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Impact 
Investing
Examining the sustainability and return 
of various socially responsible investment 
models

By Tom Hansen and Ryan Hui

During a trip to Argentina in 2006, Blake Mycoskie saw that 
many children in the country were shoeless. Realizing that 

these children needed to walk barefoot for miles to school, clean 
water, and medical help, Mycoskie created the “One for One” 
business model. By matching every pair of shoes purchased with 
a pair of new shoes given to a child in need, “Shoes for a Better 
Tomorrow,” also known as TOMS, was born. Later that year, the 
first ‘Shoe Drop’ occurred in Argentina with 10,000 pairs of shoes. 
By 2010, TOMS ‘Shoe Drop’ had successfully delivered 1,000,000 
pairs of shoes. The premium that customers pay on TOMS shoes 
finances a sustainable social enterprise model that supports 
Mycoskie’s philanthropic ideals while remaining economically 
viable. 

Despite promising business models, many social entrepreneurs 
like Mycoskie face considerable challenges raising capital, relying 
on friends and family for financing, while investors remain on the 
sideline. 

An impact investment fund, however, could provide that capital. 

The structure of an impact investment fund is similar to that of 
a typical investment fund. Revenues consist of interest income, 
dividends, capital appreciation, and, in some cases, donations. 
Costs include operating expenses, losses on investments, and 
unrecoverable loans. The most significant difference between the 
two is that the success of an impact investment fund is measured 
on both financial returns and social impact. Unlike charities, impact 
investors require investees to repay debt or equity, implying a 
business model that generates profit. The problem is that external 
financing for impact investment funds is limited as the industry is 
still quite small, and is not considered a reliable asset class. Without 
access to capital funding, social missions cannot start, creating a 
game of chicken in the impact investment industry.

Investing Your Social Dollar

As a socially conscious individual, there are a few options to put 
your dollar to work. Non-governmental organizations and charities 
are traditional vehicles to promote social change. Typically, NGOs 
are best suited to perform the roles that a government would 
perform. For instance, it is unreasonable to suggest that grass root 
social enterprises can manage large infrastructure projects like 
highways. NGOs are liable to donors for social returns (rather than 
to investors for financial return), which creates an accountability 
issue for two reasons. First, standardized social metrics that 
measure the effectiveness of an NGO do not exist. This problem 
is compounded by the second reason: a general apathy towards 

charities’ operations because the donors have little to no vested 
personal interest in an NGO. These two phenomena create a 
vicious cycle of inefficient bureaucracy because they are liable to 
no one. An NGO’s reliance on donations and lack of accountability 
create trade-offs between external promotion and social outcome. 
As a result, they are slow to adapt, have little innovation, and run 
“cookie-cutter” programs that fail to account for regional politics, 
culture, and history. While these programs are not always the 
most effective option, they are easy to “sell” to external donors. 
Fortunately, this cycle (and resulting lack of innovation) is changing 
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as more NGOs introduce progressive programs. However, there 
is still a disparity between donations and impact among these 
organizations.

Impact investing funds can deliver both a social and financial 
return. Socially, they are more effective than NGOs because they 
are more accountable to their investors (who are more inclined to 
track the progress of the enterprise) and to the market since they 
operate on a for-profit basis, fostering sustainability in the value 
they deliver to their community.

Their approach is more sustainable in terms of reliance on donations 
and reinvestment of profits. For instance, donating to UNICEF will 
help provide sustenance for a child in need, but the organization 
is limited by donations—when the contributions stop so does 
the social change. A dollar donated to a charity has an impact of 
$1. Whereas, purchasing TOMS shoes fuels sustainable business. 
TOMS profits are reinvested in the company, growing the scope of 
impact that TOMS has. A dollar invested in a social enterprise has a 
greater effect, since the value it creates will generate future returns. 

There is a shortage of seed capital for social enterprises, but impact 
investment funds are beginning to bridge this gap with money 
raised from donations, deposits, and investments. The funds 
then finance – through equity or debt – small social enterprises 
that would otherwise be isolated from the capital markets. As a 
result, the impact investment model allows investors and donors to 
leverage the efficiencies of profit-seeking companies, while reaping 
the social and environmental benefits of donated money.

On a return basis, comparing traditional investment opportunities 
with those of socially responsible opportunities helps to establish 
the credibility of impact investing. Created in May 1990, the 
Domini 400 tracks a broad range of socially responsible stocks in 
the United States, laying the groundwork for several other indices 
to be created. The index comparison with the S&P 500 shows 
that returns have been competitive to those of traditional market 
indices, dispelling any notion that 
impact investing provides sub-par 
financial returns. 

Several years ago, anyone wanting to 
combine financial returns with virtue 
was limited to investing in microcredit 
and social housing for the poor in 
developing countries. Today, impact 
investing funds range from Blue 
Orchard, which has invested $1 billion 
in debt financing, to IGNIA, which 
has invested its first $100 million fund 
in social enterprises in Latin America.

Demand for Sustainability

Currently, impact investing is still in 
the growth phase of its industry life 
cycle. The Global Impact Investing 
Network has estimated that the current size of the impact investing 
market exceeds $50 billion and is expected to increase to $500 
billion within the next five to ten years. However, what’s intriguing 
is not identifying this new niche opportunity. Rather, it is whether 
impact investing will remain a misunderstood, segregated market 
for years to come, or whether investors will provide the capital 
required to address our generation’s most pressing challenges. An 

impact investment fund’s financing strategy is a catalyst in this 
movement. 

Root Capital, Acumen Fund, Charity Bank, and MicroCredit 
Enterprises (MCE) represent different models of impact investment 
funds, all four of which can be compared and analyzed for their 
effectiveness in delivering social change. Two metrics can be used 
to simply and effectively measure a fund’s financial sustainability, 
the first measurement is donations as a percentage of revenue. 
Although Root Capital and Acumen Fund have posted net incomes 
in the past, these numbers are misleading given that both funds 
rely heavily on donations.

Root Capital and the Acumen Fund 
are losing money at a rate that is 
unsustainable and unattractive 
to investors. The Acumen Fund 
spends on developmental leadership 
programs, consultancy fees, and 
financial due diligence, resulting 
in an expense budget constituting 
68% of revenues – extremely high by 
traditional NGO standards. 

It is nearly impossible to quantify the 
social impact these funds achieve. 
However, for the purpose of analysis, 
a ratio between money distributed to 
social enterprises and income (before 
donations) was measured. This value 
can be described as the amount that 
the fund allocates in social enterprises 

for every dollar they incur in loss. Not surprisingly, this shows 
a similar trend to the donations reliance data. Acumen has the 
lowest by far, only distributing $2.55 for every dollar they lose. 
Interestingly, Root Capital, which has similar reliance on donations 
to Acumen, is actually almost four times more effective at allocating 
funds. This result arises because Acumen Fund finances social 
entrepreneurs through risky equity.

There is a shortage of seed capital 
for social enterprises, but impact 
investment funds are beginning 
to bridge this gap with money 
raised from donations, deposits, 
and investments. The funds then 
finance – through equity or debt – 
small social enterprises that would 
otherwise be isolated from the 
capital markets.

Index of socially responsible stocks vs. S&P 500
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Based on the above two measures, equity financing, although 
desirable for social enterprises, is currently unsustainable for a 
profit seeking investment fund. For instance, Acumen fund has only 
recovered 8% of its principle since 2001. While some may argue that 
these equity losses are down payments on future improvements to 
society, the riskiness of equity in small-scale social enterprises is not 
appealing for the typical investor. In order to allow for mainstream 
adoption of impact investing as an 
asset class, impact investment funds 
should finance social enterprises 
solely through debt rather than equity. 

This will ensure the fund’s financial 
sustainability and efficiency by 
maintaining their accountability to 
both the market and investors. As 
described, reliance on donations 
and equity-based financing will 
limit a fund’s efficiency through the 
introduction of less engaged donors 
and bureaucracy associated with 
NGOs. 

The Future

MCE is a good example of how the 
impact investment industry will 
become more efficient as it grows. Instead of lending directly to social 
enterprises, MCE distributes loans to microfinance institutions 
worldwide, such as Root Capital, through a guarantor model. This 
structure insulates MCE from the risk associated with individual 
social entrepreneurs and allows them to maintain low overhead , 
roughly a third of its competitors. Funds like Root Capital perform 
due diligence on social enterprises while providing these fledgling 
businesses with advice, hence their higher overhead. 

This symbiotic relationship shows how the impact investment 
industry will grow. MCE can only operate so efficiently because 
funds like Root Capital exist. Once more players enter the social 
enterprise market, the overall efficiency will improve as information 
becomes more consistent and accurate. Transaction costs will 
also decrease when organizations adopt and share best practices, 
complete comparable due diligence for investment opportunities, 

and decrease financing costs. 

It has become apparent that 
NGOs alone are unsuccessful and 
unsustainable at tackling many of 
the world’s social issues. Impact 
investments are an emerging asset 
class that can effectively help place 
capital with social entrepreneurs 
who have solutions for social and 
environmental problems. These funds 
should only offer debt financing 
because of the inherent risk associated 
with equity and subsequent negative 
investor sentiment. 

Over time, the social investing 
industry will evolve and equity-
based funds will one day become 

profitable. While it is undeniable that NGOs will continue to have 
an important role in international development, it is likely that the 
superior model of an impact investment fund will begin to take 
over. Impact investments leverage both market and accountability 
efficiency in their pursuit of social and financial returns. Most 
importantly, these funds actually post modest profits when run on a 
debt basis, allowing for reinvestment that ensures the sustainablity 
of their causes for a better tomorrow.

Social Investing Models
Comparing different impact investing models ($US)

Root Capital Acumen Charity Bank MCE

Donations as a % of Revenue 78% 89% 15% 22%

Net Income $4,725,493 $313,336 $(1,199,500) $405,177

Net Income Before Donations $(3,286,225) $(10,653,680) $(1,486,500) $(122,869)

Financing Debt Equity Debt Debt

Distribution per Dollar Lost $10 $2.55 $36 $52

Note: all measurements based on 2009 and 2010 averages

Source: Fund Annual Reports

In order to allow for mainstream 
adoption of impact investing as 
an asset class, impact investment 
funds should finance social 
enterprises solely through debt 
rather than equity. This will ensure 
the fund’s financial sustainability 
and efficiency by maintaining their 
accountability to both the market 
and the investors.
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