3’000/year in local
purchasing power. They represent a
USD 5 trillion economy.
The BOP is under-tapped opportunity
that will take off as these people join
markets as consumers and producers.
Looking at the image:


Who is going to sell this man his
first car?



Will it be powered by biodiesel?



Who will be his internet provider?
Source: WRI and IFC (2007)
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II. GREEN ECONOMY
The ‘green economy’ results in
improved human well-being and
social equity, while significantly
reducing environmental risks and
ecological scarcities.
There are 2.7 millions jobs that
produce goods and services with an
environmental benefit in the US
alone, which is 2% of the total
economy.

As an example, India’s renewable
energy policies have led to dramatic
growth. By focusing on the mature
wind energy sector, India is now the
world’s fifth largest installer of
renewable energy.

Source: http://www.insurancequotes.org/wp10
content/uploads/2012/01/pollution.jpg

Source: Brookings Metropolitan Policy Program
(2011)
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Source:
http://saferenvironment.wordpress.com/2008/11
/03/wind-energy-renewable-energy-harnessesnatural-wind-power-%E2%80%93-effectiveanswer-for-emission-problem-towards-cleaner-

III: OVER-BURDENED
WELFARE STATE


The median age in Europe is increasing.



Germany, Italy, Japan and Sweden have
only 3 working-age individuals for each
older person.



Some government’s expenditure is
systematically higher than their
revenues, with a large proportion of
expenditure on health, care, and
welfare services.

Private sector opportunity
where the welfare state
fails.

Source: UN (2012)
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IV. RISE OF THE LOHAS
CONSUMER
LOHAS: Lifestyle of Health and Sustainability
LOHAS consumers are willing to spend more
on products designed to be environmentally
conscious, sustainable, socially responsible,
and better both for people and the planet.
Total LOHAS consumption is increasing:

Image: Australia’s largest rooftop solar
system on the Crowne Plaza Hotel in
Alice Springs, which generates between
40 and 80% of the hotel's power
requirements.
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Global organic market increased to USD 59
billion (IFOAM, 2010).



Ecotourism is the fastest growing sector of
the tourism industry, boasting annual
growth rates as high as 10-30%.

Source: Forbes (2012)
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THE 1 TRILLION DOLLAR QUESTION
From Potential to Scale

?
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Who has the power to take impact investing to the
next level, and address these global megatrends?
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MAINSTREAMING IMPACT INVESTING
Key Levers
While the Netherlands has a long tradition of supporting institutional environmental and social
initiatives, such as Triodos Bank and Fair Trade, we need levers that can be applied in all countries
for driving change.

1) Policy Agenda
Investments that effectively deliver social benefit have good reason to be supported by the
government. But how can policy best support impact investing? Governments can affect the
impact investing market either through direction participation or indirect influencing of the
market environment.

2) Large Corporations
Large corporations are constantly looking for sources of non-traditional growth, and many
engage in corporate venturing to this end with an innovative development leading to a trade
sale.

3) Angel Investors
Angel investors traditionally fill an equity gap between funding from founders and venture funds
– angel investors can do the same for the impact investing industry.
15
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LEVER I: POLICY AGENDA (I)
Direct Participation or Influence by Governments?
Governments have a competitive advantage in advancing impact investing because they can provide:
 Large-scale seed funding
 Harmonization of standards
 Regulation (on transparency etc.)

Area of the Market Aiming to Impact
Supply
Development

Capital Use

Demand
Development

Government
Influence

Investment
requirements

Taxes, reporting
requirements
etc.

Institutional
strengthening
of recipients

Government
Direct
Participation

Co-investment
and/or seed
funding

Procurement

Capacity
Building

Based on: Insight at Pacific Community Ventures & The Initiative for Responsible Investment at Harvard University (2011)
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LEVER I: POLICY AGENDA (II)
Three Policy Areas
1) Supply Development Policies
These policies increase the amount of impact investment capital supplied, and can take the form
of incentives to invest through co-investing or risk-sharing with the government, or creating
investor requirements for impact investing.

2) Capital Use Policies
Capital use policies encourage existing investments to be focused more on impact investing.
These policies change the risk and return features of impact investments by adjusting market
prices, and improving transaction efficiency and market information. For example, the
harmonization of impact measurement standards and requirements for increased
transparency would support industry development.

3) Demand Development Policies
Demand development policies increase the demand for impact capital through building
institutional capital and contributing to the development of impact capital recipients.
Based on: Insight at Pacific Community Ventures & The Initiative for Responsible Investment at Harvard University (2011)
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LEVER II: LARGE CORPORATIONS (I)
Corporate Impact Venturing

Strategic CSR

Goal: Improve the
business operating
environment

Corporate
Impact
Venturing:
Goal: Business
development
in specific
impact areas

Corporate
Venturing
Goal: Strategic
business
development

Corporate Impact Venturing: The practice of corporate investment in ventures that are
expected to bring long-term financial returns as well as either social or environmental value
creation, or both, that contributes to the parent company’s strategic objectives.
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LEVER II: LARGE CORPORATIONS (II)
Potential for Corporate Impact Venturing
Corporate Venturing is a significant source of innovation in major companies. In the US alone,
CV funds invest over USD 2bn*.
Corporations have a competitive advantage in developing impact investing because it offers:

1) Engagement with large new consumer segments: e.g. the LOHAS and BoP.
2) Non-traditional sources of growth: With the economy in Europe struggling and in its third
consecutive quarter of decline at the end of 2012, new sources of growth are essential.

3) Deal size match for corporate ventures and impact investing: As corporations tend to have
smaller average deal sizes than traditional venture capitalists, and impact investment deals
tend to be smaller than traditional investments, linking these two industries could be an
untapped opportunity to better match deal sourcing and deal demand.

Source: PricewaterhouseCoopers and the National Venture Capital Association based on data from Thomson Reuters The
MoneyTree™ Report (2012)
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LEVER II: LARGE CORPORATIONS (III)
Example: Tengelmann Ventures Invests in Coffee Circle
Parent Company: Tengelmann Group: Holding
company with > EUR 24bn annual revenue. In
2001 it became one of the pioneers in the ecommerce sector, and has since developed ecommerce activities across the entire group.
Investor: Tengelmann Ventures: Invests in ecommerce and social commerce concepts and
market places as part of the Tengelmann
Group’s e-commerce strategy.
Investee: Coffee Circle: Founded in 2010 in
Berlin, Coffee Circle sells Ethiopian coffee
bought directly from cooperatives. One Euro
per kilo of coffee sold is donated to
development projects in Ethiopia.

This is a case of impact investing aligned with a company’s core business
Video link: https://www.youtube.com/watch?v=UGFEHssMjjY
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LEVER III: ANGEL INVESTORS (I)
Angels Fill the Equity Gap





Since the financial crisis, banks and venture capital funds moved to later stage
investments where risks are lower, so angel investors are covering a greater equity gap.
47% of US venture investors expect to invest less in 2013, according to a National
Venture Capital Association survey.
Contrastingly, the median angel syndicate round size is at a five quarter high at USD 640K.

Capital Needs

IPO

Founders
and
Friends

Business
Angels

Venture
Capital
Funds

Early Stage
Venture
Funds


The equity funding gap is
between USD 500’000 and 3m.

Time
Seed

Start-up

Sustained Growth

Sources: NVCA (2013), OECD Financing High-Growth Firms: The Role of Angel Investors (2011), Angel Resource Institute (2012)
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LEVER III: ANGEL INVESTORS (II)
Catalyzing Growth through Expertise
Angel investors fill the equity gap for traditional investments, and there is potential for them to do
the same for impact investments.
Angel investors have a competitive advantage in developing impact investing because they can:


Bring expertize in assessing deals: Angel investors know how to identify good projects and
teams and evaluate them.



Support wider range of innovation: As angel investors usually invest locally and in a wider range
of sectors than VC firms, they support a wider range of innovation.



Reduce transaction costs: Through groups and networks, angel investors can connect highquality entrepreneurs to more investors.



Build the track-record for impact investments: Lack of track record is often cited as a major
barrier for investors so angel investment can help build a record; and



Support the growth of start-ups in their field of expertise: Support can be both financial and
through business advice.
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ADDRESSING CRITICAL CONDITIONS
What is Needed to Make Impact Investing Flourish?


Packages of investment-ready opportunities

As most impact investments are small, due diligences and transaction costs are relatively high.
More education and research is necessary to move from individual deals to multi-investment
portfolios.


Proof of impact

The diverse and innovative nature of the emerging social business sector
makes
comparisons/definitions of industry standards of impact hard, yet proof of impact is the
cornerstone of impact investing.


Critical mass of investments with a good track record

A track record of funds that produce environmental, financial and social returns is necessary to
foster deeper engagement from larger institutions. Foundations and HNWIs have led the way so
far, but institutional investors need to come on board.
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COMPETITIVE ADVANTAGE SUMMARY
Suitability of Levers for Megatrends

Policy Agenda
Angel Investors

Companies

BoP

Welfare State

Green Economy
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HARMONIZING REPORTING STANDARDS
Plethora of Industry and Proprietary Standards

WBCSD
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DATA, DATA, DATA: LARGE CORPORATIONS
Participate in Cutting Edge Research


Impact Economy is performing global research
on Corporate Impact Venturing in Q2 2013.



The purpose of the survey is to learn how
companies are using the growing trend of
impact investing to further their business
interests.



Target participants: Corporates engaging in
venture capital.



Please contact info@impacteconomy.com if
you suit the criteria to participate and would
like to be part of the research. The results will
be shared with the participants free of charge.
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CONCLUSION
Pulling the Levers

28

Policy: Engage directly
with policymakers in
purpose-specific ways

Corporations: Participate
in our research on
Corporate Impact
Venturing!

Angel Investors: Build
impact-focused networks
to catalyze impact
investment deals

Open questions?
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CONTACT

DR. MAXIMILIAN MARTIN
Impact Economy SA
EPFL Science Park
Building PSE-C
CH-1015 Lausanne, Switzerland
phone: +41 79 592 99 92
e-mail: maximilian.martin@impacteconomy.com
website: www.impacteconomy.com
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DISCLAIMER
No Offer: No information provided in this document regarding services or products shall constitute or be construed as an offer to sell or as a solicitation of
an offer to acquire securities or other instruments in any jurisdiction where such offer or solicitation is prohibited by law or in which the person making
an offer or solicitation is not licensed or registered to do so or to any person to whom such offer or solicitation is contradictory to local law or
regulation. Any such prohibited offer or solicitation is void and we will disregard any communication received in respect thereof.
Distribution of funds: This document contains information concerning investment funds that are registered and managed in different jurisdictions. As a
consequence, this information is not directed at persons who are prohibited from accessing this information by laws and regulations which prohibit the
publication or access to the information in question by virtue of the nationality, place of residence, domicile or registered office of the person or entity
concerned or on other grounds. The investment funds stated on this document are not licensed for marketing in all countries of the world.
Risks: The future performance of an investment cannot be deduced from previous value since the investment may fall as well as rise. In addition,
investments in foreign currencies are subject to exchange rate fluctuations. Thus, the investor may not get back the amount invested. We recommend
that you get advice from your advisor prior to making an investment.
Exclusion of liability: We expressly disclaim any liability for losses or damages, whether direct, indirect, foreseeable or unforeseeable, incurred or suffered
by any user of this document or of the information provided in this document. By accessing this document, each user fully releases the document
author and all of its affiliates and its respective partners, directors, officers, employees and agents from any and all claims, right and recourses for such
losses or damages.
Information provided by third parties: This document may refer to information provided by third parties. We have not verified whether such information
is reasonable, accurate, reliable, complete or up-to-date. Links to other sites do not constitute our approval or endorsement of such sites or its products
or advertisements. We are not liable in connection with any such information provided by third parties.
No reliance and no warranty: This document may include technical or editorial inaccuracies or typographical errors. The information on this document has
been prepared solely for information purposes. While we have made every effort to ensure that the information on this document is accurate at the
time of publication, we make no representation or warranty in any manner, expressly or by implication, as to the accuracy, reliability or completeness
of the information provided in this document. We shall not be obliged to remove outdated information from its document or to expressly mark it as
outdated.
Confidentiality: Any confidential, proprietary or sensitive information transmitted by a user by means of this document may be read and/or copied by
unauthorized persons.
Copyright: The entire content of this document is subject to copyright with all rights reserved. Without our prior written consent this document or any part
thereof may not be copied, transmitted (by electronic means or otherwise), modified, linked into or used for public or commercial purposes.
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