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Spectrum of Social Finance 
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Connecting Demand and Supply 



7 Source:	
  Purpose	
  Capital	
  and	
  MaRS	
  CII	
  (2014)	
  State	
  of	
  the	
  Nation:	
  Impact	
  Investing	
  in	
  Canada	
  



1.  Early	
  stage	
  ecosystem	
  

2.  Small	
  average	
  deal	
  size	
  

3.  Fit	
  within	
  asset	
  allocation	
  framework	
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Challenges for Institutional Investors 

Source:	
  World	
  Economic	
  Forum	
  (2013)	
  From	
  the	
  Margins	
  to	
  the	
  Mainstream	
  Assessment	
  of	
  the	
  Impact	
  Investment	
  
Sector	
  and	
  Opportunities	
  to	
  Engage	
  Mainstream	
  Investors.	
  



Performance	
  	
  
Expectation	
  

Relevant	
  Risk	
  
Factor	
  

Risk	
  Mitigation	
  

Capital	
  preservation,	
  at	
  a	
  minimum,	
  
in	
  either	
  real	
  or	
  nominal	
  terms	
  

Capital	
  risk	
   •  Downside	
  protection	
  
•  Bundling	
  

Minimal	
  ‘unknowns’:	
  an	
  
understanding	
  of	
  risk	
  factors	
  that	
  
are	
  relevant	
  to	
  an	
  investment	
  

Unquantifiable	
  
risk	
  

•  Liquidity	
  

Transaction	
  costs	
  in	
  proportion	
  with	
  
potential	
  returns	
  

Transaction	
  
cost	
  risk	
  

•  Bundling	
  

Sufficiently	
  liquid	
  investments	
  to	
  
meet	
  uncertain	
  cash	
  flow	
  demands	
  

Exit	
  risk	
  
	
  

•  Track	
  record	
  
•  Placement	
  &	
  distribution	
  
•  Technical	
  assistance	
  

Impact	
  evidence	
  that	
  is	
  sufficiently	
  
robust	
  to	
  justify	
  diversion	
  of	
  funds	
  
from	
  other	
  opportunities	
  

Impact	
  risk	
   •  Impact	
  evidence	
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De-Risking Impact Investing 

Source:	
  Bridges	
  Ventures	
  and	
  Bank	
  of	
  America	
  Merrill	
  Lynch	
  (2014)	
  Shifting	
  the	
  Lens:	
  A	
  De-­‐risking	
  Toolkit	
  for	
  Impact	
  
Investment	
  



1.  For	
  investors,	
  long-­‐term	
  private	
  debt	
  offers	
  compelling	
  
combinations	
  of	
  tangible	
  social	
  benefits	
  and	
  allows	
  for	
  larger	
  
allocations,	
  current	
  yield	
  and	
  more	
  predictable	
  cash	
  flows	
  without	
  
investment	
  limitations	
  inherent	
  to	
  early-­‐stage	
  private	
  equity	
  and	
  
venture	
  capital.	
  

2.  Private	
  debt	
  offers	
  the	
  opportunity	
  to	
  structure	
  legally	
  enforceable	
  
covenants	
  around	
  social	
  performance	
  and	
  ensure	
  heightened	
  
reporting	
  requirements.	
  

3.  For	
  investees,	
  private	
  debt	
  can	
  provide	
  long-­‐term	
  financing,	
  
resulting	
  in	
  better	
  planning	
  and	
  financial	
  stability	
  for	
  the	
  borrower	
  
and	
  allowing	
  for	
  a	
  longer	
  investment	
  horizon	
  to	
  incorporate	
  more	
  
sustainable	
  approaches.	
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Using Long-term Private Debt as an 
Impact Investment Strategy 

Source:	
  Building	
  a	
  Strategy:	
  Integrating	
  Impact	
  Investing	
  in	
  the	
  Mainstream	
  Investor’s	
  Portfolio	
  	
  
by	
  Ommeed	
  Sathe,	
  Vice-­‐President,	
  Impact	
  Investments,	
  Prudential	
  in	
  World	
  Economic	
  Forum	
  (2014)	
  From	
  Ideas	
  
	
  to	
  Practice,	
  Pilots	
  to	
  Strategy	
  II:	
  Practical	
  Solutions	
  and	
  Actionable	
  Insights	
  on	
  How	
  to	
  Do	
  Impact	
  Investing.	
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A Roadmap for institutional investors 
to get started in impact investing 

Source:	
  World	
  Economic	
  Forum	
  (2014)	
  Charting	
  the	
  Course:	
  How	
  Mainstream	
  Investors	
  can	
  Design	
  Visionary	
  and	
  
Pragmatic	
  Impact	
  Investing	
  Strategies,	
  



Barrier	
   Lever	
   Example	
  

Fiduciary	
  duty	
   Clarification	
  of	
  
fiduciary	
  duty	
  

•  South	
  Africa:	
  Regulation	
  28,	
  	
  where	
  ESG	
  
factors	
  explicitly	
  linked	
  to	
  fiduciary	
  duty)	
  

Fiscal	
  incentives	
   •  Nova	
  Scotia:	
  CEDIFs	
  (35%	
  tax	
  credit)	
  
•  UK:	
  Social	
  Investment	
  Tax	
  Relief	
  

Compliance	
   “Opt-­‐out”	
  as	
  
standard	
  

•  France:	
  Employee	
  savings	
  plans	
  invested	
  into	
  
community	
  funds	
  /	
  social	
  enterprises	
  (5-­‐10%)	
  

Disproportion-­‐
al	
  transaction	
  
costs	
  

Bundled	
  or	
  multi-­‐
asset	
  products	
  

•  UK:	
  Big	
  Society	
  Capital	
  formed	
  with	
  USD	
  
$1BN	
  as	
  wholesaler	
  for	
  social	
  finance	
  sector	
  

Capital	
  risk	
   Matching	
  capital,	
  
first	
  loss	
  layers,	
  
guarantees,	
  
investment	
  
readiness	
  

•  Many	
  examples	
  of	
  first-­‐loss	
  structures	
  in	
  US	
  
affordable	
  housing	
  e.g.	
  NYC	
  Acquisition	
  Fund	
  

•  UK:	
  Investment	
  and	
  Contract	
  Readiness	
  Fund	
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Policy Levers for Change 

Source:	
  Clara	
  Barby	
  and	
  Mads	
  Pedersen	
  (2014)	
  Allocation	
  for	
  Impact:	
  Subject	
  Paper	
  of	
  the	
  Asset	
  Allocation	
  Working	
  
Group	
  (2014)	
  	
  


