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Abstract

Impact investing is progressively losing focus in ensuring investments really
do make a difference; therefore, the growth of the market may not make
real social and environmental change. We propose three ways to put the
“impact” back into the heart of impact investment.
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Back in 2007 the term “impact investing” came to light, when it was used for the
first time by the Rockefeller Foundation to give a name to various forms of
investments that simultaneously pursue financial returns and social or environ-
mental goals. At that time, the market was a small niche affair, populated by just
a few pioneer investors and fund managers, and most of them came from not-
for-profit and social sectors. However, since then, the market has changed dra-
matically and become a full-fledged entity in its own right, with investment
sums growing from mere millions into billions, and even trillions. According to
most recent estimates by the Global Impact Investing Network and the
International Finance Corporation, the total amount globally committed to
Impact Investing ranged from USD 715 billion to USD 2.3 trillion in 2020, thus
far exceeding forecasts made only a decade ago.
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In addition, the impact investor community has subsequently evolved and
grown; it now stands as a collective mainly populated by for-profit asset man-
agement companies targeting market-rate returns. What has fallen by the
wayside has been its original focus of driving positive social and envinro-
mental goals, as now the investors only seem interested in pursuing minimal
impact affairs for people and the planet. Unfortunately, the lack of “impact”
has been heightened by the unprecedented amount of capital flowing into the
space, which when combined with new financial players currently entering
the market, means that Impact Investing has most certainly lost track of its
original key concepts and values (Hehenberger et al., 2019). In particular,
intentionality and additionality, namely the proactive and purposeful search
for investment opportunities that increase the quantity or quality of social or
environmental outcomes beyond what would otherwise have occurred
through traditional investment approaches (Brest & Born, 2013), seem now
to be entirely de-emphasized. In such a context, the ultimate risk is that
Impact Investing is simply no more than an advertising gimmick rather than
a real force to drive change.

Impact Investing: From “Doing Good” to “Feeling
Good’?

When Impact Investing originally emerged, it was conceived as an advanced
model of philanthropy and venture capitalism that combined the best of both
(Roundy et al., 2017). At that time, pioneers started to engage in Impact
Investing with the ambitious goal to proactively solve the failings of contem-
porary society through new business models able to generate small and
patient, yet sustainable, financial returns for investors. With this idea of help-
ing communities and addressing pressing societal issues at its core, intention-
ality and additionality were at the heart of Impact Investing. Earlier debates
had focused on concepts such as the relationship between financial and social
returns, and whether a trade-off between the two was entirely necessary, as
well as concepts such as attention to diverse and local needs, and how to re-
design business models and value chains to serve communities better and
more sustainably (Agrawal & Hockerts, 2021).

Starting from the mid-2010s, the interest in Impact Investing among prac-
titioners, investors, and policymakers began to escalate, mostly thanks to
supranational policy efforts such as the Social Business Initiative of the
European Commission and the Social Impact Investment Taskforce estab-
lished by the G8. Major mainstream asset owners and financial institutions,
including pension funds and insurers, as well as banks such as UBS, J.P.
Morgan, and Bank of America, have since entered the market, looking at
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Impact Investing as a proper investment strategy, within a broader sustain-
able investing portfolio, aiming to achieve risk-adjusted market returns in a
shorter investment horizon. This is where the focus draws the attention of
return-oriented actors, referred to as “finance-first” impact investors, who are
different from “impact-first” impact investors who prioritize impact objec-
tives by focusing on tougher issues. The true “impact-first” investor aims to
pilot new models, and usually targets patient and below-market returns or
accepts higher financial risk. In contrast, the “finance-first” investors are
more attracted by the interest than any impact.

With such finance-first investors providing the majority of assets in the
market, the use of standardized metrics have become more and more promi-
nent. There is now a plethora of sophisticated impact measurement frame-
works and tools used to drive and measure asset allocation, which also tries
to truly distinguish Impact Investing from Socially Responsible Investing
(SRI) and Environmental, Society and Governance (ESG) Investing
(Hochstédter & Scheck, 2015).

By focusing on optimal risk-return strategies and impact measurement
tools, the complexity of societal issues, and the search for innovative solu-
tions to tackle them, seem to be completely forgotten and ignored. It’s a “pri-
oritization of means over ends” (Hehenberger et al., 2019, p. 1,689). In
addition, in an attempt to respond to increasing client interest in Impact
Investing, more and more asset managers are creating funds without taking
on the long and difficult work of ensuring true and honest investment impact.
For example, in venture capital only, according to the latest State of European
Tech by Atomico, more than 20% of investment in Europe has been chan-
neled toward loosely defined “purpose-driven companies” and an increasing
number of venture capital firms are marketing themselves as Impact Investors.
These asset managers tend to invest in solutions that focus on societal chal-
lenges that are relatively easy to solve, with an impact that is neither addi-
tional nor intentional, but just easily measurable, and generate a predictable
financial return for investors.

Under this approach, Impact Investing has the ability to encompass any-
thing from venture investment in health technologies in Switzerland to
microfinancing loans in South East Asia, from supporting access to education
in Africa to cattle ranchers using organic feed in Germany. Therefore, inten-
tionality and additionality of social and environmental impact seem to have
become too detached, disconnected, and diluted, with the risk of turning
Impact Investing into a “feel good” rather than a “do good” exercise (Freireich
& Fulton, 2009). In a worst case scenario, investment firms that promise both
impact and higher yields would be able to attract more capital, thus diverting
much needed money away from philanthropy and impact-first investments,
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while seriously decreasing the amount of resources dedicated to tackling
bona fide societal challenges. As making an impact requires delivering addi-
tional contribution, we argue that sincere effort is needed to make the growth
of the impact investing market genuinely correspond to proportional social
and environmental change.

Impact as a Renewed Priority in Impact Investing

It is plainly obvious that the availability of more well-meaning capital to be
invested in Impact Investing can certainly be beneficial for society at large.
However, this is not enough to make any kind of real social and environmen-
tal impact. To avoid turning Impact Investing into a “feel good” exercise and
fall for “green and impact washing,” it is not too late to have additionality and
intentionality put back into the heart of Impact Investing, to distinguish it
from other investment approaches. Without the intentional search for addi-
tionality, it will not deliver genuine impact and simply become a refocusing
of traditional investing, or a “stretched version” of ESG investing, by target-
ing profitable companies that have a purpose in some way related to broader
societal issues.

Therefore, greater effort is needed to grow true Impact Investing over the
next 10 years and mobilize well-meaning capital to drive positive change.
First, it would be of great benefit to have improvements in standards, sooth-
ing rising concerns around the integrity of the field. The regulatory efforts
underway to discipline ESG investments, such as the EU Taxonomy
Regulation, and the ever-increasing pressure to measure the so-called impact-
weighted profit, will help to create a clearer diversification between what
generates additionality and what is simply socially compliant.

Second, de-risking mechanisms are needed. These would include blended
finance instruments, where concessional money (i.e., capital provided by
governments, supranational institutions, impact-first investors and philan-
thropists) is invested to attract the capital of finance-first impact investors
toward more innovative and riskier investment opportunities. They could
prove to be essential to fund serious societal challenges and generate authen-
tic impact. In fact, blended finance, as a structuring mechanism, has been
already experimented with in different fields, including microfinance, as an
effective way to combine layers of money with different risk appetites.

Finally, to bring about a real impact revolution, there must be conspicuous
effort to support a new generation of entrepreneurs and investors, with strong
public value vision and commitment. On this journey, business schools can
most definitely play a pivotal role in providing education for coming
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generations, through the promotion of new skills and vision. Schools should
deeply revise the curricula of their MBAs and Masters of Finance, which are,
regrettably, still focused on economic theories, financial models, and man-
agement studies, and stimulate more connection with not-for-profit, public
and social enterprise values and practices.
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