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Abstract

Impact investing funds (IIFs) are a type of investment fund that aims to achieve both

financial and social goals, and they have become a valuable resource for social pur-

pose organizations (SPOs) seeking capital. Our research evaluates the investment

process by comparing approaches in two countries, Italy and Australia. We con-

ducted semi-structured interviews with 9 IIFs and 12 SPOs and used the Gioia Meth-

odology to conduct the data analysis. We found both similar features and

divergences. The investing process by IIFs in Australia is conservative, more risk

averse and more profit-oriented with a predominant “finance-first” strategy. By con-

trast, in Italy there is a clear preference for “impact-led” investment. We argue this

illustrates a fundamental difference in investment philosophy and that IIFs in the two

countries navigate, interpret, and understand the field of impact investment in con-

trasting ways. Finally, we contribute to the growing literature on impact investing by

putting forward an “ideal” impact investment process that respects the integrity and

peculiarities of the Social Impact Investment approach.

K E YWORD S

comparative study, impact investment funds, investment process, social impact investment,
social purpose organizations

1 | INTRODUCTION

In recent years, the term impact investing has gained extensive atten-

tion. It includes a wide range of investments based on the assumption

that capital can intentionally contribute to the creation of positive

social impact (Casasnovas & Jones, 2022), while generating financial

returns (Clarkin & Cangioni, 2015; Oleksiak et al., 2015; So &

Staskevicius, 2015). According to research conducted by the Global

Impact Investing Network (GIIN), an entity that acts as a quasi-

institutional actor for investors, there is currently USD 1.64 trillion in

assets under management globally (Hand et al., 2022: 3).

However, while a growing field, empirical, critical, and theoretical

knowledge has not kept pace with practice (Agrawal & Hockerts, 2019a;

Hockerts et al., 2022). A systematic literature review by Agrawal and

Hockerts (2019a) found 85 published articles and industry reports, but

major gaps and areas of empirical inquiry that remain underexplored.

They argue that a lack of theoretical knowledge not only increases the

risk of failure for both investors and investees but that the success of

impact investment is closely linked to the social and commercial success

of investee social purpose organizations (SPOs).

It is widely accepted that the impact investing ecosystem has a

deceptively simple institutional structure and can be broken down

into components of supply, intermediation, and demand (Brackertz &

Moran, 2010; Phillips & Johnson, 2021). On the supply-side, we have

investors, these can be asset owners such as foundations, high-

net-worth individuals, pension and insurance funds, and government

agencies (Novick et al., 2014; Weber, 2016) or asset managers such

as banks, intermediaries and social venture capital (SVC) (Novick

Received: 16 September 2022 Revised: 26 July 2023 Accepted: 20 August 2023

DOI: 10.1002/csr.2605

This is an open access article under the terms of the Creative Commons Attribution-NonCommercial License, which permits use, distribution and reproduction in any

medium, provided the original work is properly cited and is not used for commercial purposes.

© 2023 The Authors. Corporate Social Responsibility and Environmental Management published by ERP Environment and John Wiley & Sons Ltd.

Corp Soc Responsib Environ Manag. 2023;1–16. wileyonlinelibrary.com/journal/csr 1

https://orcid.org/0000-0003-2201-5740
mailto:alice.borrello@polimi.it
http://creativecommons.org/licenses/by-nc/4.0/
http://wileyonlinelibrary.com/journal/csr
http://crossmark.crossref.org/dialog/?doi=10.1002%2Fcsr.2605&domain=pdf&date_stamp=2023-09-05


et al., 2014; Spiess-Knafl & Jansen, 2013). The demand-side is com-

posed of hybrid organizations (Battilana et al., 2012) that aim to

achieve a social purpose through commercial activities, while remain-

ing economically sustainable (Al Taji & Bengo, 2019; Pache &

Santos, 2013). Hybrids can take different legal forms that can be

divided into two groups: first, for-profit enterprises which are devel-

oping advanced for-purpose business models in order to respond or

adapt to new societal challenges; second, there are not-for profit

organizations, including nongovernmental organizations (NGOs),

cooperatives and mutual societies and social enterprises (Corry, 2010;

Wood et al., 2013) which are looking for new ways to access capital

to scale their operations or becoming more capital-intensive.

Despite the clear structure of relations between investors

(on the supply-side) and investees (on the demand-side), it is striking

that with the exception of Agrawal and Hockerts (2019b), no study

has investigated the process by which investors who manage spe-

cialized impact investment funds (IIFs) select investee organizations

and in turn how they structure deal flow (Block et al., 2021; Carè &

Wendt, 2018; Höchstädter & Scheck, 2015; Islam, 2022). In particu-

lar, there is limited knowledge about the methods, criteria and the

other operational elements used by IIFs to determine deal origina-

tion and selection processes (Rizzi et al., 2018). Furthermore, no

study has done so using a comparative case study method that

explores these issues in contrasting countries and institutional

contexts.

To fulfill this objective, the research is led by the following

research questions: What are the commonalities and divergences in Ital-

ian and Australian investment processes in impact investing? How is the

impact investing process designed to preserve impact integrity?

This study responds to this omission through a comparative anal-

ysis of IIFs in two countries, Italy and Australia. We selected these

countries based on a range of factors including that they are actively

developing impact investing at the national and international level

through the Global Steering Group for impact investing (GSG), with

the presence of a growing number of actors in these countries and

increased interest in the field. Furthermore, it also provides an oppor-

tunity to compare a “liberal regime”, Australia, with a Southern

European country welfare state, Italy. Representatives of 5 Italian and

4 Australian IIFs were interviewed as were a sample of 12 SPOs cur-

rently in their portfolio.

By examining the alignment between IIFs and investees (SPOs),

this paper compares the investment approach in the two countries

focusing on deal origination, deal screening and due diligence, detail-

ing the establishment, negotiation of financial performance, and the

social impact objectives.

We contribute to various strands of the literature on entrepre-

neurial finance and we provide practical implications for IIFs and SPOs

by providing insights into the impact investment process. By doing so

we respond to the observation of Roundy et al. (2017) that there is a

lack of studies that aim to understand whether there are similarities

and differences between impact investors as a distinctive cohort of

investors and mainstream investors in early-stage investments. Fur-

thermore, while the literature on impact investment is growing,

research regarding investment processes remains limited (Agrawal &

Hockerts, 2019a). As a consequence, we decided to extend our litera-

ture review to include the cognate field of SVC in addition to main-

stream VC as the literature on IIFs is not well established and lacks a

robust empirical canon (Chiappini, 2017). We used Scopus as a data-

base and found 12 articles related to “social venture capital” and

59 articles related to “venture capital” and “investment process”
through a search of article titles, abstracts, and keywords. SVC and

IIFs are closely related processes (SVCs) and actors (IIFs) that operate

within the same ecosystem, driven by similar purposes. The terms are

also often used interchangeably. However, SVC as a specific sub-field

is more advanced in its conceptual development in regard to invest-

ment processes it provides an important starting point to further

develop the nascent impact investing field.

By doing so we make two contributions to the extant literature

and to practice. Our first contribution is both practical and concep-

tual. We draw on the literature on SVC and our empirical analysis of

IIFs in the two countries to develop a conceptual model of the

investment processes. Our second contribution is to provide insight

into how investor behaviors and values differ in two different juris-

dictions. We show how differences in the approach to investment

processes manifest in investment philosophy. In Italy, there is a

clear preference for impact-led impact investment, while in

Australia there is assumption that there is no trade-off between

social and financial returns. We argue this illustrates a fundamental

difference in investment philosophy and that IIFs in the two coun-

tries navigate, interpret, and understand the field of impact invest-

ment in contrasting ways.

The remainder of the paper proceeds as follows. In the next sec-

tion, the results of the literature review are reported as a basis for

understanding the selection and screening process of SVC in SPOs.

We then introduce the cases and methodology used to gather and

analyze the data. In the fourth and fifth section, we present the results

of the coding analysis applied to Italian and Australian interviews and

we discuss the findings identified in the literature and in the empirical

research for developing the research framework. Lastly, we conclude

by discussing the similarities and differences between the two coun-

tries, ultimately providing a guide to impact investment processes in

the rapidly developing SII ecosystem.

2 | RESEARCH BACKGROUND

As noted, the literature on IIFs is still nascent and evolving. Clark et al.

(2012) have defined impact investing funds as “for-profit or non-

profit, privately-owned funds investing in operating enterprises or

development projects and not fund-of-funds. Impact investing funds

should have a demonstrated core objective to create measurable

social or environmental impact in addition to financial return, whether

as a primary or ancillary benefit. Intent for impact and intent to mea-

sure are key attributes” (Clark et al., 2012 p. 7).

In relation to investment strategy, funds consider a range of factors

including: country context (developed, emerging); size of enterprise and

2 BORRELLO ET AL.
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its legal form; target beneficiaries; investment mechanisms (direct or

indirect); asset class; investment diversification (i.e., maximum size;

instruments; maximum exposition to sectors/countries); management

of currency risk; maturity of instruments; exit strategy; investment pro-

cess, and social or environmental measurement (Allman & De

Nogales, 2015; Chiappini, 2017). Regarding the system of governance,

it involves the control and management structure of the funds, as

well as the characteristics of people holding such positions. It should

also be desirable to have governance mission lock mechanisms

to safeguard the impact-oriented funds' social and environmental

purpose (Allman & De Nogales, 2015; Chiappini, 2017; Rodin &

Brandenburg, 2014).

Given the limited body of research on IIFs, we decided to focus

our attention on the cognate and more established literature on SVC.

We found that there is a more established and robust literature in

regards to the selection, screening, and due diligence phases of the

investment process than is evident in the nascent literature on SII. It

therefore provides a basis to contribute to and extend the literature

on SII through empirical research.

2.1 | The investment process in social venture
capital

Like their more established counterparts in mainstream VC

(Cetindamar & Ozkazanc-Pan, 2017; Scarlata & Alemany, 2010), SVC

funds play a key role in the growth of entrepreneurial and creative

companies. They do so by facilitating the transfer of much needed

capital, namely debt, equity or quasi-equity, to organizations with the

capability to generate economic returns, while they are in their early

stages of development (John, 2006). However, while SVCs take into

account similar characteristics when evaluating potential investees,

they attach greater importance to the social dimension as a measure of

intentionality, the capability and character of the entrepreneur, and

the team at large (Cetindamar & Ozkazanc-Pan, 2017; Scarlata &

Alemany, 2010). Furthermore, research has shown that SVCs have a

desire to establish even longer lasting relationships with their inves-

tees. In an effort to achieve this objective they introduce a multi-stage

selection process before settling on social-purpose organizations to

be included in their portfolio, which can take either a for-profit or

non-profit form (Mayer & Scheck, 2018).

The criteria considered by SVCs in their selection process are differ-

ent in two additional and salient ways. First, SVCs assess the social mis-

sion of the investee, not only as an important predictive factor of

efficiency, but because investors are interested in understanding whether

the investee's social mission is genuine and whether there is a risk of mis-

sion drift (Achleitner & Heister, 2009; Miller & Wesley, 2010). It has long

been established that the two major problems facing VC are moral hazard

and information asymmetry. SVCs face an additional principal-agent

dilemma, mission-drift (Mason, 2006). SVCs also evaluate performance

measurement methodology and social impact measurement, conceived as

the capability to show results in a rigorous and accurate way (Achleitner

et al., 2013; Miller & Wesley, 2010). For these types of organizations,

demonstrating social impact is central to achievement of social mission

and also critical to their legitimacy.

Scholars have observed that voluntary disclosures by investees

have the potential to reduce information asymmetries with investors

(Young, 2006). Moreover, impact measurement can be a mechanism

to bolster the legitimacy of a hybrid organization. Another factor

related to “external decisions” are third party certifications that social

organizations seek to verify impact assessment efficacy (Achleitner &

Heister, 2009).

Second, SVCs consider the entrepreneur or entrepreneurs' enthu-

siasm for social change. This is considered an important trait because

it is the source of drive and motivation behind the enterprise's procliv-

ity to achieve its goals. The personal experience and professional

background of the entrepreneur can potentially be significantly asso-

ciated with the concept of integrity since it is an indicator of intrinsic

motivation to achieve and adhere to social mission (Achleitner &

Heister, 2009).

Third, another criterion is the size and depth of the network of

social entrepreneurs (Miller & Wesley, 2010). A robust social network

is considered salient for its role in facilitating relationships between

stakeholders, assisting the enterprise to generate support and pro-

mote its mission. Concerning social-purpose organization's reputation,

SVCs may seek information from sector peers through various groups

such as “angel investor” networks (Achleitner & Heister, 2009). Repu-

tation is considered another significant element and it is interesting to

note how it is also a common feature of what concerns investee

assessment. Nonetheless, in a market like that of social entrepreneur-

ship, where evaluating “success” is often challenging, personal credi-

bility can be of great benefit (Emerson, 2003). Once invested, SVCs

provide investees with access to networks, in which investees can uti-

lize the diverse contacts of SVCs: from other investors to potential

customers to suppliers or service providers.

Fourth, innovation capabilities and management experience are

considered to be related to the probability of venture effectiveness,

which is considered of equal importance from SVCs with both high

and low levels of social focus (Scarlata & Alemany, 2010).

Finally, the dimension of earned income is considered by SVCs,

but those who are more focused on social mission put less emphasis

on this. As VCs, SVCs also rely on structured reports and assessing

investment risk by analyzing the business plans of potential

investees.

Once SVCs have invested in the organization, they offer more

intangible benefits that go beyond financial support and play a formal

role in governance, pursuing a “high-engagement” approach

(Nicholls, 2010). Indeed, SVCs manage to exert a certain degree of

influence over investees by supplying information, advice and access

to the network providing a wide range of non-financial support

(Ingstad et al., 2014; Mayer & Scheck, 2018). By contrast, SVCs do

not look at how the organization addresses the specific social issues

because they generally do not have expertise in social issues (Mayer &

Scheck, 2018).

Table 1 synthesizes the criteria, which SVCs take into consider-

ation in the investment process as described in the literature.

BORRELLO ET AL. 3
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3 | MATERIALS AND METHODS

The emergent and nascent nature of the topic led us to adopt a quali-

tative methodology and focus on two countries: Italy and Australia.

Qualitative research is ideal for exploring a nascent area of study

(Jamshed, 2014). The reasons for the selection of these cases are

three-fold. First, as emerged in the most recent literature reviews on

SII (Agrawal & Hockerts, 2019a; Michelucci, 2017; Rizzello

et al., 2016), the study of the Italian and Australian contexts has been

limited, and the majority of research focuses on the United States and

the United Kingdom. Second, since 2013 when the Italian National

Advisory Board (NAB) and Australian NAB of the G8 Social Impact

Investing Taskforce were established, interest in the field and the

number of actors involved has increased significantly. Both countries

are actively developing impact investing at national and international

level through the Global Steering Group, with the presence of a grow-

ing number of actors and an increased interest in the field. Third, in

this research area, there has been no comparative studies of

Anglo-Saxon and non-Anglo-Saxon countries. This provided a neat

opportunity to explore investor processes and behavior in contrasting

jurisdictions where SII is growing but little is known about how inves-

tors make decisions regarding investment strategies.

We began by mapping Italian impact investors through a desk

analysis using the LexisNexis database, which allows for researcher to

analyze the media reports of specific topics. We used common key-

words in academic literature (e.g., impact investment; SVC). All press

releases of Italian media concerning news about impact investors

were collected in a database. Each press release was triangulated by

reviewing the stakeholders' websites and public documents. At the

end of the screening process, five IIFs, which have been operational

for at least 5 years, were identified in the Italian market. Given the

characteristics of these funds, we selected five comparable funds in

the Australian market. These funds are seen as pioneers in their

respective countries and are a strong representation of the impact

investment market and they are funds managed by asset managers

who have clearly defined their impact investment strategy according

to the criteria of intentionality, measurability and additionality

(Hockerts et al., 2022). Furthermore, they are the most often men-

tioned funds in national and international studies produced by organi-

zations like the GSG and the Global Impact Investing Network [GIIN]).

To define the sample of the social-purpose organizations, we mapped

the portfolio of the funds and we gathered a total of 46 for the Italian

market and 45 for Australia. This was enabled by the availability of

public information on the websites fund managers, which detail

the portfolio of businesses in which they have made investments. The

overall number of interviews conducted was 21 (nine impact investing

funds and 12 social-purpose organizations). This was deemed a strong

sample by virtue of being a representation of the most prominent and

high-profile IIFs in each jurisdiction, which was triangulated with a

matching sample of SPOs to understand the views of the demand-

side. Overall, the researchers had excellent access to IIFs and process

of bringing together investor and investee voices offered a rich quali-

tative dataset. The samples are presented in Tables 2 and 3.

The traditional method of qualitative analysis most commonly used

to gather data are semi-structured interviews, as they have proven to

be a “flexible and scalable” methodology, and topics that are relevant

for both participants and interviewees for research purposes can be dis-

cussed in a deep and meaningful way (Kallio et al., 2016). Consistent

with this approach, we developed a flexible protocol to support the

researchers in conducting the semi-structured interviews. This consisted

of a list of 13 questions covering several topics and themes. The inter-

view protocol was arranged in order to cover the same macro topics

and themes included in the interview with investees.

Data collection was undertaken between June 2019 and May

2020. After consent was provided, the interviews were recorded and

subsequently transcribed. The participants did not review the tran-

scriptions but rather accepted transcription as a clear and legitimate

record of their views and comments.

We used the Gioia Methodology to conduct the data analysis,

which is designed to inductively analyze data from semi-structured

interviews in order to build new hypotheses and ideas from the

ground up. It is considered especially suitable for studying nascent

concepts that do not appear to have adequate theoretical referents in

the current literature since it represents a systematic inductive

approach to “concept” growth and development (Gioia et al., 2013).

The first step is to inductively derive words and principles related

to the topic of study from the transcripts of the interviews. The first

TABLE 1 Social venture capital investment process.

Key features of deal origin, deal screening and deal

establishment

Economic • Earned income

• Innovation capabilities

• Professional background of the entrepreneur

• Management experience

• Personal experience

• Financial support (equity-like capital)

• Financial report

• Operational results

• Seat on the investment management board

• Control and information rights

• Business advisory (political, administrative, marketing,

strategic and organizational activities, coaching and

mentoring)

Social • Social mission of the company

• Risk of mission drift

• Passion for social change

• Size of the community-based social network of social

entrepreneurs

• Performance measurement methodology

• Reputation and integrity

• Third party certifications

• Social impact measurement report (Social return)

• Network access

References Berresford, 2003; Emerson, 2003; Martin and John,

2006; Young, 2006; Achleitner & Heister, 2009;

Scarlata & Alemany, 2010; Miller & Wesley, 2010;

Achleitner et al., 2013; Mayer & Scheck, 2018
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phase should be carried out with a strict emphasis on the words and

principles shared by the informants; the second phase, on the other

hand, should be carried out with the use of “researcher-centric con-

cepts, themes, and measurements”. A final step in the methodology is to

create a data structure, which synthesized all of the passages that lead

from first-order terms and definitions to second-order themes, and

finally aggregate dimensions (Gioia et al., 2013). Figure 1 presents the

data structure, which will be discussed in detail in the results section.

3.1 | Italian and Australian case studies

The Italian and Australian SII ecosystem is composed of a heteroge-

neous array of players. IIFs, being financial intermediaries, interact

with a variety of stakeholders: philanthropic foundations, banks,

high-net-worth individuals, business angels, family offices, holding

companies, pension funds, insurance funds, and government. When

comparing Italy and Australia, we can see that foundations and the

TABLE 2 List of impact investing funds.

No. Description Headquarter Sectors of interest

Year of entry

into SII

IIF1 IIF1 aspires to create enterprises that benefit both people and

the environment. It helps early-stage entrepreneurs manage

the complexities of creating systems, business models that

purposefully combine social and commercial aspects, and

impact management. It is well-known in Australia for its

pioneering work in social innovation and impact investing,

as well as in the developing areas of the South Pacific.

Victoria,

Australia

Multisector 2014

IIF2 IIF2 is the first Australian fund dedicated entirely to impact

investing for business which combines financial rewards

with genuine and quantifiable social and environmental

benefits. It makes investments in areas such as sustainable

living, health and wellbeing, and people empowerment.

Victoria, Australia Clean-tech Agriculture and

environmental protection

Health

Education

Welfare

2016

IIF3 In Australia, IIF3 provides SPO with customized financial

solutions. It enables SPO to comprehend and evaluate

potential financing options, as well as lend directly while

taking into account the organization's ability to repay a loan.

It also provides investment readiness and due diligence

services for a charge.

New South Wales, Australia Social housing

Welfare

community enterprises

Indigenous enterprises

Education

2011

IIF4 IIF4 is a fund that provides loans and equity investments to

social entrepreneurs in Australia. By understanding what

works in communities, assisting organizations in becoming

more successful, expressing their ideas, and pushing for

change. It manages roughly $120 million in funds across a

variety of sectors.

Victoria, Australia Employment

Education

Clean energy

Housing

Indigenous

Disability

Health

2015

IIF5 IIF5 wants to contribute to the search for innovative solutions

by providing patient capital and skills to the ecosystem of

innovative social entrepreneurship. It also aims at fostering

the culture of social impact investing.

Lombardy, Italy Multisector 2017

IIF6 IIF6 is a pioneer in the field of impact investing on a global

scale. It provides private and institutional investors with the

chance to have a positive social impact by investing in the

capital of social innovation enterprises.

Lombardy, Italy Health

Education

Food

Environment

Housing employment

2006

IIF7 IIF7 makes early-stage investments in businesses that address

key social challenges such young unemployment, migrant

marginalization, gender inequity, and regional inequities.

Lazio, Italy Migrant-led enterprises

Female enterprise

Young-people enterprise

2013

IIF8 IIF8 promotes the growth of a sector of businesses capable of

delivering appropriate solutions to society's demands in a

long-term, sustainable way, while intentionally producing a

quantifiable positive social impact.

Veneto, Italy Multisector 2016

IIF9 IIF9 supports social impact enterprises and entrepreneurs

advanced by their own incubator with an initial capital

infusion (seed) of up to € 100 K in cash.

Piedmont, Italy Education and training

Circular economy

Agriculture and environmental

protection

Welfare

2017

BORRELLO ET AL. 5
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European Investment Fund (EIF), which work at national level

through the national promotional bank, have a stronger presence in

Italy, while banks and governments have a stronger presence in

Australia.

Comparing the financial instruments, all the Australian and Italian

IIFs use equity and debt instruments. However, in Italy, IIFs tend

toward equity investments while Australian IIFs generally use debt. In

addition, the ticket size is higher in Australia: it can range from

200,000 AUD to 20 million AUD, while in Italy from 50,000 € to 2 mil-

lion €. The interest rate in Australia is around 6%, while in Italy is

around 3%. Looking at the return rate in Australia may vary from 8%

to 11%, while in Italy from 1.5% to 5%. Indeed, the financial return

mainly depends on the target company in terms of legal form, for-

profit or non-profit, and consequently from the dividend policy, and

TABLE 3 List of invested social-purpose organizations.

No. Description Headquarter Total amount received Year of investment

SPO1 SPO1 aims to increase the supply of Specialist Disability

Accommodation (SDA) in NSW by scaling it up. They help

coordinators, National Disability Insurance Scheme

participants, and their families and careers navigate the

complicated SDA process to find a place to live.

New South Wales, Australia N.A. 2016

SPO2 SPO2 aims to increase the supply of Specialist Disability

Accommodation (SDA) in NSW by scaling it up. They help

coordinators, National Disability Insurance Scheme

participants, and their families and careers navigate the

complicated SDA process to find a place to live.

Victoria, Australia 21.5 million AUD 2019

SPO3 SPO3 is a youth-led arts cooperative that aims to improve

young people's creativity, confidence, and communication

skills. They may join together at the co-op to study, share,

and bring their imaginations to life.

New South Wales, Australia 1.4 million AUD 2017

SPO4 SPO4 is a new custom-built commercial laundry employing

cutting-edge technology to provide clients with

considerable cost and environmental benefits.

Queensland, Australia N.A. 2017

SPO5 SPO5 is a healthcare start-up that has created a highly

innovative device: a vibrating belt that, when used in

conjunction with a proprietary application, allows people

with visual impairments to orient themselves and move in

space.

Lombardy, Italy 0.0275 million € 2019

SPO6 SPO6 provides program that engages young people in an

educational experience that includes rigorous courses on

digital skills, soft skills, and project management, based on

the needs of businesses to gain the abilities required to

cover the most in-demand professions.

Lombardy, Italy N.A. 2019

SPO7 SPO7 is a web-app that aims to provide visitors to art

exhibitions with a valid balance between the overflow of

information and the lack of minimal signals to help the

comprehension of the artistic work by producing simple and

compelling audio pills lasting 1 min.

Lombardy, Italy 0.05 million € 2020

SPO8 SPO8 locates abandoned buildings across the city and forms

communities of residents with whom to design and carry

out a radical and environmentally conscious rehabilitation.

Piedmont, Italy 0.1 million € 2019

SPO9 SPO9 is a consortium of social cooperatives working together

to create social housing projects.

Lombardy, Italy 1.2 million € 2019

SPO10 SPO10 in order to provide tangible meaning to its position as

a cultural company, invests directly in cultural assets in

order to activate premium visit ideas that may appeal to a

diverse range of audiences, combining content rigor with

unique moments of experience and discovery.

Piedmont, Italy 0.2 million € 2019

SPO11 SPO11 is the first school in the south of Italy devoted to the

confluence of design, art, tradition, and local culture.

Sicily, Italy 0.3 million € 2018

SPO12 SPO12 involves incorporating smart technology and

innovations into the design of big residential neighborhoods

in order to create communities that are ecologically,

economically, and socially sustainable.

London, UK 0.15 million € 2018
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the sector of intervention. The total amount of committed capital

(investments and financing) in impact investing transactions amounts

to comprehensively 8 billion € in Italy while 19.9 billion AUD in

Australia (Michaux et al., 2020).

4 | RESULTS

In this section, we compare and contrast the investment process of

Italian and Australian IIFs to understand the common elements and

divergences in the two countries. We organized this section around

the key steps—deal origin, deal screening, deal establishment—that

emerged from the literature review. This allows us, not only to com-

pare the approach in different countries, but also with the literature

as will be further analyzed in the discussion section.

4.1 | Deal origin

In both Italy and Australia, the investment pipeline is developed using

a mixed strategy.

4.1.1 | SPOs as proactive: And seeking mission-
alignment

In order to source opportunities, all the IIFs in the sample have forms

on their websites that the SPOs can use to alert IIFs to their organiza-

tion as explained by one SPO:

“We were born four years ago and we got in contact

with IIF3 for the first time three years ago through

their website.” (SPO1).

Other IIFs, as explained by an Italian investor, publish calls for appli-

cants on specific issues:

“We received, through our call, applications from

around the world, about 400 per year in two install-

ments following the two such calls.” (IIF9).

SPOs actively seek out this type of investor as they value social

impact over conventional investor metrics like return on investment

and economic metrics, emphasizing the critical importance of this

value-alignment:

“we approached them because of the theme of

partnering with a fund that has this form of mission

embedded in its DNA, resulting in a common set of

values” (SPO6).

4.1.2 | The importance and strength of networks

Regarding the second strategy, Australian and Italian IIFs mostly

establish the relationship with SPOs thanks to an IIFs' partners, rela-

tionships with other financial intermediaries, personal networks,

events like conferences or public presentations, academic programs,

incubators, or accelerators which work closely with IIFs.

F IGURE 1 Coding process.
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However, as explained by IIF8, before locating deals, the organi-

zation who managed the IIF has to do strong work in disseminating

the knowledge about the existence of the fund:

“The biggest part was the communication of the fund's

presence both at local and at a national level. We do

this thanks to the knowledge with different stake-

holders, we used to collaborate with.” (IIF8).

4.1.3 | The social and financial eligibility criteria

It is relevant to underline that before the due diligence all the

Australian and Italian IIFs open up to a dialog with the counterpart;

indeed, this meeting is useful for exploring many realities. This prelimi-

nary analysis is typically based on eligibility criteria which takes into

consideration both financial and social aspects of the SPO and helps

IIFs in understanding if the deal is investible.

When considering social criteria, they want to understand the

intention of the SPO and to have a social impact and its measurability:

“what they are trying to achieve, what are the outcomes and how

they achieve these” (IIF1). Furthermore, IIF2 is also interested in

understanding “how the SPO embed impact in the different steps of

the investment lifecycle”.
In relation to the financial aspects of a deal, IIFs use the same eli-

gibility criteria as mainstream VC: the quality of the business model,

the budget, and its financial projection. In addition, some of the IIFs,

have developed incubator programs and work with potential investees

to prepare them to be investment ready:

“The most interesting thing about IIF9 is that the incu-

bation program for three months is truly tailor-made so

it is certainly slower and takes more time, but the sup-

port offered is a lot” (SPO8).

Indeed, what emerged from all nine IIFs, both Australian and Italian, is the

length of time they spend evaluating an investment: from deal identifica-

tion to investment. This is compounded and largely driven by the added

complexity of the social dimension – as explained by one fund manager:

“Investors [who] have been educated with the thought

that impact investing has the same pace as VC, the

same times and the same returns; there is a market

constraint but above all, there is an upstream con-

straint. Today, the financial market wants fast cycle

times. Instead, it takes time to make innovation with

social impact” (IIF6).

Finally, this kind of transaction not only requires additional time on

due diligence, but also requires additional skills, competencies and

knowledge of the social economy and social issues that are not always

held by investors socialized in the world of finance. This was evident

in both countries. An Australian fund manager noted that:

“The transactions in social finance have different char-

acteristics compared to traditional finance.” (IIF3)

Similarly, an Italian fund manager noted a lack of sophistication of

social and environmental capabilities in the financial sector.

“A problem of human resources who are truly capable

of understanding and managing these processes. In the

end, we borrow people who come from private equity,

we train them, but there is no school of impact invest-

ing.” (IIF7).

In conclusion, for both Australian and Italian IIFs, the establishment of

relationships is primarily based on a common network of stakeholders,

the deal origin is time-consuming and requires preliminary assessment

of economic and social parameters. We can state that in the two coun-

tries, this phase of the investment process finds many common aspects.

4.2 | Deal screening

In order to investigate the SPO, the due diligence process includes a

set of parameters that are utilized for screening the deal. After an ini-

tial pre-analysis, the fund manager then conducts an in-depth analysis.

4.2.1 | The relevance of social impact

Almost 80%—or seven of the nine—Australian and Italian IIFs evaluate

whether an investee is genuinely focused on generating social impact,

which is a core consideration in the deal origination process. They

often use a set of questions for the first pass, then a checklist for

verification.

Fundamentally, the IIFs want to understand whether social impact

is intentionally generated or whether this is incidental: it must be pre-

sent not only in the SPO's mission but also in its strategy and embed-

ded in the organization's objectives. However, as described above

SPOs can accord different weight between profit and purpose and

some SPOs privilege profit over purpose.

As one Italian fund manager explained:

“We have examples in which we have made invest-

ments that are very focused on social impact, and

others less focused on social impact, but if we are per-

suaded that the latter organization generates social

impact, we discuss it with them: social impact must be

integrated into society's objectives” (IIF6).

Then, IIFs investigate which is the social problem the SPO aims at

tackling, how their business idea can address it and what is the contri-

bution in terms of additionality. Indeed, an impact investment aims to

support organizations that are not commercially appealing to main-

stream investors.

8 BORRELLO ET AL.
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Furthermore, they may also look at social impact scalability, and

at the direct and indirect system-level change.

“We prioritize systemic-change, therefore we invest in

system innovation, which has a significant societal

impact.” (IIF5).

Finally, the SPOs' beneficiary focus is also considered; here are some

examples that emerged: mental health, ex-offenders, homelessness,

NEETs, at-risk students, people experiencing economic hardship or

unemployed women, migrants, and in Australia, Indigenous issues and

communities.

4.2.2 | Risk diversification through sector

In Australia and Italy, no sector dominates and IIFs invest in a diversity

of sectors including education, employment, housing, disability, cul-

ture and arts, agriculture, welfare and circular economy, medical

technologies.

However, in Australia there is a strong focus on “smart cities”,
renewable energy and the environment.

In general, like mainstream fund managers, IIFs consider sector

diversification in their portfolios, which is advantageous for risk diver-

sification as well. Furthermore, during the due diligence process, IIFs

can benchmark and compare their business ideas to those that are

already on the market.

“We compare SPOs with initiatives and business reali-

ties in our database. This not only allows us to see the

progress of social innovation trials around the world,

but it also allows us to see proof of ongoing initia-

tives” (IIF9).

Some IIFs also underline the element of innovation, indeed “impact

investing operates in sectors where it is not easy to be innovative, for

example, to change the education sector” (IIF6). However, IIFs search

for new ways to respond to a new social need or for an innovative

business model, therefore in the way a social need is addressed.

In the Italian context, it strongly emerged that IIFs play a role in

investing in sectors which currently are not attractive for traditional

investors or do not have properly developed market conditions and

“understand how to make capital yield as additionally as possible, to

allow these forgotten areas to emerge and become more at the center

of attention” (IIF5).
Only three IIFs invest internationally outside Australia and Italy.

In fact, the majority invest domestically but sometimes have a specific

focus on the disadvantaged areas in the south of Italy or remote areas

in Australia (particularly Indigenous communities).

Regarding legal form, all the IIFs are interested in for-profit busi-

ness and some also in non-profits. In Italy social enterprises are recog-

nized by law as hybrid business, while in Australia there is not specific

hybrid legal form.

Looking at the stage of investment, it results that in Italy the

SPOs are mainly in the early or growth stage while in Australia in

the growth or maturity stage. Indeed, in Italy the majority of IIFs look

for start-ups that are more underfinanced and more risky.

The entrepreneur and the team are strictly evaluated both in Italy

and Australia: their professional background and the passion for their

business.

4.2.3 | The missing assessment and integration of
impact risk

Looking at impact risk, the vast majority of IIFs, both Australian and

Italian, do not structurally evaluate it. IIF1 is the only one that has a

clear framework to assess impact risk: “At the moment, we are using

Impact Management Project (IMP) Impact risk and assess these to

understand what the consequences will be and do a mitigation strat-

egy”. The impact risk finds three different interpretations which are

not mutually exclusive. For two IIFs it is related to the probability of

SPOs mission drift while others believe that this is not a genuine and

material risk that might affect these kinds of organizations. For five

IIFs, it is related to the probability of not reaching social impact, while

one Italian IIF regulates this phenomenon by integrating it into the

contractual agreement. Finally, for four IIFs, impact risk can be also

considered as the probability to generate negative externalities while

others consider this kind of risk manageable thanks to the establish-

ment of a good business model.

To summarize, in the deal screening both Australian and Italian

IIFs look for organizations that deliver dual social and financial returns.

In particular, from a social impact point of view, they evaluate inten-

tionality, scalability, additionality, and beneficiaries. In addition, the

SPOs teams are rigorously assessed, both in Australia and Italy. The

sectors of interest are many, however in Australia, there is also a

strong interest in sectors related to renewable energy and the envi-

ronment. The SPOs stage of development differs in each country: Ital-

ian IIFs focus more on the seed and growth stage while the Australian

one on growth and maturity. However, in relation to the return and

risk level, both the financial-side and the social-side, we see a diver-

gences emerging between Italy and Australia. It is clear that the IIFs

play a de-risking role but this varies across the two jurisdictions.

4.3 | Deal establishment

Once the IIF decides to invest in an SPO, the relationship between

the investor and the investee becomes more stable and they enrich

each other.

4.3.1 | Establishing social and economic goals

The first point of notes relates to setting social and financial objec-

tives for the SPO to reach. Australian IIFs do not set specific social

BORRELLO ET AL. 9
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objectives, with related targets; while on the contrary, in Italy this

practice is more widespread. Indeed, Australian IIF2 disagrees with

the notion of setting of the objectives because:

“If you got a single impact theme it would be easier

but at the same time if you focus only on one outcome,

you can really drive perverse outcomes. Where is the

threshold if you focus on one outcome? We incentivize

management fees around impact performance. If you

fix targets, you are more like to drive perverse out-

comes” (IIF2).

By contrast, in Italy, following discussion the investor and the investee

set the social objectives as explained by IIF8:

“The definition of the initial targets is a goal: there is a

conversation with the counterpart in which you learn

what you should concentrate on and what goals you

should set, as well as an exchange of ideas between us

and them.” (IIF8).

The dialog and the objective setting see targets negotiated through a

participatory process, as stated by IIF7:

“In general, our emphasis on the effect and recognition

of particular targets has strengthened over time. Ini-

tially, it was more the organization that set the goals,

but now it is a mechanism in which we play a 50%

role” (IIF7).

In some cases, a third party is involved in the negotiation, including

impact measurement experts who assist in the setting objectives and

indicators.

When we look at the economic objectives, in Australia and Italy

we see stronger commonalities. Both focus on the bottom line and

ensuring profitability of investees.

4.3.2 | Establishing measures of impact

IIFs support the SPO in the measurement process:

“We provide all of the necessary assistance so that an

SPO can organize their internal impact management

processes. […] As a result, the whole process will be

carried out in such a way that the organization will

be equipped with an internal managerial method that

will be useful at the company level” (IIF8).

Most IIFs view the measurement activity as an activity that adds value

as it helps them to verify the SPO's intent to produce social impact

and to manage processes more efficiently. Growing interest and

emphasis on impact measurement is also reported by SPOs:

“The demand for social impact measurement is grow-

ing, particularly from the new funds we'll be intercept-

ing for new rounds of capital raising. To meet this

demand, we're hiring an impact officer” (SPO12).

Most of the Italian IIFs build a bespoke impact measurement system

using their own framework. For each transaction, they define specific

direct and indirect impacts, in some cases related to SDGs (which are a

very broad and internationally recognized framework). They then estab-

lish a measurement process with specific parameters and indicators.

By contrast in Australia, IIFs require SPOs to track and share

social and impact data or use qualitative approaches such as “story-
telling” regarding the organization and its beneficiaries without requir-

ing SPOs to adopt a specific measurement approach. However, in

Australia some SPOs and IIF use an international framework as Impact

Management Project.

In general, what IIFs and SPOs want is a pragmatic and cost-

effective measurement system, which makes the process less expen-

sive in term of timing and resources for businesses. This is particularly

important since measurement must be practical as a management

tool, for monitoring performance and reporting it to the IIFs between

two and four times per year.

What is also clear from the sample is that most of the cases focus

more on monitoring outputs and outcomes rather than the more time

and resource intensive measurement of impacts.

While measuring outputs is useful for contracting and dialog with

the investors to gain financial resources or communicating with other

stakeholders, most of the SPOs in the sample argued the real value is

for the business itself: SPOs need to understand whether they are

meeting their beneficiaries needs—and over the time. Nonetheless,

some IIFs still emphasize uncertainties with the process:

“Social impact is independent of measurement and

impact investing practices. Many realities have an

impact. However, until the measurement becomes a

requirement of basic compliance, not only for impact

investments but for all businesses, there will continue

to be uncertainty of interpretation” (IIF6).

4.3.3 | The enriching relationship between IIFs
and SPOs

IIFs not only support SPOs in the measurement activity, but also focus

on capacity building for the investee business, both in Italy and

Australia. For example, capacity building supports include capital

structuring, capital support, business planning, and business develop-

ment. Some IIFs have their own incubator, others have an advisory

team, which help SPOs in developing a business plan. These activities

assist SPOs to be investment-ready. Furthermore, the investor may

stake a position on the SPO's board of directors, which may occur

because the investor mandates a board seat or because the SPOs

request investor participation:

10 BORRELLO ET AL.
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“We have governance support, where we can contrib-

ute in terms of internal personnel, in the most appro-

priate bodies: the Board of Directors or a separate

strategic committee; for example, in certain cases, we

have formed a separate strategic committee, a non-

deliberative advisory committee in which we have

included our partners who have specific professional

expertise in the industry in which the target company

operates and can therefore contribute information that

will help the company grow” (IIF8).

Finally, all the Australian and Italian SPOs emphasize the relevance of

investors sharing their networks. Networking is also useful for reach-

ing new investors that may be interested in co-investing or in scaling

the business.

IIFs, and more generally impact investors, play a de-risking role:

“we feel we have a bit of this role of de-risking the system, so our risk

appetite is high, not necessarily with a return trade off” (IIF5).

Risk assumption can be reduced through co-investments. Further-

more, the risk is also related with the legal form and the organization's

network.

“Risk depends on the nature of the organization. If we

are dealing with a non-profit organization, where the

mission is around a particular topic, our level of confi-

dence is different from a for-profit organization” (IIF4).

Regarding the organization's network, IIF8 asserts that “The risk is

mediated primarily through networks: the subject is also examined in

terms of the networks to which they belong, knowledge networks,

and whether or not he is well-known in the field in which he operates,

with whom he is linked, and with whom he collaborates. Each of these

components provides an additional level of assurance, which is critical

in this field”.
Finally, during deal establishment exit strategy is rarely discussed.

The only strategies that were mentioned related to exit for those

SPOs that did not have an asset lock (e.g., for-profits). In cases where

equity investments were possible: if the SPO has achieved scale and

economic sustainability then shares can be sold to other investors.

However in Italy, the lack of a secondary market is a barrier which

contrasts with Australia where secondary markets are more wide-

spread. An alternative was that the SPOs may acquire the shares. In

any case, all the IIFs underline that social impact has to be maintained

after the exit, so it is relevant to establish some mission lock (which is

harder with for-profit than non-profit SPOs).

In conclusion, social and economic objectives are not always

clearly established with the IIFs during deal establishment. Impact

measurement and management have to be formulated, which is chal-

lenging as no a recognized international standard and the competen-

cies in SPOs, especially in Italy, need to be improved.

Both in Australia and Italy, the relationship between IIFs and

SPOs is fundamental for reinforcing the business model and the net-

work. Finally, the exit from the investment is rarely discussed in the

investment phase and in most cases has the same characteristic of

VC. However, in Italy IIFs underline some peculiarities as the

mission lock.

5 | DISCUSSION

The study's goal is to develop an understanding of the “ideal” impact

investment process for IIFs, based on an analysis of data from the Ital-

ian and Australian IIFs coupled with findings from a literature review

of SVC. In Table 4, results from Italian and Australian jurisdictions are

summarized.

We suggest that the investment process can be broken-down

into the following steps: deal sourcing, initial deal screening, due dili-

gence, deal structuring, deal establishment, deal exit.

In the deal sourcing, the IIFs must leverage the organization's net-

works as well as the personal networks of the investment team to

seek new SPO opportunities. It is also essential to develop relation-

ships with the organizations representing networks of for-profit and

non-profit organizations. To develop its networks, the IIF must attend

conferences, public presentations, academic programs, incubators,

and accelerators. Furthermore, SPOs should always be able to easily

apply on the IIFs website, where the form requests not only company

data, but also collects data on social problems the SPO is trying to

address, its proposed “solution”, and the impacts that the project

seeks to achieve. Several of IIFs stressed the value of closeness to the

SPOs in order to facilitate periodic face-to-face interactions and to

better understand the issues the SPO seeks to address through its

business activities (Roundy, 2020).

When it comes to initial deal screening, IIFs have to perform a

preliminary assessment of the SPO's characteristics and the invest-

ment strategy to assess whether they are aligned based on a range of

social and economic criteria. IIFs from Italy and Australia emphasize

the importance of intentionality (Scarlata & Alemany, 2010) in addres-

sing a social issue, as well as the authenticity of the SPO's social mis-

sion (Miller & Wesley, 2010). In the preliminary analysis, IIFs also

evaluate the quality of the business model, budget, and the financial

projections while looking at the economic aspects (Cetindamar &

Ozkazanc-Pan, 2017; Scarlata & Alemany, 2010).

In the due diligence stage, a more detailed analysis explores ques-

tions around SPO size and stage of growth, geographical focus, sector,

legal form (which can be either for-profit or non-profit form) (Mayer &

Scheck, 2018). All of these variables are subject to change from one

IIF to another. However, the approach needs to allow for impact

integrity (Bengo et al., 2021) to be preserved, namely one that priori-

tizes impact in the financial transaction and adheres to the SII

approach's foundational principles: intentionality, measurability, and

importantly, additionality (Agrawal & Hockerts, 2019b; Alijani &

Karyotis, 2019; Chen & Harrison, 2020; So & Staskevicius, 2015).

SPOs should thus aim to exhibit these characteristics to be seen as

investable.

There is a long-running debate in SII around the balance between

returns and impact. Some practitioners and scholars suggest there is
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no “trade-off” between high returns and impact (Moran & Ward-

Christie, 2022). Investors, including IIFs, should be able to generate

high returns while achieving social outcomes. Others such as Brest

and Born (2013) argue that that there is a tension and that IIFs are

only genuinely creating impact when their investments in SPOs create

additionality. The findings from this study are illustrative in this

respect. Some suggest IIFs should avoid sectors with high and predict-

able remunerative financial returns, as well as those with government

incentives, such as renewable energy. These are in effect constitute

mainstream investment opportunities that should the province of

mainstream market actors (Brest and Born 2013; Bengo et al., 2021).

In fact, this type of sector disregards the influence investor's risk-

adjusted return and propensity to take on risk. IIFs have to focus on

sectors with higher need and social development challenges, as well

as areas where the public sector is less active or effective (Bengo &

Calderini, 2016). This principle also applies to the focus on the geo-

graphical area. Finally, IIFs can focus on seed or early stage SPOs,

assuming a higher level of risk, or to a more mature stage, depending

on the size and stage of growth. At a later stage of development, it is

also required to ensure the availability of a secondary market

for SPOs.

The Italian IIFs closely modeled this impact-led strategy by typi-

cally accepting below-market returns and focusing more deeply on

impact measurement, despite impact measurement being a nascent

practice. By contrast, the Australian IIFs took a different tack. They

focused tightly on SPOs that exhibited intentionality. Investments

needed to genuinely target social and environmental objectives. How-

ever, there is a focus on higher returns, at minimum market-related,

and more tentative and less sophisticated engagement with impact

measurement.

This suggests three things. First, instrumental contextual factors,

such as a less mature impact measurement sector in Australia meaning

that they are wayfinding. Second, that Australian IIFs are driven by

fiduciary requirements that they generate market returns and thus

due to regulatory requirements focus on finance-first. Third, that they

are driven by a different investment philosophy: one that takes a nor-

mative position that there should not be a trade-off between social

and returns (Moran & Ward-Christie, 2022).

TABLE 4 Italian and Australian impact investing funds (IIFs) investment elements.

Italian IIF Australian IIF

Deal origin • Passively looking for SPOs (forms on the IIF's websites)

• Proactively looking for SPOs (publish calls for applicants,

networking events, incubators or accelerators programs)

• Preliminary analysis (eligibility criteria): social impact and its

measurability, quality of the business model, the budget, and

its financial projection.

• SPO's knowledge of social economy and social issues

• Level of investment readiness

• Passively looking for SPOs (forms on the IIF's

websites)

• Proactively looking for SPOs (networking events,

incubators or accelerators programs)

• Preliminary analysis (eligibility criteria): social

impact and its measurability, quality of the

business model, the budget, and its financial

projection.

• SPO's knowledge of social economy and social

issues

• Level of investment readiness

Deal screening • Checklist for verification for genuine social impact

• social impact scalability, direct and indirect system-level

change

• SPOs' beneficiary focus

• Underinvested sector

• Innovative business model to address social issues

• Geographical focus

• Legal form (for-profit, non-profits and hybrid)

• Early or growth stage

• The entrepreneur and the team competences and passion for

their business.

• Level of impact risk

• Checklist for verification for genuine social

impact

• Social impact scalability, direct and indirect

system-level change

• SPOs' beneficiary focus

• Mainstream sectors

• Innovative business model to address social

issues

• Geographical focus

• Legal form (for-profit and non-profits)

• Maturity stage

• The entrepreneur and the team competences and

passion for their business.

Deal establishment • Setting financial objectives: bottom line and ensuring

profitability.

• Setting social goals: focus more on monitoring outputs and

outcomes rather than impact

• Establishment of an impact measurement system (common

activity between SPO and IIF using their own framework,

sometimes third party is involved in the negotiation)

• Capacity building: capital structuring, capital support, business

planning, and business development.

• Seat on the SPO's board of directors

• Network access

• Mission lock: social impact has to be maintained after the exit

• Setting financial objectives: bottom line and

ensuring profitability.

• Impact measurement system (request to SPOs to

track and share social and impact data or use

qualitative or use an international framework)

• Capacity building: capital structuring, capital

support, business planning, and business

development.

• Seat on the SPO's board of directors

• Network access

12 BORRELLO ET AL.
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Italian IIFs thus tend to be impact-first, while their Australian coun-

terparts are finance-first, albeit with clear intention to support SPOs.

The capability of the team and the social entrepreneur are among

the other IIF evaluation criteria. The team's professional background,

capability, and the character of the entrepreneur, as well as their pas-

sion for their business and desire for social change (Cetindamar &

Ozkazanc-Pan, 2017; Scarlata & Alemany, 2010), was strongly evi-

dence in both the Italian and Australian cases. As in SVC, another

important factor is the extent and depth of the social entrepreneur's

and team's networks (Miller & Wesley, 2010). It allows the IIF to have

greater confidence in the capacity of SPO. However, less consider-

ation is accorded to the maturity of the SPOs networks when the

focus is on the seed and growth stage.

Financial analysis does not generally differ from mainstream VC

and is based on structured reports and assessing investment risk by

studying potential investees' business plans.

The IIF must not only evaluate the social mission and the social

problem, but also evaluate the direct and indirect system change that

the SPO can generate, assess depth of social intention using a check-

list, verifying the balance between social and economic goals, and

evaluating the risk of mission drift. Furthermore, it has to be aware of

potential impact risks and how to mitigate these, as well as a willing-

ness to tolerate these. It may also be useful to assess the proposed

solution's level of innovation and compare with ideas on the market.

The provision by the SPO of a social impact measurement tool can

facilitate social assessment by the IIF, as the ability to exhibit results

in a rigorous and precise manner (Achleitner et al., 2013; Miller &

Wesley, 2010). Indeed, impact measurement and assessment are

viewed as the most strategically important aspects of transactions and

a key tool for establishing legitimacy (Lehner et al., 2022).

If a measurement system is not already in place, the IIF must

establish for each SPO and provide training in how to perform the

assessment. In fact, while developing a deal, social objectives must be

established, and measuring metrics must be linked to these. In order

to increase and reward the SPO's additional generation of social

impact, these objectives must be tied to financial mechanisms. For

debt instruments, the interest rate can be reduced if the SPO is more

successful in terms of social impact, and capital can increase for equity

instruments based on the achievement of financial results and impact.

To draw comparisons with other funds in terms of impact perfor-

mance, the IIFs' measurement system refers to international standards

such as the SDGs impact standards or the Impact Management Pro-

ject. Where international impact assessment criteria do not provide

sufficient scope and depth in measuring social value, specialized and

tailored measurements are used to supplement these. Furthermore, it

is important that social objectives are defined through a participatory

process between the IIF and the SPO. The bargaining power between

the parties needs to be balanced. This is driven by the need to estab-

lish a trusting relationship with the SPO, as well as the scarcity of

investment-ready SPOs which leads the IIFs not to impose its will on

the SPO. Furthermore, it may be useful to utilize a qualified third party

to measure or verify the setting of social objectives and their mea-

surement during this phase.

Setting economic targets, such as profitability improving, help the

SPO stay focused on the financial performance and economic

sustainability.

IIFs play a significant role in the development of entrepreneurial

and creative businesses in investment management (Cetindamar &

Ozkazanc-Pan, 2017; Scarlata & Alemany, 2010). With a high-

engagement approach (Nicholls, 2010), IIFs tend to develop even

F IGURE 2 Impact investing fund (IIF) investment process.
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longer-term relationships with their investees (Mayer & Scheck, 2018).

IIFs should be on the board of directors of the investee, or they should

be required to provide constant evidence of social and financial results,

performance reporting, and post-investment tracking and advisory

(Bonini et al., 2012). IIFs offer a variety of non-financial services, advice,

and networking opportunities. Capital structuring, capital support, SPO

strategy, business development, coaching, and mentorship are all exam-

ples of non-financial services. Some organizations have their own incu-

bator, while others have a staff of advisors who assist SPOs in building

business plans. SPOs benefit from this activity since it helps them

become investment-ready.

Finally, during the deal exit phase, it is necessary to assess

ex-post social outcomes to determine whether the deal's social objec-

tives were met. The exit strategy is the same as in VC, as share acqui-

sition by other investors, and management buyouts. In any scenario,

all IIFs must emphasize that social impact must be maintained even

after exit, hence a mission lock should be included in the contractual

agreement.

The IIF investing process is summarized in the following Figure 2.

6 | CONCLUSIONS

Impact investing is a relatively new and rapidly growing investment

approach that has the potential to deliver significant solutions to the

social issues that SPOs on the frontline face. It is still an understudied

field, particularly when it comes to the investment process of IIFs

(Agrawal & Hockerts, 2019a; Islam, 2022). By comparing two jurisdic-

tions and constructing the ideal impact investment process that

respects the integrity and peculiarities of the SII approach, this study

fills a key vacuum in the academic literature.

The case studies enabled us to analyze the differences between

the two countries' approaches and determining which strategies fit best

into the core and disruptive characteristics of the impact investing

approach at each stage of the investment. Indeed, as the results

section shows, the method is still excessively finance-focused in some

circumstances. In comparison to Italy, the state of the IIFs investing pro-

cess in Australia appears to be more conservative. Indeed, Australian

IIFs are notably more risk averse and appear to be more profit-oriented

than the Italian funds, with a predominant finance-first strategy.

To ensure their purpose to achieve social impact through financial

resources, IIFs must be transparent in their selection and investment

process. This would prevent the phenomenon of “impact washing”
(Findlay & Moran, 2019) or the risk of impact fidelity (Thirion

et al., 2022) avoiding the risk of concept dilution of impact investing,

sacrificing its transformative potential and the necessary focus to

solutions (Serafeim, 2020).

Some of the study's limitations might provide a basis for future

research in this field. First, the research could have more deeply inves-

tigated the topic of assessing impact risk and impact return. Despite

the best efforts in establishing valuable proxies, quantitative research

in this field is severely limited by the lack of methodologies for quanti-

fying the variables of impact risk and impact return. Second,

regulators and policymakers were not involved in the study and they

may play a critical roles in the establishment of a unique impact

investing implementation strategy and in the legitimization of impact

investing. Indeed, it is clear that an enabling infrastructure aimed at

facilitating social impact investors and SPOs is necessary. Further-

more, a reinforcement of social impact investors and organizations

can be useful for the government in the development and support of

the welfare sector.

The study provides several practical and theoretical contributions.

From practical perspective, it could assist both IIFs and SPOs by pro-

viding them with a framework that may help them navigate the vari-

ous stages of the investment process, accounting for both financial

and social factors at each stage. Consequently, this framework could

be used as a model for funds who want to transform the way finance

is done by investing in SPOs and thus extending the impact corporate

finance makes to society and secondly, to establish impact investing

as a legitimate asset class, attract new participants, and increase the

opportunities to create social value and address pressing societal chal-

lenges, it is essential to provide investors with the tools to compre-

hend and apply the distinctive SII principles in the financing process.

Furthermore, it could raise awareness regulators and policy-makers

who could further refine rules and regulations to support these types

of transaction in both jurisdictions.

IIFs currently present in the impact investment industry have to

remain committed to the SII concept while also developing a practice

paradigm that protects and preserves its integrity as a distinctive sub-

field of corporate finance.
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