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Abstract

Recently, there has been a lot of discussion on strengthening the role of the private sector in ad-
dressing the 21st-century challenges. Over the last decade, one topic that has increasingly gained
popularity in business and public policy is impact investing, which challenges the traditional di-
chotomies between the world of philanthropy and investing. In other words, impact investors be-
lieve that they can both do well and do good at the same time by seeking measurable social or envi-
ronmental impact alongside financial returns.

Despite the growing interest, impact investing as its own academic research field has only recently
started to develop. It is evident that the industry practitioners currently lead the research efforts on
the topic. Therefore, this study sought to address the identified academic gap by conducting a study
in the Finnish market environment. This diversifies the geographical focus of the existing research,
which is currently heavily focused towards the UK and the US market. Since the Finnish market is
still in its early development phase, the aim of this study was to conduct an initial mapping of the
current market ecosystem. The following individual objectives were formed to achieve the stated
aim: 1) to examine the structure of the market ecosystem 2) to examine how the concept of impact
investing is understood, 3) to explore the perceived opportunities of impact investing and 4) to iden-
tify the perceived challenges that impede participation in the market.

This study adopted an exploratory and qualitative research design and conducted 10 unstructured
interviews among investors, intermediaries and impact-driven organizations. Generally speaking,
the main finding is that the Finnish impact investing market is currently strongly organized around
the application of the SIB model. Moreover, SIBs can originally be seen to have had dual objectives
in the Finnish context: 1) to increase outcomes-based procurement in the public sector and 2) to
establish a broader impact investing ecosystem in Finland with a variety of different instruments
and actors. Currently, considerable effort has been directed towards advancing the first of the
abovementioned objectives. However, the broader impact investing ecosystem is still lacking some
fundamental elements that would encourage wider participation in the market. Furthermore, the
findings imply that the strong orientation around the SIB model may have, at least partly, blurred
the boundaries between the concept of SIB and the concept of impact investing.
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Tiivistelma

Viime aikoina on keskusteltu paljon yksityisen sektorin roolista 2000-luvun haasteiden ratkaisemi-
sessa. Erityisesti vaikuttavuusinvestoimisen késite on noussut pintaan viimeisen vuosikymmenen
aikana sekd yritysmaailmassa etté julkisessa politiikassa. Se haastaa perinteisen kahtiajaon hyvinte-
kevéisyyden ja sijoittamisen vélilld, silld vaikuttavuusinvestoijat haluavat samanaikaisesti tehdd
voittoa ja saada aikaan hyvaa yhteiskunnassa. Niinpd he hakevat sijoitukselleen sekd mitattavissa
olevia myonteisid yhteiskunnallisia tai ympéristovaikutuksia taloudellisen tuoton ohella.

Kasvavasta kiinnostuksesta huolimatta vaikuttavuussijoittaminen on akateemisena tutkimusalana
alkanut vasta hiljattain kehittyd, ja alan tutkimus onkin tdlla hetkelld pitkalti alan kdytdinnon ammat-
tilaisten késissd. Niinpd tdsséd tutkimuksessa pyrittiin vastaamaan tdhén puutteeseen akateemisessa
kentdssé tekemélld tutkimus suomalaisessa markkinaympaéristossd. Ndin my0s tdméinhetkisen tut-
kimuksen maantieteellinen painopiste monipuolistuu, silld aikaisemmin tutkimusta on tehty varsin-
kin brittildisestd ja yhdysvaltalaisesta ndkdkulmasta. Suomen vaikuttavuusinvestointimarkkinat ovat
kuitenkin hyvin alkuvaiheessa, ja siksi tdmén tutkimuksen péétavoitteena oli kartoittaa markkinoi-
den nykytila. Tutkimuksen alatavoitteet kohdistuivat seuraaviin seikkoihin: 1) markkinaekosystee-
min rakenne, 2) vaikuttavuusinvestoimisen kisite suomalaisessa ympéristdsséd, 3) mahdollisuuksien
tunnistaminen ja 4) haasteiden tunnistaminen.

Tutkimus oli luonteeltaan eksploratiivinen ja laadullinen ja siind toteutettiin 10 strukturoimatonta
haastattelua sijoittajien, vélittdjien ja vaikuttavuudesta kiinnostuneiden organisaatioiden keskuudes-
sa. Yleisend padhavaintona voidaan todeta, ettd suomalaiset vaikuttavuussijoittamisen markkinat
ovat télld hetkelld vahvasti jdrjestdytyneet tulosperusteisen rahoitussopimuksen (SIB) ympdrille.
Néiden SIB-sopimusten voidaan néhda alun perin ajaneen kahta tavoitetta suomalaisessa konteks-
tissa: 1) julkisen sektorin tuloksiin perustuvien hankintojen lisddminen seké 2) laajan vaikutta-
vuusekosysteemin luominen, mukaan lukien erilaiset investointivélineet ja toimijat. Tdlld hetkelld
merkittdvi osa toimista on kohdentunut edistiméédn ensimmaéisté tavoitetta. Toisaalta, ekosysteemis-
ta puuttuu vield joitakin oleellisia elementtejd, jotka edistéisivit laajempaa osallistumista markki-
noille. Liséksi havainnot viittaavat siithen, ettd vahva keskittyminen SIB-malliin on toisinaan saatta-
nut himartdd SIB-késitteen ja vaikuttavuusinvestoinnin kisitteen vilisié rajoja.

Asiasanat vaikuttavuussijoittaminen, vaikuttavuusinvestoiminen, tulosperusteinen rahoitusso-
pimus, SIB-sopimus
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1 INTRODUCTION

1.1 The role of capital markets in addressing the 21st-century glob-
al problems

It has become evident that tackling the complexity and the scale of the 21st-century
challenges requires innovative approaches and collaboration between different actors
and providers of capital (Bugg-Levine & Emerson 2011, 12; Social Impact Investment
Taskforce 2014a, 34; Bishop & Green 2015, 542). Although the number of people liv-
ing under the international poverty line fell from 1.7 billion in 1999 to 767 million in
2013 (United Nations 2017, 16), much remains to be done. In 2017, around 83 million
people required emergency food assistance signalling a 70 per cent increase compared
to the year 2015, the unemployment rate among young people between 15-24 was 60 %
and only about half of the world’s elections were considered free and fair (World Bank
2017). Developing economies have not caught up with the developed economies as ex-
pected, which requires new ideas as well as ways to implement them (Martin 2015,
109-110).

Traditionally, addressing the problems of the society has been the responsibility of
governments, charities and philanthropists. However, the dissatisfaction for the ineffec-
tiveness of charitable models as well as with the ability of governments to get to grips
with certain issues has increased. Governments operate under limited resources and on
the other hand, the third sector organisations’ dependency on charitable funding is one
of the reasons they have not reached their full potential in terms of effectiveness, scale
and innovations. (Bishop & Green 2015, 542; Brandstetter & Lehner 2015, 91;
Calderini et al. 2018, 66.) Therefore, the private sector has been considered as an im-
portant force in eradicating poverty (Clyde & Karnani 2015, 20). Furthermore, there is a
crying need to bring the different actors to the same table, including governments,
philanthropists, social sector and businesses alike (Social Impact Investment Taskforce
2014a, 39).

The importance of the societal impact that businesses make is especially highlighted
by the younger generations. The generation Y, also referred as the millennial generation
or “the millennials”, is becoming more influential as they are taking over authoritative
positions and managing a relatively larger share of nations’ assets. This generation high-
lights social aspects in their values and aspires to find innovative solutions to the global
challenges. (Martin 2015, 110; Naatus & Corea 2016, 132.) Moreover, according to the
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Deloitte Milleanial survey', 76 % of the respondents see businesses as generators of
positive social impact, 62 % see business leaders being committed to helping society
and 65 % think that businesses behave ethically (Deloitte 2017, 7-8). The respondents
expressed, at least to a certain extent, feeling accountable for addressing the issues of
today and feel most empowered to do so through their work (Deloitte 2017, 13).

The lines have started to blur between the non-profit and for-profit world and new
approaches have emerged in the capital markets both in the investor side and in the or-
ganizational side. In the organizational side, particularly social enterprises (SEs) are
seen as potential drivers of change as they seek to integrate people, planet and profit
aspects within the same model (Martin 2015, 110,115). Similarly, the investors are re-
jecting the conventional way of thinking that they have to choose between investing for
profit or donating for social causes (O’Donohoe et al. 2010, 5).

Over the last decade, one topic that has especially sparked interest in the business
and public policy debate is impact investing, an idea that investors can simultaneously
pursue financial returns while intentionally seeking to solve social and environmental
challenges (Bugg-Levine & Emerson 2011, 10; Social Impact Investment Taskforce
2014a, 1; Trelstad 2016,3). In other words, this new way of thinking involves both do-
ing well (in terms of profits) and doing good (in terms of meeting social and environ-
mental needs). This approach has also been referred to as a blended value approach or
seeking triple bottom line re-turns. (Mendell & Barbosa 2013, 111; Mitchell 2017, 752.)

Impact investing as a term and as a growing industry is based on two meetings con-
vened by the Rockefeller Centre in 2007 and in 2008 (Freireich & Fulton 2009, 69). The
meeting groups consisted of a variety of investors who had been putting their assets in
such initiatives as green technology and microfinance, but above all, shared a common
interest to channel their capital to something positive (Bugg-Levine & Emerson 2011,
12). Since then, the efforts to build a formal impact investing market have significantly
increased. This includes establishing investor networks, such as the Global Impact In-
vesting Network (GIIN), creating standards for impact evaluation and measurement
such as the Impact Reporting and Investment Standards (IRIS), setting up online data-
bases for searching investment products such as ImpactBase and establishing rating
agencies such as the Global Impact Investing Ratings System (GIIRS) (Hochstadter &
Scheck 2015, 450; Ormiston et al. 2015, 354). The countries that have particularly
sought to seize the opportunities of impact investing are Anglo-Saxon countries UK,
USA, Canada, and Australia (Michelucci 2017, 2685). Furthermore, several other coun-

tries have embarked on this journey as well and there exists ample room for impact in-

' The survey is based on nearly 8000 respondents across 30 countries. The respondents were born after
1982. (Deloitte 2017, 2).
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vesting opportunities in the fast-growing markets contexts, such as China, India and
South Africa (Freireich & Fulton 2009, 16; Daggers & Nicholls 2016,4).

1.2 Harnessing the potential of impact investing

The 2008 global financial crisis has further highlighted the need for rethinking the role
of finance and the governments all over have seen well and clear the need to go beyond
the charitable models (Bugg-Levine & Emerson 2011, 14). In 2013, under the UK’s
presidency of the G8, the Prime Minister David Cameron announced the establishment
of an independent taskforce to globally advance the growth of the impact investment
markets. The Social Impact Investment Taskforce included the EU and national adviso-
ry boards from United Kingdom, United States, Canada, France, Germany, Italy, Aus-
tralia and Japan, each producing their own report of the efforts needed at a national level
to catalyse the markets. (Social Impact Investment Taskforce 2014a.) In August 2015,
the Global Steering Group for Impact Investment (GSG) was established to continue the
work of the taskforce, and it currently has 21 countries and the EU as its members
(Gsgii.org/About GSG).

In 2009, Monitor Institute (Deloitte) evaluated the state of the impact investing mar-
ket as somewhere between uncoordinated innovation and market building phase, where
the activities had started to centre and infrastructure develop. The authors state that in
order to capture the total value of the marketplace and to reach a mature stage, the ac-
tors need to create a shared language and find common ground in terms of opportunities
and challenges. (Freireich & Fulton 2009, 12-13.) However, perhaps McKinsey &
Company's recent article is the latest publication estimating the current state of the mar-
ket as well as required action. The authors present a vision about a full-fledged impact
economy where different societies and nations at large place equal value to social im-
pact and financial impact when determining how to allocate resources. According to the
authors, the market is currently experiencing a positive trend in terms of greater asset
allocation to impact investments and the variety of investment instruments available for
such investments has increased. (Fine et al. 2018). Indeed, impact investments are gain-
ing stronger foothold in the capital markets, and according to the GIIN’s Annual Impact
Investor Survey, in 2017 the value of the impact investing assets under management
was USD 228.1 billion, increasing from the previous year’s value of around USD 114
billion (GIIN 2017, 18; GIIN 2018, 21). By comparison, however, this still falls far
short from the additional spending required to achieve the UN’s Sustainable Develop-
ment Goals by 2030, estimated in the range of 1.4 to 2.5 trillion dollars (Fine et al.
2018).
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Moreover, the viability of the market also depends on the creation of a thriving base
of impact enterprises that are able to provide the solutions to social and environmental
challenges. However, the current state of the market suggests that impact enterprises
have not either become the norm of the society or managed to scale their activities.
They tend still to be neglected compared to more profit-oriented enterprises when seek-
ing financing. In addition, there is a need to set tools and reporting standards for the
measurement of impact that would enjoy the widespread adoption as for example Inter-
national Financial Reporting Standards in finance and accounting. (Fine et al. 2018,
7,9.) Indeed, so far, impact investing has remained as a niche market among the main-
stream financial markets (Michelucci 2017, 2686; Calderini et al. 2018, 67) and many
authors have noted the several impediments that hindrance the development of the mar-
ket (see e.g. Glanzel & Scheuerle 2016).

1.3 The aim of the study and individual objectives

Impact investing as its own research field among academia has only recently started to
develop and still falls far short from the practitioner provided research and reports on
the topic (Daggers & Nicholls 2016, 3). Although the scarcity of research is indeed not-
ed (see also e.g. Brandstetter & Lehner 2015,91; Ormiston et al. 2015, 354; Roundy et
al. 2017, 492), it is not due to a lack of interest in the topic. On the contrary, it seems
that impact investing has generated widespread enthusiasm (Clarkin & Cangioni 2016,
141). Rather, the lack of proper core of ideas, theory or data creates a substantial barrier
on which the research could be built upon (Daggers & Nicholls 2016, 3). Building on
the previous arguments, the starting point for this study was to address the identified
gap in the academic literature by conducting empirical research in Finland. Focusing on
the Finnish market diversifies the geographical focus of the existing research, which is
currently heavily biased towards the UK and the US (Daggers & Nicholls 2016, 10,17).

If impact investing is a new phenomenon in the global context, it certainly is so in
Finland as well. The first activities around impact investing started only very recently —
in 2014. Moreover, through the preliminary search of the existing literature, it was re-
vealed that the research on the Finnish impact investing market consists only of a hand-
ful of publications. Therefore, the aim of this study was to conduct an initial mapping of
the Finnish impact investing market. The following objectives were identified as im-
portant to achieve the stated aim:

1. to examine how the concept of impact investing is understood in the Finnish con-

text
2. to examine the structure of the market ecosystem including existing actors, in-

vestment instruments and supportive measures
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3. to explore the perceived opportunities of impact investing that encourage partici-

pation in the market

4. to identify the perceived challenges that impede participation in the market

To meet these objectives, this study first examined the existing international research
on impact investing, on the basis of which the literature review was written. Regarding
the empirical data collection, ten interviews were conducted with individuals who repre-
sent different roles in the market ecosystem. As there is little research on the Finnish
market, it was considered important to include the perspectives of the different actors in
the study.

The first part of this study consists of the literature review on impact investing.
Chapter 2 begins with outlining the main features of the previous research as well as
explains the different streams of literature that have a connection to the impact investing
field. Here, it is also justified what literature this study utilizes and why. The discussion
then moves on to examine the definition of impact investing including its key elements,
boundaries to other investment strategies as well as alternative terms used. After this
chapter, the perspective is turned into the more practical issues in impact investing. In
other words, chapter 3 gives an overview of the market ecosystem structure as well as
the current challenges observed in the literature. In addition, a more closer look is pro-
vided on a specific investment instrument of impact investing - the Social Impact Bond
(SIB) model. This instrument was identified quite early on to have a significant role in
the Finnish market; therefore, it is justified to examine the existing literature on this
instrument in more detail.

In chapter 4, the research design for the empirical part of this study is explained and
justified. This covers the methods for collecting and analysing data as well as the evalu-
ation of the trustworthiness of the study. The findings that were collected with the pre-
sented methods are then explored in chapter 5 and the conclusions on those findings are
discussed in chapter 6. Here, a few suggestions for the future research are also given as
well as perspective on the limitations of this study. Finally, chapter 7 provides the

summary of the aforementioned chapters and it is the final chapter of this study.
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2 IMPACT INVESTING DEFINED

2.1 Existing research on impact investing

The current research on impact investing relies heavily on practitioner contributions.
This is demonstrated by the extensive literature reviews by Hochstiadter and Scheck
(2015) and Daggers & Nicholls (2016) of which the first literature search produced 16
academic contributions and 140 practitioner contributions, and the second 73 academic
papers and 261 practitioner reports (Hochstadter & Scheck 2015,452; Daggers &
Nicholls 2016, 10, 16). Moreover, the existing research demonstrates that there is no
unified agreement on the definition of impact investing but a variety of terms are used at
the moment (see also Harji & Jackson 2012, 7; Clark 2016, 7; GIIN 2017, 13). In the
early days of impact investing, allowing the boundaries of the concept to be broad was
somewhat intentional as it was deemed to encourage a more widespread adoption of the
practice (Trelstad 2016,3.) Partly the broadness of the definition is also due to the fact
that practitioners are dominating the field and they usually place more emphasis on the
achieved impact rather than exact definitions (Hochstadter & Scheck 2015, 461).

However, the broad boundaries of the concept are nevertheless problematic. Without
a clear understanding of what exactly counts as impact investing, the governments are
not able to provide targeted support for the development of the market (Hochstidter &
Scheck 2015,451) and the investors find it difficult to identify “genuine” impact in-
vestment opportunities and likeminded partners with similar interests (Freirich & Fulton
2009, 22; Clark 2016, 8). On the research side, the lack of a unified term makes it diffi-
cult to build a solid theoretical foundation and identify previous research on the topic
(Daggers & Nicholls 2016, 6).

As, in the academic sense, a proper definition of the concept is indeed important, the
following chapters provide an overview of the existing definitions. The contributions of
Hochstidter & Scheck (2015) and Daggers & Nicholls (2016) were used as a base upon
which to build the conceptual discussion in the following chapters, yet leaving room to
include author’s own remarks and observations on the collected literature. Relying
heavily on the above-mentioned studies was justified for several reasons. First, when
conducting the literature search in this study, the newness of the topic became apparent
as many of the identified journals and academic articles were not included in the “free
access” selection of the University’s database. This is why it was decided that utilizing
Hochstadter & Scheck (2015) and Daggers & Nicholls (2016) as a core was the best
approach. Moreover, these two contributions give an extensive account of the prevail-
ing understandings of the concept and complement each other very well. The work of

Daggers & Nicholls (2016), presents the different research disciplines that have engaged
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in the debate (finance and economics, third sector research, business and management
and public policy and social policy) and the type of the existing works (conceptu-
al/theoretical, landscaping/scoping and empirical). Hochstadter and Scheck (2015) then
again, dig deep into the key conceptual elements of impact investing in the existing lit-
erature.

Furthermore, it is important to mention that although impact investing field itself
lacks research, other types of literature could be used when studying the topic from a
certain perspective. Therefore, an extensive mapping of one of the related fields com-
bined with the literature on impact investing could prove to be a fruitful approach. Be-
low is an illustration of some of these potential fields that could be reviewed for the
existing literature and used in parallel with the research on impact investing. These in-
clude literature on 1) socially responsible investing (SRI), 2) social entrepreneurship /
social enterprises (SE), 3) outcomes-based contracting and 4) social impact measure-
ment. The suggested approaches are based on the understanding that was gained by

conducting a literature review in this study.

Investor perpective:
SRI literature

Public sector

Investee IMPACT perspective:
perspective: SE INVESTING literature on
literature outcomes-based
contracting
Methodological
perspective:
literature on impact

measurement

Figure 1 Possible approaches to conducting research on impact investing

Some of these related topics are referred to throughout this study. First, the SRI field
is one of the most commonly related terms to impact investing (see Hochstddter &
Sheck 2015, 455). This link is briefly explored in conjunction to explaining where im-
pact investing sits within the spectrum of capital. Second, the relationship between im-
pact investing and literature on SEs is demonstrated in chapter three, when exploring

the different actors in the impact investment ecosystem. This relates specifically to the
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difficulties of SEs to get funding and how providing capital to SEs is considered to be
one of the potential roles of impact investing.

Reviewing the existing literature on outcomes-based contracting, in turn, could be
possibly beneficial in research, which focuses on a specific type of impact investments
that use social impact bond (SIB) as the vehicle of investment. SIBs are currently espe-
cially leveraged by the public sector and have lately attracted increasing interest (see
e.g. Fraser et al. 2018, 5). However, for the reader that is not familiar with the concepts,
it should be explained that outcomes-based contracting is not a synonym to SIB but ra-
ther a broader movement that includes different types of contracts emphasizing the out-
comes. In any case, examining other outcomes-based contracts in parallel to research on
SIBs could be one way to go in the future research. Finally, developing proper tools and
frameworks for measuring the impact of investments is one area that is mentioned as
most critical for the viable future of impact investing field (see e.g. Daggers & Nicholls
2016, 22).

However, the literature used in this study is mainly limited to the works that particu-
larly examine impact investing, and on a more general level. This is justified by the fol-
lowing reason. As explained earlier, the main aim of this study was to map out the gen-
eral landscape of impact investing in Finland and therefore giving a good overview of
the various elements of the market is relevant for this study. It is not within the scope of
this study to examine the market from a specific perspective and therefore to include

related literature.

2.2 Impact investing within the broad spectrum of capital

Although the concept of impact investing may be new, the elements of it have existed
for centuries. That is to say, the impact investors are not the first group of people to
think that our investment decisions may have broader consequences on the society and
that a third dimension, social impact, should be introduced in the capital markets.
(Michelucci 2017, 2686; Bugg-Levine & Emerson 2011, 11.) However, until the end of
the 20th century, the capital market was mainly divided into the profit-pursuing side and
the philanthropic side. The investors primarily focused on maximizing their profits with
little consideration to the social or environmental aspects. On the contrary, philanthro-
pists focused on charitable giving with no financial return expectations and pursued
maximum social or environmental value (Trelstad 2016, 5). However, this dichotomy
started to evolve when both the investor and the philanthropic side engaged in new
practices that enhanced the integration of the financial and non-financial objectives.
First, in the 1960s and the 1970s, socially responsible investing (SRI) emerged in the

capital markets. The SRI practice started by negative screening, i.e. encouraging inves-
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tors to exclude unethical investments from their portfolios such as those related to to-
bacco or weapons. At the same time, the philanthropic side introduced program-related
investments (PRIs) as a way to finance societal programs with other means than just
grants. (Trelstad 2016, 5-6.) Moreover, in the 1990s and early 2000s, the investors
started to select investment more actively on the basis of their social or environmental
aspects; a practice that was at the time labelled as sustainable investing. Indeed, it can
be considered that the creation of impact investing in the 2000s was due to the founda-
tions and interaction between the sustainable investing and the players that emerged
from the PRI practice. (Trelstad 2016, 7.)

Furthermore, it can be added that already in 2003, Emerson developed and brought
forward an idea, Blended Value Proposition (BVP), which refers to the maximization of
social, environmental and economic value at the same time. Some consider it to be the
earliest contribution to the topic of impact investing (Clarkin & Cangioni 2016, 143).
The BVP framework acknowledges that people are neither purely economically or so-
cially oriented beings but seek both wealth and social justice at the same time (Bugg-
Levine & Emerson 2011, 12). To develop this idea further, the author argued that new
concepts, frameworks and tools are needed as well as an established way of measuring
the created total value (Emerson 2003, 38-39).

Currently, impact investing is often regarded as fitting into the middle of the philan-
thropy—investment continuum (Freireich & Fulton 2009, 11). The following table illus-

trates this matter.
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Table 1 Impact investing in the investment—philanthropy continuum (Adapted
from Social Impact Investment Taskforce 2014b, 7; Brandstetter &
Lehner 2015, 89)
Traditional Responsible Sustainable Impact Philanthropy
investing investing investing investing
Financial return considerations

Maximizes ESG considerations Impact considerations
Eﬁ:ﬁmal re Mitigates envi- Pur§ues Actively t‘ar- Actively t‘ar-
ronmental, environmental | gets solutions | gets solutions
Selecting in- social and social and that. address . that. address .
vestments governance governance social or envi- | social or envi-
based mainly (ESQ) risks (ESG) oppor- | ronmental ronmental
tunities challenges challenges

on financial
return and risk

Selecting in-

. . vestments Selecting in- Selecting in- Selecting in-
considerations

through nega- | vestments vestments vestments

tive screening, | through posi- | based on their | based on their

i.e. excluding | tive screening, | capability of capability of

"harmful" i.e. including | producing both | producing im-

businesses and | "good" busi- impact and pact

industries from | nesses and financial re-

portfolio industries in turns Impact is not

portfolio necessarily

Impact is measured
measured

In this continuum, impact investing differs from the philanthropy in the sense that it
expects financial returns alongside non-financial impact, therefore excluding pure grants
(Freireich & Fulton 2009, 14; Ormiston et al. 2015, 353). Therefore, unlike investors
who divide their money into the different "buckets" of investing and donations, impact
investors integrate their personal values and profit objectives. The generation of profits
is considered a necessary factor that allows investors to continue investing in social ob-
jectives. Moreover, they believe that a market-based approach can be an effective and
more sustainable way to address social challenges. One rationale for this is the fact that
unlike project-specific grants, the capital they provide can be used for other business
purposes as well, thus helping the recipient of the capital to scale the business. (Roundy
etal. 2017, 500-502.)

On the other hand, distinguishing impact investing from responsible investing and
sustainable investing is not that straightforward. Like impact investing, SRI takes social
return aspect into account in the portfolio management (Combs 2014, 13). In fact, im-

pact investing is sometimes regarded as an evolution from the SRI (Hebb 2013, 71).
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However, what motivated the investors to create the concept of impact investing was
that, at the time, the aforementioned terms were seen to put too much emphasis on envi-
ronmental issues instead of fully considering the wide array of societal challenges. In
addition, the SRI practice had a long tradition in negative screening. (Bugg-Levine &
Emerson 2011, 12.)

Therefore, although sharing similar characteristics, impact investing is rarely consid-
ered as a subtype of SRI. Instead, impact investing is understood as being distinct from
it, in some way going beyond the traditional SRI approach in terms of the greater level
of proactiveness in pursuing social or environmental objective. While SRI practices
may include the active integration of ESG considerations in the investment decision,
they still tend to highlight the financial returns aspect. Furthermore, SRI investments are
often seen to focus more on large and publicly listed organizations whereas impact in-
vestment’s focus lies on smaller investees. Finally, some authors separate SRI from im-
pact investing in terms of the financial return and risk profiles. These distinctions con-
sider impact investors more willing to accept less competitive financial returns, which
may not be in relation to the risk carried in the investment. (World Economic Forum
2013, 8; Social Impact Investment Taskforce 2014a, 18; Hochstddter & Scheck 2015,
455-456; Ormiston et al. 2015, 353; Petrick et al. 2016, 13.)

23 Alternative terms to impact investing

First of all, the relationship between the terms impact investing and social investing is
somewhat unclear. According to the literature, there exist three different understandings
on the matter. First, many authors have used the terms social investment and impact
investment as synonyms for each other, the first one being more common in Europe,
and particularly in the UK, while the latter term is preferred in the US market (Daggers
& Nicholls 2016, 7, 10; Hochstadter & Scheck 2015, 454-455). Second, there also ex-
ists understanding according to which social investment is a specific type of impact in-
vesting that focuses on certain organizations or on investments prioritizing impact over
financial profit. However, in the third view this relationship is turned the other way
around. In other words, social investment is an umbrella term and impact investing is a
specific sub-type of it. (Hocstdadter & Scheck 2015, 454-455.) For example, Freirich
and Fulton (2009,14) follow the third categorization manner. The authors state that so-
cial investing can refer to: 1) investments that screen out harmful activities, 2) invest-
ments that reflect the investor’s values but do not necessarily seek positive impact and
3) investments that are explicitly made to achieve social or environmental impact. The
authors argue, that it is this latter type of social investing, which can be regarded as im-

pact investing.
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An interesting contribution to this debate is the work of Daggers and Nicholls (2016)
who make a clear distinction between these two terms. According to the authors, the
concept of impact investing tends to emphasize the investor side including their motiva-
tions and behaviour, whereas the concept of social investment is concerned about the
organizations and their funding mechanisms. Therefore, the authors suggest combining
these two distinct terms into social impact investing, which brings together the both
sides of the matter. The authors group the term social impact investing under the um-
brella term social finance, alongside a variety of other terms such as crowd-funding and
social enterprise funding. (Daggers & Nicholls 2016, 6—7.) Other authors have adopted
this view too, stating that social impact investing is one of the modern forms or innova-
tions within the social finance field (see e.g. Mitchell 2016, 758; Calderini et al. 2018,
66).

Furthermore, the term social impact investing has also been used synonymously with
impact investing (see e.g. Social Impact Investment Taskforce 2014a, 1) or as a way to
identify the type of impact investments that prioritize the non-financial impact over fi-
nancial returns. The latter view was suggested and adopted by Glidnzel & Scheuerle
(2016, 1640, 1643—1644) who claim that where financial considerations dominate and
where investees are able to generate competitive financial returns, there may be less
need for impact investments. Thus, more traditional approaches are sufficient to fill the
financing needs of the businesses and organizations. On the contrary, social impact in-
vestments are needed to fill the demand of those that are not capable of reaching market
rate returns.

Throughout this thesis, the term impact investing is used, and it includes also the
references made to those studies where the authors have used either the term social in-
vesting or social impact investing. This is justified by the following reasons. To begin
with, this thesis includes only the studies that can be considered to speak about the same
phenomenon, although they may use different terms. Furthermore, the literature search
revealed that using the keyword impact investing produced the most relevant studies
that were related to the interest of this thesis. On the contrary, the term social investing
has long roots and using this term in the literature search produced also search results
that were not relevant for this thesis. Finally, impact investing and social impact invest-
ing are sometimes used synonymously within the same study. For clarity, however, only

one term is used in this thesis.

24 Key elements of impact investing

Although there exists varying definitions of impact investing, Hochstddter and Scheck

(2015, 453) argue that, at least on a general level, there seems to prevail consensus on
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the key elements of impact investing. Two key factors commonly associated with the
concept of impact investing are the pursuit of financial returns as well as seeking some
kind of non-financial impact. Many of these definitions also mention that the non-
financial impact should be intentional and measured. The figure below illustrates the

core elements of impact investing.

4 )

FINANCIAL RETURNS NON-FINANCIAL IMPACT

( Core characteristics of W
impact investing

INTENTIONALITY MEASUREMENT

. . 4

Figure 2 Core characteristics of impact investing

The discussion now turns on to a more detailed examination of the different elements
of impact investing. First, the financial return aspect, although seemingly self-evident,
actually is an issue that currently divides the market into different types of investors.
Second, the impact aspect is even more ambiguous concept. Intentionality and meas-
urement are directly related to the impact dimension, and therefore discussed in this
section.

Defining the first element, financial returns, is often left rather vague in the literature.
This applies to both academic and practitioner literature, which either ignore this aspect
altogether, or present that the level of financial return in impact investments varies from
below-market to market and even above-market rate. At minimum, the return of the
invested principal is required. (Hochstddter & Scheck 2015, 453.) Various authors have
approached this matter by categorizing the investors according to whether they highlight
the social or financial returns. Impact first investors mainly aim for the social or envi-
ronmental impact and therefore accept lower financial returns if necessary. On the con-
trary, financial first investors highlight the achievement of competitive market rate re-
turns and therefore may consider less the impact achieved. (Freireich & Fulton 2009,
31-33))
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However, there is a debate on whether this trade-off between financial and non-
financial returns actually exists and if the market should be categorized in this manner.
According to Trelstad (2016, 7) impact investors believe they can achieve both market
rate returns and measurable impact when investing in business models that target social
or environmental problems. Furthermore, this categorization into impact first or finan-
cial first investors has had the unintended consequence of creating dichotomies, alt-
hough in reality, the interplay between these two components is much more diverse.
Even those that do target market rate returns would like to better understand the differ-
ence in the level of impact between the different investments options. Because of this
dichotomy, some investors have chosen not to identify themselves as impact investors
as they worry being considered as investors who are willing to sacrifice financial re-
turns. (Clark 2016, 9, 11.)

The concept of impact has been approached in various ways in the existing literature.
On a general level, impact is commonly understood as some sort of social and/or envi-
ronmental impact (Hochstédter & Scheck 2015, 454) and some authors incorporate both
social and environmental considerations under the term social impact (see e.g.
O’Donohoe et al. 2010, 5). Moreover, the impact can be examined in terms of what is
the geographic, demographic or sector focus of the investment. The following discus-
sion looks at these different ways to define the impact dimension.

To begin with, Hochstiddter and Schech’s analysis (2015, 457) did not find support in
their literature review that impact investing must target specific geographies such as
emerging or developing markets or focus on underserved demographic groups, such as
poor or marginalised groups of individuals. However, in practice, many investors tend
to focus on either the developed markets or the emerging markets depending on their
personal values, and their specific expertise regarding different locations (O’Donohoe et
al. 2010, 21). Moreover, there exist also different views regarding the relationship be-
tween the geographic focus and the impact achieved. Some have adopted a view accord-
ing to which targeting the poor or underserved markets would naturally lead to positive
social impact while others argue that the geographical focus in itself is not enough to
qualify investment as an impact investment (Bugg-Levine & Emerson 2011, 13, Dag-
gers & Nicholls 2016, 18). For example Freirich and Fulton (2009, 14) present that im-
pact investing does not assume that targeting poor consumers automatically means that
a positive impact will be achieved. In fact, when considering the extent and the severity
of the problems in these markets, it may be easier to “exceed the threshold for the re-
quired impact” and thus label the action as impact investing (Hochstiddter & Scheck
2015, 457).

Similarly, it seems that impact investing is not limited to certain impact objectives or
business sectors, although some sectors may be targeted more often than the others
(Hochstédter & Scheck 2015, 457). In practice, investor tends to start specifying either
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the impact objective or a specific sector when going about implementing impact in-
vestment. Moreover, the impact investors may attend to promote more than one impact
objective. Sometimes it is also closely related to a specific sector, for example, an im-
pact objective that pursues improving health is closely related to the health sector.
However, many impact objectives can be applied across various sectors such as provid-
ing the Bottom of the Pyramid (BoP) segment access to income. (O’Donohoe et al.
2010, 18-19.)

The underlying mechanism of how impact is generated for beneficiaries and stake-
holders is hardly mentioned in the literature (Hochstédter & Scheck 2015, 457). While
impact objective relates to investor’s preferences, the underlying mechanism of impact
investing relates to the means by which the recipient of impact capital generates the
desired impact. For example, O’Donohoe et al. (2010, 19) present that impact can be
achieved through processes or products: employing people from an underrepresented or
unemployed group of people or producing solar lamps for people lacking access to elec-
tricity grids, for example.

Regardless what is the specific impact objective of the investment, it has to be inten-
tionally (Harji & Hebb 2010, 5; Hebb 2013, 71; Wood et al. 2013, 75) actively (Freirech
& Fulton 2009, 5), explicitly (Louche et al. 2012, 307) or deliberately sought (Daggers
& Nicholls 2016, 6). The measurement then again, is seen as an important requirement
in order to avoid the potential “social washing” of the term (Petrick et al. 2016, 14). In
other words, instead of treating measurement as an afterthought matter or a marketing
trick, it has to be understood as a vital element of the operations (Bugg-Levine & Emer-
son 2011, 13). However, further qualifying the required level of impact remains some-
what ambiguous. Therefore, this assessment of the impact tends to be rather subjective
and dependent on the individual perceptions and investments. Moreover, the field is
currently lacking proper and unified standards and tools to do so. (Hochstidter &
Scheck 2015, 454.)
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3 BUILDING AN IMPACT PRACTICE

The purpose of this chapter is to present the general ecosystem and market structure of
impact investing as well as the current challenges according to the international litera-
ture. This was deemed necessary, as the empirical part of this study provides perspec-
tives from different actors in the ecosystem and the challenges relate to different struc-
tural elements of the market. The latter part of this chapter gives a more detailed ac-
count on a specific type of investment vehicle used in the market — the social impact
bond (SIB) model. This was justified based on the context of this study, as the Finnish

market is especially using SIB as its impact investment vehicle.

3.1 Impact investing ecosystem

Like any other market, the ecosystem of impact investing market consists of the demand
side, the supply side and intermediaries (Social Impact Investment Taskforce 2014a, 2).
Various actors have named and categorized the different elements of the ecosystem in
slightly differing ways, however, based on the same principles. In simply stated, the
supply side of the equation consists of the impact investors and the demand side con-
sists of the organizations that receive the capital, and aim to generate the desired impact.
Intermediaries are the “middle-men” who match the supply and demand of capital. Fol-
lowing figure in the next page helps to illustrate the general structure of the ecosystem,

which is then discussed in further detail.
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The above figure shows that there are numerous potential ecosystem actors and vehi-
cles for investments. Moreover, it is good to point out that one actor may have varying
roles in the ecosystem. For example, government can be either the commissioner of
outcomes (representing the demand side) or a source of capital (representing the supply
side) (Social Impact Investment Taskforce 2014a, 3). Similarly, same entity can either
be the owner of the capital or act as an intermediary who manages the capital and im-
pact investment on the behalf of the asset owner.

Impact investments utilize same kind of instruments as traditional finance, currently
the three most common ones being 1) private debt 2) private equity and 3) public equi-
ty. The rest of the deployed investments fall to categories of real assets, public debt,
deposits and cash equivalents, equity-like debt and other (social impact bonds, revenue
share agreements, swaps, and guarantees). (GIIN 2018, 27.) According to Bugg-Levine
& Emerson (2011, 13) private equity and direct lending may be the most appropriate
vehicles for impact investments because of their “unmatched power” in generating so-
cial impact.

The demand side has collectively been referred to as demand side actors (Harji &
Jackson 2012, 9), impact investees (Liitjens—Schilling & Sheck 2015, 13), impact-
driven organizations (Social Impact Investment Taskforce 2014a, 3) and impact enter-
prises (World Economic Forum 2013, 15; Fine et al. 2018, 7). In addition, Social Impact
Investment Taskforce (2014a, 3) includes impact-driven purchases in the demand side,
which consists of actors such as governments as commissioners of outcomes and social-
ly minded corporate purchasers of goods and services. This taxonomy is a bit confusing
as these impact-driven purchasers are not those who receive capital to generate the im-
pact themselves. Rather, they are the source of revenue for impact-driven organizations
through acquiring their goods and services as they see these organizations and their
products being beneficial for the larger population.

Generally speaking, however, the demand side actors are united by the will to gener-
ate both profit and impact like their counterpart impact investors (Social Impact Invest-
ment Taskforce 2014a, 8). Referring to their organizational or legal structure, this is
actually rarely mentioned in the literature and described in broad terms including both
business and non-business structures, i.e. including also projects, programs or initia-
tives. However, sometimes a more detailed description is given, for example by charac-
terising the recipients of impact capital as private, unlisted organizations. In addition,
they have also been referred to as organizations prioritizing their mission, either explic-
itly stating so or by indication of their business model, like in the case of social enter-
prises. (Hochstiddter & Shceke 2015 458-459.)

While the impact-driven organizations can take many forms, it seems that one aspect
that is used to draw a line between those that could receive impact investments and

those that do not qualify as investments targets, is that the latter ones depend on dona-
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tions and grants. For example, Petrick et al. (2016,38) characterize the recipients of im-
pact investing capital as impact-driven organizations varying from for-profit blended
value social enterprises, to mission-locked social businesses (at least covering all their
costs) to social benefit enterprises (at least covering 50-75% of their costs). However,
they exclude charitable and donation dependent organizations with little to no turnover.
Similarly, Social Impact Investment Taskforce (2014a, 9—-10) characterizes in its report
that impact-driven organizations can include both social sector organizations (SSOs)
and profit with purpose businesses, but organizations incapable of generating financial
return do not qualify as recipients of impact capital.

In fact, finding new ways to finance both SSOs and SEs has at least partly motivated
the emergence of impact investing as they have earlier mainly depended on grants and
donations (Social Impact Investment Taskforce 2014a, 9; Clarkin & Cangioni 2016,
137). Although grants have been a valuable source for them to gain initial seed funding,
there are several issues that come with them. Namely, one fundamental issue is that
grants are usually tied to a certain project, therefore cannot be used to other business
development purposes and to accommodate the needs of the growing business (Martin
2015, 120). Moreover, according to the O’Donohoe (2010, 15), this co-requirement for
both financial returns and impact can foster the development of financially sustainable
business models, therefore enabling the organizations to bring their impact to scale.

The supply side, in turn, provides the capital for the generation of impact, either di-
rectly or through an intermediary organization or a fund. In the supply side, foundations
have been particularly active to engage in impact investing (see e.g. Calderini et al.
2018, 73), as well as high net worth individuals (HNWIs) and family offices (see e.g.
Harji & Jackson 2012, 16). Development finance institutions have had a foundational
role too, especially as first movers to sectors or geographies, which have lacked previ-
ous engagement from investors (World Economic Forum 2013, 12—-13). However, par-
ticularly institutional investors, such as pension funds and insurance companies, are
considered to play a key role in scaling the market. With an estimate of about 20 trillion
dollars assets under management, they can help to grow the market but also give it legit-
imacy in the eyes of other investors, asset management intermediaries, policymakers
and service providers (Wood et al. 2013, 75-76; Brandstetter & Lehner 2015, 88).
Many of the prominent players in this group have already adopted responsible investing
strategies and committed to the UN Principles for Responsible Investing (UNPRI)
(Harji & Hebb 2010, 6). At present, however, the proportion of the institutional inves-
tors remains marginal (Calderini et al. 2018, 73).

In addition, this thesis includes an interesting contribution that provides another po-
tential group of impact investors that is rarely mentioned. According to Louche et al.
(2012, 307), religious organizations have been active players in impact investing and in

responsible investing from the very beginning of these movements, although their role
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is often neglected in the literature. Based on a survey conducted among religious organ-
izations, 77 per cent of 103 respondent organizations practiced impact investing, with
even bigger per cent practicing other forms of responsible investing. Furthermore, the
authors state that this clear interest in impact investing may well derive from the fact
that they see these types of investments as a good match to their ideological preferences.
(Louche et al. 2012, 309-310, 316.)

As presented in the previous discussion, the impact investors consist of a very heter-
ogeneous group of actors, and they each may have their own set of motives driving their
participation (see e.g. Harji & Jackson 2012, 15). These include both emotional reasons
(Roundy et al. 2017, 501) as well as more commercial reasons such as responding to a
client demand, getting foothold in growing sectors and geographic markets or the finan-
cial attractiveness of the existing opportunities (GIIN 2018, 4). In the theory chapter 2,
it was presented that impact investors are sometimes divided into financial first and im-
pact first investors according to their preferences in the investment. Institutional inves-
tors are often thought to represent the financial first investors since they are bound by
their fiduciary duties to their clients (see e.g. Harji & Hebb 2010, 6). Therefore, these
investors are naturally more inclined to highlight the competitive financial returns of the
investment to meet their fiduciary obligations. This is quite the opposite regarding many
foundations and those who have their roots in the philanthropic communities, which
have more flexibility in terms of the fiduciary duties and rather, are driven by their mis-
sion to advance social objectives. Therefore, these impact investors tend to focus on
achieving high impact return and may be willing to accept less competitive rates of fi-
nancial returns. (O’Donohoe et al. 2010, 21-22; Hebb 2013, 71-72; Ormiston et al.
2015, 366-367.)

3.2 Current impediments for the market growth

As a starting point, especially young impact investing markets face a classic chicken
egg problem when setting out to establish the different elements of the market (Petrick
et al. 2016, 44). First, encouraging the growth of impact-driven organizations requires
that they have available funding throughout their different development phases but they
are currently struggling to acquire early stage risk capital (Social Impact Investment
Taskforce 2014a, 12.) These difficulties keep the number of enterprises relatively low
and hence, mean fewer investment opportunities for investors. On the other hand, it is
namely the perceived lack of financial sustainability and scalability of the business
models that leaves many mainstream investors sitting on sidelines for now (see e.g Harji
& Jackson 2012, 27; Shapiro 2018, 147). Investing in the capacity building and invest-

ment readiness of these organizations is therefore necessary in order to establish a
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healthy deal flow in the impact investing market (Mendell & Barbosa, 118). Further-
more, the average deal size of impact investments tends to be smaller, compared to sim-
ilar growth capital deals in the traditional markets. This is problematic, because the
transaction costs of a deal become relatively high. For example, the time for conducting
due diligence may be the same regardless of the deal size. (World Economic Forum
2013, 24.)

Besides increasing the number and scale of the existing investment opportunities, in-
vestors are calling for more suitable financial products, innovative deal structures and
platforms to suit the different needs of different types of investors and to provide liquid-
ity and exit strategies in the market. Innovative financial products and deal structures
that have started to emerge include social impact bonds, green bonds, and vaccine bonds
as well as so called ying-yang deals, for example (Harji & Jackson 2012, 22-23).
“Ying-yang deals”, or blended finance deals, refer to a specific deal structure where
capital is pooled from investors with different expectations and preferences in terms of
financial and impact objectives. In practice this means that money can be combined
from impact first, financial first and even philanthropic investors within the same deal.
Although financial first investors, such as institutional investors, may be socially moti-
vated and willing to participate in the deal, they may need to be sure that they can obtain
competitive and risk-adjusted returns. On the other hand, impact first and philanthropic
investors can often be more flexible and accept lower returns on their investments or be
willing to bear more risk. As they can “compromise” in terms of financial returns, it
allows financial first investors to meet their financial needs and therefore enable the
realization of deals that may not happen otherwise. Indeed, these blended finance deals
have raised increasing interest among impact investors. (Freirech & Fulton 2009, 32—
33; Harji & Jackson 2012, 24; GIIN 2018, 19.)

Liquidity, then again, is in traditional capital markets ensured through the creation of
secondary markets, which allow investors to trade their securities such as stocks and
bonds (Mendell & Barbosa 2013, 114-115). Recently, these platforms have started to
emerge in impact investing as well, in the form of social stock exchanges such as Im-
pact Investment Exchange (IIX) in Asia, Nexii in South Africa and the Social Stock
Exchange in London. These exchange platforms may help to encourage the impact driv-
en organizations to increase their investment readiness to reach for the listing criteria of
a platform. Moreover, they can aid institutional and retail investors in identifying oppor-
tunities and gaining access to liquid securities (Harji & Jackson 2012, 24; World Eco-
nomic Forum 2013, 16; Social Impact Investment Taskforce 2014a, 13).

One area of confusion for many investors is whether impact investments are an asset
class of their own or a more general approach to portfolio management (Ormiston et al.
2015, 357, Daggers & Nicholls 2016, 18). Although some authors have suggested the

former (see O’Donohoe et al. 2010, 25), impact investing is generally stated to span
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across all asset classes (Hochstiddter & Scheck 2015, 461). Nonetheless, including im-
pact investments in existing portfolios is not that straightforward matter for investors
and investment managers. Currently used frameworks for portfolio management, such
as the Modern Portfolio Theory (MPT), simply do not allow taking into account how
the addition of the social dimension affects the dimensions of financial return and risk
(World Economic Forum 2013, 25; Brandstetter & Lehner 2015, 93). To put it shortly,
the introduction of the MPT has encouraged the investors to diversify their portfolios
across asset classes, which has also induced a strong benchmarking culture to assess the
performance of these portfolios. With the absence of other frameworks, these conven-
tional benchmarks and tools are also used to evaluate the impact investing opportunities,
even when one is being aware of their limited ability to assess investments with an im-
pact element. (Wood et al. 2013, 77-78.)

One thing that complicates the portfolio management is that investors, specifically
large institutions, are commonly made up of teams, each of which is managing a specif-
ic asset class and investments related to that asset class. Considering the unique charac-
teristics of impact investing and the shortcomings of existing frameworks, it is hard to
assess how to integrate impact investments in the current work of the teams. (World
Economic Forum 2013, 25.) The Asset Allocation work group of the Social Impact In-
vestment Taskforce has suggested the following approach to this matter. In the short
term, it may be a good idea to form a separate team that has the skills to evaluate the
impact dimension and engage in attractive investment opportunities across asset classes.
In the long-term, however, impact investing should be established as a mainstream
strategy that can be applied within each asset class teams alongside other strategies such
as SRI screening practices. (Social Impact Investment Taskforce 2014b, 10-11.)

Finally, measurement of the non-financial impact is one of the most critical challeng-
es at the moment. While the financial performance of impact investing can be evaluated
by traditional means, the quantification of the impact dimension is a far more challeng-
ing task (Hebb 2013, 72). Yet, researchers and practitioners alike see that finding a
common way to articulate, differentiate and analyse the impact needs to be established
(see e.g. Clark 2016, 4). It would support the investees in attracting capital from impact
investors, enable the investors to compare between different investment opportunities
and give the governments guidance to assess the fiscal, economic and social cost of the
issues being targeted (Harji & Hebb 2010, 13; Social Impact Investment Taskforce
2014a, 28, 30.) For the academics, a common way to measure the impact would provide
a solid foundation to collect data and test the validity and reliability of current metrics
(Clarkin & Cangioni 2016, 147). Although various actors have made efforts to develop
industry-wide measurement practices, such as the Impact Reporting and Investment
Standards (IRIS) and the Global Impact Investing Ratings System (GIIRS), more time is
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needed to develop standards that enjoy widespread adoption (O’Donohoe et al. 2010,
12; Ormiston et al. 2015, 358).

3.3 Social Impact Bond

Like impact investing, the social impact bond (SIB) model has only recently been
coined. The pioneer of this approach has been the UK, which launched the world’s first
SIB in 2010 aimed at reducing the reoffending by the prisoners at the Peterborough
Prison (Barclay & Symons 2013, 4). Since then, the idea has taken off and raised wider
international interest among policy decision-makers (Fraser et al. 2018, 5). Outside the
UK, the SIB has been referred with alternative concepts as well, such as pay for success
(PFS) in the US and social benefits bonds (SBBs) in Australia (see e.g. Ronicle et al.
2014, 36).

Despite the different definitions, the fundamental idea is similar. There are usually
four different actors involved in the SIB contract: 1) the commissioner, who is almost
without an exception a public sector actor 2) a specialized intermediary, 3) service pro-
viders and 4) at least one external investor. The commissioner is the one who initiates
the contract and sets the terms, but ultimately gives the intermediary most of the control
(Warner 2013, 305). Therefore, the intermediary is needed for structuring the contract
but also for facilitating the administration and managing the project delivery. The ser-
vice providers deliver the commissioned service and can be (private) non-profit organi-
zations, social businesses or for-profit organization. Finally, the investor(s) pays upfront
capital for the designed intervention and may be anything from philanthropic oriented to
profit or blended value oriented investor. (Maier & Meyer 2017, 1; Fraser et al. 2018,

4-5.) The model at its basic form can be illustrated as follows.
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Figure 4 The structure of Social Impact Bond (Based on Social Impact Investment
Taskforce 2014a, 4; Liitjens—Schilling & Scheck 2015, 16; Warner 2013,
30)

Notable factor in the above-presented model of SIB is, that the investors are paid the
invested principal plus possible returns only if the predefined outcomes are achieved.
This is also the factor that differentiates it from other available instruments within im-
pact investing since the SIB model. Furthermore, the naming of the SIB may be some-
what misleading. The instrument is not a traditional bond per se, as the return is contin-
gent on the outcomes of the project and therefore should rather be categorized as a con-
tractual obligation (Jackson 2013, 611; Fraser et al. 2018, 5.) Moreover, as the return
depends on the achieved outcome, an independent validator is often needed in the pro-
cess for the evaluation and measurement of impact.

The fundamental benefit that the SIB contracts are deemed to have is that it transfers
a substantial part of the risk from a commissioner to investors, therefore creating a pos-
sibility to test new interventions at minimum risk as well as scale the existing ones
(Giacomantonio 2017, 52). For example, in the UK the cost of a convicted youth of-
fender for the government is approximately 21 000 pounds. However, the cost of an
intervention targeting to prevent recidivism can only be around 7000 pounds, therefore
if successful, the investment would have been a feasible option for the government.
(Social Impact Investment Taskforce 2014a, 14.) If the intervention is not successful,
government does not have to pay anything, thus decreasing their risk to participate.

Moreover, given that the project is successful and meets the predefined objectives, gov-
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ernment is, in a way, repaying the investors from the savings generated for the public
sector due to the decrease in needed social services, which therefore saves the costs of
the taxpayers as well (Warner 2013, 303; Fraser et al. 2018, 5).

For service providers, the SIBs can provide an opportunity to participate in the first
place if the working capital or willingness to assume financial risk is limited (Ronicle et
al. 2014, 26). SIBs can also increase synergies among impact-driven organizations
through the collaboration and coordination of overlapping activities (Social Impact In-
vestment Taskforce 2014a, 15). Moreover, the model puts the emphasis on the out-
comes and the tracking of those outcomes rather than specific inputs and out-puts. This
again, is deemed to improve the service provider's business model through encouraging
for a stronger accountability and performance management. (Ronicle et al. 2014, 25;
Katz et al.2018, 211.) Furthermore, in comparison to more traditional ways to produce
interventions such as other PbR contracts, block contracts or grant-funding, the SIBs are
often set for a longer time period, therefore providing a greater degree of financial sta-
bility for the organizations involved in the contract (Giacomantonio 2017, 53; Fraser et
al. 2018, 10).

For investors, the benefits consist of being able to pursue a blended value approach
as well as generally catalysing the impact investing market (Ronicle et al. 2014, 26).
However, it may be questionable how attractive the SIB is from an investors’ perspec-
tive. One important factor to take into account is the level of risk they are expected to
assume as well as the balance between the investors and the commissioner regarding the
risk (Ronicle et al. 2014, 31). Because the investors currently have to bear most of the
risk and the contract term can be quite long, they have to be willing to provide patient
capital as well as be motivated by realizing social objective (Warner 2013, 305). Indeed,
according to the Fraser et al. (2018, 11) some have regarded SIBs as a niche for social
investors.

Moreover, the common concern for all the parties is the potentially high transaction
costs and complexity related to SIB contracts (Ronicle et al. 2014, 33). These issues are
due to the additional governance needed, the increased numbers of actors in the network
as well as activities that are required for the evaluation of the achieved outcomes (Gia-
comantonio 2017, 50-51). In addition, there has been a concern that the objectives of
the SIBs are sometimes set to be rather ambitious and hard to achieve in practice. There-
fore, the objectives should be set in a way that they are credible and measurable and fit
within the time frame of the funding (Jackson 2013, 612)

Additionally, there may be some ideological challenges involved in the SIBs. One of
the concerns about SIBs is whether it undermines the role of the public services (Katz et
al. 2018, 211). Some authors even consider it as a step back to the time before the exist-
ence of a welfare state. In addition, there is a concern that the SIBs results in a lower

degree of transparency regarding how public funds are used. (Fraser et al. 2018, 12.)
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However, as Jackson (2013, 612) pointed out, the SIBs should not be regarded as dis-
placing the role of the public sector entirely, as the SIB contracts are not applicable to
all public services. Therefore, SIBs should rather be considered as a tool to supplement

public funding.
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4 RESEARCH DESIGN

4.1 Research approach

As a starting point, this study aimed to research a new topic of impact investing, which
has been characterized as lacking academic research and a solid theoretical foundation.
Building on that argument, this study adopted a qualitative research approach that
sought to explore the topic at hand. Exploratory research investigates an under-
researched or a badly understood problem in the hope that the research will generate
results, which will expand the existing knowledge base (Ghauri & Grenhaug 2005 58;
Brown 2006, 46; Hesse—Biber & leavy 2011, 10). For example, an exploratory research
differs from problem-solving and testing-out types of researches, where the former
seeks to solve a specific problem, and the latter tests an existing generalization on a spe-
cific matter and under certain circumstances (Brown 2006, 45-46). However, in both
cases, the research problem is structured, which means that it is quite well understood
and there exists knowledge and theory related to it (Ghauri & Grenhaug 2005 58-59).
Thus, due to the lack of existing research and theory on the subject of this study, ex-
ploratory research was considered as the best approach.

Qualitative approach, in turn, is characterized as aiming at a holistic understanding of
the topic and allows a great degree of flexibility during the research process, therefore
making it possible to modify the original research settings at a later stage (Eriksson &
Kovalainen 2008, 6, 27). In the literature, qualitative approach is often contrasted with
quantitative approach, where the first one is considered to emphasize words, and often
takes an inductive, theory-generating approach. The second one tends to focus on meas-
urement and quantification as well as testing the existing theories in a deductive man-
ner. In reality, however, both the qualitative as well as the quantitative approach have a
variety of different features, which also overlap with one another. For example, a quali-
tative research approach has been used to test theories, therefore not serving as a theory
building but as a theory testing strategy. (Bryman & Bell 2015, 37-38.) Perhaps rather
than categorizing the overall approach as qualitative or quantitative, or as theory gener-
ating or theory testing, the matter should be examined from the perspective of methods
used to collect and analyse data. Therefore, this study is characterized as an explorato-
ry research, which employs qualitative methods for data collection and data analyse.
The specific qualitative methods that were chosen are further discussed in the next sec-

tions.
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4.2 Data collection

When considering the topic at hand, the available research to begin with was scarce.
Moreover, as the data was collected in the Finnish context and there exist only a handful
of Finnish studies on the topic, it was decided that primary data should be collected.
Primary data can be collected by either communicating with the subjects of the study or
by observing them. Communication is not a synonym for face-to-face interaction; rather
it means the collection of data in a way that allows the subjects of the study to explain
their experiences of a specific phenomenon. This kind of data can be collected through
surveys or interviews, latter of which can be conducted face to face or through phone
interviews, for example. (Ghauri & Grenhaug 2005, 123.) As the market development
of impact investing in Finland is still at a very early stage, it was deemed most fruitful
to communicate with the study subjects to gain their views on the topic.

Furthermore, interviews were chosen as a data collection method for this research.
Interviews can further be categorized as highly structured, semi-structured or unstruc-
tured. The benefit of the structured interviews is that they permit a higher degree of
comparison between the individual interviews and the generalization of the results be-
comes more fruitful. However, especially less structured and in-depth interviews have
been considered useful in the context of exploratory research, as they enable the experi-
ences and perspectives of the interviewee to surface (Ghauri & Grenhaug 2005, 132—
133; Hesse-Biber & Leavy 2011, 102-103). Thus, a less structured approach to inter-
viewing was adopted in this study as well. Moreover, the nature of these interviews is
perhaps best encapsulated by Alvesson’s (2011) characterization of loosely structured
interviews where “some questions are prepared and asked and various themes are to be
covered”, yet leaving a lot of room for the interviewer to change direction as well as to
engage in new interesting themes as they emerge (Alvesson 2011, 9).

When selecting the interviewees, a purposeful sampling was utilized. A purposeful
sampling can be differentiated from random sampling in a way that the first one aims to
understand something about the certain cases whereas the latter one aims for generaliza-
tion from the sample cases to a larger population (Patton 1989, 100). Indeed, as in the
case of choosing a loose structure for interviews, utilizing a purposeful sampling was
justified based on the fact that the purpose of this study is to explore, not to generalize.
Moreover, as currently very limited number of actors are involved in impact investing,
it was considered that the people outside of this group likely would not be aware of, or
at least, would have very limited knowledge on the topic.

At the beginning of the research, a literature search was conducted and this included

mapping out whether there existed material in Finnish. This part was conducted through
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Google search engine using Finnish terms for impact investing or social impact bond”.
As a result of that search, it became evident that the Finnish Innovation Fund (Sitra) has
been the leading party in establishing the impact investing ecosystem in Finland. There-
fore, the starting point was to go through the publications and articles on Sitra’s web-
site. Through scoping the website, the contact details for the expert of impact investing
were found and an interview request sent. In addition, it was found that Sitra has orga-
nized four Impact Accelerators, which are training and mentoring programs aimed at
companies that have potential to be players in the impact investing ecosystem.

The purposeful sampling in practice was as follows. First, through meeting with the
Sitra’s expert in impact investing, as well as discussing with another Sitra’s employee
that had participated in the work of Impact Accelerators, further candidates for inter-
views were identified. In parallel with this, the author searched information about the
companies that had participated in Impact Accelerators and send interview requests by
email. Second, some of the interviewees were acquired based on the referrals given in
the previous interviews. This is also referred as snowballing sampling and, indeed, is
often used in cases where it is hard to identify the appropriate candidates (Hesse-Biber
& Leavy 2011, 47).

Moreover, the objective was to engage in conversation with different types of current
or potential players in the market, to get a more diversified picture of the market and
existing perspectives. Altogether 10 different respondents were interviewed consisting
of investors, intermediaries and investees. However, it should be noted that although the
respondents were selected based on their link, interest and awareness of impact invest-
ing, only Sitra has actually engaged in the impact investing deals in practice’. The fol-
lowing table presents the respondents interviewed in this study, as well as the details of

the interviews regarding their date, duration and channel.

* Generally, impact investing is translated in Finnish as vaikuttavuussijoittaminen or vaikuttavuusin-
vestoiminen and SIB as tulosperusteinen rahoitussopimus.
? These include the two first social impact bonds, which were launched in 2015 and 2017.



38

Table 2 Interview details
Interviewee Profile of the interviewee Date Dura- Chan-
_groups tion nel
Investors Business angel 18.5.2018 | 34 Phone
min
Institutional investor 22.5.2018 |25 Phone
min
Intermediaries Representative of Sitra 23.3.2018 |90 Face-
min to-face
Impact 27.42018 | 62 Phone
measurement expert 1 min
Impact 7.5.2018 | 81 Phone
measurement expert 2 min
Representative of an impact 15.5.2018 | 30 Phone
investment fund min
Investees Representative of an impact- | 24.4.2018 | 71 Skype
driven organization 1 min
Representative of an impact- | 2.5.2018 | 55 Skype
driven organization 2 min
Representative of an impact- | 15.5.2018 | 58 Skype
driven organization 3 min
Representative of an impact- | 25.4.2018 | 53 Phone
driven organization 4 min
27.4.2018 |46 Phone
min

The interviewees can be categorized in three broad groups depending on their current
or potential position in impact investment market. The first group of interviewees con-
sist of two investors — a business angel investor and an institutional investor. Both were
aware of impact investing and had some kind of link to it at this initial stage through for
example, some market building activities. The business angel is a member of the Finn-
ish Business Angels Network (FIBAN) with experience of working with growth com-
panies as well as organizing financing for them. The interviewee has made business
angel investments for 7 years. The institutional investor is an investor in an employment
pension company with expertise in responsibility as well as investing in non-listed
companies.

The second group of interviewees is more heterogeneous. It includes both individu-
als that have actively taken part in the on-going activities around impact investing, but
also individuals that gave perspectives related to measurement of impact from a practi-
cal experience or from academic research perspective. Especially the representative of
Sitra has expertise and knowledge of impact investments and social impact bond pro-
jects in Finland. The impact measurement expert 1 is a researcher in a research centre

and has expertise in the field of innovations and innovation policy as well as impact
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evaluation. The impact measurement expert 2, then again, is a social entrepreneur with
expertise in impact assessment methods and tools. The fourth interviewee of this group,
the representative of an impact investment fund, has extensive expertise in environmen-
tal projects such as those related to renewable energy and energy efficiency. In addition,
the interviewee has managed outcomes-based project both with social and environmen-
tal objectives.

The third group of interviewees consists of individuals that also have a strong link to
impact investing since they have all participated in one of the Impact Accelerator pro-
grams. The representative of an impact-driven organization 1 has 10 years of experience
in working in the renewable energy sector. Currently, the interviewee works in a small
company, which social objective is to holistically improve the health and well-being of
working individuals. The representative of an impact-driven organization 2 is a social
entrepreneur whose social objective is to improve the health and well-being of individu-
als. The interviewee has experience of working with various municipal and third sector
actors. The third representative in this group is an entrepreneur of a start-up, which pro-
vides tools for impact measurement and evaluation. Finally, representative of an impact-
driven organization 4 works in a social and health care sector organization focused on
the well-being of children and families. Within the organization, the interviewee is re-
sponsible for service development as well as developing the impact modelling and
measurement.

When conducting the above-presented interviews, several things were further con-
sidered. First, time constraints were taken into account, from the perspective of the au-
thor and from the interviewees, as well as the possible costs related to travelling. In-
deed, other authors have noted the importance of taking these things into account, which
often are specifically relevant regarding student research (see e.g. Ghauri & Grenhaug
2005, 56). Therefore, the primary channel for gathering the interviews was over the
phone. Fisher (2010, 185) notes that this can be especially useful when interviewing
people who would otherwise have difficulties in finding the time for the interview.
Moreover, although Skype was also utilized with some of the interviewees, conducting
interviews over the phone was considered somewhat more reliable. Indeed, in some
cases, there were some technical issues with using Skype. However, in some of the in-
terviews, where Skype was utilized, the respondents were able to share some back-
ground material on the screen, which was considered useful.

The other practical considerations related to the recording of the interviews as well as
anonymity. Patton (1989, 247) notes that the benefit of the recording is that it increases
the attention that the interviewer can give to the interviewee, but using such recording
device should also be justified to the interviewee. Furthermore, permission for recording
from the respondents should always be asked (Ghauri & Grenhaug 2005, 135). Indeed,

all interviewees were asked prior the interview whether they allowed for the recording
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and this was asked on the grounds of being able to better concentrate on the discussion
and not to have to take extensive notes during it. In addition, the interviewees were
asked whether they would like to stay anonymous. Some of the respondents expressed
that due to the critical tone that some may consider them to have, they would like to
stay anonymous. Therefore, in the end, it was considered equal to refer to all of the in-
terviewees and their viewpoints anonymously.

During the interviews, a lot of room was given to the respondents to express the
things that came to their mind. The start of the interview was usually the same for each
interviewee and included mapping out the background of the interviewee, but the rest of
the interview followed an individual path depending on the interviewee. As the inter-
viewees raised new or interesting points, these were engaged in by developing new
questions. Moreover, as there is hardly any research on the Finnish impact investing
market, it was somewhat impossible to map out the different aspects prior the inter-
views. This is exactly the reason why it was considered justified to keep the interviews
as flexible as possible, although the author did have a set of themes and prompts to
guide the interview, if necessary. These themes and examples of the prompts related to
them are presented in the Appendix 1. However, due to the unstructured approach, and
the individual nature of the interviews, the Appendix 1 does not include all of the ques-
tions asked.

After the interviews, written documents were received from the representative of
Sitra via e-mail. Some documents were also retrieved through an online search using
Sitra's database for publications and news. These documents were used to complement
the interview data, and they aided in forming a clearer picture of the current market

structure and development.

4.3 Thematic networks as data analysis tool

The data analysis in this study followed an iterative process, where the data was simul-
taneously collected and analysed (see e.g. Hesse-Biber 6 Leavy 2011, 307). In practice,
this means that when possible, the records of the interviews were transcribed before the
next interview in order to let initial observations and interpretations to emerge from the
data. This facilitated the author to build understanding about the novel topic and thus,
was also considered to facilitate the conducting of the subsequent interviews. Further-
more, after the data had been collected, getting to know the material was done thorough-
ly. This was indeed necessary, as the transcribed material generated over 100 Word
document pages (with the font size 12, line spacing 1.0 and 2 cm margins). First, the

material was read from start to finish on consecutive days to get a good overview of the
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collected data. At this stage, notes were taken and some initial highlighting of the sen-
tences.

In the next phase, the data was reduced and organized in different themes. Generally
speaking, thematic analysis aims to find aggregated themes within data and includes
three broad features: examining commonalities, examining differences and examining
relationships (Gibson & Brown 2009, 128-129). In practice, this process involves as-
signing codes to pieces of data, and the pieces of data with the same code, form a com-
mon theme (Gibson & Brown 2009, 131). In this study, the author had initial themes to
look for from the data in mind, however they were not ”forced” to fit the collected data.
Indeed, also the research questions were modified as a result of the data analysis phase.

Furthermore, this study utilized Attride-Stirling’s (2001) main principles of the the-
matic network analysis method, which is aimed at facilitating the organization and visu-
alization of qualitative data. One thematic network includes three different levels of
themes: 1) basic themes, 2) organizing themes and 3) a global theme, and they can be
presented as a web-like illustrations (Attride-Stirling 2001, 386), similar to mind-maps.

The following figure provides an illustration of the network in its basic form.

Basic Theme

Basic Theme

Basic Theme

Basic Theme

Basic Theme

Global Theme

N

Basic Theme

Basic Theme -
Basic Theme

Basic Theme
Basic Theme

Figure 5 Thematic network (Attride-Stirling 2001, 388)

The basic themes are the lowest-order level of data and they emerge from the textu-
al data itself — in the case of this thesis — from the transcribed interviews. The process

then moves on to form the organizing themes, which unite a group of basic themes to-
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gether. The purpose of them is to interpret the underlying meaning of different basic
themes. In other words, the name of an organizing theme represents what is the com-
mon feature of different basic themes. Then, all the different basic themes and organiz-
ing themes are brought together within the same network, and united by naming a glob-
al theme. Hence, the name of the global theme is an interpretation that can be made
from all the different basic and organizing themes. Furthermore, when following the
thematic network analysis method, the researcher may end up building several different
thematic networks. (Attride-Stirling 2001, 388—-389.) In this thesis, altogether three dif-

ferent thematic networks were built.

4.4 Evaluating the trustworthiness of the study

Concepts such as the reliability and validity of the study have been used in order to
evaluate whether the study, and the claims or interpretations suggested in it, can be
trusted. To put it shortly, the validity of the study refers to the extent to which a claim or
interpretation accurately represents the objective of those claims or interpretations. The
reliability then again refers to a degree of consistency, or to an extent to which same
results can be replicated by a different researcher. However, there exists argumentation
over whether these concepts fit well in the context of studies that have employed quali-
tative methods in data collection and analysis. (Koskinen et al. 2015, 253-256.)

Indeed, alternative criteria for evaluating the study have also been suggested. Lincoln
and Guba (1985) present four other concepts that can be used as alternatives to the reli-
ability and validity of the study. These consist of 1) dependability, 2) transferability, 3)
credibility and 4) confirmability, which together form the trustworthiness of the study.
First, dependability refers to the researcher’s responsibility of providing evidence that
the process has been logical, traceable and documented (Eriksson & Kovalainen 2008,
295). To this point, the author has made an effort to provide a great level of detail in
how the interviewees in this study were selected, and how the interviews were conduct-
ed. According to Bryman and Bell (2015, 414), readers have a right to know how the
participants were chosen for the study, which also increases the transparency of the re-
search. When it comes to documentation, two recorders were used in each interview
thus ensuring that the original recording could be used in the transcription phase, which
formed a basis for the data analysis.

Second, transferability of the study means the similarities that can be found between
the study at hand and other studies (Eriksson & Kovalainen 2008, 295). Lincoln and
Guba (1985, 297) suggest that in order to evaluate the transferability aspect, an investi-
gator also has to know both the sending and the receiving context. Therefore, the evalu-

ation of transferability is also a matter of comparing the contextual similarities and dif-
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ferences between two different studies. This is contrary to the generalization aspect of
quantitative studies where the researcher only needs to ensure the internal validity of
sample A, as well as that sample A, is representative of the population. In this case, the
generalization can be made regardless of the context. However, when employing un-
structured interviews within a small number of interviewees and in a specific local con-
text, it is rather impossible to apply the results to other settings (Bryman & Bell 2015,
414).

Evaluating the transferability in this thesis faced problematic issues regarding the
scarcity of academic research on the topic, especially in the Finnish context. Hence,
there was not a solid theoretical foundation for impact investing that could have been
used in the theory section. The lack of previous studies in the Finnish context also
means that the ability to make a comparison between the results of this thesis and exist-
ing research was limited. However, the author has made an effort to point out some
links between the empirical data as well as the existing international literature through-
out the results section, as well as in the conclusions section. In addition, the context of
this thesis is explained in the results section when exploring the impact investing market
structure and existing and potential actors. According to Lincoln and Guba (1985, 316),
this is one element of transferability — providing a description of the time and context in
which the study was made and the data collected.

Third, the credibility stands for whether the presented claims made in the study are
strong. This is related to the issues of how familiar the researcher is with the topic, and
whether the data collected is sufficient. (Eriksson & Kovalainen 2008, 295.) Starting
with the first point, it should be said that the topic, at first, was a very new one for the
researcher as well. However, over the course of the study, the author has become very
familiar with the topic as well as its relation to other fields. To increase the credibility of
this research, the chapter 2.1 as well as the chapter 6.4 have been formed in order to
share the knowledge gained during the research as well as to acknowledge the limita-
tions of this study.

Regarding the sufficiency of the data, it has been suggested that the researcher may
continue collecting data until the theoretical saturation is researched. That is to say, no
additional explanations emerge from the data. However, often the matter of theoretical
saturation is constrained by the practical issues of time and cost. (Gillham 2005, 50.)
Indeed, those practical limitations were faced in this study as well. Altogether 10 re-
spondents were interviewed in this study and although a lot of valuable material was
collected during them, further interviews could have been conducted. However, this
may also partly derive from the fact that little previous research has been conducted.

Finally, confirmability refers to the issue of making solid links between the data and
the interpretation in a way that is understandable for the reader (Eriksson & Kovalainen

2008, 295). For this, two main tools were employed. First, the results section includes
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illustrations of the thematic networks that were compiled in the data analysis phase.
They summarize the main themes that emerged, which are then discussed in a greater
level of detail in the subsequent written text. Giving an overview of the main themes
before diving into details is deemed to facilitate the understanding of the reader. Se-
cond, also illustrative quotations from the respondents are used. The direct quotations
were selected based on their ability to provide the most illustrative and easily under-

standable description of the issue under discussion.
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5 IMPACT INVESTING IN FINLAND

This chapter consists of empirical findings collected through interviews. As explained
in the previous chapter, altogether three different thematic networks were built during
data analysis and they are depicted in the sub-chapters 5.1, 5.3 and 5.4 to help in the
visualization and organization of the data. Chapter 5.2 presents an overview of the cur-
rent market and corresponds to the second objective of this study: to examine the struc-
ture of the market ecosystem including existing actors, investment instruments and sup-
portive measures. This chapter utilizes material from the first interview with Sitra,
which is woven together with the information from documents that were received via
email or collected through an online search. However, these written sources are clearly
marked in the discussion. Additionally, the discussion about results is complemented

with illustrative quotes from the interviewees.

5.1 Prevailing understandings of impact investing

As presented in the chapter 2, the international definition of the term impact investing is
still searching for its exact boundaries and a general agreement on the matter has yet to
be achieved. However, despite the range of current terms in use, impact investing is
often characterized as occupying a space between pure philanthropy and SRI without
overthrowing either of them (see e.g Michelucci 2017, 2686). The core elements of im-
pact investing include the pursuit for both financial profits as well as measurable and
intentional social or environmental impact (see e.g. Hochstadter & Scheck 2015, 453).
The first thematic network formed during the analysis phase encapsulates the interview-
ees' current perceptions of impact investing. The thematic network below is comprised
of three organizing themes that examine the term in relation to the SRI field, as well as

the two main objectives included in the term.
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Impact objectives ought to be set in a
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Figure 6 Thematic network 1: The current understandings of impact investing in
Finland

The first theme emerged from the discussions with the investors and Sitra and it de-
scribes the relationship between impact investing and socially responsible investing
(SRI). According to the interviewees, there indeed is a link between the two terms.
However, impact investing can be understood as a step forward within the SRI field, as
“responsible investing 2.0”. Thus, impact investing is a continuum to the prevailing SRI
practices and the most advanced stage of it. Furthermore, the Finnish investors have
already adopted SRI practices quite well. Now, however, impact investing is gaining
momentum in international markets and Finnish investors may well experience that they
need to follow this trend.

In addition to the evolutionary aspect, impact investing can be understood as a spe-
cific sub-type of SRI, which centres on social objectives or a more proactive strategy

that goes beyond the negative screening practices:

Well, it [impact investing] is a subset of this [responsible investing]. Re-
sponsible investing is very extensive in scope. If you think of these three
letters ESG, i.e. environmental, social and governance, this often refers
to the social responsibility. In other words, how to get people a better so-
ciety and a better living environment. Typically, one attempts to influence
something that improves people's living conditions. (Institutional inves-
tor)
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Well, it [impact investing] goes a bit in the same area [than responsible
investing], but you could think of it in such a way that in responsible in-
vesting you don’t invest in companies based on drugs, crime, et cetera.
Often, it means that you are trying to ensure that there is no negative im-

pact. (Business angel investor)

These quotations illustrate that impact investing is considered to be a related, yet
somewhat distinct concept from SRI. Institutional investor sees that impact investing
emphasizes social objectives instead of environmental objectives, for example. Moreo-
ver, business angel investor describes impact investing as being somewhat more proac-
tive as it is not limited to avoiding negative impact. An interesting observation can be
made with these statements and one of the reasons that originally motivated to develop
the concept of impact investing. According to Bugg-Levine and Emerson (2011, 12),
the existing practices at the time had long traditions in negative screening and empha-
sized environmental objectives rather than taking into account the broad array of the
social challenges. Similarly, the discussions with the institutional and angel investor
reveal that impact investing is understood to focus more on the social objectives and it
goes beyond the mere avoidance of negative impact.

The second theme of the thematic network was formed based on the discussions on
the financial objectives of impact investments. First of all, the financial return dimen-
sion is regarded as an inherent part of impact investing, as it is an essential element of
other types of investing as well. It is the defining feature what makes (impact) investing
distinct from philanthropy and charitable donations. Therefore, it is a fundamental prin-
ciple for investors, which guarantees the financial sustainability of the operations and
allows the investors to make further investments in the future. Although the role of the
charity is considered important as well, it is not in itself enough to address the various
challenges of the society. Therefore, private capital must be leveraged as well.

What comes to the level of financial returns sought, the business angel investor char-
acterizes the financial objectives in more general terms. In other words, he sees that the
main thing is that they are both present in the investment. According to the institutional
investor, however, the financial returns must be risk-adjusted and competitive to other
investment opportunities with similar risk profile. This seems to mirror the general be-
lief in impact investing literature that particularly institutional investors are bound by
their fiduciary duties and therefore more inclined towards investments with a more at-
tractive profit potential (O’Donohoe et al. 2010, 21).

The third theme includes the interviewees’ comments about the impact objective.
From investor’s perspective, impact investments can pursue both environmental and
social impact. According to the institutional investor, these objectives have a strong link

to the public sector:
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Impact investing aims to leverage private capital in order to bring about
outcomes of activities typically carried out by the public sector. -- For
example, these [impact investments] have often taken a look at things
that the public sector usually does. So this [impact investing] is a way to
involve private capital into areas typically considered as public sector

affairs. (Institutional investor)

The quote above makes a rather strong association between impact investing and
public sector. However, the link between the impact investing and the public sector does
not pertain only to the discussion on the definition of impact investing but it was a quite
popular theme occurring across various themes and interviews. Partly, it may be ex-
plained by the fact that SIB contracts are currently the main vehicle of investments and
they often involve a public sector actor as a commissioner of outcomes.

Moreover, two other features characterize impact objectives. First, there is the aspect
of intentionality, which refers to the conscious and purposeful pursuit of a positive im-
pact. In other words, all investments have some kind of impact, which can be positive or
negative. However, the positive impact may be generated also in the investments, where
the main motive is obtaining financial returns. In this case, the impact is regarded more
as a positive side effect and therefore the investment cannot be described as an impact
investment:

For example, if some company builds wind power components, it is just
business as usual, but it does have an impact because wind power ensure
the security of energy supply, in an environmentally friendly way. But [in
this case] the purpose of the investment may not be the impact but mak-
ing money. -- The purpose of the investment must be to produce social
benefits. The whole thing must be built around the achievement of the
[impact] objective, rather than achieving the social benefit as a by-

product. (Representative of an impact investment fund)

This perspective represents closely to the one presented in the literature. For exam-
ple, Bugg-Levine and Emerson (2011, 13) argue that: “Al/ investments are capable of
generating positive social impact, but some are closer to the action than others.” From
interviewees’ perspective, this “action” seems to be related to the verification of the
impact. Various interviewees pointed out that the impact objective must be set in a way
that it is truly and concretely measurable. This is especially important with SIB con-
tracts where the return on investment is contingent on the achievement of objectives.
Therefore, the measurement should not be regarded lightly or as a side factor but as the

core element of operations.
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The interviewees comprehend the impact itself as a quite qualitative concept since it
relates to increasing some specific group’s well being. However, it is important that the
measurement involves evaluating quantitative, numerical values, such as accrued cost
savings for the public sector or the reduction in sick leaves. This is contrary to the more
ambiguous ways of measuring one’s impact, such as providing self-assessment forms

for the stakeholders with “smiley-faces” answering options.

5.2 Overview of the current market activities

5.2.1 The introduction of the Social Impact Bond model in Finland

In Finland, the Finnish Innovation Fund (Sitra) has been the initiator in building a local
impact investing ecosystem. One of the Sitra’s ways of working is to identify new con-
cepts and models and investigate their potential and applicability to the Finnish context.
These concepts are then tested in practice through setting up of key focus areas, which
are temporary projects, each running a few years at a time. Moreover, all of these pro-
jects are driven by the same overall purpose of the organization — advancing sustainable
well-being in Finland.

The aforementioned way of working serves as prerequisite that has enabled Sitra to
bring the concept of impact investing in Finland. As presented in introduction, the seeds
of impact investing were originally sown by the Rockefeller Center in 2007-2008 fol-
lowed by an international interest and discussion on the topic. This new way of thinking
found its way to Sitra as well, which then investigated the concept and whether it could
provide value for Finnish society. As an end-result of the investigation, the impact in-
vesting focus area was launched in the spring of 2014 and the project officially com-
pleted in December 2017. However, in 2018-2019 Sitra continues its support for the
existing processes and actors to ensure the positive development of the impact investing
market (Letter of the impact investing project area, Sitra).

The overall purpose of Sitra’s project plan was to generate a broad impact investing
ecosystem to Finland. At this initial stage, much of the resources have been focused on
advancing the application of the SIB model and supporting the actors involved in the
contracts. Currently, there are altogether seven SIB projects either ongoing or being

planned. An overview of them and their objectives is set out in the table below.
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Table 3 SIB projects in Finland (Letter of impact investing project area, Sitra;
Sitra.fi/SIB funds)

Projects Commissioner (payee) Stage

Promoting occupational well- Public sector organiza- Started in 2015

being in the public sector tions as employer

(TyHy-SIB)

Fast employement and integra- ~ Ministry of Economic Started in 2017

tion of immigrants (Koto-SIB) Affairs and Employment

Promoting well-being of chil- Municipalities First activities started
dren, families with children and in Autumn 2018
youths (Lapsi-SIB)

Promoting employment Ministry of Economic Set to launch in 2018
Affairs and Employment

Supporting the independence of - Under development

the elderly

Prevention of type 2 diabetes - Under development

Environmental Impact Bond
(EIB) for a specific environmen-
tal challenge

Under development

The first SIB focuses on occupational well-being and is funded by Sitra, the We
foundation (Me-sditid) and a professional investor Henri Kulvik. Sitra and We founda-
tion took part in the second SIB as well, accompanied by a private investor Tom
Tukiainen, SOK Corporation, Tradeka and the Orthodox Church of Finland. However,
the major part of the investment capital came from the European Investment Fund
(EIF), which made a 10 million euro contribution to the fund. Approximately 14 mil-
lion sized fund is, in monetary terms, the biggest SIB fund in Europe and the second
biggest in the world. (Sitra news 2017a; Sitra news 2018; Yle 2018.) In addition, the
first activities of the third SIB started in 2018 and altogether 18 municipalities have ex-
pressed their interest in taking part. The main intermediary organization in all the active
SIBs has been Epiqus. Dedicated to managing impact funds, Epiqus is the second regis-
tered European Social Entrepreneurship Fund (EuSEF) manager in Europe
(Epiqus.fi/About). Additionally, FIM Varainhoito Oy and the Central Union for Child
Welfare (Lastensuojelun Keskusliitto) have served as intermediaries alongside Epiqus
in the third SIB (Sitra article 2018a).

Due to the pioneering work of Sitra in building the impact ecosystem, in 2015, Fin-

land was accepted to become a member of the Global Impact Investing Steering Group.
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In December, Sitra set the National Advisory Body and invited various parties to join
including investors, public sector actors, service providers, and research institutes. (Sitra
news 2017b.) The composition of the national body was modified in June 2018 but it
continues to support the development of impact investment ecosystem to Finland (Sitra
article 2018b). This new composition recently published a statement according to which
“an outcomes fund” is needed in Finland and is to be set under the Finnish Government
at the latest after spring 2019 parliamentary elections. The establishment of the fund is
aimed to increase the outcomes-based public procurement and to encourage the private
capital to take part. The statement highlighted the need to adopt a long-term view on the
provision of services by considering their impact and their preventive nature, not just
their price tag. In addition, setting up a common outcomes fund is considered to aid in
the current issues, which relate to the difficulties in determining the paying party after
the objectives of the contract have been met. This is due to the fact that a successful SIB
often benefits multiple administrative sectors. Thus a joint fund would remove this is-

sue. (National Impact Investing Advisory Board 2018.)

5.2.2  Supportive measures to establish the elements of the ecosystem

Besides promoting SIBs, Sitra has also sought to map out the potential of the larger in-
vestor audience as well as the possibilities of setting up private equity funds that would
be specialized in impact investment. Therefore, since the beginning of the market build-
ing activities, Sitra has aimed to increase awareness about impact investing as a concept
among different investor groups, by informing them about the upcoming SIB funds as
well as by organizing events. Additionally, Sitra has provided targeted support specifi-
cally for the organizations and the public sector. Sitra has organized altogether four Im-
pact Accelerator programs between 2015-2017 targeted for companies and for-profit
organizations. The objectives of the programs included strengthening the capabilities of
the participants in understanding the logic as well as the modelling and measuring of
their social impact. Furthermore, the programs aimed to help the participants in devel-
oping their business model and therefore also making them more attractive investment
targets. In total 37 companies and organizations were selected to participate in the Im-
pact Accelerator program including a variety of actors that each answer to a specific
social challenge. (Sitra 2018, 21.)

Building on the Impact Accelerator concept, Sitra recently announced the organiza-
tion of three Impact Boot Camps, which will take place between Autumn 2018 and in
the beginning of 2019. They will continue increasing the capabilities of participants in
impact measurement and business model development. (Sitra.fi/Impact Accelerator.) In

addition, in the interview with Sitra in Autumn 2017, the Sitra’s representative ex-
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pressed that due to their learning process along the way, they had perceived that the

impact-oriented projects could benefit from a multi-actor collaboration from the very

beginning. Indeed, Sitra has also piloted an Impact Co-creation concept in Oulu be-

tween December 2017 and January 2018, which aimed to bring different impact orient-

ed actors from the public, third and private sector to the same table. In other words, it

combines the parties interested in buying, investing as well as creating the impact and

encourages the different sides to work together in order to create holistic solutions to a

specific challenge. In the case of Oulu, the focus was to half the number of under 35

year olds that have been unemployed more than 6 months. (Sitra 2018, 7-8.)

5.3 Perceived opportunities of applying the Social Impact Bond

model in Finland

The SIB model is playing a major role in the Finnish impact investing landscape, which

is perhaps the reason why the perceived opportunities by the interviewees are closely

linked to the application of this instrument. The main opportunities that emerged in the

discussions are illustrated in the following thematic network.

Efficient and effective

use of publix tax revenues

— 1. Systemic change

Shift towards

outcomes-based

Empbhasis on preventive
interventions

Demonstration and
measurement of impact
can become a
competitive advantage

buying . ans
Perceived opportunities 2. New market
of SIBs opportunities
Increased opportunities
to sell to the public
sector
Figure 7 Thematic network 2: Perceived opportunities of applying the Social Im-

pact Bond model in Finland
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The first theme, systemic change, encapsulates well the underlying meaning of the
three different basic themes that pertain to the first theme. In fact, outcomes-based pro-
curement, preventive interventions and therefore the overall improvement of the effi-
ciency and effectiveness of public tax revenues are also the reasons why Sitra decided to
start building the local impact investing market, particularly with the SIB model. In oth-
er words, SIB may be more capable of driving these objectives forward than other im-
pact investment vehicles.

The public sector procurement has traditionally leaned strongly on a system where
the price tag of the service is a decisive factor. On the contrary, the public sector buyers
rarely and comprehensively evaluate beforehand whether a service has the potential to
produce the desired outcomes. Furthermore, due to the scarcity of public resources, the
existing funds are mainly needed on remediating the already existing problems. Thus,
there is little room to take preventive measures. The role of the private capital and SIB
here is to address this resource gap and start working towards an outcomes-oriented
society, which emphasizes the proactive way of approaching problems.

Various interviewees echo these points. It is evident that the current practices simply
do not tend to produce the desired outcomes:

In financial terms, the size of occupational well-being market is just ab-
surd. Now, if you think about the impact versus the amount of money
spent by the pension insurance companies. And not to even mention the
amount that KELA has contributed in rehabilitation. You can imagine.
The impact is basically zero but the amount of money involved is just ab-

surd. (Representative of an impact-driven organization 1)

This quote illustrates well the popular opinion among the interviewees that the im-
pact of public services should be improved. SIB is considered to be a potential tool in
the provision of services for years to come and the flexibility of the instrument ensures
that it can be applied to various types of social issues. Furthermore, the institutional
investor pointed out that leveraging private capital might prove to be more efficient in
addressing problems. In other words, private capital may be capable of generating more
desired outcomes with fewer inputs.

The interviewees also highlight the proactive approach to solving problems. Preven-
tive measures are considered to benefit both the target population and the public sector
in the long run. This is justified on the grounds that the longer the problems develop the
more massive measures are later needed to solve them. Thus, the costs involved are also
higher. In order to test these new ways, however, the public sector needs a financially
low-risk tool to get involved. In the literature, this is specifically mentioned as being
one of the core purposes of the SIB. In the SIB model, a substantial part of the risk is
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transferred from a commissioner to investors, therefore allowing the public sector to test
new interventions at minimum risk (see e.g. Giacomantonio 2017, 52).

To sum up, the previous discussion justifies why an outcomes-based public procure-
ment and preventive measures are deemed important. Building on these arguments, the
second organizing theme presents that the impact-driven organizations are noticing this
shift in the society, which can also provide them with new opportunities. First, the or-
ganizations observe that different parties have started to appreciate the achievement of
impact more. Furthermore, two impact-driven organization representatives explain that
this can be observed in the increasing expectations towards companies in terms of their
social and environmental responsibility. These expectations affect the procurement
practices as well and thus, can provide impact-driven organizations a better position to
sell their services.

Indeed, three out of four impact-driven organization interviewees see that measuring
and demonstrating one’s impact can be a competitive advantage and a critical success
factor, which can be used to convince the existing as well as new customers. Impact
measurement has received “surprisingly little” attention before and “many organiza-
tions do not intend to do so in the future either”, thus the organizations can become at-
tractive players in the market. Moreover, to seize this opportunity, the organizations
themselves play an important role in encouraging further development towards out-

comes-based procurement:

[Our] management has for years talked how these public tendering pro-
cesses are unfair and only money talks. So if that is our opinion, then we
have to be prepared to change the world, be at the forefront and demon-
strate that it is possible to measure and verify outcomes and impact. In
order to make it possible to buy and sell outcomes and impact, we ought
to do our own part. We can’t just wait that it comes elsewhere. (Repre-

sentative of an impact-driven organization 4)

Building on the previous discussion, it is evident that the organizations interviewed
in this study have a clear interest in outcomes-based contracting and developing their
impact measurement practices. In fact, two of the organizations have already applied in
a SIB contract as a potential service provider, i.e. an entity that is expected to work with
the target population to achieve the impact objective. This interest to collaborate with
the public sector is also revealed by the manner in which the organizations talk about
the impact and its measurement. Namely, this means the interest in showing the poten-
tial cost savings that the services of the organizations can generate for the public sector.

In addition, two of the interviewees from an impact-driven organization discussed

the possibility of providing their services “in advance” to the purchaser, who would pay



55

them if they are successful of delivering the promised cost saving or other results. This
1s similar to the fundamental idea of the SIB model. However, in the SIB contracts, the
fund manager covers the most if not all of the service providers’ operational costs. It is
the investor who bears the financial risk in case of an unsuccessful intervention. On the
other hand, the interviewees explain that in order for the organizations to be willing to
bear the financial risk, they would have to be certain that their business model is capable
of generating the desired outcome. This future scenario, where impact enterprises sell
outcomes without the middlemen, has also been one of the original intent and reason for
introducing SIB in Finland. The representative of Sitra explains that the big picture is to
build a system where the public sector acquires outcomes, impact-driven organizations
sell outcomes instead of deliverables, and if needed, are financially reinforced by impact

Investors.

5.4 Current challenges in the market

Perspectives on the current challenges comprise the third and final thematic network.
The issues that emerged in the discussions can be categorized into three central organiz-
ing themes: SIB related, issues closely linked to the nascent state of the market and
measurement related. Although the challenges regarding measurement may partly exist
due to the undeveloped stage of the market, the measurement related discussions pro-
vided a rich and interesting discussion that is best to discuss separately. Below is the

illustrative figure of the central themes.

Availability of the investment Dialogue between different
opportunities actors
Fit for the public sector 2. Nascent state of Lack of .
actors the market history Terminology
1. SIB as an 3. Impact Lack of basic
instrument Challenges measurement data
Fit for the different Balance between Multi-dimensionality of
investor groups rigor, practicality and social challenges

ethical considerations

Figure 8 Thematic network 3: The current challenges in the Finnish market



56

SIB related challenges constitute the first organizing theme, which explores the at-
tractiveness of the instrument from different actors’ perspective. First, the application of
the SIB instrument can be discussed in terms of how commissioners of outcomes adapt
to its use. In Finland, as well as in general, commissioners are often public sector actors
such as municipalities. The interviewees deem that a certain level of “courage” is re-
quired from the municipal actors in the adoption of SIB as they are generally less agile
and more cautious to make decisions due to their heavy organizational structure. On the
other hand, the tendency to change resistance is an inherent part of human behaviour
and does not concern only the public sector. Furthermore, the on-going large-scale so-
cial and healthcare sector reform (SOTE) in Finland creates an additional level of uncer-
tainty among the municipalities about what kind of decisions they are allowed to make.
This relates to the fact that the decisions they make affect the newly formed counties as
well. On the other hand, this rather fundamental modification of the public sector struc-
tures can is also seen as an opportunity since it may be easier to introduce other new
practices “on the side” such as the shift towards outcomes-based purchasing.

Another interesting point involves the role of the public sector in the context of the
"welfare state". Traditionally, the public sector and tax revenues have played a big role
in providing services for the citizens and especially for the more vulnerable groups.
Therefore, involving the private capital in social issues may bump into some ideological
challenges.

There are also ideological challenges here. Some think that these [SIBs]
finance things considered as a matter of honor that in this kind of welfare
State society cares for its members and the most vulnerable ones. So in a
way, this is also seen as a threat to our welfare state. - - On the contrary,
others see that why wouldn’t we utilize other instruments to cover the ex-
penses if they exist, because after all, public funds are limited. (Repre-

sentative of an impact-driven organization 4)

The ideological challenges of SIBs are also pointed out in the literature. According to
Fraser et al. (2018, 12), some consider that the private sector is interfering in matters
that do not concern it and it is a step back to a pre-welfare state time. On the other hand,
it should be noted that the purpose of SIBs is not to replace the public services entirely,
but rather to complement them (see e.g. Jackson 2013, 612). Furthermore, not all things
are equally attractive investment targets for the private investors. According to the rep-
resentative of an impact-driven organization 4, although it may be rather easy to pool
money for interventions designed to help children, there are also social issues that will
inevitably remain under the responsibility of the public sector.

The attractiveness and suitability of the SIB instrument can also be viewed from the

perspective of the investors. To begin with, the several interviewees note that SIB is a
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rather complex and costly instrument for private investors, and involves rather high
transaction costs. Indeed, the price tag of getting involved may be an obstacle for small-
scale investors since it may cost, at the minimum, 250 000 euros to buy your share of
the agreement (Yle Uutiset 2016). The perceived complexity derives from the high
number of actors involved in the process, including the intermediary organization, the
commissioner, the investors and the organizations that are expected to deliver the inter-
vention. Furthermore, there may be a need for other measuring and modelling experts as
well, which help to set out the contract, the objectives and the indicators used to meas-
ure whether the objectives are met. This inevitably also increases costs as well as the
preparation time of the contract. Indeed, due to the involvement of multiple actors, SIBs

are, to a high degree, negotiation processes:

-- Then a compromise had to be made. When the discussion moves on to
money, then it is actually a negotiation process more than anything else.
Of course, there is a lot of modelling, and other things in the back-
ground. But when [the process] reaches the point where different parties
start to put money on the table, then — especially the outcomes indicators
— they have to be such that they are able to live with them. (Impact meas-

urement expert 2)

Furthermore, there may exist varying preferences on the expected level of financial
returns. For a starting point, it can be pointed out that the Finnish SIBs are aimed to
provide a return on investment (approximately 5-8 % annually). However, the profit
aspect is not that straightforward and the investors may be uncertain about how it af-
fects their public image if they earn high returns on impact investments. On the other
hand, this perceived ceiling for financial returns might prevent certain groups from par-

ticipating in the first place. These points are illustrated by the following quotations.

My interpretation and analysis of this matter are that they are also look-
ing for [positive] PR at this stage. As many have said, it would be really
embarrassing for them if they [investors] would earn high returns on
[these] investments, since they do not intend to exploit a system that is

already quite poor. (Representative of an impact-driven organization 4)

One thing is how the profit objective is determined. At times there has
been discussion on whether it is right or wrong that this [these invest-
ments] offer a return on private capital, but of course, if there is no re-
turn, the private capital will not participate in this. (Institutional inves-
tor)
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As these quotes demonstrate, the investors may have different kind of expectations
and motives for participating in the SIB contract. In the chapter 5.2.1, it was presented
that the first movers in the Finnish SIB funds include a foundation and a religious or-
ganization. In the literature, these types of investors are typically seen as leaning more
towards the impact dimension of the investment (see e.g. O’Donohoe et al. 2010, 22).
Indeed, from investors’ perspective, SIBs have sometimes been considered as a niche
for social investors (Fraser et al. 2018,11).

The second organizing theme includes various issues typical for a nascent market.
According to the representative of Sitra, one of the most fundamental issues is that the
different elements of the market should be established simultaneously. Increasing the
number of impact-driven organizations requires that there are investors that allocate
their investments on the basis of impact and/or the public sector acquires services in an
outcomes-based manner. On the other hand, the investor’s will not emerge if there are
no impact investments targets to begin with. Thus, the creation of a thriving impact in-
vesting ecosystem is a two-way street, where the emergence of one side is contingent on
the other and they need to exist co-side. This has also been referred to as a classic
chicken-egg problem typical for early stage impact investing markets (Petrick et al.
2016, 44).

As stated earlier, supportive measures have been taken to improve the capabilities of
the demand side and the “buy side” of the equation, i.e. the public sector actors as
commissioners of outcomes. However, opportunities for making impact investments by
other means than through a SIB fund are limited. First and foremost, two investor in-
terviewees note that the availability of impact investment targets is low. This is prob-
lematic since the overall market does not emerge from a few investment opportunities
but there should be selection and competition among them. In addition, there is no pri-
vate equity funds clearly specialized in making equity investments in impact-driven
organizations. The existence of such funds might be a valuable tool for investors,
providing them a closer look into the world of impact investments.

The second early stage issue relates to how well impact investing is known as well as
how the different actors communicate with each other. Naturally, at this initial stage, the
overall awareness and knowledge among investors, investees and public sector actors
alike should be increased. Furthermore, the investors may need more information about
the “mechanism” of impact investing. Namely this means how the additional element,
impact, affects the way that things work compared to traditional investments. Neverthe-
less, investors see that there is a lot of potential in the investor surface to engage in im-
pact investing, and thus, also awareness among impact enterprises should be increased

in terms of the new funding opportunities available for them.
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Finally, from investors’ perspective, one of the biggest challenges seems to be also

the lack of history.

The investor mindset is often such that you want to see how things have
gone before, in some similar [case]. You can compare whether this is
generally speaking a rational [investment] target. And that probably ap-
plies to impact investing as well. So if you look at an impact investment
target, you search for a reference point, like how some similar [cases]
have succeeded before. When there isn’t really such history about impact
investing, it is quite challenging to get the ball rolling. (Business angel

investor)

Therefore, there is a need to accumulate a track record of successful impact invest-
ment cases. It is also a key to increasing awareness about the concept as well as growing
the overall market.

A common challenge for all is the measurement of impact, which constitutes the
third and final organizing theme. First, although the measurement of impact is attracting
more widespread interest, it is still a rather new practice. Therefore, many impact-driven
organizations are still in the search of appropriate tools and lack enough basic data,
which would currently enable them to evaluate their impact on a bigger scale. The way
to overcome this is simply to let the time pass and wait for the data to accumulate suffi-
ciently. Besides allowing a more statistically robust measurement, it is considered a
necessary factor in order to demonstrate the trustworthiness and consistency of the or-
ganization. In other words, that the organization is truly capable of producing measura-
ble impact.

Furthermore, social issues are complex and multidimensional phenomena, thus diffi-

cult to measure:

This is one of the key things, that how the meters should be set so that
they measure the right thing. Because these kinds of indicators are al-
ways very simplifying, and we are talking about very extensive phenome-
non here so whether they can be encapsulated in a few indicators — that
is very challenging. -- So [finding] the solution to this problem is one of

the key challenges in impact investing. (Institutional investor)

Regarding the multidimensionality, the interviewees explain that especially the social
and healthcare services often need to be tailored to suit the needs of different types of
individual groups. In practice, this means that one organization may have multiple ser-

vice lines and therefore, would also need to develop different measurement systems for
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each one. Indeed, what it comes to the existing measurement tools, there is no "magic
bullet”, which would answer to the various needs of different organizations and actors
Organizations also have to choose what kind of terms they decide to use in impact
measurement. The research on impact measurement has varying ways of making a dif-
ference between inputs, outputs, outcomes, and impact, which manifests itself in prac-
tice as well. To put it clearly, the different actors may talk about the same term but
mean different things. Moreover, the translation of these terms from English to Finnish
makes matters yet a more difficult task since they can be translated in varying ways.

The aforementioned complexity is illustrated by the following quotes.

The language here is a bit complicated. -- Evaluating, or measuring, the
impact is like considering whether we have achieved something that has
longer-term effects. -- We have thought it in a way that, what we see in
our daily work -- they are outputs or outcomes from the input we have
made. -- So we have divided it in a way that, what we can see here and
now, that is not yet impact. (Representative of an impact-driven organi-

zation 4)

In my opinion, we have defined it [the impact] in a [following] way. Like
there are results and through those results, I think it starts with what the
overall effect is. -- So the overall effect isn’t necessarily visible in the
[preliminary] results but manifests itself in the long term. -- From my
point of view, this is what impact means. It's not merely a measured re-
sult after some process, at a certain time. I see the impact being this kind
of long-lasting [thing] that starts to reflect elsewhere as well. (Repre-

sentative of an impact-driven organization 1)

Based on the above discussion, the impact is considered to be something more per-
manent; something that manifests itself within a longer time horizon and more broadly.
This longer time frame and the broad scope of impact also increases the complexity of
the measurement. Namely, these relate to the balance sought between the rigor and
practicality, and on the other hand, the balance between rigor and ethics. First, the bal-
ance between rigor and practicality refers to the need to measure detailed enough but
simply. Many existing frameworks for measurement can be quite laborious if every-
thing is done exactly "by the book". This can be problematic especially for small organ-
izations with fewer resources. Indeed, the greater the level of detail, the greater the in-
volved costs as well.

Furthermore, the level of detail relates also to the issue called contribution/attribution

problem. In other words, within a long time horizon, there are many things that affect
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the target group and generate changes in it. Therefore it can be quite challenging to de-
termine what has each actor’s contribution been to the observed change in the target
group. On one hand, this dilemma can be addressed by utilizing control groups when
designing interventions. On the other hand, the Representative of Sitra and Impact
measurement expert 1 explain that utilizing control groups is not such a straightforward
matter since there may be ethical consequences involved in it. In practice, this means for
example a situation where the target population of the intervention is divided into two
groups, of which the other is treated and the other is used as a test group. Therefore,
keeping the other half away for things that are most likely beneficial for them may not

be an ethically acceptable way to evaluate the success of the intervention.
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6 CONCLUSIONS

The aim of this study was to conduct an initial mapping of the Finnish impact investing
market. The following objectives were identified as important to achieve the stated aim:

1. to examine how the concept of impact investing is understood in the Finnish con-

text

2. to examine the structure of the market ecosystem including existing actors, in-

vestment instruments and supportive measures

3. to explore the perceived opportunities of impact investing that encourage partici-

pation in the market

4. to identify the perceived challenges that impede participation in the market

Generally speaking, the overall conclusion that can be drawn from the empirical
findings is that the Finnish impact investing market is currently strongly organized
around the application of the SIB model. Moreover, SIBs can originally be seen to have
had dual objectives in the Finnish context: 1) to increase outcomes-based procurement
in the public sector and 2) to establish a broader impact investing ecosystem in Finland
with a variety of different instruments and actors. Currently, considerable effort has
been directed towards advancing the first of the abovementioned objectives, and target-
ed support has been given in order to increase the awareness and capabilities of the pub-
lic sector actors as well as impact-driven organizations. However, the broader impact
investing ecosystem is still lacking some fundamental elements that would encourage
wider participation in the market. It seems that SIB is the only instrument that has been
used under the broader term of impact investing.

The following discussion examines in further detail about the theoretical and practi-
cal implications of this study. The theoretical contributions section corresponds to the
first objective of this study and explores the similarities and differences on a conceptual
level. Moreover, it is examined how the boundaries between the concepts of SIB and
impact investing may have been blurred. The discussion then moves on to the more
practical considerations as well as recommendations for future steps in developing the
impact investment market in Finland. Finally, suggestions for future research are dis-

cussed in conjunction with evaluating the limitations of this study.

6.1 Theoretical contributions

Based on the interviews, the definition of impact investing did not differ considerably
from either the international definition or the definition given by the current literature.
Investors characterized it as evolution or as a step forward within the SRI field, which

corresponds to some authors’ definition (see e.g. Hebb 2013, 71). Furthermore, impact
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investing was also seen to go beyond the traditional SRI strategies such as negative
screening. In the literature, the more proactive approach to pursuing impact has namely
been one of the ways to draw a line between SRI and impact investing (see e.g. Hoch-
stadter & Scheck 2015, 456).

Moreover, the key elements that pertain to impact investing and which were present-
ed in the theory chapter 2 emerged in the discussions. The interviewees acknowledged
the need for investors to obtain financial returns and achieve a specific impact objective.
Some of the interviewees stated that the objective is to be intentional and measurable.
However, when discussing impact objectives with the interviewees, there was a strong
association to the public sector. At times, this association was also included in the defi-
nition of impact investing. The institutional investor, for instance, characterized impact
investing as an action that contributes to the achievement of the objectives that have
traditionally been set for the public sector. This is most likely explained by the fact that
the discussions were dominated by references to the SIBs and the outcomes-based pro-
curement in the public sector, which has also been the main instrument to execute im-
pact investing in Finland.

However, what is notable is that some of the interviewees did not seem to be aware
that 1) SIBs only form a part of a broader impact investing field and 2) impact invest-
ments can be made with a variety of instruments relating to both social and environmen-
tal objectives. Rather, when prompted about other ways of doing impact investing, the
discussion directed into the features that are typical to SIBs such as the considerable
large amount money that is needed to participate. It was also stated that even though the
impact of the investments may be considerable, the financial returns might be relatively
lower. In this context, the first investors that had participated in the market were charac-
terized as mission-oriented or the type of investors that have “a sincere will to do good”.
Furthermore, it was stated that these investors may not even seek high financial returns
in the fear of being considered exploiting vulnerable groups for the purposes of making
money.

Moreover, this potential synonymous use of the terms SIBs and impact investing was
further considered on the basis of the discussions with the organizations. First, and as
mentioned earlier, the organizations expressed a strong interest towards the SIBs or sim-
ilar type of collaboration with the public sector. However, when questioned about
whether they had sought to collaborate directly with the investors, the interviewees
seemed rather uncertain about the ways they could utilize the impact dimension if dis-
cussing with the regular investors. It was pointed out that even though the organizations
may interest someone as a business investment, the investors might not even need the
information about the impact dimension. Rather, the investors’ concern would likely be
the profit aspect of their business model. However, it is notable that one reason for the

emergence of the impact investing has namely been to provide capital for organizations
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that address environmental and social challenges therefore bringing their solutions to
scale (see e.g. Social Impact Investing Taskforce 2014a, 8-9). Moreover, impact inves-
tors may present a new class of investors whose values are more closely aligned with

the impact driven organizations (see Roundy et al. 2017, 506).

6.2 Practical implications

The application of the SIB model seems to have risen in popularity in Finland since
there are currently six SIBs and one EIB (environmental impact bond), either in opera-
tion or planned. Discussions held with the interviewees regarding the opportunities of
impact investing were mainly related to the application of the SIB instrument. Organiza-
tions, in particular, are interested in taking part in SIBs or in other similar collaboration
opportunities with the public sector. Indeed, one of the perceived benefits of SIBs in the
literature is that it may allow the service provider to participate in an outcomes-based
contract to begin with. This is especially true regarding smaller enterprises that may not
have enough working capital to provide the services in advance of payment. (see e.g.
Ronicle et al. 2014, 26.)

Besides SIBs, there is a lack of methods that could be utilized in the execution of im-
pact investing. So far, much of the resources have been focused on advancing the appli-
cation of the SIB model as well as engaging and increasing the capabilities of the im-
pact-driven organizations and the actors in the public sector. Several measures taken to
this end, such as the Impact Accelerator program and the Impact Boot Camp, have inev-
itably been important. The lack of viable business models has, generally speaking, im-
peded the growth of impact investing as often a certain level of capacity development is
required in order for organizations to reach “the investment-ready stage”. (see Harji &
Jackson 2012, 28-29). In fact, the investors interviewed in this study consider the lack
of available investment targets to be one of the biggest issues at the moment and there-
fore, continuing to support the development of the supply side is extremely important.

However, although SIBs may serve as an initial instrument to introduce the broader
concept of impact investing in Finland, it is most likely not adequate alone in the long
run should a wider impact investing market be established. SIBs are considered as ra-
ther complex contracts, requiring significant resources from an investor who is willing
to take part. Therefore, focusing on the development of impact oriented funds or crowd-
funding platforms would enable smaller, private investors to participate and get familiar
with the world of impact investing. Hence, it would also increase awareness about im-
pact investing.

In addition, the results implicate that currently the supply and demand side (organiza-

tions and investors) do not directly communicate with each other about the impact in-
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vestment opportunities. In Finland, the Finnish Innovation Fund (Sitra) has been the
initiator as well as the main organizing party and facilitator in building the local impact
ecosystem. Although Sitra has done foundational work, it should be noted that as an
organization, it has many other key responsibilities and projects as well, and these pro-
jects are set on a temporary basis. Therefore, as the project around impact investing
comes to an end, this work would need to be continued by someone.

To this end, an effective intermediation has been suggested as a foundational element
in bringing supply and demand of impact capital together (see e.g. Frereich & Fulton
2009, 44). Effective intermediation could facilitate the comprehension of different
terms, identify and facilitate the interaction between the demand and the supply side,
and increase the general awareness and knowledge among different stakeholders. More-
over, an intermediary organizations specialized in impact measurement could potential-
ly help both investors and the investees in setting up tools for measurement and harmo-

nizing the way in which they speak about their impact.

6.3 Limitations and future research

As noted in the introduction, the theoretical foundation for impact investing is still miss-
ing to a great extent and the industry practitioners lead the current research efforts on
the topic. Although studying such a new topic has significant potential for providing
valuable and new insights, it also poses several restrictions. This study was affected by
the limited amount of, and access to, relevant literature. Even though several potentially
useful academic resources were discovered, access to them was restricted. Therefore,
the theoretical foundation of this study was formed by a combination of both academic
and non-academic resources.

At the time of conducting this study, little identifiable research existed about the
Finnish context of impact investing. The current or potential actors in the Finnish im-
pact investing ecosystem, as well as the overall structure of the market were identified
as a result of collecting empirical material. When investors, impact-driven organizations
and intermediaries were identified, the author sought to engage with these stakeholders
to map out the initial landscape, as well as the potential opportunities and challenges
that the stakeholders may have.

However, a word of caution is in order here. The relatively small sample size (10 in-
terviewees) means that the findings of those interviews cannot be generalized to a
broader scale. Perhaps one of the most valuable contributions of this study is the broad-
ened understanding of the current landscape and the identification of the potential eco-
system actors and future research topics. First, future studies could explore the identi-

fied ecosystem actors individually, focusing on a specific group in more depth. Also,
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adopting a more structured research design in collecting empirical material is advised,
as it would enable the data collection in a greater volume and focusing on a specific
theme. For the most part, the interviews in this study were conducted in an unstructured
manner. Even though that facilitated the formation of a broader understanding of the
topic, it also resulted in scattered answers around several themes.

Furthermore, there are some specific topics that may be of interest to future research.
First of all, it may be interesting to study the SIB contracts at the point when the project
has ended and the final outcomes have been evaluated. Like impact investing, SIBs are
also a novel concept and the research on the financing instrument is reportedly inade-
quate. This would be especially justified in the Finnish context, since it seems that im-
pact investing has so far mainly been conducted with this model. Moreover, the SIBs
have generated a lot of controversial debates, others viewing it as a win-win case and
other as a threat to the basic structure of the well-fare system. Therefore, the future re-
search could also study the SIBs from the perspective of different actors. In addition,
future research could seek to conduct studies among those who have taken part in SIBs
regarding their experiences and understanding on the success of these contracts and on
what grounds they characterize the success.

Another topic that may be of interest to future researchers is the latent potential be-
tween the different investor groups. Tapping the potential of the “right” group, that is, in
which the interest may be the greatest, may help to grow the market and increase
awareness about among other investor groups as well. Although especially engaging
institutional investors has been considered important for the market (see e.g Brandstet-
ter & Lehner 2015, 88), the previous research has also pointed out the similarities be-
tween the angel investors and impact investors (see Roundy et al. 2017, 499-500).
Moreover, the angel investor interviewed in this study reinforced this point by stating
that investor, after all, are not that coldly profit oriented. Rather, they wish to see their
investments contribute to the well-being of society. Therefore, one group among which
future research could be conducted is the Finnish Business Angel Network (FIBAN). In
addition, an interesting academic source that was included in this thesis was that of
Louche et al. (2012, 307), who noted that religious organizations have engaged in im-
pact investing from the start, although their role and potential is often neglected in the
literature. It can be added that the Orthodox Church of Finland has been among the first
investors in the SIB contracts. Therefore it could be an interesting topic to map out the
current investing practices among the religious organizations in Finland.

Regarding the demand side, social enterprises and social sector organizations have
been pointed out as the potential recipients of impact capital (see e.g. ecosystem figure
in chapter 3). Therefore it may be interesting to research these organization types in the
Finnish context in terms of their current financing needs and preferences. As a starting

point for this kind of research, it should be pointed out that The Finnish Social Enter-



67

prise Mark was launched in 2011. In addition, in 2015 Etla published a study that
mapped out the state of social enterprises in Finland and estimated that there are possi-
bly even 19 000 social enterprises in Finland (Kotiranta & Widgrén 2015, 3). The
aforementioned resources can provide some channels to identify the existing social en-
terprises in Finland.

In addition, one potential, and surely necessary, topic for future research would be
the measurement of impact. The definition of impact itself generated a rich discussion
with the interviewees, and there indeed exists different ways to define it. Moreover,
based on the finding of this study, different organizations have started to increasingly
develop their impact measurement practices and also perceive it as a potential competi-
tive advantage in the future. Therefore studying these practices as well as the underlying
reasons for them could provide some valuable insights. In this regard, several initiatives
such as the Impact Accelerator and the Impact Bootcamp concepts, have aimed to
strengthen the organizations capabilities in measuring impact. Therefore, it may be in-
teresting to study how these initiatives have affected the organizations’ practices and
whether they differ from other organisations as a result of that. This could also be valu-
able for the program design itself, in terms of how effective they have been and how

they may be modified or transferred into new concepts.



68

7 SUMMARY

Recently, there has been a lot of discussion about strengthening the role of the private
sector to better address the challenges of the 21st century and to boost the realization of
the sustainable development goals (SDGs). Over the last decade, one topic that has in-
creasingly gained popularity both in business and in public policy is impact investing,
which dovetails the objective of pursuing financial returns and seeking social or envi-
ronmental impact within the same investment. Hence, impact investors believe that they
can both do well and do good. Since the initial establishment of the term between 2007
and 2008, the efforts to build a formal impact investing market have significantly in-
creased including strengthening the participation of various different investor groups as
well as setting up of impact measurement tools and reporting standards.

However, despite the growing interest in impact investing, the topic lacks proper
theoretical foundation and a commonly agreed definition for the concept is yet to be
found. Moreover, the number of researchers that have sought to explore this novel topic
is relatively low, and the industry practitioners currently lead the research efforts.
Therefore, the aim of this study was to address the identified gap in the academic litera-
ture by exploring the current landscape of impact investing market in the Finnish con-
text. The following objectives were identified to achieve the aim of the study:

1. to examine how the concept of impact investing is understood in the Finnish con-

text

2. to examine the structure of the market ecosystem including existing actors, in-

vestment instruments and supportive measures

3. to explore the perceived opportunities of impact investing that encourage partici-

pation in the market

4. to identify the perceived challenges that impede participation in the market

In order to answer the aforementioned research questions, this study adopted a quali-
tative and explorative research design and employed unstructured interviews as a meth-
od for collecting empirical data. Moreover, perspectives on these matters were collected
among the different, current or potential, players in the market. The interviews were
conducted altogether among ten participants, including two investors, four impact-
driven organizations, two impact measurement experts, one representative of impact
investment fund and one representative from Sitra.

According to the findings of this study, the Finnish impact investing market is cur-
rently strongly organized around the application of the SIB model and some of the fun-
damental elements for establishing a broader impact investing ecosystem are still main-
ly missing. These elements include alternative instruments for SIB as well as private
equity funds that would be specialized in making impact investments. Moreover, two

other factors that impede the wider engagement from the investor side are the availabil-
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ity of impact investment targets as well as the lack of previous examples, which makes
it more challenging for investors to evaluate the potential of the existing investment
opportunities.

The potential and the positive aspects of SIB instrument were noted throughout the
interviews. Perceived opportunities of SIBs were especially related to the shift towards
outcomes-based procurement in the public sector and increasing the proportion of pre-
ventive interventions in the public sector service provision. In addition, the introduction
of SIB contracts may also provide new market opportunities for impact-driven organiza-
tions. The organizations interviewed in this study expressed a rather strong interest in
taking part in SIBs, or similar contracts with the public sector.

However, the strong orientation around the SIB instruments may have, at least to a
certain extent, blurred the lines between the definitions of impact investing and SIB. In
consequence, some may currently interpret these terms rather synonymously. On one
hand, the general conceptual elements of impact investing emerged in the discussions
and correspond to those in the existing literature. On the other hand, there was also a
strong association between impact investing and SIBs as well as impact investing and
the objectives of the public sector. This may indicate that some of the respondents were
not aware of the full array of impact investing, which covers a variety of different in-
vesting instruments.

Finally, various efforts have been made to increase the capabilities of impact-driven
organizations in terms of their impact measurement as well as the development of fi-
nancially sustainable business models. These efforts have inevitably been important
since the viability of business models has been noted as one issue that decreases the
perceived availability of impact investment targets from the investors' perspective.
However, targeted support is also needed to build the supply side of the equation, i.e.
the impact investors. Furthermore, it is crucial to find a way to bring these two sides
effectively together, which can be aided by supporting the development of intermediary
organizations. Although Sitra has carried out foundational work in initiating the estab-
lishment of impact investing ecosystem, its temporary project around impact investing
is coming to an end. Therefore, there is a need for more actors to step in. Strong inter-
mediaries could help to clarify the terminology of impact investing as well as increase
the general awareness and knowledge about the topic. Moreover, intermediary organiza-
tions specialized in impact measurement could accelerate the implementation of appro-
priate systems and tools for measurement. As noted by the investors interviewed in this
study, there may be a lot of latent potential among the investors to engage in impact

investing. However, that potential remains largely untapped.
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APPENDIX 1 - TRANSLATED INTERVIEW THEMES

THEME EXAMPLES OF PROMPTS
USED TO GUIDE THE INTERVIEW
Background - Could you tell me a bit about your organization and your current
information position?
- What kind of link does you or your organization have to impact
investing?
- How have you become familiar with the topic of impact investing?
- Could you tell me a bit about your participation in the Impact Ac-
celerator Program?
Definitions - How would you define impact investing?
- How would you define impact?
- How do you think impact investing relates to SRI?
- As an investor, what kind of impact would you potentially seek?
- What kind of impact does your organization seek?
Measurement | - How does your organization evaluate impact?
- Why is impact measured?
- What kind of tools do you use to measure impact?
- What kind of tools exists to measure impact?
- What is challenging in the measurement?
- How is the data utilized?
- What kind of benefits does the impact measurement bring to the
organization?
- What kind of information would you like to receive in terms of the
achieved impact?
Perceived - In your opinion, how does the current landscape look like?
opportunities / | - What do you think motivates the participation in the market?
challenges - What do you think impedes the participation in the market?

- How do you think impact investment fits in the Finnish context?
- What do you see are the next steps in the market?

- How do you see the social impact bond (SIB) model?

- Has your organization applied external funding?

- How would you see the future market development?




