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DEFINITION AND KEY CRITERIA: Impact investments are in-
vestments made with the intention of generating measurable so-
cial or environmental impact, alongside a financial return. Impact 
investors provide capital to companies that use entrepreneurial 
mechanisms to address various global challenges, including 
poverty, climate change, and inequality. They develop innovative 
business models around particular social or environmental issues, 
where business activity itself produces the desired impact. The 
core criteria of impact investments are intentionality (investments 
are motivated by the intention to create a social or environmental 
good), impact measurement (social performance of investments 
is measurable and measured), and financial return, which ranges 
from return of capital up to competitive market returns.

THE SCOPE: Impact investment is not an asset class, but an 
approach that covers a broad range of sectors, regions, types of 
company, and financial instruments. It could constitute a simple 
cash deposit in a community development bank in the US; an 
equity stake in a social enterprise in the Philippines; or an invest-
ment in a fund that develops organic farms in New Zealand. Many 
impact investments seek to deliver market returns by focusing 
on areas where social or environmental needs provide a compel-
ling business opportunity. Others are made with the primary aim 
of generating social or environmental good and may, but will not 
necessarily, yield sub-market returns. Investors have the choice 
of investing directly into impact-generating company, or through a 
fund or a fund of funds. 

Part I of the Guide to Impact Investing  (‘the  Guide’) clarifies terminology and explains the core criteria and scope of this invest-
ment approach. It also discusses why addressing societal challenges through business and investment can work. 

DIFFERENCES FROM SRI AND VENTURE PHILANTHROPY: Traditionally divided, the fields of investment and philanthropy have 
come closer together over the past few decades, as the available tools for achieving financial and social returns have evolved. One can 
speak of a new investment continuum, which links traditional investing with traditional philanthropy (grants) through sustainable and 
responsible investment, impact investment, and venture philanthropy. These approaches differ in the degree to which they integrate 
societal and financial considerations (see the chart below).
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THE CASE FOR IMPACT INVESTING: Impact investing helps harness the entrepreneurial spirit and resourcefulness of business, 
directing it toward developing systemic, sustainable, and scalable solutions to critical societal problems. This investment approach does 
not aim to displace grant-based philanthropy, but, rather, complement it. Supporting impact-generating enterprises not only allows the 
investor to make a positive contribution to society, but also represents a significant business opportunity. It is driven by key socio-eco-
nomic trends, scarcity of natural resources, the vast commercial potential of providing basic services to low-income populations, and 
the growth in innovative (technological) solutions, which allow cost-efficient delivery of goods and services to these populations. 

There is enough evidence to conclude that it is not necessary to sacrifice returns in order to generate impact. For example, micro- 
finance, one of the oldest segments of impact investment, produced an average annual return of 3.7% over the last 12 years (as of 
end-2015) at annual volatility of only 0.58%, even outperforming mainstream investments during the crisis. The Guide provides a range 
of further data points, including the performance of 12 private impact investment portfolios, 17 individual impact investment products 
across asset classes, and results of performance studies, demonstrating that impact investment can produce attractive returns. 

PART I: an introduction to impact investing
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PART II: wealth holders‘ approaches to impact investing

Part II explains the motivations and strategies of wealth holders, with separate sections devoted to family offices (FOs) and HNWIs, 
foundations, and family businesses. It also discusses impact investing as a career choice and approaches of moderately wealthy. 

THE ROLE OF PRIVATE WEALTH HOLDERS: HNWIs, their FOs, 
and private foundations represent a key source of patient, mission- 
aligned, and transformational capital for the market, which can 
advance the development of impact investing as a whole. This 
is driven by a number of factors, including the financial capacity 
(US$56trn of capital is held by HNWIs), greater speed and flex-
ibility in their investment decision-making, long-term approach 
to managing wealth and the family business, access to various 
types of capital, and ability to add strategic value to investees.

THE PLACEMENT OF IMPACT INVESTING: As shown in the 
chart below, impact investments can fit into various parts of the 
family ecosystem, namely within wealth management/FO, foun-
dation, and family business. It can also be pursued outside the 
family ecosystem as a career choice.

KEY MOTIVATIONS: Supporting market-based solutions as 
a method of addressing societal problems appeals to many 
HNWIs, especially entrepreneurial ones, looking to create 
a lasting change. The ability of impact investment to provide 
financial return allows wealth holders to align a much larger 
portion of their assets, including those of the family business, 
with their values and philanthropic aspirations, while preserv-
ing and growing their wealth and building a robust family busi-
ness. Increasingly, families are also using impact investing as a 
way by which to reach their personal or strategic objectives, be 
they finding their own productive place in the society; fostering 
family cohesion and culture; engaging family members (espe-
cially younger ones) in the work of the family foundation, FO, 
or business, or facilitating wealth-with-values transfer. 

CORE APPROACHES: Many families start with small, experi-
mental investments without incorporating them into core invest-
ment, philanthropic, or business portfolios. Having successfully 
tested impact investing, they start using it as a strategic tool. 
This involves structuring a more formal program and segregat-
ing a portion of assets in a carve-out used either as a test portfo-
lio or as a distinct program. A total portfolio approach targets an 
alignment of 100% of assets with the values of the family over 
time, gradually substituting traditional investments/business lines 
for impact investments/shared value businesses. Having seen 
the potential of impact investing, some investors decide to lever-
age their capital and resources to attract new players to the mar-
ket and to use creative ways of channeling commercial capital to 
achieve social good. This leveraged approach can take a variety 
of forms — from simple collaboration on investment sourcing, 
sharing investment infrastructure, piloting new investment instru-
ments and business models, and/or demonstrating the financial 
viability of impact investments.

COMMON CHALLENGES include lack of knowledge of 
impact investing, concerns about financial performance, lim-
ited internal execution capacity and skills, resistance from ad-
visers and trustees, and cultural issues. Traditional separation 
of the programmatic and endowment management of founda-
tions, regulatory hurdles, and fear of criticism for generating 
returns from impact investments represent additional hurdles. 
Challenges that are linked to misconceptions about impact 
investing can be dissolved through education; others can be 
addressed by professionally structuring the impact investment 
activities, gradual involvement, and use of external expertise. 

Integration of impact invest-
ments into wealth management; 
stand-alone program.

Integration into programmatic 
activity and endowment man-
agement.

Investing in external impact- 
generating enterprises/funds and 
internal shared  value initiatives.

Impact investing as a full-
time job/career.

FAMILY OFFICE FOUNDATION BUSINESS CAREER

IMPACT INVESTING
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VISION: This stage focuses on clarifying the central issues re-
lated to the impact investment journey. It involves establish-
ing personal and/or strategic motivations for entering impact 
investing; finding the entity within the family structure where 
the impact investment program will be housed. Portfolio and 
market scans will enable better understanding of the existing 
portfolio and the universe of impact investments. A key step 
in developing a vision is deciding on the unique definition of 
‘impact’ and the strategy for achieving it (Impact Thesis); and, 
finally, clarifying financial profile, including the ability and will-
ingness to tolerate financial and impact risk. 

PROGRAM DESIGN: This step involves setting key parame-
ters of the program (see the chart below), as well as its short- 
and medium-term goals from personal, impact, and financial 
perspectives. Putting together a comprehensive strategy 
facilitates a structured approach to implementation of an in-
vestment program, allowing investor to refine goals and focus 
resources, as well as develop expertise. 

GUIDELINES AND TOOLS: The next logical step is to develop 
impact investment guidelines, which will translate impact invest-
ment strategy into an actionable implementation plan. These 
guidelines can range from outlining general investment princi-
ples to a mandatory set of investment rules (often referred to as 
an impact investment policy statement). In case of integration of 
impact investments into traditional portfolios, a general invest-
ment policy statement may need to be adapted. The guidelines 
describe the impact investment philosophy and determine such 

matters as risk appetite, asset-class allocation, performance ob-
jectives, benchmarks, risk management, and governance. This 
step also entails determining the investment process to ensure 
consistently rigorous operational standards. Depending on the 
available resources and strategy, investors also build or select 
(often over time) a set of tools and templates that facilitates the 
process of building a robust investment portfolio.

 

A critical, but not an easy,  part of setting investment guidelines 
is developing an impact evaluation approach. Effective impact 
measurement generates value for all stakeholders and helps 
reach the impact objectives of the investor.

TEAM: A critical decision pertains to who will build and manage 
the impact investment portfolio. It is useful to start by deter-
mining how actively family members want to be involved in the 
implementation of the program. Through the resource scan, one 
can then determine the resource needs and see which of them 
are available internally. Next step is to decide  how and where to 
procure the missing resources — the options include outsourc-
ing the program implementation, building an internal team, and 
using consultants. Building partnerships and collaborating with 
other impact investors can also be a valuable way to increase 
resources and de-risk implementation. It is also important to fos-
ter a learning culture within the organization, encouraging family 
members, internal staff, external teams, and advisers to amplify 
their impact knowledge and experience at every opportunity, 
and to share lessons learned with a broader community.

PART III: designing and implementing a program
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Part III walks the reader through the process of strategic development of an impact investment program, starting with getting the  
buy-in within the family, then developing a vision, designing a program, deciding on the implementation approach and forming a 
team, up to developing a pragmatic investment process, including impact assessment.

TIPS

1.  Build in flexibility

2.  Check for contradictions

3.  Prioritize and iterate

4.  Get support

5.  Find the middle ground

6.  Verify

7.  Involve the team

8.  Remain engaged

TIPS

1.  Start simple

2.  Prioritize

3.  Be practical

4. Be realistic

5.  Do not reinvent the wheel

6.  Provide support to investees

TIPS

1.  Maintain rigor and consistency

2.  Adapt process to the size of the program and situation

3.  Check the processes of service providers

TIPS

tips related to building an internal team

1.  Head or heart first?

2.  Recognize the quality costs

3.  Be present

4.  Be professional

Time horizon
Link to other family  

organizations/activities
Sector/

impact theme
 

Size of the 
program

Regional focus

$$ $

Invest directly or  
via intermediaries? Approach

Instruments/
asset classes $

Financial-return  
expectations

Number of 
investments

Investee 
profile
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PART IV: impact investing in practice — the process

Part IV explains the particularities of selecting and managing impact investments, describing best practices and providing many practical 
tips. Separate chapters address the direct venture and fund investment processes; summarize 10 common mistakes and offer mitiga-
tion suggestions; and, finally, detail the specificities of impact investing in emerging markets.

INVESTING DIRECTLY IN VENTURES: Proactive sourcing of 
deals is key in impact investing, as intermediation and infra-
structure are not yet fully developed. Focused deal-sourcing 
channels can be tapped, including web-based deal platforms 
and databases, investment clubs and networks, incubators, and 
focused consultants. Due diligence covers financial and impact 
aspects, including values alignment with co-investors. It is 
often of higher complexity/cost due to the expanded scope, 
many innovative models, and smaller deal sizes. Many impact 
investors view the due diligence as an opportunity to add value 
to an enterprise, even if they decide not to invest in it. Deal 
structures often involve various levels of credit enhancement 
(such as guarantees, first-loss tranches, and capacity-building 
funding). Self-liquidating/innovative structures are often used to 
overcome exit challenges, limitations of special legal forms of 
social enterprises, and some regulatory restrictions. Investment 
terms include impact-related provisions (such as impact mile-
stones, management incentives, change of control provisions, 
and impact reporting). When negotiating terms, investors need 
to be aware of the cultural/legal specificities of various markets, 
the lack of experience of many entrepreneurs in dealing with 
investors, preconceptions about the return expectations of im-
pact investors, and reluctance to share control. Investment man-
agement is often resource-intensive due to the need to assess 
impact, the early stage of enterprises, possible tension between 
financial and impact objectives, and differing motivations of co-in-
vestors. Large gaps in management capacity make the non-finan-
cial support especially valuable. Working with an impact-generat-
ing company through a turnaround tends to be more difficult, due 
to the emotional attachment to the company and its mission. Key 
particularities of exiting deals are longer holding periods and the 
desire of investors to protect the mission of the investee before 
selling their investment. Varying expectations of investors as to 
the level of required return and the timing of exit can add com-
plexity. Some of the traditional exit routes may not be accessible/
advisable; on the other side, new channels, such as social stock 
exchanges, are currently being developed. 

INVESTING VIA FUNDS: Particularities include the need to 
assess the intention and the capacity of the manager to deliv-
er on impact objectives of the fund; higher proportion of first-
time funds; smaller fund sizes; and critical importance of local 
presence and knowledge. Impact due diligence covers the 
assessment of the team/firm motivations and skills; fund strate-
gy; governance structure; investment process; the incentives; and 
current portfolio and investment pipeline. While most funds follow 
the traditional Limited Partnership structure, some fund manag-
ers are structured as non-profits, and the funds may have a longer 

life and use a wider range of instruments, including grant-funded 
Technical Assistance facilities. Terms of impact funds may differ 
from traditional funds by the inclusion of the impact-related provi-
sions, acceptance of higher management fees and lower hurdle 
rate/GP commitment. Funds may also charge lower/no carried 
interest, and/or pay it to the firm as opposed to the partners. 

 

COMMON MISTAKES: Many investors enter the field with 
unrealistic expectations, and are, therefore, unprepared for the 
possibility of their first attempt’s being unsuccessful. It is easy 
to underestimate the time and capital required for investees to 
reach scale and allow the investor to exit; the challenges of in-
vesting oversees; and the effort and cost of analyzing, structur-
ing and monitoring impact investments. Private investors often 
confess to an initial lack of rigor in investment management 
and not paying enough attention to the alignment with co-in-
vestors. They also warn that impact-driven entrepreneurs often 
resist the introduction of businesslike approaches and prove to 
be difficult to deal with, and even ego-driven. 

INVESTING FOR IMPACT IN EMERGING MARKETS: Emerg-
ing and frontier markets (EFM) represent a compelling oppor-
tunity for impact investors, given the magnitude of the social 
and environmental challenges, socio-demographic characteris-
tics, and economic prospects of these regions. Impact inves-
tors in EFM need be able to navigate the following challeng-
es: lack of quality deal flow and difficulty exiting transactions; 
dearth of management talent; certain regulatory restrictions 
related to impact investments; cultural issues including resis-
tance to investor oversight; need for locally adapted business 
models and technological solutions; and challenges in impact 
measurement on the ground. These issues can be overcome 
by building local knowledge and resources, developing effec-
tive partnerships, allocating resources for the capacity building 
of the management teams, and adjusting investment strategy 
to the culture and realities of local markets. 

TIPS

1.  Impactful vs. impact fund

2.  Investment experience is key

3.  Local resources and networks are crucial

4.  Properly assess financial sustainability and first-time team risk

5.  Push for the alignment of interests

6.  Help build fund-manager capacity

7.  Build mission-aligned co-investor majority
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tools & resources

This part of the Guide provides a broad range of practical information on impact investing, including examples and resources, intended 
to serve the needs of readers looking for more detail on specific topics, discussed within the core parts of the Guide. Tools & Resources 
are divided into four sections, based on the type of information provided: 

UNDERSTANDING THE FIELD: This section provides examples 
of impact investments across asset classes and regions, as well 
as an explanation of a layered structure and social impact bond.

THE SCOPE: While industry-wide data on the financial perfor-
mance of impact investments are currently limited, the track 
record of more mature impact investment segments, as well 
as information on realized performance of impact investment 
products and portfolios, demonstrate that achieving both sets of 
returns is possible. This section provides various data points that 
demonstrate that impact investments, if rigorously selected and 
professionally structured and managed, can meet the financial 
and impact objectives of investors. 

PRACTITIONER TOOLS: For those readers who already prac-
tice impact investing, or are ready to take the plunge, this sec-
tion provides additional practical information, examples, tools, 
and resources, aiming to help wealth holders develop and im-
prove their impact investment programs.

WHAT ADVISERS SHOULD KNOW: This section explains the 
relevance of impact investing to wealth managers/advisers, 
highlighting the opportunities of engaging in the field and the 
risks of not doing so. It then proceeds to discuss some key 
considerations, from determining the implementation approach 
to integrating impact investing into the traditional portfolio- 
construction process.

 

stories and case studies
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Peer-to-peer learning is a key feature of this Guide. It was made possible through collaboration with over 160 HNWIs and their 
teams worldwide, who have generously shared their approaches, successes, and lessons learned during the in-depth, face-to-face 
interviews, as well as opened up their portfolios, in an effort to make the entry to impact investing less challenging for other private 
investors and philanthropists. The map below provides a regional split of the interviews conducted. The big brown pins point out 
the number of people interviewed in a particular region. The placement of small pins indicates the country of origin of the wealth 
holders profiled in 45 case studies. In the cases of couples with different origins, only one pin is used (placed closest to their current 
location). The color of each pin corresponds to the part of the Guide where the case study is placed: pink – Part II; green – Part III; 
blue – Part IV. Case studies are focused on the topics/issues discussed in the section of the Guide where they are placed. 


