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Abstract

The aim of this study was to investigate impact investing within the realm of
private equity (PE), an area that has not been thoroughly explored despite its
emerging prominence. Specifically, the study sought to shed light on the financial
returns and the potential trade-off with social outcomes of impact investing and the
factors driving financial returns of impact funds. To achieve this, the research fo-
cused on two main objectives: first, to compare the Internal Rate of Return (IRR)
of impact funds and non-impact funds, and second, to analyse how variables such
as vintage year, fund size, strategy, and geographic focus influence the financial
performance of impact funds.

Analysing data from a total of 3727 funds, the study reveals that while the aver-
age IRR of impact funds slightly surpasses that of non-impact funds (0.2375%),
there is no statistically significant difference between the IRR of the two categories.
In terms of factors influencing impact fund financial returns, the research indicates
a notably positive correlation between vintage year and IRR. Additionally, funds
focusing on buyout strategy demonstrate higher returns compared to those target-
ing early stage, growth, and other strategies. Furthermore, funds directed capital
towards Europe exhibit higher returns compared to those allocating capital to Asia
and Emerging markets.

Keywords Impact investing, financial returns, private equity, fund characteristics
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1 Introduction

1.1 Background

Today’s world is facing substantial social and environmental challenges, from
education, healthcare, poverty to climate change. Due to the multitude and
magnitude of these challenges, however, government resources and charita-
ble donations are insufficient to address them at a large scale and in a sus-
tainable manner. To effectively tackle these issues, it is crucial to unlock
funding for social entrepreneurs in a manner similar to how venture capital
unlocked it for high-tech entrepreneurs. This necessitates innovative finan-
cial approach called impact investing with new investment model designed
to direct funds exclusively towards these social innovators.

Investment with social and environmental considerations has been popular
for a long time. Initially, this took the form of socially responsible investing
(SRI), with estimates suggesting that nearly a quarter of professional man-
aged wealth is allocated to various SRI strategies (Singh, 2018). However,
SRI primarily involves avoiding investment in companies operating in indus-
tries deemed unethical, such as tobacco, alcohol, or weapons — a practice
known as “negative screening”. Impact investing, on the other hand, goes be-
yond this by actively seeking out entrepreneurs and organizations aiming to
generate positive social and environmental outcomes, which often struggle
to secure financing from traditional financial market due to their perceived
lower financial attractiveness. It does so, for example, by directing funds to
initiatives such as affordable housing, clean energy projects, or businesses
addressing community needs for sustainable employment and development
(Addis et al., 2013). With its distinct focus, impact investing has a positive
effect internationally in catalysing new markets, fostering entrepreneurship,
and driving innovation, thus contributing to sustainable solutions for press-
ing challenges.

Another key distinguishing feature of impact investing is its departure from
the traditional notion that investors must choose between "doing good" and
"doing well”. Instead of sacrificing financial returns like philanthropy, impact
investing aims to achieve competitive financial returns while creating posi-
tive change in society. This deviation from other types of responsible invest-
ing has facilitated the increasing popularity of impact investing. According to
the Global Impact Investing Network (GIIN), the sector experienced remark-
able growth, $502 billion with a compound annual growth rate (CAGR) of
61% from 2013 to 2018. Furthermore, projections suggest that impact invest-
ing assets under management in the US alone could exceed $2 trillion by
2025 (Roundy, et al., 2017).



However, this ambitious notion of achieving dual objectives—financial prof-
itability and social impact—presents both unique challenge and opportunity.
On one hand, critics question whether impact investments can deliver com-
petitive financial returns. They argue that prioritizing social or environmen-
tal objectives may limit the number of viable projects, thus coming at the ex-
pense of financial performance and leading to suboptimal returns for inves-
tors (Cheng, 2011; Evans, 2013; Brest et al., 2018; Barber et al., 2021; Jeffers
et al., 2023). On the other hand, proponents of impact investing assert that
positive social outcomes are inherent to the business model. Consequently,
when a company has a good performance, it naturally produces beneficial
social impact (Grabenwarter & Liechtenstein, 2011).

1.2 Research objectives and questions

Despite the increasing interest in impact investing among both practitioners
and scholars, empirical data on the financial performance of impact invest-
ments remains scarce and inconclusive. There exist conflicting perspectives
on the inherent trade-off between financial profitability and social impact.
Furthermore, the specific factors influencing the financial returns of impact
funds, particularly pertaining to fund characteristics, have not yet been thor-
oughly explored or addressed in existing literature. This highlights a crucial
gap in our understanding of impact investing and underscores the need for
further research to examine the drivers behind impact fund financial returns.

Given that gap in literature, the primary objective of this study is to investi-
gate the potential trade-off between financial returns and social outcomes by
comparing the financial performance of impact funds and non-impact funds.
Additionally, an analysis of various fund characteristics such as vintage year,
fund size, strategy, and geographic focus is conducted to assess their respec-
tive impacts on fund financial returns. Specifically, this research seeks to ad-
dress the following questions:

e Isthere evidence of a trade-off between financial returns and positive
social outcomes?

e What is the influence of fund vintage year on fund returns?

e How does fund size impact fund returns?

e What are the effects of different strategies on fund returns?

e How does geographic focus influence fund returns?

1.3 Thesis structure

The research comprises six chapters. The first chapter gives an introduction
of the study’s background and research objectives and questions. The second
chapter focuses on clarifying the definition of impact investing. It also offers
an overview of existing research concerning the trade-off between financial
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and non-financial performance and the effects of fund characteristics such as
vintage year, fund size, strategy, and geographic focus on impact fund finan-
cial returns. Chapter three elaborate on data collection method and provides
detailed description of the statistical analyses, including student’s t-test and
regression analysis, employed in the research. The findings are then pre-
sented in chapter four, following by detailed discussions of the analysis re-
sults in chapter five. The final chapter includes a summary of the research, as
well as its limitations and suggestions for future studies. The references and
appendix are available in the concluding part of the thesis.



2 Literature review

2.1 Impact investing
2.1.1 Historical background

The practice of investing in businesses with an intention to address social
challenges has existed for a long period of time (Nicholls, 2010; O’Donohoe
et al., 2010). Notable historic examples include the Commonwealth Develop-
ment Corporation in the UK, or the International Finance Corporation estab-
lished in 1948 and 1956, respectively (O’Donohoe et al., 2010). Their mission
was to “do good” by allocating capital to emerging markets with the intention
of addressing social and environmental issues, while maintaining financial
returns. However, it was until 2007 that the term was officially coined at a
Rockefeller Foundation meeting, where the necessity of creating a global in-
dustry for investments with positive social and environmental outcomes had
been raised, given the insufficient charitable and government funds to ad-
dress the growing challenges (Bugg-Levine & Goldstein, 2009; Harji & Jack-
son, 2012). Since then, the term has evolved significantly and become prom-
inence among investors with several mainstream financial institutions enter-
ing the field (Hochstadter & Scheck, 2015). Moreover, the development of an
ecosystem is underway, encompassing investor networks such as the GIIN,
reporting standards such as the Impact Reporting and Investment Standards
(IRIS), rating agencies such as the Global Investing Ratings System (GIIRS),
and searchable online databases of investment products such as ImpactBase.
These elements have collectively facilitated an unprecedented growth in the
impact investing field.

2.1.2 Definition of impact investing

Since the first official introduction of the term “impact investing” in 2007,
many attempts have been made to define it. While consensus on defining im-
pact investing at a high general level has been made, there remains some un-
certainties about the detailed operational definition of the term.

In their groundbreaking report, O’'Donohoe et al. (2010) state that impact
investing involves intentionally seeking both financial returns and positive
social impact. In this definition, social impact embraces both social and en-
vironmental outcome. The report emphasizes the fusion of traditional invest-
ments strategies with philanthropic aims, thereby emerging as a new asset
class. Furthermore, it is crucial to highlight that impact investments are char-
acterized by their intentional pursuit of targeted social outcomes. This dis-
tinction is vital as it distinguishes them from traditional investments that
may incidentally yield positive social effects as externalities. Another



noteworthy aspect highlighted is the ability to quantify the positive impact
on society, which is essential for safeguarding against the misleading of in-
vestors through impact washing. Expanding on this definition, Hockerts et
al. (2021) introduce the concept of "additionality," which stipulates that im-
pact investments should lead to an increase in the quantity or quality of social
or environmental outcomes beyond what would have occurred otherwise.
Overall, there is a broad consensus among scholars and practitioners that de-
fining impact investing in terms of simultaneously pursuing profitability and
social impact objectives (Arosio, 2011; Bugg-Levine & Emerson, 2011; Gra-
benwarter & Liechtenstein, 2011; Boerner, 2012; Addis et al., 2013; Ho6ch-
stadter & Scheck, 2015; Roundy et al., 2017; Hockerts et al., 2021).

Although this definition appears clear and widely accepted on a surface level,
numerous skeptics have expressed reservations regarding its specific intrica-
cies, particularly concerning the feasibility of achieving social impact without
compromising financial returns. The debate has endured since the inception
of the concept.

Some argue that there is an inevitable trade-off between non-financial impact
and financial returns, rendering the simultaneous achievement of both unre-
alistic (Cheng, 2011; Evans, 2013; Brest et al., 2018; Barber et al., 2021; Jef-
fers et al., 2023). Brest et al. (2021) believe that in order to enhance the value
generated by investee companies, impact investors should lower the cost of
capital compared to traditional commercial markets, potentially resulting in
diminished returns. Jeffers et al. (2023) further elaborate on this notion, em-
phasizing that constrained strategies like impact investing, which face lim-
ited investment opportunities, are likely to yield lower risk-adjusted returns
compared to unconstrained strategies. A study by Barber et al. (2021) sup-
ports this assertion, indicating that impact funds generally yield lower ex-
post financial returns compared to traditional venture capital funds. How-
ever, Born (2013) argues that in imperfect markets, particularly new and
emerging ones, there are opportunities overlooked by traditional investors.
Impact investors can capitalize on these opportunities to foster market
growth and generate positive impact while achieving competitive financial
returns. Cole et al. (2020) contribute to this debate by examining the finan-
cial returns of investments in emerging markets, revealing superior perfor-
mance of impact investments over the market average.

In contrast to these conflicting perspectives, Grabenwarter & Liechtenstein
(2011) suggest that positive social outcomes are positively correlated with fi-
nancial profits. They argue that impact investors allocate capital to firms ex-
plicitly committed to generating social impact, making impact an integral
part of the business model of these investee companies. Consequently, when
these companies perform well, they generate both impact and profits simul-
taneously. This perspective implies that social impact is inherently linked
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with company performance, which in turn influences profitability, resulting
in a correlation between social impact and profit.

2.1.3 Overlapping terms

Another contentious area revolves around the blur boundaries between im-
pact investing and other related terms. One of the sources of confusion arises
from venture philanthropy. Venture philanthropy is a hybrid approach that
merges philanthropy with venture capital investment to amplify social im-
pacts. Similar to traditional donations, venture philanthropy investments are
willing to accept lower returns, often targeting early-stage ventures and or-
ganizations. Their primary goal is to financially support entities aiming to
generate positive social and environmental impacts, which may not be finan-
cially appealing to traditional investors. However, unlike charitable dona-
tions, venture philanthropy investments prioritize sustainable social impacts
over mere alignment with donation objectives. The heyday of venture phi-
lanthropy was in the mid to late 1990s, with both donors and private sectors
actively participating. The subsequent emergence of impact investing is
widely believed to have stemmed from these philanthropic ventures. Inter-
estingly, some philanthropic ventures are now transitioning from pure phi-
lanthropy to for-profit impact investing. This shift is driven by the belief that
the inclusion of financial returns can help scale impact to a broader level
compared to traditional philanthropic endeavors and other forms of philan-
thropy.

Besides, with the increasing incorporation of social and environmental fac-
tors into investment decisions to tackle pressing challenges, several terms
have been overlapped. Among the most prominent are social investment, so-
cially responsible investing (SRI), and ESG (environmental, social, and gov-
ernance) investing. This terminological ambiguity has been explored by
Hochstadter & Scheck (2015) in their analysis of academic and practitioner
literature. According to them, While SRI funds primarily target large corpo-
rations, impact investment directs its focus toward small enterprises, partic-
ularly those in the growth or venture stages. Additionally, SRI is commonly
associated with investments in publicly traded securities, utilizing negative
screening and emphasizing robust ESG policies (Hochstadter & Scheck,
2015; Agrawal & Hockerts, 2021). On the other hand, impact investing is of-
ten associated with private debt or equity, involving active engagement with
investees, and providing additional support beyond financial aid.
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2.2 Impact fund characteristics

In impact investing, investments can span across various asset classes and
financial instruments, from private debt and equity to public traded debt (e.g.
green bonds) and equity. However, due to the early stage of development,
most investments are made in private markets, with significant emphasis on
PE. According to Global Impact Investor Network (GIIN), although private
debt accounts for the greatest share of AUM allocated to it, private equity is
the most commonly used instrument — 71% of respondents have allocated
some of their asset under management (AUM) to PE at least to some degree.
Consequently, private equity plays a crucial role in analyzing the impact in-
vesting landscape.

Within the private equity industry for impact investing, various types of in-
vestors are involved, with venture capital (VC) investors and buyout (BO) in-
vestors being the most prominent. VC investors typically focus on funding
early-stage companies with scalable potential, often lacking significant reve-
nue streams. On the other hand, BO investors make relatively larger invest-
ments in more mature companies with the capacity for significant growth
and expansion. Other types of investors are growth PE, timber, mezzanine,
and fund of funds. Collectively, these investors contribute to shaping the
landscape of impact investing and driving positive social and environmental
change.

Academia has been taking the initial steps to establishing the relationship
between financial performance and non-financial impact in impact investing,
especially in the field of private equity. A study conducted by Barbel et al.
(2021) indicates that impact funds perform below traditional venture capital
funds. Additionally, utilizing willingness-to-pay models, the study suggests
that impact investors are willing to accept lower internal rates of return
(IRRs) ranging from 2.5% to 3.7% for impact funds, confirming the theoreti-
cal assumption that investors knowingly trade financial returns for non-fi-
nancial benefits. In contrast, Cole et al. (2020) discovered that investments
made by the International Finance Corporation (IFC), a prominent institu-
tion in impact investing, across more than 130 countries, outperformed the
market by 15% over nearly seven decades. This divergence in findings high-
lights conflicting perspectives on financial performance sacrifices.

Contributing to this debate, Jeffers et al. (2023) conducted a study that dis-
sects the underlying risks behind this performance discrepancy. They reveal
that impact investments exhibit lower exposure to market risks compared to
other private market strategies. Once market risk is factored in, the residual
performance becomes more comparable across various fund types.
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Furthermore, the study indicates that impact funds display positive exposure
to emerging markets, aligning with the findings of Cole et al. (2020).

Impact investments are not confined to specific geographical regions. These
investments mobilize private capital to tackle society's most pressing chal-
lenges, including education, healthcare, and poverty alleviation. While they
are commonly associated with developing and emerging markets due to the
severity of social and environmental issues and the lack of basic infrastruc-
ture and access to capital (Harji & Jackson, 2012; Hochstadter & Scheck,
2015), it's essential not to exclusively focus on these regions. In fact, nearly
half of impact investment assets are directed toward developed countries,
particularly the U.S. & Canada and Western & Northern Southern Europe,
while the remainder is distributed across Latin America, South Asia, East
Asia, Sub-Saharan Africa, and Southeast Asia (GIIN Annual Report, 2020).
This allocation pattern can be attributed to the maturity of financial markets
and less political risk arising from underdeveloped institutions and volatile
political systems (Henisz & Zelner, 2010).

Impact investments in the private equity market have a broad reach, span-
ning industries such as energy, financial services, clean tech, healthcare, and
infrastructure. Among these sectors, clean tech and microfinance emerge as
particularly appealing to impact investors, with a robust body of literature
and a notable advancement in development compared to other fields within
impact investing.

2.3 Conceptual Framework

2.3.1 Financial return of impact funds and non-impact funds

The ongoing debate of impact investing revolves around the trade-off be-
tween risk-adjusted market-rate returns and social impact. Grabenwarter &
Liechtenstein (2011) argue that these objectives are positively correlated,
suggesting that companies committed to generating social impact inherently
perform well both financially and socially because impact is an integral part
of the business model of these investee companies.

However, Evans (2013) contends that a trade-off between financial and social
objectives is inevitable. Subsequent studies, such as the one by Barbel et al.
(2021), support this view, demonstrating that impact funds underperform
traditional venture capital funds. Moreover, employing willingness-to-pay
models, Barbel et al. suggest that impact investors are willing to accept lower
IRRs for impact funds, confirming the notion that investors consciously sac-
rifice financial returns for non-financial benefits. Jeffers et al. (2023) further
elaborate on this perspective, highlighting those constrained strategies like
impact investing, which encounter limited investment opportunities, are
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likely to yield lower risk-adjusted returns compared to unconstrained strate-
gies.

Hi: Impact funds are likely to generate lower returns compared to non-im-
pact funds.

2.3.2 The effect of fund vintage year on financial return

Previous research on PE has underscored the significant impact of vintage
year on fund performance. For instance, a study conducted by BVCA in 2015
revealed that UK VC funds established during the dot-com bubble period ex-
perienced negative returns, contrasting with the positive returns of 11.9% be-
fore the bubble and 7.7% after it. BVCA's analysis stressed that during the
dot-com bubble era inflated valuations were prevalent, driven by an influx of
capital into the industry. This flood of capital resulted in inflated asset prices,
ultimately diminishing the actual returns received by investors. This obser-
vation underscores the dynamic nature of market valuations over time,
thereby suggesting the potential impact of vintage year on the financial per-
formance of PE funds.

While there hasn't been prior research specifically investigating the impact
of vintage year on the financial performance of impact funds, drawing from
previous studies in PE, it is reasonable to infer that vintage year could affect
the financial performance of impact PE funds due to the similar nature of PE.
However, given the additional filter of impact elements, the underlying driv-
ing factors might deviate from those typical in traditional PE.

Hz2: Vintage year can affect the financial returns of impact funds.

2.3.3 The effect of fund size on financial return

Extensive research in the realm of PE has demonstrated a noteworthy rela-
tionship between fund size and financial performance. Chen et al. (2002)
highlighted a negative correlation between fund size and performance, align-
ing with organizational theories predicting performance challenges in larger
entities due to diseconomies of scale. As funds expand, their ability to control
spending and coordinate activities may weaken.

On the other hand, Ljungqvist & Richardson (2003) discovered an inverse U-
shaped relationship between a fund's excess IRR and its size. This suggests
that performance initially improves with increasing fund size up to an opti-
mal point, beyond which further growth leads to performance decline. This
finding resonates with Kaplan & Schoar's (2005) study, which suggested that
excessively large funds experience diminishing returns. They identified the
optimal fund size to maximize returns at $90 million.
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While research in PE has explored this domain, no prior study has specifically
investigated the impact of fund size on impact fund returns. Nonetheless,
considered the effect of fund size on financial returns of PE funds, it can be
inferred that returns can affect impact PE funds financial returns, although
the nature of this impact may differ from that observed in the traditional PE
funds.

H3: Fund size can affect the financial returns of impact funds.

2.3.4 The effect of fund strategy on financial return

In the realm of PE, VC and BO are the two predominant strategies, distin-
guished by their focus on different business stages. VC investments are often
associated with substantial risk, as they target companies in early stages of
development where growth potential is perceived rather than proven. VC can
further be categorized into early stage, growth, and diversified. In contrast,
BO investments tend to be safer, targeting mature firms with established
track records.

While there hasn't been specific research examining the impact of different
investment strategies on fund financial returns, numerous studies in PE have
shed light on the returns and risks associated with these strategies. For in-
stance, a study by Diller & Kaserer (2009) revealed that VC funds generally
yield higher returns compared to BO funds. It was noted that PE returns are
positively influenced by the risk exposure of the investment strategy, which
is determined by the stages of business targeted; typically, the later the stage,
the lower the investment risk. This finding aligns with the results presented
by Cochrane (2005), indicating that the higher risk associated with early fi-
nancing rounds in venture capital is correlated with higher returns. Based on
these observations in PE funds, it can be deduced that various investment
strategies may influence the financial returns of impact PE funds. However,
it should be noted that the risk exposure levels for impact funds employing
varying strategies may diverge from those observed in traditional PE due to
the nature of impact investing.

Hy4: Investment strategies can affect the financial returns of impact funds.

2.3.5 The effect of geographic focus on funds financial return

Impact investments are spread across various regions, and due to their
unique characteristics, it is believed that returns may vary among countries.
Although the specific ways in which returns could differ across regions are
not explicitly stated, early research conducted by Rajan et al. (2014), Glanzel
& Scheuerle (2016), Zhou (2017), and Castellas et al. (2018) with a focus on
India, Germany, China, and Australia respectively suggests that institutional
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factors and geographical location play a moderating role in impact investing
outcomes.

Hs.a: The financial returns of impact funds vary depending on their geo-
graphic focus.

Later research by Cole et al. (2020) introduces a thesis in impact investing
suggesting that barriers hinder capital flows between certain markets, result-
ing in viable projects with explicit social objectives failing to secure financing.
This situation creates opportunities for impact investors to earn competitive
financial returns while advancing social goals. This thesis was supported by
the superior performance of impact investments in developing and emerging
markets compared to the market average. Although there is no direct evi-
dence proving the inferior performance of developed countries compared to
emerging and developing countries, it can be inferred that developed coun-
tries might yield lower risk-adjusted returns due to the increasing integration
of markets.

Hj.b: Impact funds focusing on developing countries exhibit higher returns
in comparison to those targeting developed countries.

2.3.6 Summary of hypotheses

The hypotheses investigated in this study draw from findings in both impact
investing and PE domains. These hypotheses seek to address five key ques-
tions: the trade-off between financial and non-financial returns, the influ-
ence of vintage year, fund size, fund strategy, and geographic focus on im-
pact fund performance. All hypotheses are outlined in Table 1.

Table 1: Hypotheses

No. Hypothesis

H1 Impact funds are likely to generate lower returns compared to non-impact funds.
H2 Vintage year can affect the financial returns of impact funds.

H3 Fund size can affect the financial returns of impact funds.

H4 Investment strategies can affect the financial returns of impact funds.

H5.a The financial returns of impact funds vary depending on their geographic focus.

H5.b Impact funds focusing on developing countries exhibit higher returns in com-
parison to those targeting developed countries.

16



3 Methodology
3.1 Data

The primary challenge in analyzing impact funds stems from the absence of
a universally agreed-upon, detailed definition of what qualifies as an "impact
fund." This lack of standardization complicates the screening process and
may result in analysis that is misleading. To address this issue, a broadly ac-
cepted definition of impact investing was employed. To be classified as im-
pact funds, they must explicitly state on their websites or relevant documents
an intention to generate positive social outcomes alongside financial returns.
This criterion was consistently applied throughout the screening process. In
addition to that, third-party validation was utilized to enhance the compre-
hensiveness of the screening process.

First, following the approach outlined by Barber, Morse, and Yasuda (2019)
by screening funds with "funds ethos" or ESG labels on Preqin's latest ver-
sion, a list of 513 impact funds was complied. The labels encompassed seven
categories: climate, ESG integration, impact, SFDR Article 8, SFDR 9, Sharia
Compliant, and SDGs. In this latest version, Preqin has discriminated impact
funds from other types of socially responsible investment funds. Their eval-
uation process primarily relies on the use of natural language processing
(NLP) to search for the explicit statements of dual objectives pursuit from
fund websites and other relevant sources.

Second, in accordance with Kovner & Lerner (2015), the names of all impact
funds and firms listed on the Community Development Venture Capital Alli-
ance (CDVCA) website was collected. CDVCA functions as a network of com-
munity development venture capital (CDVc) funds that direct investments
toward businesses that may not be commercially viable, aiming to foster job
creation, wealth generation, and entrepreneurial capacity while seeking mar-
ket-rate financial returns. From this source, a total of 76 funds were gathered,
which were subsequently incorporated into the initial list of impact funds
sourced from Preqin.

Finally, following the approach outlined by Burton et al. (2019), Impact Asset
50, an annual compilation of the leading impact investors, was utilized. This
database is widely recognized as a prominent free resource for information
on the impact of investment fund managers operating within private debt
and equity sectors. A list of impact private equity fund managers spanning
from 2011 to 2024 was gathered, totaling 70 individuals. However, as the
study focuses specifically on the fund level, these impact fund managers were
further matched with their corresponding funds using data from Preqin, re-
sulting in a final tally of 56 funds.
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Besides, for the comparison purpose, a list of non-impact funds was assem-
bled from Preqin, including funds not captured in the aforementioned list of
impact funds. This compilation yielded a total of 34,825 funds.

After compiling a comprehensive list of impact and non-impact funds, those
established after 2018 were omitted from the analysis. This selection crite-
rion was informed by research suggesting that PE and VC funds typically
need four to five years to fully deploy their investments (Mocci, E., 2018).
Consequently, funds established post-2018 might have less reliable data ac-
curacy regarding their IRRs. This refinement resulted in a reduced list of 412
impact funds and 9,594 non-impact funds.

3.2 Variables
3.2.1 Dependent variable

Financial performance

Preqin's dataset for each fund includes various performance measures ob-
tained from general partners (GPs) and limited partners (LPs). These
measures are IRR, net multiple, the distribution to paid-in (DPI %) ratio, and
the remaining value to paid-in (RVPI %) ratio. Among these, the most rele-
vant metrics for this analysis are IRR and net multiple. IRR represents the
money-weighted return as a percentage, factoring in cash contributions, dis-
tributions, and the current value of unrealized investments, applying a dis-
count rate. The net multiple indicates how many times investors have re-
ceived or are likely to receive their invested capital back and make a profit,
but it does not account for the time value of money. Given the consideration
of the time value of money, IRR appears as the more suitable metric for this
analysis.

Due to the private nature of private equity, accessing financial performance
is limited, resulting in a shortened list of 107 impact funds and 5319 non-
impact funds. Additionally, evaluating fund financial performance requires
access to the entire cash flow history, typically available upon fund liquida-
tion. However, given the relatively recent emergence of impact investing, a
majority of funds are still operational, making complete liquidation data
scarce. To address this, the definition of “mature fund” was introduced,
which provides a more reliable IRR measurement without omitting a sub-
stantial amount of data. Based on the cash flows distributed to LPs, mature
funds are defined as funds with RVPI% < DPI% (Kaplan & Schoar, 2005).
This additional filter yielded a refined list of 40 impact funds and 3,687 non-
impact funds.

3.2.2 Independent variables
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Vintage year

The vintage year, representing the year a fund is established and the first
drawdown of capital, is utilized to gauge its potential impact on financial per-
formance. Funds established during economic downturns typically generate
considerably lower returns compared to those established during favorable
economic conditions. Moreover, as impact investing has become more devel-
oped recently with the emergence of more established markets and potential
projects, it is conceivable that the financial returns of recent funds could sur-
pass those of older funds. However, as PE funds often have negative IRR dur-
ing their initial years, which could skew the results, only funds established
prior to 2018 are included to ensure the comparability and reliability of the
analysis.

Fund size

Fund size is obtained from Preqin to examine the potential effects on impact
funds financial performance. Larger funds are often associated with extra re-
sources and greater capital at their disposal. This increase capital allows
them to invest in a wider range of opportunities. Moreover, as they often have
more extensive networks, the likelihood of negotiating favorable terms with
portfolio companies could increase. Collectively, these factors can contribute
the higher financial returns of larger funds.

Strategy

The study investigates the impact of various investment strategies on the fi-
nancial performance of impact funds. Each investment strategy carries its
own unique risk exposure levels, leading to different expected returns. Ven-
ture capital investments are typically perceived as the riskiest but have the
potential to generate the highest returns. On the other hand, buyout invest-
ments are considered safer but yield lower returns.

Funds in the sample are classified by Preqin into distinct groups, including
buyout, venture (general), early stage, growth, fund of funds, co-investment,
and secondaries. To concentrate on assessing how investments across differ-
ent business stages affect fund performance, strategies not primarily focused
on these stages are grouped under the "other" category. These five groups of
strategies (buyout, venture, early stage, growth, other) are then represented
with four dummy variables, with “buyout” serving as the base category.

Geographic focus

The geographical allocation of capital by impact funds is studied to investi-
gate its effect on fund financial performance. It is proposed that in emerging
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and developing markets, there exist viable projects that fail to secure financ-
ing, presenting an opportunity for investors to invest and earn competitive
returns. On the other hand, in more developed markets where capital mar-
kets are more integrated, there may be fewer viable opportunities overlooked
by the markets, resulting in lower returns.

The data for this analysis are sourced from Preqin and categorized into six
regions: Asia, Europe, North America, Middle East and North Africa
(MENA), Southeast Africa, and Emerging markets. Notably, no funds in the
sample have allocated capital to Oceania, Africa, and Latin America & the
Caribbean.

3.2.3 Summary of variables

There is one dependent variable measuring financial returns which is IRR
and twelve independent variables that specify different strategies and fund
characteristics. All the variables are presented in Table 2. These variables are
utilized to examine the drivers behind impact fund financial returns.

Table 2: Total variables

Variable Variable type Metric
IRR Dependent variable Continuous
Vintage year Independent variable Continuous
Fund size Independent variable Continuous
Strategy: Buyout Independent variable Binary
Strategy: Venture (general) Independent variable Binary
Strategy: Early stage Independent variable Binary
Strategy: Growth Independent variable Binary
Strategy: Other Independent variable Binary
Geographic focus: Asia Independent variable Binary
Geographic focus: Europe Independent variable Binary
Geographic focus: North America Independent variable Binary
Geographic focus: MENA Independent variable Binary
Geographic focus: Emerging markets ~ Independent variable Binary
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3.3 Methods
3.3.1 Independent Student’s t-Test

The Independent Student's t-test is a statistical method used to compare the
means of two independent groups to determine whether a significant differ-
ence exists between them. It is commonly employed when the groups being
compared are separate and unrelated, as in this case of comparing the net
IRR of impact funds to that of non-impact funds. This test evaluates whether
the difference between the means of the two groups exceeds what would be
expected by chance alone, considering the variability within each group. A
large t-value combined with a sufficiently small p-value (typically below a
predetermined significance level, often 0.05) indicates a statistically signifi-
cant between the two groups.

3.3.2 Multiple linear regression

This study employs multiple linear regression analysis to examine the influ-
ence of vintage year, fund size, strategy, and geographic focus on the financial
returns of impact funds. The mathematical representation of a multiple lin-
ear regression model is expressed in equation (1).

Yi’ = Bo + B1x1 + --- + Bnxn + &, where (1)
Yi’ = prediction of dependent variable
x1 ... xn = independent variables
B0 = constant term
B1... Bn = regression coefficients
& = error term

The parameters of the independent variables are estimated using the ordi-
nary least squares (OLS) method, aiming to minimize the sum of squared
deviations between the predicted values Yi’ and the actual values Yi (as illus-
trated in equation (2)).

N

z (Yi — Yi')? @)

i=1

The multiple linear regression analysis relies on five key assumptions out-
lined by Myers (1990). Firstly, weak exogeneity implies that independent var-
iables are considered fixed rather than random, assuming they are devoid of
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errors, though this assumption may not fully reflect real-world conditions.
Secondly, linearity asserts that the mean of the dependent variable is a linear
combination of regression coefficients, without imposing restrictions on in-
dependent variables themselves. Thirdly, homoscedasticity suggests that the
errors associated with different values of the dependent variable have con-
sistent variance. However, in cases where variables have large scales, this as-
sumption may not hold true, as variance typically depends on predicted val-
ues. Fourthly, independence of errors stipulates that errors associated with
dependent variables are uncorrelated. This does not mandate independence
among the dependent variables themselves, but solely among their errors.
Lastly, there should be no perfect linear relationship between the independ-
ent variables, which could occur if two variables measure the same aspect.
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4 Findings
4.1 Financial returns of impact funds and non-impact funds

4.1.1 Descriptive statistics

The analysis is conducted on 3,727 funds, splitting into 40 impact funds and
3687 non-impact funds. For non-impact funds, the mean IRR stands at
15.07%, accompanied by a notable standard deviation of 27.96, indicating
considerable variability in returns. The range of outcomes is extensive, with
minimum and maximum values of -100% and 1,013.37 %, respectively, illus-
trating the potential for significant losses or gains within this category. Im-
pact funds, however, exhibit a slightly higher mean IRR of 15.2027%, with a
lower standard deviation of 13.5318, suggesting less variability in returns
compared to non-impact funds.

Table 3: Descriptive statistics IRR

Number Mean Std Dev Std Err
Impact 40 15.2027 13.5317 2.1396
Non-impact 3687 15.0652 28.0218 0.4615

4.1.2 Independent two sample t-test

Statement of null and alternative hypotheses

In accordance with Popper's Theory of Falsification, a null hypothesis (Ho)
is constructed, representing the opposite of the research thesis statement. In
this study, the null hypothesis suggests that the population mean return of
impact funds equals or exceeds the population mean return of non-impact
funds. To support the hypothesis that impact funds yield comparatively lower
returns than non-impact funds, this null hypothesis must be rejected.

{Ho: Hi = Hn

Hl: Hi < Un

Li: the population mean IRR of impact funds

Un: the population mean IRR of non-impact funds

The significance level is established at a = 0.05, indicating that there is a 5%
chance of committing a Type I error, which involves incorrectly rejecting a
true null hypothesis.

Test of homoscedasticity
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The analysis proceeds with the test of population variance equivalence. De-
pending on the similarity (homoscedasticity) or difference (heteroscedastic-
ity) of population’s variances, different statistical tests would be employed.
In this case, given the significance difference between standard deviation of
IRR of impact funds and non-impact funds (Table 3), heteroscedasticity is
expected. Therefore, Welch test or a Student’s t-test assuming unequal vari-
ances will be employed.

Additional assumptions

Besides the potential heteroscedasticity of population variances, three addi-
tional assumptions are necessary to conduct a student’s t-test assuming un-
equal variances.

1. Scale of measurement: The dependent variable (IRR) must be meas-
ured on a continuous scale. This requirement is met as IRR can take
on indefinite values.

ii. Independence of observations: By research design, a fund can only be
categorized as either an impact or non-impact fund, satisfying this as-
sumption.

iii. Normality: With sample sizes of 40 for impact funds and 3,687 for
non-impact funds, the Central Limit Theorem ensures that the sam-
pling distribution of the mean can be safely assumed to be normal

Student’s t-test

The mean return for impact funds (15.20) appears slightly higher than that
of non-impact funds (15.07). However, statistical analysis using a student’s
t-test indicates that this difference is not statistically significant, as evidenced
by the t-value of 1.6811 and a p-value of 0.4751.

With a significance level set at 0.05, the obtained p-value of 0.4751 exceeds
this threshold. Therefore, we fail to reject the null hypothesis, which suggests
that there is not enough evidence to conclude that the population mean re-
turn of impact funds is significantly different from or lower than that of non-
impact funds. Additionally, the effect size (Cohen's d) is very small
(0.00492), indicating a negligible practical significance of the observed dif-
ference between the means.

Table 4: Difference between IRR of impact funds and non-impact funds

Impact Non-impact
M SD M SD df t p Cohen's d
IRR 152027 13.5318 15.0652 28.0218 43 1.6811 0.4751 0.00492

24



4.2 Factors influence impact fund financial returns
4.2.1 Sample characteristics

The sample consists of 40 impact funds, with the majority established in
2007 or later. This distribution partly reflects the increasing popularity of
impact investing, especially since the term was officially coined in 2007 and
began gaining traction. However, drawing broad conclusions about the entire
landscape of impact funds based solely on this distribution could be
misleading. This is because the sample primarily includes mature funds with
available IRR data on Preqin. Consequently, in 2018, there is only one fund
in the sample, as many funds established in that year had not yet reached
maturity (see Figure 1).

In overall, there is an increasing trend in the financial returns of impact funds
(see Figure 2). The returns especially peaked during 2014, suggesting a
favorable economic conditions and factors that drives impact funds returns.

Most of the funds in the sample are relatively small, with fund sizes less than
$1 million (see Figure 3). However, it's important to note that impact
investing has also attracted participation from middle-market PE firms such
as EQT VII, Hg Genesis 8, Affinity Asia Pacific Fund IV, EQT Mid Market
Europe, Hermes GPE Horizon I, and Hermes GOE Global Secondary. All of
these funds were established after 2013, and four out of six are buyout funds.

Regarding investment strategy, although "other" strategies constitute the
majority of funds in the sample, when considering the business stages of
investees, buyout emerges as the most prevalent strategy (see Figure 4). This
observation reflects the current state of development in impact investing.
Given that the field is still evolving, investors have adopted a conservative
approach by favoring buyout investments over venture capital strategies such
as early stage, growth, or general venture capital. This trend, coupled with
the distribution of fund sizes, suggests that impact investing is in its early
stages of development, with investors exploring various approaches.

Regarding geographic focus, it's notable that the majority of impact funds in
the sample concentrate their investments in Europe and North America (see
Figure 5). This observation is intriguing because impact investing, by its
definition, is often associated with addressing social issues in developing
countries where significant social problems persist. This raises concerns
about the actual impact that impact investing can have, given the focus on
more developed regions.
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4.2.2 Descriptive analysis

Table 5 presents the descriptive statistics for all utilized variables. The ma-
jority of impact funds have relatively recent vintage years, with a mean of
2012.6, reflecting the emergence and growing popularity of "impact invest-
ing" since its official coinage in 2007.

Regarding fund size, representing the total capital committed, the mean
stands at $771.9064 million, with a substantial standard deviation of
1362.00, indicating significant variability. Minimum and maximum fund
sizes of $2.9 million and $7436.46 million, respectively, underscore the di-
verse investment strategies and objectives within the dataset.

Table 5: Descriptive statistics

Variable Mean SD  Min Max N
1. IRR (impact funds) 15.2027 13.5318 -17.4 50 40
2. Vintage year 2012.6 4.1125 2003 2018 40
3. Fundsize 771.9064 1362.0033 2.9  7436.46 39
4. Strategy: Buyout 0.325 0.4743 0 1 40
5. Strategy: Venture (general) 0.075 0.2667 0 1 40
6.  Strategy: Early stage 0.075 0.2667 0 1 40
7. Strategy: Growth 0.125 0.3349 0 1 40
8.  Strategy: Other 0.4 0.4961 0 1 40
9. Geographic focus: Asia 0.1 0.3038 0 1 40
10. Geographic focus: Europe 0.475 0.5057 0 1 40
11. Geographic focus: North America 0.35 0.4830 0 1 40
12. Geographic focus: MENA 0.025 0.1581 0 1 40
13. Geographical focus: Emerging

0.05 0.2207

=]
—_

markets 40

The Pearson correlation matrix is provided in Table 6. It reveals significant
correlations between the IRR of impact funds and several factors, including
their vintage year, strategy utilization (buyout, growth, other), and geograph-
ical focus (Asia, Europe, and Emerging markets). Notably, the vintage year,
buyout strategy, and European focus exhibit positive correlations with im-
pact funds' returns (.539*%, .609%**, .348*, respectively). Conversely, the use
of strategies (growth, other) and a focus on Asia and Emerging markets
demonstrate negative correlations with impact funds' IRR (-.326%, -.362%, -
.324%, -.433%* respectively). These correlations provide valuable insights for
subsequent analyses aimed at determining the causal relationships between
these characteristics and fund financial performance.
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Additional significant correlations were observed between vintage year and
both the buyout strategy Asia focus. These correlations suggest that newer
funds are more inclined to adopt a buyout strategy and less likely to focus on
investments in Asia. Furthermore, there is a positive correlation between
fund size and the adoption of a buyout strategy, indicating that larger funds
tend to pursue that strategy. Moreover, the correlation matrix reveals that
venture (general) strategy is significantly correlated with an Asia focus, while
growth strategy shows positive correlations with MENA and Emerging mar-
kets. Additionally, North America is positively correlated with other strate-
gies. These correlations add complexity to the regression analysis, potentially
complicating the determination of how individual independent variables in-
fluence the dependent variable. Therefore, the regression analysis section
will include more thorough examinations, including multiple regressions and
robust checks for multicollinearity, to ensure the accuracy and reliability of
the results.
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Table 6

1 2 3 4 5 6 7 8 9 10 11 12 13
1. IRR (impact funds) 1
2. Vintage year 5397 1
3. Fund size 0.233  0.230 1
4. Strategy: Buyout 609" 410" 4117 1
5. Strategy: Venture (General) -0.002 -0.182 -0.114 -0.198 1
6. Strategy: Early Stage 0.000 0.051 -0.150 -0.198 -0.081 1
7. Strategy: Growth -326" -0.205 -0.085 -0.262 -0.108 -0.108 1
8. Strategy: Other -362° -0.183 -0.193 -.567" -0.232 -0.232 -0.309 1
9. Geographic focus: Asia -324" -316" 0.065 -0.053 .538" -0.095 -0.126 -0.102 1
10. Geographic focus: Europe 348° 0.020 0.143 0.302 -0.081 0.109 -0.208 -0.164 -317" 1
11. Geographic focus: North America 0.022 0.253 -0.155 -0.173 -0.209 -0.010 -0.119 364" -0.245 -.698" 1
12. Geographic focus: MENA 0.047 -0.103 -0.086 -0.111 -0.046 -0.046 .424™ -0.131 -0.053 -0.152 -0.118 1
13. Geographic focus: Emerging markets [-.433"* -0.090 -0.017 -0.159 -0.065 -0.065 .607*" -0.187 -0.076 -0.218 -0.168 -0.037 1

*_ Correlation is significant at the 0.05 level (2-tailed).

**_Correlation is significant at the 0.01 level (2-tailed).
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4.2.3 Regression analysis

The main results of the regression analysis are presented in in Table 7. The
model is constructed with IRR as dependent variable and several independ-
ent variables including vintage year, fund size, strategy, and investment fo-
cus.

As indicated in Table 7, there is a statistically significant positive correlation
between fund returns and vintage year, with a significance level of p < 0.1.
This suggests that impact funds with more recent vintage years tend to gen-
erate higher financial returns. Besides, there was no significant correlation
observed between fund size and IRR, implying that fund size does not serve
as a predictor of an impact fund's financial returns.

Different strategies were represented using dummy variables, with buyout as
the reference category. Analysis from Table 7 reveals that coefficients for
early stage, growth, and other strategies are significantly negative. This indi-
cates that, when compared to buyout strategies, early stage, growth, and
other strategies are linked to lower IRR for impact funds.

Similarly, geographical focuses were represented using dummy variables,
with Europe as the reference category. Examination of Table 7 shows that
coefficients for Asia and Emerging markets are significantly negative. This
suggests that relative to investments focused on Europe, allocating capital to
Asia and Emerging markets leads to diminished IRR of impact funds.

The multiple regression model, comprising four main predictors, resulted in
an R-squared value of 0.74, with a significance level of p < 0.01. This indi-
cates that approximately 74% of the variance in IRR can be explained the
variation in the predictors.

As the aforementioned Pearson correlation matrix indicates the possibility of
multicollinearity within the model, a variance inflation factor (VIF) analysis
was conducted. The VIF values for all independent variables utilized in the
model ranged from 1.29 to 2.97 (below 3), suggesting that there are no sig-
nificant multicollinearity issues presenting in the model. This implies that
the independent variables in the regression model are not highly correlated
with each other, enhancing the reliability of the regression findings.
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Table 7: WLS Results with Strategy Dummies and Geographic Focus Dummies

b/se VIF
Constant -1445.239
(797.507) *
Vintage year 731 1.617
(.396) *
Fund size .001 1.292
(.001)
Strategy: Venture (General) 4.185 1.678
(6.219)
Strategy: Early Stage -11.187 1.262
(5.394)  **
Strategy: Growth -14.507 2.972
(6.592)  **
Strategy: Other -14.838 1.987
(3.639)  x*x*
Geographic focus: Asia -19.800 1.640
(5.398)  x**
Geographic focus: North America -218 1.452
(3.195)
Geographic focus: MENA 9.614 1.508
(9.946)
Geographic focus: Emerging markets -20.592 1.991
(8.187) *
N 40
R? 740
Adjusted R? 651
Std. Error of the Estimate 7.9978
Sig. <.001

* Significant at the 0.1 level (2-tailed).
** Significant at the 0.05 level (2-tailed).
*#% Significant at the 0.01 level (2-tailed).
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5 Discussion and Analysis

In terms of financial returns, impact funds in the sample show a slightly
higher average IRR compared to non-impact funds (0.2375%). Additionally,
impact funds experience lower volatility, ranging from -17.40% to 50%, in
contrast to the wider volatility observed in non-impact funds, ranging from -
100% to 1,013.37%. This difference in volatility could be attributed to the
larger number of non-impact funds in the sample. Another possible explana-
tion for the varying volatility between the two types of funds is the assump-
tion that social considerations are integrated into the business models of in-
vestee companies (Grabenwarter & Liechtenstein, 2011). These additional
considerations can assist in mitigating the rising risks associated with social
concerns. This has become particularly evident in recent years as the level of
concern surrounding social issues has escalated at unprecedented rate. De-
spite this trend, impact funds have still consistently managed to achieve com-
petitive returns, with average IRR stable and even increasing during this pe-
riod.

Additionally, the result of the independent samples t-test reveals no statisti-
cally significant difference between the mean IRR of impact funds and that
of non-impact funds. Consequently, H1 is not supported. This finding con-
tradicts prior research, which posited an inevitable trade-off between finan-
cial returns and positive social outcomes (Cheng, 2011; Evans, 2013; Brest et
al., 2018; Barbel et al., 2021; Jeffers et al., 2023). However, it seems to par-
tially align with the study conducted by Grabenwarter & Liechtenstein (2011),
which suggested that social considerations are integrated into the business
model and positively correlate with financial returns, thereby indicating no
trade-off exists. Nonetheless, to validate this assumption, further research
should examine the relationship between financial returns and varying level
of social engagement.

Besides the assumption discussed above, this divergence could be attributed
to the added constraint of mature funds, drawing from PE literature. Previ-
ous research solely collected financial returns of impact funds within a spe-
cific timeframe without discussing the impact of PE fund life cycle on IRR
fluctuation. This omission leads to less reliable results as the funds included
in those samples may still be in their early stages, often exhibiting negative
IRR, while actual returns are only recorded as the funds reach maturity and
progressively divest their investments. Consequently, there is a potential for
bias in the previous studies that propose the inherent trade-off between fi-
nancial returns and positive social outcomes.

In an attempt to further explore the factors influencing financial returns of
impact fund, several variables including vintage year, fund size, strategy, and
geographic focus were examined. Regarding vintage year, the regression
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analysis revealed a statistically significant positive correlation between vin-
tage year and IRR. Consequently, H2 is supported. As illustrated in Figure 2,
the financial returns of impact funds have notably improved with more re-
cent years of inception. However, it's essential to note that the average return
of 0% in 2018 lacks meaningful insight due to its reliance on a sample size of
only one fund, rendering it unrepresentative of real-world scenarios. With
the advancement of impact investing and the increasing amount of rigorous
research conducted by both practitioners and academics, there may be an
improvement in information symmetry, leading to more informed invest-
ment decisions by fund managers. Besides, this improvement in financial re-
turns could also be attributed to the growing financial and non-financial sup-
port from both government and society to these social entrepreneurs and or-
ganizations, resulting in enhanced performance of these investees and sub-
sequently higher financial returns for impact funds.

Concerning fund size, the analysis did not identify any statistically significant
correlation between fund size and IRR. Consequently, the H3, which pro-
posed a relationship between fund size and financial returns, is not sup-
ported. This finding contrasts with previous studies in PE, which have sug-
gested a relationship between fund size and financial returns. This disparity
may stem from the distinctive characteristics of impact investing, wherein
fund size may not significantly influence the generation of tangible outcomes.
In traditional PE, larger fund sizes are often associated with greater resources
and investment opportunities, facilitating access to a greater array of viable
projects, and consequently leading to higher returns. However, in impact in-
vesting, impact funds not only provide financial support to investee compa-
nies but also offer non-financial assistance. Therefore, if funds invest in too
many projects, control over investee companies could be compromised, po-
tentially leading to inferior performance of portfolio companies. Addition-
ally, impact funds prioritize other factors such as the effectiveness of social
initiatives and alignment with the funds’ mission-driven goals, resulting in
less pronounced effect of fund size on their financial returns.

In terms of strategies, the regression analysis revealed statistically significant
correlations between early stage, growth, and other strategies with IRR, us-
ing buyout as the reference category. The negative coefficients associated
with these variables indicate that, compared to the buyout strategy, early
stage, growth, and other strategies are linked to lower IRR for impact funds.
Thus, hypothesis H4, which proposed the impact of strategy on fund financial
returns, could be partially supported. However, this result from the regres-
sion analysis suggests a deviation from the literature in PE in which higher-
risk investments such as venture capital often led to higher returns,
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influenced by the stages of business targeted. Typically, greater investment
risk and higher returns are associated with earlier stages.

However, in the context of impact investing, this relationship appears to be
reversed. This implies that factors other than risk exposure may play a more
significant role in determining the financial performance of impact funds.
One such factor could be the success rate of investments in earlier stages of
business. For a company to be acquired in a buyout by a fund, it usually re-
quires a well-balanced management team, a strong cash-generating busi-
ness, and must be commercially successful. Consequently, funds engaging in
buyout transactions often achieve favourable financial returns. However,
earlier stage entrepreneurs or organizations aiming to create positive social
impacts may encounter challenges in attaining commercial success, leading
to lower financial returns for impact funds investing in such ventures.

In the analysis of geographic focus, the regression analysis unveiled signifi-
cantly negative coefficients for Asia and Emerging markets. This suggests
that, in comparison to investments concentrated in Europe, allocating capital
to Asia and Emerging markets leads to reduced IRR for impact funds. As a
result, hypothesis H5.a is partially supported, highlighting the substantial in-
fluence of institutional factors and geographical location on impact investing
outcomes.

However, H5.b, which proposed the superior financial returns of investments
in developing countries compared to developed countries, is not supported.
This finding contradicts previous studies that suggest impact investments in
developing and emerging markets yield superior financial performance
(Born, 2013; Cole et al., 2020). This inconsistency may stem from several
factors. Firstly, it is possible that Europe benefits from well-established reg-
ulations, substantial government support, and increased societal awareness,
all of which have likely contributed to the stronger performance of portfolio
companies. European nations have been leading the way in implementing
initiatives to foster sustainable businesses, such as offering tax incentives,
providing government subsidies, and developing robust infrastructure. Sec-
ondly, the market may be more integrated, reducing the likelihood of identi-
fying viable projects that fail to secure financing in Emerging markets.
Thirdly, the limited sample size from Asia and Emerging markets compared
to Europe could have influenced the results.
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6 Conclusions

6.1 Main Findings

The objective of this study was to explore the impact investing landscape,
with a specific focus on PE. Given its status as a relatively novel phenomenon,
impact investing has not yet received extensive examination, particularly
concerning its financial returns and the underlying determinants. Conse-
quently, this research endeavours to address key aspects of impact investing;:
1) the possible trade-off between financial returns and social outcomes, and
2) the influence of factors such as vintage year, fund size, strategy, and geo-
graphic focus on the financial returns of impact funds.

The results suggest that there is no discernible trade-off between financial
returns and positive social outcomes, as evidenced by the lack of statistically
significant difference in mean IRR between impact funds and non-impact
funds. This implies the inherent integration of positive social outcomes into
the business model, indicating that as businesses perform well, they naturally
generate positive social impacts.

Regarding the factors influencing financial returns, several characteristics
have been identified. Firstly, there is a notable improvement in the financial
returns of impact funds with more recent vintage years, suggesting that
newer funds tend to perform better. This improvement could be attributed to
either increasing information asymmetry facilitating informed investment
decisions or enhancements in portfolio companies' performance resulting
from growing support from government and society.

Furthermore, funds utilizing a buyout strategy yield superior returns in con-
trast to those concentrating on early-stage, growth, and alternative strategies
like secondaries, fund of funds, and co-investment. This highlights the most
lucrative approach that funds can adopt. Additionally, this discovery prompts
inquiries into the success rates of entrepreneurs and organizations that se-
cure funding during their early stages of business.

Finally, funds allocating capital to Europe tend to generate higher returns
than those targeting Asia and emerging markets. This superior performance
can be attributed to the supportive regulatory environment and favourable
policies in Europe, which contribute to the growth and success of portfolio
companies. These findings collectively underscore potential opportunities
for optimizing investment strategies in impact investing.

6.2 Implications for International Business
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The findings from this study have several implications for international busi-
ness. Firstly, it indicates the feasibility of funds achieving both competitive
financial returns and positive social impact simultaneously. However, to
make that happen, it is important for investee companies to deeply integrate
social considerations into their core business models. Through this integra-
tion, portfolio companies cannot only enhance their financial performance
but also contribute positively to societal well-being. Moreover, investors
seeking to make impactful investments need not face the traditional notion
of having to compromise financial gains for social good. This fosters a shift
towards a more sustainable global landscape, where capitals are actively al-
located to projects that enhance societal welfare.

Secondly, the research underscores the potential factors influencing funds'
capacity to maximize financial returns. Recent impact funds' financial re-
turns have been improved significantly, suggesting an opportunity for inves-
tors to engage in this emerging asset class, given the escalating social chal-
lenges. As impact investing continues to evolve, it becomes imperative for
funds to carefully assess their investment strategies based on available re-
sources and objectives. The study's findings highlight the advantageous per-
formance of the buyout strategy, offering a pathway for funds to attain com-
petitive returns. Additionally, the research indicates that investments in Eu-
rope typically yield higher returns compared to those in Asia and emerging
markets, signalling the significance of regional regulatory environments and
policies in capital allocation decisions. As a result, investors and funds may
opt to prioritize regions with supportive regulatory frameworks and condu-
cive policies to foster business growth to maximize financial returns.

Finally, with the increasing significance of impact investing, there emerges a
heightened need and opportunity for public involvement. By harnessing im-
pact investing as a strategic instrument for attaining financial prosperity, we
can make positive contributions to society and the environment, effectively
addressing global issues on a collective scale.

6.3 Limitations & Suggestions for Further Research

While this study has meticulously considered a range of factors to enhance
the reliability of its findings, it is important to acknowledge inherent limita-
tions. The primary constraint lies in the reliance on financial data sourced
from Preqin, which may introduce subjectivity and biases due to its voluntary
collection process from funds. Consequently, there is a risk that funds with
poorer performance may opt not to disclose information, potentially skewing
the final results. This underscores the need for future research to explore the
extent of bias stemming from sample selection due to voluntary reporting.
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This could offer valuable insights into the reliability of impact fund data and
its respective analysis.

Additionally, the relatively small number of impact funds included in the
sample may limit the generalizability of the findings. To validate the results
obtained from this study, similar analyses should be conducted using larger
datasets of impact funds. However, while larger datasets are necessary, fu-
ture research focusing on the financial aspects of impact funds, particularly
PE funds, should not overlook the inclusion of "mature funds" conditions.

Furthermore, given the significant correlation observed between vintage year
and financial returns, further research could examine the underlying drivers
behind this relationship. Moreover, the observed deviation from traditional
PE regarding the relationship between business stages and financial returns
suggests that factors beyond risk exposure may significantly influence impact
fund performance. Therefore, further exploration into the specific drivers be-
hind this phenomenon could offer valuable insights into deepening the un-
derstanding of impact investing dynamics.

Finally, while the study has identified several factors influencing the financial
returns of impact PE funds, it has not examined how these factors differ in
their influence on impact PE funds compared to non-impact PE funds. This
presents an avenue for future research to investigate. By comparing the im-
pact of these factors on both types of funds, researchers could gain valuable
insights into the unique dynamics of impact investing.

36



References

Addis, R., McLeod, J., & Raine, A. (2013) “Impact—Australia: Investment
for social and economic benefit.” Canberra: Department of Education, Em-
ployment and Workplace Relations.

Agrawal, A. & Hockerts, K. (2021) “Impact investing: review and research
agenda.” Journal of Small Business and Entrepreneurship [Online]. 33 (2):
153 — 181.

Arosio, M. (2011) “Impact investing in emerging markets.” Singapore: Re-
sponsible Research.

Barber, B. M., Morse, A. & Yasuda, A. (2021) “Impact investing.” Journal of
Financial Economics [Online]. 139 (2021): 162 — 185.

Best, H., & Harji, K. (2013) “Guidebook for impact investors: Impact meas-
urement.” Toronto, ON: Purpose Capital.

Boerner, H. (2012) “The corporate ESG beauty contest continues: Recent
developments in research and analysis.” Corporate Finance Review
[Online].17 (3), 32—36.

Brest, P., Gilson, R. J. & Wolfson, M. A. (2018) “How Investors Can (and
Can’t) Create Social Value.” ECGI Working Paper Series in Law.

Bugg-Levine, A., & Goldstein, J. (2009) "Impact investing: Harnessing capi-
tal markets to solve problems at scale." Community Development Invest-
ment Review [Online]. 5 (2): 30—41.

Burton, M. D., Cole, S., Dev, A., Jarymowcycz, C., Jeng, L., Lerner, J.,
Mashwama, F., Xu, Y. C. & Zochowski, T. B. (2020) “The Project on Impact
Investments’ Impact Investment Database.” Harvard Business Review.

BVCA (2015) “Private Equity and Venture Capital Performance Measure-
ment Survey 2014.” London: BVCA.

Chen, J., Hong, H., Huang, M. & Kubik, J. (2002) “Does Fund Size Erode
Performance? Organizational Diseconomies and Active Money Manage-
ment.” SSRN eLibrary [Online].

Cochrane, J. H. (2005) ‘The risk and return of venture capital.” Journal of
Financial Economics. 75: 3 — 52.

Cole, S., Melecky, M., Molders, F. & Reed, T. (2020) “Long-run returns to
impact investing in emerging markets and developed economies.” National
Bureau of Economic Research. Working Paper.

37



Diller, C. & Kaserer, C. (2009) “What drives private equity returns? Fund in-
flows, skilled GPs, and/or risk?” European Financial Management. 15 (3):

643 — 675.

Evans, M. (2013) “Meeting the challenge of impact investing: how can con-
tracting practices secure social impact without sacrificing performance?”
Journal of Sustainable Finance & Investment [Online]. 3 (2): 138 — 154.

Evenett, R., & Richter, K. H. (2011) “Making good in social impact invest-
ment: Opportunities in an emerging asset class.” London: TheCityUK, The
Social Investment Business.

EVPA. (2020) What is venture philanthropy? Available from: :
https://evpa.eu.com/about-us/what-is-venture-philanthropy [Accessed on
January 29, 2024]

Folmer, T. Long, B. Unal (Eds), Handbook of Sustainable Entrepreneurship
Research. De Gruyter.

Freireich, J., & Fulton, K (2009) “Investing for Social & Environmental Im-
pact: A Design for Catalyzing an Emerging Industry.” Monitor Institute.

Fenn, G. W. (1996) “The economics of the private equity market.” Federal
Reserve Bulletin. 82: 26

Grabenwarter, U. & H. Liechtenstein (2011). In search of gamma: An un-
conventional perspective on impact investing [online]. Available from:
[http://www.iese.edu/en/files2/foc.pdf].

Global Impact Investing Network (2020) Annual Impact Investor Survey
2020 (10t edition).

Global Impact Investing Network (2022) Sizing the Impact Investing Mar-
ket.

Harji, K., & Jackson, E. T. (2012) “Accelerating impact: Achievements, chal-
lenges and what’s next in building the impact investing industry.” New
York, NY: The Rockefeller Foundation.

Henisz, W., & Zelner, B. (2010) “The Hidden Risks in Emerging Markets.”
Harvard Business Review.

Hockerts, K., Hehenberger, L., Schaltegger, S. & Farber, V. (2022) "Defin-
ing and Conceptualizing Impact Investing: Attractive Nuisance or Catalyst?"
Journal of Business Ethics [Online]. 179: 937 - 950.

Hochstadter, A. K. & Scheck B. (2015) “What’s in a Name: An Analysis of
Impact Investing Understanding by Academics and Practitioners.” Journal
of Business Ethics [Online]. 132: 449 — 475

38


https://evpa.eu.com/about-us/what-is-venture-philanthropy

Jeffers, J., Lyu, T. & Posenau, K. (2023) “The Risk and Return of Impact In-
vesting Funds.” Harvard Business Review.

Kaplan, S & Schoar A (2005) “Private Equity Performance: Returns, Persis-
tence, and Capital Flows.” The Journal of Finance. 60(4): 1791 — 1823.

Kovner, A. & Lerner, J. (2015) “Doing Well by Doing Good? Community De-
velopment Venture Capital.” Journal of Economics & Management Strat-

egy. 24 (3): 643 — 63.

Ljungqvist, A. & Richardson, M. P. (2003) ‘The Cash Flow, Return and Risk
Characteristics of Private Equity.” SSRN eLibrary [Online].

Mair, J., & Hehenberger, L. (2014) “Frontstage and backstage convening;:
The transition from opposition to mutualistic coexistence in organizational
philanthropy.” Academy of Management Journal [Online]. 57 (4): 1174—
1200.

Mocci E. (2018) Impact investing: Financial performance of impact in-
vestments. Master Thesis. Paris, France: HEC Paris.

Myers, R. H. (1990) Classical and modern regression with applications
(2.ed.). Belmont, Calif: Duxbury Press.

Narain, S., Schmidt, J., & Ferrari, J. (2012) The CDFI banking sector: 2011
annual report on financial and social performance. Chicago: IL: Commu-
nity Investment Fund (NCIF)

Nicholls, A. (2010) “The institutionalization of social investment: The inter-
play of investment logics and investor rationalities.” Journal of Social En-
trepreneurship [Online]. 1(1): 70—-100.

O’Donohoe, N., Leijonhufvud, C., Saltuk, Y., Bugg-Levine, A., & Branden-
burg, M. (2010) “Impact investments: An emerging asset class.” New York,
NY: J.P. Morgan.

Pandit, V. & Tamhane, T. (2017) “Impact investing: Purpose-driven finance
finds its place in India.” McKinsey&Company.

Roundy, P., Holzhauer, H., & Dai, Y. (2017) “Finance or philanthropy? Ex-
ploring the motivations and criteria of impact investors.” Social Responsi-
bility Journal [Online]. 13 (3): 491 — 512.

Singh, J. (2018) Building an impact investing that makes a real difference.
Available from: http://knowledge.insead.edu/economics-finance/building-
an-impact-investing-business-that-makes-a-real-difference-8901 [Accessed
on 13 April 2024].

39


http://knowledge.insead.edu/economics-finance/building-an-impact-investing-business-that-makes-a-real-difference-8901
http://knowledge.insead.edu/economics-finance/building-an-impact-investing-business-that-makes-a-real-difference-8901

Starks, L., Venkat, P. & Zhu, Q. (2017) “Green washing or green walk: the
ESG responsiveness of institutional investors.” Unpublished Working Pa-
per. University of Texas, Austin.

Statista Research Department (2024) GDP Growth Rate SEA 2017 — 2024,
by country.

Wong, G. (2012) “Insights and innovations: A global study of impact invest-
ing + institutional investors.” San Mateo, CA: Correlation Consulting.

Zhou, J. (2017) “The Development of Impact Investing and Implications for
China.” M..S. Dissertation. Massachusetts, US: MIT Sloan School of Man-
agement.

40



Appendices

Figure 1: Distribution of impact funds in the sample by vintage year
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Figure 2: Average IRR of impact funds by vintage year
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Figure 3: Impact funds by size
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Figure 4: Distribution of impact funds in the sample by strategy
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Figure 5: Distribution of impact funds in the sample by geographic focus
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