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ABSTRACT
Purpose

Social investors are driven to sustainable investing for many different reasons:
impact investors are concerned about the environment, social impact on the
communities, as well as the sustainability and growth of their funds. Measuring that
social impact can assist these organisations and fund managers to prove to their
investors that their initiatives are benefiting the communities in which they operate.
Measuring impact also helps social enterprises to evaluate their needs, aspirations,
resources and incentives for their customers. It leads to improvement in
performance, which often leads to job creation, survival and growth. This research
evaluated and discussed impact investing industry in South Africa and focused on
the effects or outcomes of the selected four major measurement metrics, namely:
social impact, innovativeness, replicability and sustainability — for the fund managers.
These measurement metrics were evaluated to ascertain if they would result in

organisational performance/growth.
Design, methodology and approach

This is a survey based empirical study with 159 respondents who are players in the
impact investing industries. A descriptive quantitative method was used to address
the proposed relationships between measuring metrics and growth of the
organisations. The instrument was checked for validity and for reliability: the
variables were operationalised and measured against multi-dimensional scales.
Analyses for the proposed relationships were measured using multiple regression

and correlation analysis.
Findings

Results showed that impact organisations tend to grow more when they are
transparent and accountable for their endeavours. Investors will increase funding to
the fund managers who show in their reports how their objectives have been
achieved. The study selected only four measurement metrics and tested how they

affect growth of an organisation through increased funding. The results show that



two metrics (social impact and sustainability) had a positive relationship with the
growth of the organisation, meaning that the more the organisations report on the
impact they are making in communities and the more they show how self-sustainable
they are, the more the organisations showed signs of growth. The results also
showed that when social organisations are innovative, they are able to replicate their

projects into more communities.
Research limitations and implications

Main implications of this research are that fund managers will source more funds to
grow their initiatives if they show transparency and accountability. If they report on
how much social impact they are causing, how their initiatives have been innovative,
how replicable they are and how self-sustaining the initiatives are, then impact

investors will consider increasing their funding, resulting in growth.
Contribution of study

Impact investing industry is still new and requires more research to be conducted,
especially in the South African context. Previous research has concentrated on
definitions and on how to measure impact but not many have zoomed into the
measurement metrics and analysed what they mean to the fund managers as well as

to the investors. This research was conducted in order to cover that research gap.
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1 REASON FOR RESEARCHING IMPACT INVESTMENT

1.1 Introduction

The last 15 years have observed a rise of literature on impact investing. However,
this line of research has not adequately considered the phenomenon from the
perspective of evaluating the measurement metrics that are used in the impact

investing field to evaluate performance.

David Cameron (2012), in the report by the Alternative Commission on social
investment, said that social Investors, are going to challenge the NGOs and fund
managers to substantiate their business models, and seek investments for
expansion into bigger markets. He also said that this will be a self-sustaining,
independent market that will help build the bigger society (The Alternative
Commission on Social Investment, 2015). David Cameron was referring to the
emerging concept of social investing, called Impact investing. This type of investing
might be similar to Social Responsible Investing (SRI) but they differ in that SRI
relates to a set of positive or negative screening, usually to a group of publicly listed
securities. SRI does not invest in companies that are believed to be doing ‘harm’ to
the society for example they would not invest in alcohol, tobacco nor porn industries.
Impact investing is all about investing in where there is social impact and also where
managers and investors must track and measure their social and environmental

performance (Trilling Global, 2015).

The objective of this study is to evaluate the impact of different measurement metrics
used by fund managers in the South African context, to investigate if these cause
growth of the organisation. Whereas the financial sector has played a bigger role in
the evaluation of impact investing, in measuring cost effectiveness and cost benefit
analysis, this research looks at other measurement metrics for impact investing that
are non-financial. It looks at the effectiveness of the measurement outcomes to the

organisation through the four metrics, namely social impact, innovativeness,



replicability and sustainability. Measuring impact is important considering that impact
investors are looking to invest in people who can create social change (Urban,
2015).

Impact measurement is very important in this field as it demonstrates the impact
being caused by impact investments. It also brings about value creation to all
stakeholders, helps mobilise more capital, increases transparency and accountability

for the impact delivered (Social Impact Investment Taskforce, 2014).

1.2 The paradigm of Impact Investing

Since its formation in 2007, Impact Investing industry has been growing in
recognition, prominence and size (J.P Morgan, 2015). There have been much
research and discussions on the definitions, terminology used and also on the
measurement of the social impact, but very little on the effects of the results or
outcomes of the measurements. This research analysed four common types of
measurement outcomes for impact measurement designed to assist investors and
fund managers in decision making on investments as well as the impact that their

activities are causing. The metrics are:

Social impact,

Innovativeness of solution,

Replicability and

Sustainability.

In this research we deliberated on these different measurement metrics and
evaluated which tool causes growth of the organisation. The research concentrated
on Fund Managers, how they measure their operations and how their initiatives are
causing social impact. It investigated the measurement outcomes to find out which
one makes the organisation ‘look good’ in the face of investors. After reporting on the
outcomes of their operations, what does the organisation benefit? And what do

investors look for when they are choosing which organisation to invest more in?
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In order to define Impact investing well and to build up the context of this research,
we will start explaining from the traditional Philanthropy, how they evolved to
nonprofit organisations, to social enterprises and then eventually Impact investing

players.

1.3 Traditional Philanthropy

Philanthropic giving may be described as to some degree, paradoxical. This is
because the standard hypothesis of economic behavior and self-interest, is not
uninhibited, it may be thought that any level of philanthropic giving is jarring
(Bernheim, 1985). The simplest models of philanthropy usually begin with the
assumption that households do not only care about their own egotism but also about
the well-being of other, less fortunate, households (Becker, 1974). Studies that try to
understand why people give or donate are supported by the assumption that they do
so out of ‘philanthropy’ or selflessness. Other scholars say that it is because they get
satisfaction from seeing social problems being solved (Harbaugh, 1998). Many of the
charitable giving was not just pure altruism, but anthropologists have used their
giving to boost their social status, with terms like ‘recognition of donors’ being
prevalent, (Harbaugh, 1998). He also concluded that a donor is not worried whether
his donation is utilized for the good or not, provided he finds his social status
enriched by giving it away. Other reasons why people give is because there are
benefits that are associated with being a donor. Being referred to as a donor brings
more income and business opportunities (Harbaugh, 1998). Some scholars have
tried to separate the types of giving by labeling the one ‘donor’ and the other
‘charity’. It is all the same type of giving that, for the purpose of this research we
have labelled philanthropy. Most people feel compelled to donate to charity but only
a few have figured out how to do it well (Kramer, 2002). Philanthropy has been on
the decline and companies have started using it as form of public relations and
advertisement (Kramer, 2002). This gave birth to the emergence of social

organisations (nonprofit and for profit).



1.4 Social Organisations

Individuals who are socially conscious have come up with advanced and innovative
business prototypes that seek to address social problems that the government and
other institutions have neglected. Social organisations and social entrepreneurs
make major impact on their societies by adopting their social enterprise solutions to
many social problems (Zahra, S. A., Gedajlovic, E., Neubaum, D. O., & Shulman, J.
M., 2009). Social entrepreneurship (SE) is a phenomenon that has puzzled many
researchers and policy makers. This term (Social entrepreneurship) can be drawn
back to 1997 in the publication called The Rise of the Social Entrepreneur
(Leadbeater, 1997). Before this publication, some of the undertakings under the
preface of social entrepreneurship were either dubbed ‘community development’ or
those in ‘social purpose organisations’. A social entrepreneur is thus described as a
legal person who is involved in the practice of entrepreneurship that involves a
section of the society with an altruistic aim, whose benefits accrue to that society
(Tan, 2005). SE is an innovative idea whose objective is to have a social impact in
either for-profit sector or incorporate social entrepreneurship. It cannot be defined by
legal form, because there are many vehicles that it can be driven by e.g. non-profit,
business, or government sectors. Differences between these types of organisations
exist in mission, resource mobilisation, and performance measurement. To survive
traditionally, social enterprises required grant-aid or charity donations, now they are
expected to be sustainable through the introduction of commercial activities (Chell,
2007). This new philosophy then suggests that we can position social enterprises
along a spectrum from the purely philanthropic to the purely commercial (Dess,
1984). An alternative model then splits up the outcomes to non-profit, social benefits,
and wealth that is reused or reinvested into the business for sustainability (Chell,
2007).

According to Urban (2008), South Africa, like the rest of the world has many
opportunities for social entrepreneurship because government initiatives do not

satisfy all social ills. There are many social challenges in South Africa in the areas of
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housing, education, HIV and Aids, unemployment and poverty, and social
entrepreneurs then become agencies of change through their initiatives (Rigwena,
2010).

From philanthropy, charitable giving, and nonprofit organisations to social
enterprises — we can now move onto impact investing which is a new phenomenon

into which the organisations described above are now moving.

1.5 Impact Investing

Social Investors, those who were traditionally known as the philanthropic and public
funding social entrepreneurs, those who provided grants for non-profit organisations
and social enterprises — were getting dispirited with the sustainability and long term
impact of their investments. In 2007, at a meeting organised by the Rockefeller
foundation at the Bellagio Centre in Italy, traditional philanthropists and leaders in
social entrepreneurship came up with a term ‘Impact Investing’ (Partridge, 2013).
This term was to describe the type of investing that can be summarised by the term
‘investing with a purpose’. It is a way of investing using traditional debt and equity
instruments, but with a specific objective of achieving social, environmental,
economic and financial return: This marked the birth of the Impact investing industry.
(Trilling Global, 2015).

Impact investing concept did not originate at the Rockefeller conference in 2007; it
dates back to the 1960s, when government funded organisations like the
International Finance Corporation (IFC) and the Overseas Private Investment
Corporation (OPIC) had been using private equity and debt investments in
developing countries and getting a return on investment that was sometimes as high
as 18% (Trilling Global, 2015). Before the Bellagio meeting in 2007, the term ‘Impact
Investing’ was not used for these investments, they were classified as normal

investments.



According to the Global Impact Investing Network (GIIN), Impact investments are
funds that are given to social entrepreneurs with the intention of generating social,
environmental and financial return. It occurs across different asset classes, financial
products including private equity, venture capital and debt (Greene, 2014). Jackson
(2013) described it as mobilisation of capital for investments, with the intention to

generate positive social impact beyond financial return.

Impact investing provides an opportunity to invest capital in order to create an impact
on society, coupled with a financial return. There are four major players in the Impact
Investing field, namely Fund owners or investors, Fund managers, communities or
beneficiaries and the service providers who usually assist fund managers and
communities by providing services to them (Jackson, 2013). Investors measure and
consider investment options across asset classes, whilst fund managers monitor and

evaluate their operations.

Impact measurement is vital to the field of Impact investing and it is also vital for
growth. In order to legitimise the industry, we need to measure and quantify the
social impact that these investments are having. Effective impact measurement
brings about value for all players in Impact investing, mobilizes capital and brings

about transparency and accountability (Social Impact Investment Taskforce, 2014).

The objective of this research is to analyse and discuss different measurement
metrics for Impact investing. There are a number of measurement tools that are used

to measure different sectors of impact investing for example:

e SROI - which calculates the social return on investment
e IFC - which measures the financial impact and return
e BACO - which quantifies investments’ social value and compares it to

other opportunities
e IRIS - provides specific metrics for a number of different sectors
(Stubert, 2013)



e GEMI - identifies social and environmental performance indicators to
measure and prioritise issues for management response
e MDC - guantifies number of people being affected in ways relating to

Millennium Development goals.

This research looked at the four measurement metrics, namely, social impact,
innovativeness, replicability and sustainability - regardless of which tool that the
company uses to measure impact. Objective was to establish which metric is most
valued by the investors and that would make them invest more capital and make the
organisation grow. Measuring impact is important considering that impact investors

are looking to invest in people who can create social change (Urban, 2015).

Although there has been research on social entrepreneurship, not many of them
have concentrated on impact measurement (Urban, 2015). In the impact
measurement terminology, the use of the term double or triple bottom line is
prevalent. This means that the investments have financial, social and environmental
impact. We also know that what gets measured gets managed (Wbcsd social capital,
2013), so fund managers need to manage funds well, for them to secure more funds.
Companies are interested in measuring impact because it improves the business
enabling environment, strengthens value chains and fuels products and service
innovation (Wbcsd social capital, 2013), and on the other hand, It is very difficult to
measure impact (Cook, 2013)

The research concentrated on key impact investing concepts, definitions and impact
measurement. An analysis was done on the four measurement metrics used by fund
managers. We measured the effectiveness/ impact of each metric on the growth of
the organisation. We also measured if any of these metrics correlate or if there are
any covariance between the different metrics. This research only concentrated on
fund managers because the concept of impact investing was established by
international players and is still dominated by them; most African players are simply



managing the funds as opposed to owning the funds, so there are more fund

managers in South Africa than fund owners.

1.6 The problem and research question

A sociologist, William Bruce Cameron (2013, p. 15), once said that ‘not everything
that can be counted, counts: and not everything that counts can be counted. Social
impact has been known to be very difficult to quantify: It cannot be counted and yet it
counts in people’s lives. The main problem with impact organisations is that they
cannot quantify their impact and yet their work counts in a lot of communities.
According to Blaxter, L., Hughes, C. and Tight, M. (2003, p196) and Creswell (2009),
defining a research problem is a fundamental step in the research process, and this
section defines the research problem. The impact investing industry has grown over
past years since inception, with definitions, policies and standards being developed
and adopted. However, a common global standard for measuring social impact
remains elusive. The industry still lacks consistency and transparency on how fund
owners define, compare, measure and report on social impact. Example is that one
organisation might include part time jobs when measuring job creation whilst another
will only include full time jobs (Stubert, 2013).

Gray (2001) explained that social organisations are answerable to societies and, as
such, they must seek to drive accountability in the sense of responsibility. Barman
(2007) explained that SEs need to report on three areas, namely, financial, social
effectiveness and institutional legitimacy. He also added that financial reporting and
profitability should not be the number one priority for an SE but social effectiveness
should take priority although all three of these reporting areas are interdependent.
Although social effectiveness and social impact are difficult to quantify and measure,
they still remain the fundamental part on which to report (Summers, 1987). This
research sought to analyse the measurement metrics that are used by fund

managers to measure their impact.

Does the organisation show signs of growth or does it derive any benefits that bring
growth, when they disclose how much impact their initiatives are having on the
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communities? Transparency has always been an issue with social organisations,
and most investors have been frustrated by this culture of non-transparency, hence
the emergences of impact investing practice. This research tried to prove that
transparency and reporting on the measurement metrics such as social impact,
innovativeness, sustainability and replication, does in fact cause growth of the
organisation. According to Kanter (1998), measuring growth is often difficult due to
lack of historical information and accessibility because there is a lack of information
on performance measurement in the social entrepreneurship field. Measuring social
impact is also very difficult and time consuming which is why many social

organisations do not indulge in doing so.

The research question can be summary as follows: After fund managers measure
and report on the outcomes of their endeavours, does any measurement outcome
bring growth to their organisations by securing them more capital from the investors?
The measurement outcomes being analysed would be social impact, innovativeness,

sustainability and replicability.

1.6.1 Main objective

Evaluation of measurement metrics to determine which one causes growth of the

organisation and will lead to its growth.

1.6.2 Sub-objective

In the earlier section, the main objective was formulated: To evaluate measurement
metrics in pursuit of determining which one causes growth of the organisation and

will lead to its growth. The following sub objective is therefore envisaged from this:

After evaluation of its initiative and reporting on social impact, on innovativeness, on
sustainability and on replicability: what benefit does the organisation derive in terms
of growth? Do any of these metrics cause growth of the organisation? The research
analysed if any of these metrics brought or caused growth of the reporting

organisation.



1.7 Significance of the study

This study contributes to the body of research being conducted on impact investing
and social entrepreneurship. The industry is still new and requires more research to
be conducted, especially in the South African context. Previous research has
concentrated on definitions and on how to measure impact but not many have
zoomed into the measurement metrics and analysed what they mean to the fund
managers as well as to the investors, and so this research intents to cover that gap.
This research tests the proposed relationships between the measurement metrics
and growth of the enterprise: However, not much research has been done to prove

these relationships empirically.

Social entrepreneurship, let alone Impact investing, in South Africa has not been
researched adequately. This type of research has particular significance for South
Africa because the country is faced with many challenges especially that of equality,
unemployment and poverty (Hall, 2008), despite of the fact that it has been almost
two decades since democracy. Housing, food security, health care and education,
are supposed to be basic constitutional rights and yet they are still not accessed by
all. Against this background, the country would benefit from initiatives that address
these social needs and social entrepreneurs could be regarded as agents of this
transformation because their projects try to address these inequalities (Hall, 2008).
Social entrepreneurship in South Africa has unequivocal application, since
government policies and projects have failed to eradicate poverty and there are
many challenges to nonprofit accountability (Urban, 2008). Furthermore, conducting
this kind of research not only benefits the social organisations and communities that

these organisations serve, but also government institutions.

In the Western world, Impact Investing and Social entrepreneurship are gaining a
strong footing (Nicholls, 2009). A lot of research has been done in western countries
and Impact investment is at an advanced stage in terms of definitions, policies, even
measuring and reporting standards. However, in South Africa, still more work needs

to done and more players, both academic and corporate, need to be involved.
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1.8 Delimitations of the study

Impact investing is still a nascent field of both study and practice. Therefore,
literature on this field is very limited, especially literature on measurement outcomes
and what value they bring to the reporting organisation. Very few articles speak of
fund managers in the impact investing spheres. This was a significant delimitation as
we did not have enough literature to formulate hypotheses but we proposed the

aforesaid relationships.

There are also very few players in this industry. Some of them are part of the
industry but they do not recognise themselves as such. Our population and sample
was affected as it is very difficult to identify the individual fund managers, that is why
we approached the South African Impact Investment Network of South Africa for a
list of their members. Impact investment players who are not part of the SAIIN did
not take part in this research.

1.9 Defining the terms used in this study

The following terms are used in this research and the meanings are explained as

below:

Metric: - A defined unit of measurement outcome: a system or standard of
measurement (Social Impact Investment Taskforce, 2014). For this research
purposes, the metrics that are discussed are social impact, innovativeness,

replicability and sustainability.

Impact: - Goal-level changes in the lives of the people which the organisation
targets e.g. changes in educational attainment or health status (Wbcsd social capital,
2013). It can also be described as the reflection of the outcomes measurement

(Social Impact Investment Taskforce, 2014)

Fund Managers - Individuals or organisations that deploy and manage funds that

were invested by investors.
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Impact Investor - Individuals or organisations that actually own and provide the

funds.

Sustainable Investing — these are investments that seek to generate a social,
environmental and financial return. Examples are stocks, publicly traded funds,
bonds with a social, environmental and governance issues. These investments are
found in private enterprises working on social problems like poverty, renewable

energy, education, housing and water (Gateways to Impact, 2012).

1.10 Assumptions

Our respondents were employees of organisations that are involved in the impact
investing industry. The assumption here was that these employees are conversant
with the day to day running of the organisations, especially the reporting metrics and

standards that their organisation used.

Another assumption or generalisation is that our sample was representative of the
whole country. My aim was to gather data from impact organisations from all regions

and provinces of South Africa, although not all regions were well represented.
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2 LITERATURE REVIEW

2.1 Background

Social enterprises are organisations whose activities are for the benefit of the
community, rather than for the owners of the company (Nicholls, 2010). The number
of social entrepreneurs has risen globally over the past years (Nicholls, 2009). In the
United Kingdom, these organisations are playing a key role in the welfare and
environmental policy innovation (Nicholls, 2009). They make significant and different
contributions to their societies by implementing business models that seek to solve
social ills (Zahra et. al, 2009).

At a world economic forum, Bill Gates said that there are two great forces of human
nature, namely self-interest and a heart for others. These two forces have previously
been considered incompatible (Partridge, 2013), however, Impact investing is a
combination of the two. It is one of the creative and growing industries in the area of
innovative development finance, combined with the social and environmental aspect.
Over the past years, the industry has developed networks, standards, policies and
measurement standards that have always been abstract (Jackson, 2013). But how is
impact investing measured and evaluated? From the outcomes of the measurement,
what do the fund managers or the investors derive? These are some of the

guestions that this research clarifies.

2.2 Introduction

This chapter lays the foundation for the research by discussing the theory of impact
investing, the measurement metrics and organisational growth. Since Impact
investing is a nascent study, empirical evidence and literature is still limited. Because
of lack literature, in this chapter, we are not able to formulate a hypothesis, but rather
propositions. The Gateways to impact report (2012) mentioned that players in this
industry lack understanding of this market, and are not equipped to provide advice

on sustainable investments.
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From the previous chapter, we can derive that Investors are driven to sustainable
investing for many different reasons (Freedman, 2015); impact investors are
concerned about the environment, social aspects of the communities as well as
sustainability and growth of their funds. There are many challenges in the world e.g.
poverty, social unrest, climate change and environmental degradation: companies
are the ones with resources and capabilities of providing solutions to these problems
(Wbcsd social capital, 2013). It is government’s duty to eradicate poverty and
inequalities in communities, but we all know that most governments are rigid and

ineffective.

Measuring impact can assist social organisations to prove to communities, donors,
civil society and government that their activities are benefiting the communities in
which they operate (Wbcsd social capital, 2013). Measuring impact also helps social
enterprises to evaluate their needs, aspirations, resources and incentives for their
customers, so that they develop new products and services and improve on their
operations (Wbcsd social capital, 2013). Literature reviews that research which
measures performance must show a conceptual framework to define performance
and it should identify accurate and available measurement tools (Dess, 1984).
Koljatic and Silva (2010) also noted that the concept of social entrepreneurship is
evolving and hence there is a need to develop effective tools to measure and assess
impact. A common global standard for measuring social impact remains elusive and
there is still lack of consistency and transparency in how impact is defined, evaluated
and reported (Stubert, 2013).

2.3 Definition of research topic

In order for the world to solve social problems, we need global capital pools to
respond (Social Impact Investment Taskforce, 2014). These capital pools need to
be managed well so that we can expect a return on financial, natural and social

capital in a balanced way (Wbcsd social capital, 2013).

Impact Investors are those who propose and implement private debt deals, those

who avail loans, guarantees and other debt instruments as well as equity and quasi-
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equity, to fund managers and organisations whose aim is to support the
disadvantaged with affordable products, jobs, income, and services, such as food,
health care, housing, education, energy and environmental protection (Jackson,
2013). They are also called the socially motivated (Born, 2013). Fund Managers are
organisations that deploy and manage the funds: example are micro finance
organisations in developing countries and affordable housing schemes in developed

countries (Jackson, 2013).

The central question of this research is on the benefits or lack thereof, derived from
measuring the operations of a social organisation through different metrics/
outcomes. The main implications are that measuring and reporting on certain metrics
brings growth or more funding to the fund managers. Measurement of social
activities is of utmost importance because it provides a framework for understanding
the full potential of the impact investment industry, it also brings a well-developed set
of data collection and analysis methods and it reminds all actors in the impact
investing industry that what matters most is the extent to which the lives of societies

are being affected by these investments (Jackson, 2013).

2.3.1 Emergence of Impact Investing

Impact investors are individuals with opposable minds: part profit-oriented and part
purpose-oriented. These investors have started organisations that look a little like a
business, or like a social-service provider and a little like charity or more of mixture of
all three. Social investment is not a new concept, it dates back to the 1960s when
government funded organisations like the International Finance Corporation (IFC)
and the Overseas Private Investment Corporation (OPIC) started using private equity
and debt investments in developing countries and getting a return on investment
(Trilling Global, 2015). In 2007, at a Rockefeller foundation meeting (Bellagio Centre
in Italy), social investors gave birth to the term ‘Impact Investing’ (Partidge, 2013).
This term was to describe the type of investing that can be summarised by the term
‘investing with a purpose’. According to Harji et al, (2014), this is the practice of

investing for financial returns whilst creating measurable social and environmental
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impact. New impact funds are being born, some in a low-interest-rate era but can still
offer comparative returns. Social stock exchanges are being born worldwide. This
kind of investing is becoming more and more common and is practiced in almost all
continents like Africa, Asia, Eastern Europe, Latin America and Middle East. It has
also been applauded as an emerging asset class in the same category as venture

capital and private equity (Partridge, 2013).

Although Impact investing has been rising in recognition in the past years, it has yet
to become standard practice for banks and other investment practitioners (Lufuno R.,
Horne, R. & Urban, B. (2015). These investments are not substitutes to vital grants
and donations, but they tap into larger pools of pensions, endowments and
commercial capital that can complement and augment those grants (Born, 2013). It
will not replace governments or be a panacea, but it is one of a number of new tools
to address social problems. In as much as impact investing addresses problems
whilst proving their financial return, the industry still faces a lot of its own problems.
Ongoing procedures and solutions are being worked on to address some of these
problems. Examples of the problems are as follows:-

e Rating and measuring procedures for social and environmental impact are
very expensive

e There is insufficient infrastructure necessary for efficient investing

e Most investment projects are exposed to high risk

e Some problems do not have an element of financial return, so Impact
investing will not apply

e There are no clear definitions for impact investing, and no clear distinguishing

this from other types of investment

Achieving a social impact alongside a market rate financial return is possible but not
as easy as it sounds. Social and environmental problems can be addressed by
private companies, government aid and by philanthropy. Most investors are now

seeking to do good socially, whilst doing well financially (Born, 2013). This talk of
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achieving both social impact and financial returns, has been questioned about how
realistic it is. The question is, when and how does impact inesting have a real impact
on social, envirnmental and financial situations. Well, according to Paul Brest and
Kelly Born (2013), an investment is considered to have an impact only if it increases
in numbers and in quality of the enterprise’s social outcomes, above what would
have occurred. Economists have argued that a social investor cannot increase the
output of an enterprise by simply buying stock on the public market. Nevertheless,
impact investing is not largely done in public stock markets but where there are
market frictions or market impefections. The social impact of the investment or rather
of the investor solely depends on the success of the entreprise in which they
invested. There are many different types of impact that an enterprise can have but
there are two main ones that are fundamental. Product impact: these are goods and
services produced by the enterprise. Examples of these goods and services include,
clean water, sanitation, malaria safety nets, medication, etc. The other type of imapct
is the Operational impact which is the management practices of the enterprise on its
employees’ health and economic security, as well as its effect on jobs and the well
being of the communities in which it operates. In impact investing literature, there are
terms like ‘outputs and outcomes’. The two are very different in that ‘outputs’ are
products and services produced by an enterprise and ‘outcomes’ will then be the

effect of the outputs in improving communities (Born, 2013).

Brest and Born (2013) reiterated that there other types of impact investors namely,
concessionary investors and non-concessionary investors. Concessionary investors
are those who makes a financial sacrifice, those who take greater risks and lower
returns to achieve their social goals. This appears like a thin line between
concessionary investors and philanthropy, although they explain that there are lower
returns on both. Some of the investments that concessionary investors made include
financially supporting early stage — startups through microfinances and capital
injections. They also subsidise some ongoing enterprises that need financial support.
Because an invetstment is concessionary in nature does not guarantee that it will
create a positive social impact, because some inefficient enterprises hide under

subsidies and will continue to survive. ldeally, enterprises that are subsidised by
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concessionary investors, should eventually grow and become self sustainable and

be able to achieve market returns.

Non-concessionary investors are those who will not sacrifice their financial returns.
These also form part of the double bottom line impact investors — who seek to make
financial, social and environmental impact. The impact for concessionary investors
discussed above is easy to measure because they forefeit some returns on their
investments. However with non-concessionary investors, it is not that easy to see
when and how they make their impact, hence the measurement metrics that are
used to measure impact. Non-concessionary impact investors will cause an impact in
imperfect conditions, like in social and environmental niche markets and also in

areas where fund managers have experience and expertise (Born, 2013).

Impact investors do not only invest financially, they can also make non-financial
investments, that will assist to achieve the social, environmental and financial
returns. This can be achieved through many ways like: improving the enabling
environment for socal enterprises e.g. regulatory and political environments. They
can also assist with identifying of investment opportunities, they can assist with
technical and govenance issues, they can assist with building strategic relationships.
Another contribution they can do is to protect the enterprise’s social mission. A report
by the Rockefeller Foundation and J.P Morgan projected that impact investing could

see new capital inflows of up to 1 trillion dollars by 2020 (Stubert, 2013).

Impact investing has been growing over the years and some of the causes of this
growth are the changes and developments that have happening all over the world.
Examples are the infirmity of capitalism after the 2008/2009 financal crunch and the
growing gap of inequalities within our socities (Jackson, 2013). Impact investing has
grown throughout the years and has spread into many countries. Examples of
significant impact investing projects in Africa include Mobile Banking in Uganda,
owned by MAP International. Their objective is to bring banking to all citizens in a
country where only 5% of the population has bank accounts (Map International,

2009). Another example is the 35 Megawatt power plant being built by John McCall
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MacBain from Canada. The plant will be using a renewable, carbon-neutral fuel
source, wood chips from nonproducing and low carbon-sequestering rubber trees
(John McCall MacBain, 2008). Deutsche Bank, Ashoka and International Agency for
the Prevention of Blindness (IAPB) has availed US20 million dollars towards eye
care hospitals in developing countries (www.eyefund.info). In South Africa, the Open
Society Institute (OSI), noted there is a lack of affordable housing and provided a
four year US5 million dollars investment as a loan facility for small and medium
private construction companies. OIPC also availed US15 million dollars towards the
same cause. In India, Waterhealth International (WHI) has an innovative, cost
effective franchise model that provides clean, safe and affordable water. There are
many big players in this industry and to name but a few, The Acumen fund,
Rockefeller foundation, Endeavour, FUNDES, Global environment fund, Google.org,
JP Morgan, etc.

There is the Global Impact Investment Network (GIIN); the largest impact investment
association, with about 40 members, who all come from different industries and
asset classes (www.thegiin.org). Some are from charitable organisations, example
being Bill and Melinda Gates Foundation, some are from financial institutions, for
example JP Morgan, some are microfinance organisations e.g. ACCION and some
are commercial impact investors like Sarona. There are also banks involved in
impact investing like Royal Bank of Canada. In summary, 20 members of GIIN
conduct impact investing for profit, creating both social and financial impact, 14 are
involved in poverty reduction, and 4 provide access to finance to underprivileged
bottom of the pyramid people (Weber, 2012). The aim and objectives of this network
is to increase the effectiveness of impact investing: resulting in social and

environmental challenges being solved whilst profits are being made (Weber, 2012).

Not much study has been done on impact investing in emerging economies,
particularly looking at the bigger institutions like banks and other financial institutions.
Avery (2012) noted that banks are the most dominant in the financial sector of many
developing countries and therefore play a larger role in creating social impact. Harji

et al (2014) then added that the supply and demand side of the capital market is

19


http://www.thegiin.org/

serviced by these banks, so banks will surely revolutionise the impact investing

industry.

2.3.2 Definition of Impact Investing

Part of this research unpacks what Impact investing is all about, defines,
contextualises it, identifies players and explains how impact investment is different to

other social investments.

The main aim for Impact investments is to solve social and environmental problems
and generate financial returns for investors. Monitor Institute (2009) described
Impact investing as making investments that produce social and environmental value
as well as financial return. It is the use of for-profit investment to address social and
environmental problems. It can be described as a strategy to align the power of
private funds to the social, environmental and financial developmental needs of a
particular society (Barby, C., Barley, D., Dewan, N. & Osibo, P., 2014). All definitions
of Impact investments have in common the achievement of societal and
environmental changes through capital investments. These investments maximise
both social and financial return, which is the concept of blended return or the shared
value proposition (Kramer, 2002). This is an innovative mechanism within
development finance with an intention to create positive social impacts that are
beyond financial returns, improving the quality of lives within societies (Lufuno et al,
2015). Hochstadter and Scheck (2014) noted that this is similar to social investment,

hence some call it social impact investment.

When it comes to equating risk and returns to form a proficient portfolio, it will be
rather strange for people to look at investments that are not driven by those two. But
this is what impact investing is all about, where investors put risk and return together
and include a detailed measurement of their social impact (Howard, 2013). Investors
of all sizes and industries are moving towards impact investing. Nicholls (2014)

noted that pursuance of financial worth without reference to social impact is
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becoming increasingly difficult. This is a new type of investing that is emerging that
creates and protects value of both society and for investors (Howard, 2013). Impact
investors do not have much impact in the market-rate opportunities because players
in that field have more than enough capital. Brest and Born (2013) defined this type
of investing as when an investor seeks to produce beneficial social outcomes that
would not occur had it not been for his investment into a social enterprise: this is
referred to as ‘additionally’. They went on to say that it is an act of putting capital into
companies that generate social goods and services e.g. jobs and housing — with an
expected financial return which can be as high as market rates.

Impact investment has been termed ‘investing with purpose’ because of its pursuit
for positive social change that is not through philanthropy. It is all about making
profit-seeking investments, through traditional debt and equity instruments,
supporting companies that seek to change communities for the better. Within this
industry, there are different types of investors seeking different opportunities and
desired impact and financial returns (Trilling Global, 2015). It is also referred to as
‘Impact first’ investments, implying that the primary goal of the investment is to solve
a particular social problem, whilst sacrificing some level of financial return in the
process of achieving the primary objective. Impact first investors are different from
the rest because they support sustainable and not so profitable businesses that
cannot provide market related returns, because of the nature of impact that is being
created (Howard, 2013). On the other hand, some players in this industry engage in
‘Financial first’ or ‘Thematic’ impact investing. This means that they employ the
traditional investment strategies but with a strong social and environmental impact.
These ‘Financial first’ investors believe that generating returns over a long term will
ensure sustainability and scalability and then a larger society will be positively
impacted (Trilling Global, 2015). The Impact Investment industry is on a growing
path, the investors, investees and fund managers all welcome the growth trend of
this industry. This type of investing is about productive entrepreneurship that brings
about positive social change to the communities, whilst on the other extreme side
lays the unproductive and destructive entrepreneurship that seeks economic wealth

only (Urban, 2015). Although it targets the poor members of the societies, though
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who were previously disadvantaged, it also contributes to the economic growth of the

whole nation (International Institute for Sustainable Development, 2013).

Impact Investing differs from Social Responsibility investing (SRI), although SRI also
involves businesses and societies like impact investing (Urban, 2015). Ojala (1994)
earlier mentioned that SRI involves complying with the law, setting moral standards
and charity giving. Urban (2015) proposed that investments should serve people and
the environment, meaning that investments should only be made based on a proper
evaluation and should be done in ethically and economically acceptable enterprises
that work to serve societies and the environment. Social problems need more capital
than what SRI alone can provide (Hochstadter, 2014). In response to these
challenges, Impact investment, tries to address social problems whilst generating
financial returns. They explained the difference between SRI and impact investing by
summarising that SRI seeks more of corporate governance whilst impact investing
tries to solve social and environmental ills. Combs (2014) then added that SRI
strategies can also be incorporated into impact investing strategies. Impact Investing
is different from socially responsible investing (SRI). One of the major differences is
that SRI does not invest in all companies; they screen out companies that are
publicly listed as doing harm to the society. Examples of these companies are
alcohol producers, tobacco manufacturers, firearms makers, war machinery
manufacturers. SRI screens out and avoids dealing with companies like these listed
above, however, this does not imply that Impact investment supports companies that
cause harm to the society. It goes beyond screening and they seek to invest where

an opportunity for social, environmental and financial impact is to be found.
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Table 2: Overview of the Impact Investing definition

Its an Investment

Its across a broad
range

With a focus on
positive impact

Across
Organisational forms

Source: Greene (2014, p. 5).

e there is an expected rate of return on
investment (or an impact alpha)

* All asset classes
* many different sectors
* All geographies

* main focus is to create a social, environmental,
economical and financial - positive impact

* Unlike Socially Responsible Investing, Impact investing
does not filter out sectors to invest - as long as there
is a positive impact

* Impact invetsing organisations and funds are for profit
enterprises with a return on investment such as a loan
repayments or shares of revenue.

What is the difference between Impact Investing, donations, charity or philanthropy?

In summary: Impact investing provides an opportunity to invest capital in order to

create an impact on society coupled with a financial return. The graph below adds to

the definition by plotting the position of impact investing with regards to traditional

philanthropy, normal investments and financial returns.

23



Maxlrrjum A
financial
return Traditional
investment
=
=)
E Impact
E investment
2
o
-}
o
j
[v]
=
£
Traditional
No financial philanthropy
return
N
-
No impact Maximum impact

Impact orientation

Figure 1. Impact investment, philanthropy and conventional investment
Source: Emerson (2003, p. 11).

For the purpose of this thesis, we define Impact investing according to the Global
Impact Investing Network (GIIN), who summarised the definition as: funds that are
given to social entrepreneurs with the intention of generating social, environmental
and financial return. It occurs across different asset classes, financial products

including private equity, venture capital and debt (Greene, 2014).

2.4 Impact investing activities

There are four major players in the Impact Investing field, namely, Fund owners or
investors: who fund and interpret the impact created; Fund managers, also known as
the impact creators; communities or beneficiaries, who gain from the endeavors; and
the service providers who usually assist fund managers and communities by
providing services to them (Jackson, 2013). Harji et al (2014) explained that all these
players seek financial as well as social impact. Major players in the Impact

investment industry can be divided into four categories, as indicated in Figure 2:
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Figure 2: Major players in the Impact investment industry

Source: Jackson (2013, p. 98).

Impact investing is a strategy with an objective of generating social and financial
returns that are actively measured. Investors measure and consider investment
options across asset classes, whilst fund managers monitor and evaluate their
operations. Below are some of the key attributes of Impact investing (Trilling Global,
2015):

e Investment with both financial and social impact

e Active measurement of financial return and Positive Impact Value

e Investors seek broad range of Impact outcomes and financial returns
e Very different to Socially Responsible Investing or philanthropy

e Itis afast growing and timely investment approach.
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Impact measurement is vital to the field of Impact investing and it is also vital for
growth. In order to legitimise the industry, we need to measure and quantify the
social impact that these investments are having. Effective impact measurement
brings about value for all players in Impact investing, mobilises capital and brings
about transparency and accountability (Social Impact Investment Taskforce, 2014).

According to Geoff Burnard, CEO of Investing for Good - Impact Investments are
made with the intention to create social, environmental and financial impacts. It is
dominated by debt financing and equity based investments, represents a small
percentage of investments. The ‘intention’ to solve and address social issues is what
differentiates Impact investments from other investments. They are found in
emerging markets as well as developed markets — they also seek market financial
returns as well as sub-market returns. Impact investing is a different form of investing
which does not easily relate within the existing definition of traditional asset class.
This is a different way of investing as the motivations for this strategy are different.
Gavin Francis, founder and director of Worthstone, described it as a form of wealth
deployment where an investor has a unique sort of association with their investment.
The connection is not primarily financial as is with all other forms of investments, but
this is also not philanthropy because the financial return aspect has not disappeared.
Options available within impact investment include debt, equity, guarantees,
deposits, venture capital and social impact bonds and all of these investments
require their returns to be measured. Traditional investing looks at only two aspects,
namely Risk Aversion and Financial Return. On the contrary, Impact investment
adds another twist to it and brings in Social impact, making it three dimensional
(Urban, 2015). Traditional investing concentrates on reducing risks whilst maximising
financial returns and profits. On the three dimensional side of impact investment,
financial returns and positive social impact are of importance but obviously do not

ignore the risk aversion. This is explained better by the graphs below:
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Figure 3: Traditional investing measurement dimension. Source: Urban (2015,
p. 10).
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Figure 4: The three dimensional side brought about from Impact investing
Source: Urban (2015, p. 10).

2.4.1 Locating Impact investments in South Africa

The recent recessions have caused people to start thinking around investment and
socio-economic development. The situation is rather worse in Africa, where foreign
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capital investments have been shrinking. However, these challenges start a new
chapter, where we have to evaluate our own resources to address the needs of our
societies (South African Impact Investing Network (SAIIN), 2009). Like consumers
make choices of what and where to buy — investors in the same light are also making
choices of what and where to invest. This has moved social enterprises to be

innovative and find ways to source more capital.

According to stastistics from the Global Impact Investing Network (GIIN), about 70%
of Impact Investing assets are invested in emerging markets like South Africa where
the education system has serious inequalities, there is a shortage of housing, HIV
and AIDS affects millions, 25% of the working population is unemployed and lastly,

millions live in poverty (Rigwena, 2010).

There has been lots of individual and corporate philanthropy and yet many people
still remain poor (South African Impact Investing Network (SAIIN), 2009)). South
Africa has two extreme classes of citizens, one is the rich and well developed, and
the other is the impoverished and struggling people. The gap between these classes
is said to be growing and is believed to be the worst in the world. A Human Science
Research Council national survey revealed that individual philanthropy in South
Africa tops about R12 billion whilst corporate philanthropy is around 5 billion (SAIIN,
2015). Worthy of mentioning is the Warren Buffet foundation which donated more
than 30 billion rands and the Bill and Melinda that donated more than 100 billion
rands into the South African social spheres (Stubert, 2013). Although investors are
pouring in funds to address social ills, the poor society seem to be getting poorer,
with challenges in the areas of unemployment, education, housing, HIV and AIDS,
food security, to mention but a few (SAIIN, 2015). This is a clear indication that
charitable and corporate giving alone will not be enough to address these
challenges, hence the introduction of Impact investing, which is a hybrid of both
philanthropy and corporate giving, i.e with a social and finacial return. The
government has their hands full with responsibilities so it is only the public sector that
can bail them out through social and sustainable investing. The use of Socially

Responsible Investments (SRI) in South Africa is still shy of international standards.
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Mobilising for even a small increase in the SRI funds’ allocation will have a huge
impact on the societies. The financial sector is very advanced in this country,
indicating the potential and capability of growth in the SRI spend (SAIIN, 2015).
However, the global crisis and the reduction of development assistance will have an
impact on sustainability of social enterprises.

The South African Impact Investing Network (SAIIN) is responsible for seeing the
impact investing industry in South Africa grow. Its main mandate is to raise
awareness about the social investments, to make the industry visible, credible and
grow. They achieve this through research, scouting for SRI opportunities and
engaging in debates. Although the activities and objectives of SAIIN are too many,
some of their activities include playing an advocacy role by raising cognisance of the
impact investing industry and its importance to the societies. They engage in
debates, research, reviews of the challenges, opportunities and solutions to the
challenges. They also look into legalities and regulatory issues in the industry.
Finally, they network players in the industry, provide them with programs and
resources, with the objective of advancing and growing the Impact Investing industry
in South Africa (SAIIN, 2015).

In South Africa, there is a concept called Community Investing which can be
summarised as investing in underserviced, previously disadvantaged and
marginalised communities. This concept is the same as Impact investing and works
the same way (SAIIN, 2015). Community investing involves providing basic banking
to the lower income and impoverished communities, giving loans like microfinance
loans, investing into smaller businesses and allowing them to grow. This can be
summarised as to say they provide financial services to previously disadvantaged
individuals, they provide capital to smaller and growing organisations and they also
provide housing for low income earners. Figure 5 shows these functions of

Community investing in SA.
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Community Banking
Same service as conventional banks but
with products, services and business
processes that aim to serve a different
profile of client— normally the ‘unbankable’
or lower income and poor individuals.

Community Loan Funds . . Community Credit Unions
The use of pooled Community Investing Member-owned financial
investment and loans to for the purpose of co-operatives such as:

provide: community * Savings & credit co-ops
* Guarantee loans development s 'Stokvels’
* Microfinance loans * Savings groups

Community Venture Capital
Patient capital investment in small
businesses that have the opportunity for
rapid growth but also the potential to create
jobs, entrepreneurial capacity & improved
livelihoods in disadvantaged communities.
Also known as ‘Social Venture Capital’

Figure 5: The Community Investing functions in South Africa Source: SAIIN
(2015, p. 7).

The Impact Investment industry is South Africa is still growing in recognition and in
its effectiveness. It has only 67 members since inception, and these members are
organisations that operate within South African borders and they also invest in
communities. They operate across all provinces and across all sectors of the
economy, the biggest sector being Housing and Enterprise Development. These

companies can be Co-operatives, private companies or Section 21 companies.
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Enterprise Development

B Housing
Infrats ucture
Agriculture
Waste Management

B Community Tourism
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B Economic Development
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Figure 6: The sectors that Impact Investing members operate in. Source: SAIIN,
2015, p. 8).

Impact Investment in South Africa has its own challenges that include lack of
leadership and management experience, who are able to design good systems and
procedures to expand their initiatives. Another problem is that there is generally a
lack of organisations that train staff to execute their duties, especially loan officers.
Most organisations resort to in-house training because of this shortage (SAIIN,
2015). Interest rates in the South African financial markets are also high, which result
in a number of people not being able to afford these loans or defaulting on
payments. Other challenges that players in the impact investment industry in SA face
include forever changing regulations, fluctuating high inflation, forever changing and
increasing staff remuneration. These challenges impact on the fund managers as
well as on the Investors. Nonprofit organisations in SA have serious accountability

problems and many NGOs in this country struggle to survive (Gugerty, 2010).

South Africa has a mature and well-regulated financial sector which often seems
sophisticated and has its origin in the British and Dutch financial sectors. This sector
is made up of securities, insurance and banking (Nyoka, 2013). A large proportion of

the CSI spending comes from this sector which plays a more important role in impact
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investing. National Treasury (2011) reported that this sector of the economy is at the
heart of the country’s economy and impacts on everyone’s life through job creation,
sustainable development and infrastructure provision (Maredza, 2013b). Avery
(2012) also pointed out that the banking sector in South Africa is instrumental in
creating an impact investing industry. According to Urban (2015), this financial sector
is best positioned to correct disequilibrium in the market and create solutions that

result in positive social and environmental impact.

2.4.2 Measuring Impact Investing

There is no definitive formulation to a wicked social problem. For any given problem,
a formula can be given for the problem solver to understand and solve the problem —
but the same cannot be said for the wicked social problems, because there are
different problems and different solutions to the problems in the world. A sociologist,
William Bruce Cameron (1963, pl3), once said that ‘not everything that can be
counted, counts: and not everything that counts can be counted. Social impact has
been known to be very difficult to quantify, it cannot be counted and yet it counts in
people’s lives. However, assessing impact is never a cheap exercise, it is very
costly. Although it is a familiar exercise, estimating a forecasted return on investment
is a difficult exercise, but measuring social return is more difficult and complex (Born,
2013).

According to Hopwood (1983), the main tools for performance reporting are
recognised in accounting standards, with a combination of common practice and
regulation that has evolved over the last hundred years. The universal unit of
measurement is financial (Miller, 1994), in the public sector, welfare economics have
been developed to inform public expenditure decision making with quantitative
analysis and performance. Impact measurement has supported a new trend for
public management (Hood, 1991). Tools for measuring impact have improved over
the years, with terms such as impact reporting and investment standards providing
sound performance measures to allow organisations to assess and report on social
performance (GIIN, 2012).
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There are many measurement tools that can be used to measure impact.

Arguments exist over which approach to use (more than 150 tools), which is best

suited for the social venture (Roy, 2012). Many scholars however indicate that SROI

is the most popular one, especially in the UK.

Table 3: Examples of tools that are used to measure impact:

Name of Tool

Value to Business

1 Base of Pyramid

Assessment Framework

Impact

Measurement and understanding of the effects
and different extents of poverty in your target area,

societies and communities.

2 GEMI Metrics Navigator

Identify environmental and social performance
indicators to measure and prioritise issues for

management response

3 Impact Measurement | Identifies relevant socio-economic pointers to
Framework guantify impact in four specific sectors:
agribusiness, power, financial services, and

information and communication technology
4 Impact reporting and | Select standard pointers to use within your all-

investment standards

encompassing impact measurement framework

5 MDG Scan

Quantify the number of people your company is

touching in ways related to the Millennium

Development Goals

6 MDC

Quantifies number of people being affected in

ways relating to Millennium Development Goals.
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7 GEMI identifies social and environmental performance
indicators to  measure and prioritise issues for

management response

8 IRIS provides specific metrics for a number of different
sectors (Stubert, 2013)

9 BACO which quantifies investments’ social value and

compares it to other opportunities

10 |IFC which measures the financial impact and return

11 | SROI which calculates the social return on investment

Source: Whcsd social capital (2013)

In order to fulfil their goal, organisations design management control systems. These
are achieved by means of measurement instruments that are mostly quantitative.
When these controls are implemented on a social organisation, they usually assume
multiple profits (Megali, 2011). Social enterprises are usually answerable to the
community as opposed to shareholders, so for this reason, management controls
seek to drive accountability in the sense of responsibility (Gray, 2001). Barman
(2007) explained that SEs need to report on three areas namely financial, social
effectiveness and institutional legitimacy. Financial reporting and profitability should
not be the number one priority for an SE but social effectiveness should take priority
although all three of these reporting areas are interdependent. Giannessi (1960)
concluded that social organisations prepare management accounts in order to check
their financial accountability and also to measure their endeavors for economic
equilibrium. Financial controls should assess financial efficiency, through reporting

on all aspects of income statements and the financial standing through the balance
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sheet (Megali, 2011). For social organisations to effectively implement control
processes, they should be able to measure data, ex-post and ex-ante e.g. drawing
up projections, budgets and analysis of costs and revenue. Transparency in financial

reporting instills confidence and trust from investors leading to further funds injection.

Apart from the financial reporting discussed above, social enterprises also need to
include non-financial results: the ability to achieve goals by utilising resources in a
responsible manner. Although social effectiveness / impact are difficult to quantify
and measure, they still remain the fundamental part on which to report (Summers,
1987). Social enterprises are created to address social ills within societies and by
measuring and reporting on social effectiveness, they are pursuing their mission and
are meeting community-wide goals (Megali, 2011). SEs should be able to measure
what has been achieved and to what degree the initiative has been able to meet the
demands of the society.

2.4.2.1 Social Return On Investment (SROI)

When talking about measurement of social and environmental impact, it will not be
sufficient to talk about measurement tools and not talk about the Social Return on
Investment rate (SROI). This method is principle based and it measures extra
financial value that financial statements do not reflect. The main objective of this
measurement tool is to evaluate impact on stakeholders, identify and suggest ways
of improving performance and augment performance of investments (thesroinetwork,
2015). The New Economics Foundation in the UK, described SROI as the way of
incorporating social, environmental and economic values into the decision making
process. It shows whether an enterprise is profitable or not by revealing the
economic values of social and environmental endeavours of that enterprise. The
outcome of SROI will, in turn, cause the enterprises to be innovative and contribute
to the positive social change and poverty reduction for all. Most enterprises use it for
planning purposes and for assessing the level of impact caused by their initiatives.
Some may want to think of SROI as the same as Cost benefit analysis but the
difference is that SROI is non-financial. SROI also is presented as a ratio just like the

cost benefit analysis, but is different because the ratio does not compare different
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projects but one initiative and its developments. Stakeholders’ perspective is also

paramount to SROI calculations and considerations (thesroinetwork, 2015).

When calculating SROI, there are certain steps that are followed but these do not
have to be in any chronological order. The boundaries of the initiative or project must
be clearly defined, including the scope, aims and objectives. Boundaries could also
include geographical boundaries and life span in terms of duration of the initiative.
Key actors and stakeholders need to be selected, these are either investors or
investees or fund managers, who will influence the project negatively or positively. A
clear business plan will then be drawn up showing key actors, the objective of the
project (which in many cases will be to reduce poverty (thesroinetwork, 2015). The
business plan also outlines the role, keenness and belief of all the stakeholders. The
next step is to identify costs (inputs) and intended results (outputs) although
sometimes there are unintended results that come out. All the benefits gathered are
converted into monetary values using the different tools available for this. After all
the steps have been done, then the SROI ratio is calculated. This is done by putting
together the inputs, the financials, social and environmental returns to the
investment. Good and solid data must be used for this purpose as well as possible
estimates and attributions. The data used for this purpose is verified as well. SROI
can be included in the normal monitoring and evaluation activities. It promotes
transparency, consistency, collective ownership and commitment (thesroinetwork,
2015).

Like any other measurement tool, there are limitations to SROI, there are areas that
it cannot cover nor satisfy. First limitation is that SROI cannot be monetised,
meaning that there could be some benefits that cannot be expressed in monetary
terms and yet they could be beneficial to stakeholders. It is for this reason that SROI
should not be expressed as a single digit but as a whole social impact framework.
Since Impact investing is about social as well as economic impact, some people tend
to focus more on the monetary aspect and not the social and environmental impact.

Organisations are then encouraged to clearly define its aims and objectives so that
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they cannot be construed. SROI is very expensive to conduct and it requires a lot of

time and resources.

The SROI network was established in 2006 and has over 570 members currently. Its
mandate is to standardise the SROI method and to provide a consistent quantitative
approach to understanding the impact that is caused by projects (thesroinetwork,
2015).

2.4.3 Measurement Metrics

A number of qualitative and quantitative social metrics have evolved within academia
over the past years to measure social impact (Nicholls, 2010). Not all social
organisations are able to report on these metrics; some have taken them to a limited
extent (Brooks, 2009). The value of qualitative social metrics has been known to
achieve social objectives, and yet some argue that such metrics attract limited donor
funding (Nicholls, 2009). Quantitative metrics have also been criticised for imposing
an appropriate consistency onto a complex picture of data of uneven reliability
(Seymour, 2011). Literature has also pointed out that there is a disconnection

between mission, objectives and impact measurement (Seymour, 2011).

Outcomes of associated social ventures are evaluated in terms of social impact,
innovativeness of solution, replicability and sustainability (Urban, 2015). This
research evaluates these four metrics and discusses which one brings more value

and more growth to the fund manager.
The four metrics or measurement outcomes are discussed below:-

a) Social Impact
Impact in this context, is defined depending on the organisation’s goals and the
social problems it seeks to address. As the investment or project progresses, the
definition of impact will become clearer, as new actions and changes happen and as
new data are generated and measured (Social Impact Investment Taskforce, 2014).

The term ‘Social’ is defined and interpreted differently depending on people’s cultural
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backgrounds. Bear in mind that the core objective of social organisations is to create
social value, whilst economic value will be a by-product that enables organisations to

be self-sufficient and sustainable.

Measuring social impact can assist social organisations to prove to communities,
donors, civil society and government that their operations and projects are benefiting
the communities (Wbcsd social capital, 2013). He added that it helps them to
evaluate their needs, aspirations, resources and incentives for their customers so
that they develop new products and services and improve their operations (that is
growth). This research investigates the relationship between social impact and
growth and tests this theory. Yvon Chouinard, founder of Patagonia (2014, p.11),
noted that there is no business that is conducted on a dead planet. This means that
all companies must recognise that they have an obligation to impact the society and
the environment in a positive way. Organisations that have recorded levels of social
impact for the good are usually those that have been able to clearly define and
articulate their social and environmental goals. It means that they will have set their
priorities right and communicated their objectives to their staff members. It is
believed that such organisations have the potential to grow in size and capacity to

impact more societies (Tan, 2005).

One of the ways in which organisations maximise their social impact is by minimising
any direct environmental and social harm. Many companies, especially huge social
organisations, have committed to this cause e.g. in greenhouse gas emissions
reduction, economical water use, healthy watersheds, green buildings, sustainable
living and recycling, to mention just a few. There is an old accounting axiom that
says, what is not measured is not managed, meaning that all social impact issues
and examples mentioned here need to be measured so that organisations can
develop standards, policies and procedures. Many discouraged organisations do not
measure and report on the social impact their businesses are causing. This is
because there are a number of challenges that this industry faces, namely, lack of
data, how expensive it is to calculate social impact, etc. (Wbcsd social capital, 2013).
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The impact of goods and services produced by a social enterprise is called Product
impact. Operational impact then refers to impact of the organisation’s effects on the
social aspects of a community (Greene, 2014). Impact of an organisation’s behaviour
on the society is also referred to as social performance. Environmental performance
refers to its impact on the environment including natural systems like air, water and
land, (Chenhall, 2007).

b) Innovativeness
According to Schumpeter (1934), innovation is the carrying out of new combinations
of existing forces and things. He also added that, what keeps the capitalist engine in
motion — comes from the new consumer goods, the new forms of industrial
organisation that the capitalist enterprise creates. Social innovation concerns human
beings; it is the carrying out of new combinations and of capabilities (Ziegler, 2010);
he also suggested that social innovations, especially those that change people’s
lives, can in principle, gather support and resources from outside, resources in this
regard being more investments from donor that will cause growth of the organisation.
This research proves to what extent the innovativeness of an organisation impacts
on growth of that organisation. Nicholls (2009, p. 13) said that social
entrepreneurship has two major characteristics which are social impact and
innovation. Social innovation is when social organisations develop new ideas and
products to serve new markets and to ensure growth and sustainability of
organisations (Kanter, 1998). Business innovation is market driven whereas social
innovation has human needs as its focus. Social innovation is an interactive process
that brings forth new knowledge and capabilities which in turn, will be used to
generate new business ideas and grow the organisation (Ziegler, 2010). In general,
entrepreneurs are known to be innovative in the way they start and grow their
organizations, but as Schumpeter puts it, this innovation comes in many different
forms; it does not have to be an invention always, but to be creative in every aspect
of their business. They do this because they want their organisations to be

sustainable and to grow (Dees, 1998).
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c) Replicability

Former US president, Bill Clinton was quoted in 1994 saying: Nearly every problem
has been solved by someone, somewhere. The frustration is that we cannot seem to
replicate those solutions anywhere else. Investors and managers of social
organisations are eager to take a solution that has worked to solve a social problem
somewhere, and then scale it up so that it becomes wider (Smith, 2010). Another
way of replicability and scalability is franchising, where an entrepreneur with a small
business or idea could build a big and profitable organisation around that idea by
partnering with other business partners using the same name and brand.

Social organisations replicate their ideas to widen their impact as well as to expand
their business (Smith, 2010). Social entrepreneurs and social investors are eager to
try and replicate a program that has worked in a part of a society and make it work
for the entire society (Smith, 2010). Replicability and innovation usually work hand in
hand meaning that organisations have to come up with innovative solutions for them
to be able replicate solutions that worked somewhere else. This proposition
empirically tests the predictive ability of innovation to lead the organisation to
replicate their solutions. Tracey and Jarvis (2007) noted that replicability forms some
series of alliances where the mother company gets a risk free ticket to growth and
success. There are many methods of replicability or scalability, franchising being the
most common one. Franchising is when another organisation is allowed to operate
using the same brand as the first organisation including the name, logo, mission,
strategies and objectives (Dees, 2004). Branching is another form of replicability
whereby an organisation opens other branches across the country. Affiliation and
dissemination are also other forms of replication where social entrepreneurs are in
association with other organisations (Dees, 2004). All the replicability forms
discussed above are not simple business models but unique and innovative ones.
Lisbert Schorr, a policy expert and author, observed that we need to develop more
effective and innovative solutions to address social problems. Dees (2004) advised
that social entrepreneurs and policy makers need to make more strategic and

systematic ways of how to spread their innovations. This means that not all social
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entrepreneurs can replicate or expand their operations easily. For them to be able to
replicate, they need to be able to define their social innovation first. They must define
and explain why their approach is distinctive, what is needed for their success, what
are the internal and external factors that affect their organisation, and finally, they
should be able to identify areas of improvement or change without affecting the
intended impact (Dees, 2004). Not every innovation is replicable, because some
elements might not work in different locations, contexts, skills and conditions. There
are 5 Rs that social entrepreneurs need to consider before making a decision to
transfer the idea to another place. They must be ready to spread the innovation, and
the project itself must also be ready. Society or the new location must be able to
receive the new innovation and not reject it. The project itself must also be
receptive. There must be enough resources to transfer the project and also for the
new community to be able to accept it. Resources can be in monetary terms, human
resources and the land or space. There are certain risks to be considered in this
regard. Risks will be on the society side and the organisation side, in that the
innovation might not achieve the intended social impact. Lastly, once all is said and
done, they should be able to assess the potential social, financial and environmental
returns (Dees, 2004).

d) Sustainability
Social organisations are moving away from the traditional charitable organisations
that depended on grants and loans that were used to address social problems.
Instead, they are now looking to address underlying problems rather than meeting
the needs: They are looking to empower societies rather than provide charitable
relief; and they are also creating sustainable improvements rather than short term
responses. In short, social enterprises are adopting business-like strategies to
empower societies and increase their chances of lasting or sustainable social impact
(Dees & Anderson, 2003). There is growing evidence that organisations now regard
corporate social responsibility as a trigger for growth and long term survival, (Simms,
2002). According to the United Nations’ Brundtland Commission, sustainability is the
ability to meet today’s needs and not disturb the future generation’s ability to meet

their needs. It is how to make societal and environmental development without

41



disturbing and endangering the living conditions of humans (Sheehan, 2014). Dees
& Anderson, (2003) said that social enterprises are now looking for sustainable
solutions for them to remain relevant. The human race is facing new challenges of
demonstrating mastery, not over nature but ourselves: meaning that organisations
need to show higher levels of sustainability and innovation for them to show higher
levels of performance or output. This empirical study helps to prove this relationship
and adds onto theory on social sustainability. For businesses, sustainability is the
ability to stay as a going concern, through good relations with key stakeholders,
whereas social sustainability has something to do with the public or society’s
interests (Brown, 2006). Organisations are considered sustainable when they
manage well its capitals like human, financial, manufactured and natural capital
within the society from which they operate, when they are adopting business-like
strategies to empower societies and increase their chances of lasting or sustainable
social impact (Dees & Anderson, 2003). Some scholars have also argued that the
issue of social sustainability was an after-thought because initially SRI would report
more on financial and environmental sustainability (Elkington, 2004), although there
is evidence that organisations now regard corporate social responsibility as a trigger
for growth and long term survival (Simms, 2002). Investors are driven to sustainable
investing when the characteristics of the return on investment can be improved by
factoring in sustainability into the investment decision. Sustainable investing and the
study thereof is a growing phenomenon and it is growing even faster than the
investment industry as a whole. This growth is attributed to the shift in societal
expectations (Freedman, 2015). Gelb and Strawser (2001) in their research found
out that stakeholders engage more when organisations disclose their sustainability
levels, but this is also dependent on the industry and sector as some sectors, like
financial services and real estate, need active stakeholder involvement. There is
however, a non-significant or rather weak relationship between levels of
sustainability and economic and financial performance of most organisations
(Moneva, 2007). This current research not only tests the effects of sustainability on
environmental and financial performance, but it seeks to find the relationship

between sustainability and the replicability of the organisation.
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2.4.4 Growth of Fund Managers in SA

Measuring the performance of organisations is very important, because it results in
improvement of performance results, job creation, survival and growth (Brush, 1992).
Measuring growth is often difficult, due to lack of historical information and
accessibility. Kanter (1998) conceded to the notion that there is lack of information
on performance measurement in the entrepreneurship field, however extensive
empirical and conceptual research on organisational performance has been done in
other fields. There is also a need to assess the role of growth motivation when
researching about growth, because many managers or entrepreneurs deliberately
choose not to pursue growth, for fear of negative consequences of growth (Wiklund,
J., Davidsson, P., & Delmar, F. (2008). Researchers use the term ‘performance’ in
conjunction with other constructs like ‘success’, ‘survival’ and growth, and for the
purposes of this research, performance also means growth of the organisation.
Some of the most popular indicators of performance measures are: changes in
sales, changes in employees, profitability, return on investment and net profit (Brush,
1992).

Wiklund et al. (2008) did a research which looked at consequences of growth or
rather factors that are affected by growth. They hypothesised and tested that growth
of an organisation will result in it having financial muscle and being more
sustainable. Their research also measured how growth makes it easier for the
company to maintain its quality of products (innovativeness) and also how growth
enables the company to replicate its services elsewhere. This empirical research
looks at the inverse relationships i.e. factors that influence or cause growth and also
investigates if measuring and reporting on sustainability, innovativeness, replicability
and social impact, causes or brings about growth of the organisation.

We discussed in the earlier sections the four measurement metrics (sustainability,
social impact, replicability and innovativeness), and how these metrics impact
organisational growth. We also discussed growth as a result of the four metrics. The
next heading discusses growth of a social enterprise in general, what it means and

what is involved.
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2.45 SE Growth

This section starts by discussing what growth of an enterprise entails. Social
enterprise growth, like any other growth of an enterprise, can impact profitability
through increased revenue, reduction of costs and economies of scale. Social
enterprises also pursue growth to increase profits by growing market share and by
facing competition, just like conventional companies. However, for many social
entrepreneurs, their value creation is not gauged by how much profit they make, nor
by how much they grow, but by the social impact made (Jackson, 2013). Nicholls
(2009) agreed with the notion that social entrepreneurs use social impact reporting,
to build legitimacy, performance and access resources. Previous research has also
shown that enterprise growth means that more jobs are going to be created, and this

will result in people’s lives being improved (Reynolds & White, 1997).

Notwithstanding that starting a social enterprise is not an easy task, due to the
challenging nature of its objectives of financial, social and environmental outcomes.
SE’s are expected to generate profits and create measurable impact, and prove to
their investors that they are really making an impact (Vitvitskaya, 2015). It is an
accepted fact that social enterprises usually require funding from investors e.g.
Impact investors, grants, equity and loans: for them to get equity to expand and grow
their organisations (www.unltd.org.uk, 2013). Ed Hess (2010), a Professor at
Virginia University, said that there is a myth that all growth of an SE is good, well that
is not all true. Growth can create value but if not properly administered, it can destroy
all the value that was created. If an enterprise grows too quickly, or too much at one
time, the managers can fail to keep up, internal controls will start to lag and even
financial controls can fail: all these usually take time to put in place and manage.
Also the bigger the business grows, the more complex it becomes to manage, and it
will even require more capital and employees. Competition will up their game and
intensify their competition as the company grows, so SEs must continually improve

their customer value proposition against that of the competition.

Orloff (2002) attributed good leadership, the right and capable person to lead the

organisation, as key success and growth of the social enterprise. Locks (2001) also
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attributed strategic alliances as key to success and growth of the SEs. He added that
the alliances should have a tangible mission and vision, its partners must be
committed and reliable, they must trust each other and they must have clear actions
plans if they want to see their organisations grow. Sharir and Lerner (2006) added to
the list of growth ingredients, by saying that the social entrepreneur must have a
social network, must be dedicated to the venture, must have a capital base, the
public must accept his idea, must be able to service and to stand the market test and
must have entrepreneurial and managerial experience. Hess (2010) discussed the 4
Ps of growth of an enterprise as planning, prioritisation, pace and process. This list is
not exhaustive and social entrepreneurs are bound to grow if they adhere to most of

the above listed requirements for growth.

This research proves whether reporting on the measurement metrics causes growth
of an SE. Variables that make up growth consist of increase in sales figures,
increase in number of employees, in net income margins and market share. It also
looks at increase in labour expenses, balance sheet value, and net profits. All the

above listed are attributes of growth of a social enterprise.

2.5 Propositions

From the theoretical background of impact investing, impact measuring tools and the
metrics, SE growth etc. discussed in the sections above, it's clear that empirical
evidence is lacking that suggest any relationships between the variables discussed
in this research. Because of this lack of literature and empirical evidence, this
research did not formulate hypotheses but put forward propositions for empirical

testing.

Dillon, Madden and Firtle (1994, p. 417) stated an argument that a hypothesis is a
guess that the researcher makes about some characteristic of the sample
population. It is a guess or assumption that needs to be tested with the aim of
making statistical decisions that are backed by a scientific procedure. Cooper and
Schindler (1998, p.101) further explained that the purpose of exploratory analysis is
to develop hypotheses or questions for further research. The basis for scientific
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research is formed by Propositions, and so is the validity of a research study
evaluated on the criteria of its propositions. A proposition is a declarative statement
of a concept; it is a narration of a concept, which requires the same level of caution
and precision that is expected of scientific research. There is however conflicting
literature about the meaning of the terms hypothesis and proposition. Cooper and
Schindler (1998, p. 131) further defined a proposition as a statement about concepts
that may be judged true or false if it refers to observable phenomena. When a

proposition is formulated for empirical testing, they refer to it as a hypothesis.

This research could not formulate any statements or arguments for further testing.
However, to be cautious the researcher decided to formulate a list of propositions
which are statements about the Impact Investing concept that perhaps could be
judged true or false. Four research propositions were formulated, that may allow
limited statistical analysis and will be judged according to the definition of Cooper
and Schindler (1998, p.131) that a proposition is a statement about concepts that
may be judged true or false if it refers to observable phenomena. The propositions
will be accepted if they can be tested to be true or rejected if they can be tested to be

false.

Therefore, the following propositions are formulated as follows:

Proposition1: The enterprise will have higher levels of growth when there are higher

levels of social impact

Proposition 2: The enterprise will have higher levels of growth when there are higher

levels of innovativeness

Proposition 3: The enterprise will have higher levels of replicability when there are

higher levels of innovativeness

Proposition 4: The enterprise will have higher levels of growth when there are higher

levels of sustainability
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Figure 7: Propositions suggesting relationship between growth and the four

metrics (developed by the researcher).

2.6 Conclusion of Literature Review

Impact measurement studies have recently become popular with impact investors
and have become even more important for fund managers. Objectives of impact
investing studies commonly incorporate proving impacts and improving interventions
(Hulme, 1997). The study of impact investment measurement is relatively new and
has not been explored by many scholars. This empirical research evaluates and
discusses the impact investing industry in South Africa and focuses on the benefits
or outcomes of the four measurement metrics: social impact, innovativeness,
replicability and sustainability — for the fund managers. However there is a lack of
literature that shows relationships between the constructs and factors of this
research topic. Because of this lack of literature, no hypothesis could be formed;
rather propositions were suggested, hoping that the results will prove if the proposed

relationships do exist.
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3 RESEARCH METHODOLOGY

In this chapter, the definition of the research methodology is employed to achieve the
objectives of this research and to address the research questions and problems
discussed in chapter one. In order to address the problem statement, the research
methodology should begin with the philosophy that explains and justifies the
paradigm to test its propositions, this thesis relies on a positivistic paradigm and a
guantitative approach with underlying hierarchical multiple regression analysis. It
goes further and presents the population, sampling, instrumentation and data
collection details. This includes a discussion on the validity and reliability of the
instrument. At the end of the chapter, a discussion of the analysis is made, which
includes a description of interaction analysis, model specification and estimation,

regression assumptions, as well as violations and remedies.

This thesis had a quantitative approach where questionnaires were sent out.
Questionnaires consisted of 30 questions on a Likert scale of five options and were
distributed to about 67 companies, with the researcher hoping to get at least seven
responses per organisation. The design of this questionnaire allowed for a
covariance, coefficient, factor analysis and multiple regression analysis. The
research was not a longitudinal one but rather a cross-sectional one (Blaxter et. al,
2003) where data was gathered through a survey from a selected sample at a

particular point in time.

3.1 Research Design

This research looks at the effectiveness of the measurement outcomes, namely
social impact, innovativeness, replicability and sustainability. The objective is to
evaluate which metric is most valued by the investors and that will make them invest
more capital and grow the organisation. The research is based on the paradigm that
the nature of all things in this world can be scientifically examined and proven,
making a reality the epistemological perspective that defines our beliefs about how a
person can discover knowledge about the world. There are two extreme viewpoints,
being from positivism to postmodern, positivism being on the objectivity side and
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postmodern being on the subjectivity side. Positivism approach suggests that there
is an absolute truth and one is able to work towards getting an answer to the
research question through theories. One the other extreme side is the postmodern
approach that suggests that there is no outright truth but one can interpret and make
sense of all research findings (Creswell, 2009).

EDEE

Interpretivism

Post-Positivism
Participatory

Postmodemn

Figure 8: Epistemological continuum Source: Burrell and Morgan (1979. p. 13).

Positivism approach is biased towards quantitative research whilst a post-modern
approach is inclined towards a qualitative research methodology (Blaxter et al.,
2003). Quantitative research is a form of logical positivism approach where the
researcher is independent from the subject being observed, and there is need for
formulation of a proposition for verification of results. On the other hand, qualitative
research is a type of interpretive science — that is meant to understand the human
experience in context of specific settings (Amaratunga, D., Baldry, D., Sarshar, M., &
Newton, R. (2002).

A pragmatic approach would be suitable for this research as it provides a balanced
understanding from a theoretical perspective. Due to lack of empirical evidence of
this study, it is justifiable to use the inductive approach as opposed to the deductive
approach. According to Carlile and Christensen (2005), a deductive approach is
based on existing theory whereas an inductive approach is not based much on

existing research and theory.
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This is descriptive research in that it is designed to provide systematic information
about a social phenomenon. There is no hypothesis to be measured but instead a
hypothesis is derived from the results (Creswell, 2009). In conclusion, literature on
research highlights that the mindset of using a straitjacket philosophy, positivist
versus postmodern, is unrealistic (Creswell, 2009). This implies a preference for a
balanced approach. To fulfil a comprehensive business research proposal, a
pragmatic philosophy was selected. This in turn allows for a predominantly

guantitative methodology.

3.2 Population and sample

3.2.1 Population

As defined by Cooper and Schindler (2006, p. 402), the research population is “the
total collection of elements about which we wish to make some inferences”.
According to Harding (2006), when measuring social enterprises, the respondents
must be involved in social initiatives, where their organisations have social as
opposed to just profit objectives. This research’s population and samples are strictly
those active in the impact investing industry, and the sample is also drawn on this
basis. | gathered the population from the South African Impact Investment Network
membership which consists of only 67 members (SAIIN, 2015). To add on to the
population that was received from SAIIN, another eight Impact investing
organisations were gathered from invitees to the WBS workshop for Impact investors
held in October 2015, by an organisation called CLEAR monitoring and evaluation. A
group email was sent to all companies that had applied to attend the workshop and
the researcher was part of that mailing list. The researcher was unable to meet
prospective respondents in person at the workshop, but still emailed and introduction
and invitation to participate in the study. It was hoped at least 7 respondents from
each organisation would complete the questionnaire, making the population about
518 possible respondents. This population was meant to cover the whole country
and represent all provinces