E-Leader Berlin 2017

Social Stock Exchange - Democratization of Capitdhvesting for
Impact

Karen Wendt — Modul University, Vienna, Austria

Abstract

The demand for investments that combine finan@alrn with desired social or environmental
impact is growind. Given the recent upsurge in entrepreneurskigifting attitudes towards the
role of business in sociefyand a broad policy push for sustainable develop/fhrere should
also be no shortage of investors and financiergretw absorb this demand.The problem, as
emphasized both by WEF and UNEPHies in matching assets that create positive impéit
investors in a manner that is efficient, effectis@nsparent, and scalalflén other words,
redirecting investment and finance, to impact dedninvestments compatible with the UN
Sustainable Development Goals and the Paris Agmeteimea key factor in turning around the
investment philosophy. The same applies to thegqa®of creating and growing impact assets,
and supporting entrepreneurs in their search fpitala Both factors are crucial for making the
‘impact economy’7 grow exponentially rather thanekrly® Today impact investing is mostly
the domain of wealthy individuals, foundations, dachily offices? Non-accredited investors
and/or retail investors plus pensions funds areyabable to meaningfully participate in this new
way of investing® This is because of a lack of products, a lackcekas to products available to
more affluent investors, a lack of impact advissesving that segment of the market, and a lack
of transaction platformt.It has been argued that not enough assets cavuhd fthat match the
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impact definition*?The creation of regulated funding platforms knows social stock or impact
exchanges (SSEs) has been proposed as a necdspaigwsards democratizing and popularizing impact
investing, easing the asset search process fostorgeand capital access for entreprenéti@hile the
need for SSE is heavily debated in expert circleagawith the challenges they may bring abuhe

first SSEs have come into existence in the UK, O8nada, and Singapoore, complemented by some
smaller SSEs in Brazil, South Africa and KenyEhis paper offers a prognosis about the contrilbutib
SSEs in establishing an efficient market, addrgssimestment gaps and redirecting capital based on
literature review, analysis on unmet interests maells and open questions in impact investing.

https://www.forbes.com/sites/ashoka/2014/03/27kswahanges-for-social-enterprises-heres-
where-you-can-find-them/#4f673e7ad4e5a

2FASE 2016: GIIN 2016a

BForbes 2014
https://www.forbes.com/forbes/welcome/?toURL=httwayw.forbes.com/sites/ashoka/2014/03/
27/stock-exchanges-for-social-enterprises-heresevipeu-can-find-
them/&refURL=&referrer=#4f673e7a4eba

1 The conversation.commtp://theconversation.com/social-stock-exchangesvd-need-them-
35898

15 Forbes 2014 see above
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Introduction

Investing with the joint purpose of financial retuand a desired social or environmental impachishe
riseaccording to the Global Impact Investing Neta@iIN (GIIN (2016b)), with market size estimates o
up to USD 1 trillion by 2020according to O’Donoheteal. (2010) and growing attention from mainstream
financial institutions as The Economist (2017) finth a survey conducted by Morgan Stanley (2015),
65% of individual investors expected social andanable investing to become more commonplace in
the near future while Millennial and female investavere found particularly keen to direct theirings
toward impact-driven companies.

The following trends in society can be identified:

(1) The recent upsurge in entrepreneurship in manytdesn(Fairlie et al. (2015); OECD (2016);
Schawbel (2017)),

(2) shifting attitudes towards the role of businessaaniety (Deloitte 2016), and

(3) a broad policy push for sustainable developmentwhicaterialized in the 17 Sustainable
Development Goals and the Paris Agreement (UN 200M;CCC 2015),.

However, a more recent survey by Barclays (201u@hdothat despite the widespread interest in thie,top
very few investors have actually made impact inwestts. Practitioners in the field often emphasize a
chronic lack of investment-ready projects like th@manazagentur for Social EntrepreneurshipFASE and
the Global Impact investing Network (FASE( 2016)iNG(2016a). This might be an effect caused by
limited market access or high transaction costidigh considerable networking efforts have beedema
to boost investor demand and establish the negesdeaastructure (see e.g. WEF 2013; Schwartz et al
2015; Rexhepi 2016), thus far, impact investing harmained the domain of relatively few wealthy
individuals, family offices and foundations, whileon-accredited investorsand pension funds cannot
participate in this newly emerged market (Kleiss?@19).At the same time impact investing appears to
remain a fuzzy concept and the demarcation lirmtial entrepreneurship, social investing, SRI $ting

has not been clearly drawn (Wendt (2015). Soca@dksbr impact exchanges (from now on referred to as
SSEs) have been proposed as a key step in achithéngbjective of attracting capital and investors
(Nicholls & Patton 2015, 324). Lehner and Nichobésommend to combine elements of el>9<isting crowd-
funding (see Lehner & Nicholls 201¥peer-to-peer lendintfphilanthropic loatfor donation, and other

Bkickstarter (no equity)Https://www.kickstarter.cojrand Conda (equityhftps://www.conda.gu
Y ThinCats fittps://www.thincats.copn’

Bkiva (https://www.kiva.ordy and Babyloanhttp://www.babyloan.org/énl

%E.G. GLOBALGIVING (https://www.globalgiving.orp
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comparable platfornf8. An interesting question is whetherfully fledgeddaregulated SSEs would
essentially operate just like conventional stockhexges by serving as “marketplaces for listiraygitrg,
settlement and clearance of shares, bonds, andfothecial instruments issued by or for social gneen
businesses,” albeit in the context of highly spedifting and reporting requirements (Shahnazlet a
(2014, 157)).The Nasdaq Stock Market may servenaasxample for pushing a market by introducing a
new scheme. The Nasdag Stock Market founded in E9B$ now the second largest stock exchange by
market capitalizatiof* When the Nasdaq Stock Market began trading onuaepr8, 1971, it was the
world's firstelectronic stock market and at first, it was meralguotation system. The Nasdaq
Stock Market helped lowehe spread (the difference between the bid pnekthe ask price of the
stock and absorbed the majority of trades thatbesmh executed thus far by the over-the-counter OTC
system of trading?

As the Forbes Magazines stated in 2014“As the spottighitivestors seeking social investments continues
to brighten, the rise of social stock exchanges—platese people can buy shares in social businesses with
missions that align with theirs—shouldn’t be all thapsising™ Although very different in their status and
characteristics, the four SSEs up and operatingindiideSocial Stock Exchange (S8%) the UK, the
Social Venture Connexion (SVX¥)n Canada and Mexico, the Impact Exchange (IX)inuNtaus and
Singapor® the US Mission Markets (MM) in the USIn addition to the big four, there are a few other
emerging and operating platforms around the globe weitlited objectives, including the Brazil's Impact
Investment Exchange (BRii¥and the Socio-Environmental Investment Exchange (B8ABrazil, and

the Global Impact Investing Vienna Exchange (GII¥) Austria. In light of these recent developments,
this paper offers a prognosis about the contributicBSES in establishing an efficient market, in addngssi
investment gaps and redirecting capital. The researttased on a literature review, unmet interests and
needs and open questions in impact investing and tHgsenan existing SSEs and what can be learned
from them. Drawing from the development of Nasdag antbmparative analysis between conventional

stock exchanges and SEEs a prognosis for the fubwedapment of SSEs is derived.

“Ylockchain-based stock exchange for growth comgaraed Funderbeamvvw.funderbeam.coin
21"Nasdaq.com Frequently Asked Questions". RetriéVetbber 23, 2016.

22"Nasdaq.com Frequently Asked Questions". Retriévetbber 23, 2016.

23 Forbes 2014 see above

245eehttp://socialstockexchange.com

25Seehttp://www.svx.candhttp:/www.Svx.mx

26 Seenttp:/liixglobal.com/impact-exchange/

2 Seehttps://www.naturalinvestments.com/blog/mission-ke#s-advances-impact-investing/
283 eehttp://www. briix.com.br

295 eehttps://www.bvsa.org.br

30Seehttps://giivx.com/en/
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Impact Investing in search of a definition

There is an on-going (and healthy) debate on whatct, constitutes an ‘impact investment’.
However, leading proponents of the industry gehenabuld agree that they are mobilizing
capital for ‘investments intended to create positsocial impact beyond financial return’
(Brandenburg and Jackson 2012; Freireich and Fuk@®9). Two key components of this
definition are, first, the intent of the investar achieve such impacts, and, second, tangible
evidence of the impacts themselves and most rgcantlexploration about whether or not a
theory of change exists (Grabenwarter 2016).

Only recently researchers have been looking inf@aich investing. It is mostly practitioners that
are driving the impact assessment process andtégration into investment and finance. This
has various reasons from managing risks effectivelyprotecting reputation and addressing
stakeholder requirements. The process is most obwa the lending sidehere collaborations
between the Worldbank, International Finance Catons, other multilaterals and the private
banking sector have contributed to the developroerglatively consistent ESG standards which
are often referred to as “Global Administrative L@cintyre 2015). It has become increasingly
the norm for international development bankingitosbns, including multilateral development
banks (MDBs), and many private sector lenders,dmptcomprehensive environmental, social
and governance (ESG) safeguard policies and s@sd@r circumscribe the projects and
activities they finance. This is particularly thase in the financing of major infrastructure
projects in developing countries or economiesangition. (Mcintyre 2015).

On the investment, wealth management and assetgm@eat side the process of integrating
ESG has been fostered by a number of players,riicplar the United Nations Environmental
Programme. While it has been commonly argued fog lihat trustees may be acting unlawfully
if they take any account of “non-financial” factarstheir decision- making more recently legal
research from Freshfields shows the contrary. Bang Scanlan (2014) quotes the following
response from a pension fund to an enquiry fromeanber about the fund’s management of an
environmental risk:

The Trustees have a legal duty to not only invest,to actively seek the best possible financial
return . . . even if it is contrary to the persomabral, political or social views of the trustews

beneficiaries. This was demonstrated in the Cowa8cargill (1984) court case (Berry 2015).
The first major challenge to the conventional iptetation of Cowan v. Scargill came from the
“Freshfields report”, commissioned by the Unitedtiblas Environment Programme Finance
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Initiative (UNEP-FI 2005). This report argued thlaére was good evidence that environmental,
social and governance. This report argued thatetheas good evidence that environmental,
social and governance (ESG) issues could have pacihon financial returns and therefore, that
taking them into account clearly fell within the laitnof fiduciary obligations. Indeed, taking
such issues into account was “clearly permitted arguably required” in all jurisdictions
analysed. Specifically in relation to Cowan v. $dgrthe report concluded that “no court today
would treat Cowan v. Scargill as good authority &binding rule that trustees must seek the
maximum rate of return possible with every indiatluinvestment and ignore other
considerations that may be of relevance, such &de8siderations” (UNEP-FI 2005).

In 2005, a group of institutional investors metred invitation of the then UN Secretary General
Kofi Annan to formulate the principles for sustateinvestment. Since the inception of the UN
PRI a lot of initiativeshave emerged and populdtedfield of investment with a focus n social
and environmental topics and governance. Whileimigakithrisks and negative impacts, by
application of environmental and social governacriteria (ESG criteria), ecosocial ratings and
transparency codes, exclusions lists and bestss@dpproaches, the approach was restrictive in
so far that it only reduced the existing investmeniverse and has not entirely captured the
upside potential of looking into positive impactsdugh investment and finance beyond the
creation of jobs or new consumption possibilitesdustomers.

Since the economic crisis triggered in 2008the eph®f impact investingemerged. Impact
Investing has initially been a term coined by theclefeller Foundation.31 Impact creation was
necessary “because governments, charities, phitgpitts alone were no longer capable of
dealing with the twenty-first century’s social aeavironmental challenges. Focussing on the act
of charitable giving rather than on achieving sboi#comes and a dependence on unpredictable
funding hindered many charitable organizations fraalizing their full potential concerning
innovations, effectiveness and scale“(Lehner&.Bsdatter, 2015). The World Economic Forum
recently acknowledged the role the investment amahte sector can play in creating solutions to
social problems and stated: “Given the nature off mesources are distributed in the world,
private investors may have a special role and respiity in addressing social challenges.”
(World Economic Forum 2013). Yet apart from a snmaiinber of specialized forms of impact
investing like social impact bonds, green bonds amssion related philanthropic investments
little is known about the complex interplay betwe@amtrepreneurs or organizations,
intermediaries, investor regulations and the swgfakase of instruments in the field.

31 See Rockefeller Foundatidmtps://www.rockefellerfoundation.org/our-
work/initiatives/innovative-finance/
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The World Economic Forum in its 2013 Report stat&espite the buzz, there is limite
consensus among mainstrearvestors and specialized niche players on what imipaesting
is, what asset classes are most relevant, howctheystem is structured and what constraints
sector faces. As a result, there is widespreadusam regarding what impact investing prses
and ultimately delivers.” (World Economic Forum 3.

Impact Investing has four distinct categories ia thew of NPC and Cambridge Associates
encompasses Responsible Investment or SociallydRepe Investments (SRI), Sustaina
Investment, fiematic Investment and Impact First Investmentan(@alge Associates 201t
Many researchers in the literature recognize tlusriey undertaken by investors fre
responsible investment (applying some exclusiais Bsd criteria together with a best llass
selection process for the remaining assets) tasadile investment, which is understood k
majority of industry players as implementing susd@le management practices with regar
environmental, social and governance issues (E&@en turing ESG into an innovation driv:
and cataloguingrocess while keeping the core of the E-value creation process leading t
thematic investment strategy and finally an imp@stdriven investment strategy (Cambric
Associates 2015, New Philanthrc Capital2015). The following figure reflects thisirney.

Figure 1: the Impact Investment Jourr
Source: Cambridge Associates and New Philanthr@aipital NPC

Impact investing is also a process by which investinmanagers screen, evaluate monitor
investments using Environmental and Social GovarealWlVhereas Responsible Investmen
Socially Responsible Investment” (SRI) screens void portfolio exposure to socially
environmentally harmful investments, impact invegtactively and itentionally seeks to crea
a positive, measurable impact through profitablsimesses. By at the same time appl)
systematically ESG practice to-risk assets.They achieve this by including intoirtidue
diligence and a gap analysis process envirntal, social and governance issues (ESG issue
well as leadership and culture. They will norma#iiart with a comprehensive gap reg
including ESG and leadership and culture gap repadtactively address the gaps and influe
the leadership of aompany prior to investing into it., thus exertimfjluence as active owne
over the full lifeeycle of their investments. A good example for tkishe integrated investme
approach of AQAL Capital (Bodzesan 20:
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A classical way ofcircumscribing impact investirggeiquiring it to be financially and impact
driven as Figure 1 shows. This makes it companaiitea triple bottom line investment, even if-
as the third quadrant shows that it can host diffesegments (financial first, impact investors
and financial first impact first investors). The ckdly Responsible Investmentin this new
definition has moved to the quadrant were impatémtcal is limited to risk management and do
no harm and thereforesitting in a different quatrivan impact investing. The argument
provided is that using exclusion lists, best irsslapproaches are filtering the existing investment
universe and therefore reducing it rather than edipe it by enabling the creation of new assets.
Social Responsible Investing (SRI) in distinctionRositive Impact Investing presents itself as a
broad category in literature, consisting of a ranfealifferent investment activities based on
negative screening of existing assets in varioastasdasses and negative selection of those assets
that have been screened out. This approach is lyscamplemented by a Best in Class
benchmarking approach for assets that have palssettgative screen and therefore are eligible
for investment. Best in Class approaches are meagbvide further support and guidance to the
investor. SRI approaches are not designed to iotedty create assets with measurable positive
environmental or social outcomes. Rather it is gatige screening and selection process
reducing the investment universe of investors adtef intentionally increasing it by adding
more sustainable positive impact driven assetsrdyithe market in a desired direction. For a
detailed elaboration on the issue of SRI, seeekample, Renneboog, Ter Horst, and Zhang
(2008), Sandberg et al. (2008), Lee et al. (20H3)ji and Hebb (2010) and Berry and Junkus
(2012).

The ESG filtering approach therefore is also ret#td to the second quadrant., while impact
investors will use ESG in their due diligence and gagalysis, but will go beyond risk

management and filtering by proactively and intentiignaeeking to foster new assets that
have impact creation at the core of their strategiccept. From the third quadrant it can be
seen thata clear intention to create measurable inpddferent from merely de-risking assets
by applying ESG filters. The field of impact invesdiis populated by different classes of
investors as shown in the figure below. Impactt firsvestors, those prepared to forgo an a
marginal unit of additional profit for a marginal upitimpact(often foundations, endowments)
and those who according to their mandate and fadyaiuties will focus on financial profit

first. Impact first, financial first investors witlot compromise on either.Integral investors are
also part of the impact and financial first segmensyAtematic analysis and further in depth
analysis on the various forms of impact investinigaficial first, impact first and layered

structures) as well as on the role of philanthrapyg ethical banks in nourishing the impact
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investing market and its reach can be found at d&sd Ventures® at
http://bridgesventures.com/\-content/uploads/2014/07/Investing-fionpac-Report.pdf
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Figure 2:

One important aspect often alluded when defining the demarcation line between im|
investing and Socially Responsible Investing (SRihie implementation of Theory of change
(ToC)impact investing is the approach seeking to geadrath an ec-social and financial retur
plus applying a fieory of Chang(ToC)3*Various players likeéhe European Investment Bar
GIIN and IRIS have required impact investiro do more tharapplying a triple bottom line
investment approaciWhileatriple purpose financial, sodiand environmental performancei:
key concept in impact investing to make it sustali@and to allow bigger, existing companie:
join investors should alsevaluate the Theory of Change (ToC) that a compgpjies in orde
to catalyze internal dynamics as well as the manmkethich it operates arseek to influence its
players. The GIIN ne website states that ,A theafrghange (also referred to ¢he Theory of
Value Creation or Logic Model) is an expressiortled sequence of cat-and-effect, actions or

%2 Bridges Ventures sedttp://www.bridgesfundmanagement.com/publicatioridffes-annual-
impact-report-2016-tacklingeciety-biggest-challenges/
3http://www.hfrp.org/evaluation/t-evaluation-exchange/issaeehive/evaluatic-
methodology/an-introductieto-theory-of-change
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occurrences by which organizational and financéglources are hypothesized to be converted
into the desired social and environmental resAlt§oC provides a conceptual road map for how
an organization expects to achieve its intendeciaghand is often displayed in a diagram. A ToC
can often be expressed as an if-then statementifygpg what the organization does and its

expected results.“34In this definition Impact Invegprovides a financial and a social return and
applies a ToC. It has recently been argued thah sud@oC provides a clear framework for

measuring, tracking and improving impatthe rationale of the ToC is to shift the focus on

successful implementation and proactive design hef tlesired social and environmental

outcome.Jackson 2013) depicts the connection datiores between the elements of impact
investing as follows:

Journal of Sustainable Finance and Investment

i
AN

Core components of the definition of an impact investment.

It is unclear at the current point in time how #lements of impact measurement and theory of
change could fit into portfolio theory. The apptica of ToC in a systematic way could help
define, measure and improve positive impact, thasudsing on implementation within the
invested asset while not restricting the investmanitverse, but rather help it grow in a new
direction. Even if investors have only the choicenf assets already traded on major exchanges,
a ToC would be able to map the dynamics of a compaheading toward the implementation of

3%https:/liris.thegiin.org/metric/4.0/0D6350
35 see for instancettp://www.hbs.edu/socialenterprise/Documents/Meaagimpact.pdf

10
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environmental and social policies or the UN Sustiai@ Development Goals (UN SDGSs). If the
intention is

Implementation of positive impacts through innowati governance and new business models,
new entrepreneurs and social entrepreneurshigustainable Development Goals could provide
a useful framework for setting the preliminaries $aitable theories of change. The UN appears
to acknowledge this role in its 2016 paper titlé@Aeory of Change” for the UN Development
System to Function “As a System” for Relevanceat8gic Positioning and Results, 36 the
introduction ofthe UN Sustainable Development Gela¢sefore can be seen as a game changing
event in re-directing investment and capital to rgpleé purpose (financial, social and
environmental) with emphasis on implementation tigifoapplication of a ToC., the pillars such
a ToC have already been defined by the 17 UN SDGs.

This article will draw from existing definitions dfusiness leading organizations like GIIN and
the UK Social Investment Task Force apply TheoryGifange for positive impactsas a
demarcation line to SRI and other concepts thaticethe investment universe.

Impact investments are investments made into com@palrganizations and funds with the
intention to generate social and environmental chpalongside a financial return 37 and
measureachievement of both 38 including the apjicaf a Theory of Chang&

The Impact Investing Market in Search of Enabling aad Supporting Structures:

There is little research on impact investing asteshen it comes to impact first and thematic intpac
investing. There is a more to find on responsilvlé sustainable investment (see Meta-analysis pedvid
by Clark, Feiner,Viehs, Selim, Kell, Gifford, Monkérai, Turhan 2014). Responsible and Sustainable
Investment is included in the impact investing digfin used here and also accepted by academiosuth
(Lehner, Brandstetter 2015).

$Summary Paper Version 1.0 26 January 2016 avaitble
https://www.un.org/ecosoc/sites/www.un.org.ecodles/files/en/qcpr/theory-of-change-summary-
paper.pdf

*"https://thegiin.org/impact-investing/

https://thegiin.org/assets/documents/GIIN _impactesting_guide.pdf

%GB Social Investment Taskforce availabétb://www.theimpactprogramme.org.uk/what-is-
impact-investment/

3%http://www.impactmanagementproject.com/letter/i/

11
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As documented by Barman (2015), the early discassatout establishing a market for impact investing
were very much focused on mobilizing investor detharhe goal was to link together distinct areas of
investment such as clean technology, microfinarmrel community development, under the general
umbrella of impact investing, and introduce basiominology and infrastructure that could steer the
conversation and attract investor interest (see Manitor Institute 2009). The previous history of
practices such as social entrepreneurship, vephiftanthropy, and socially responsible investinRIjS
had ensured that there were enough individualsoagdnizations predisposed to intuitively understand
and internalize the basic idea behind impact inngstn short, a suitable set of cognitive instrumsethat
determine how information about finance and invegts processed (Preda 2005, 149) was in place and
the initial efforts were quickly amplified into @mpact investing movement’ (Bugg-Levine 2016). The
creation of SSESs, an “expensive and long-term nidding venture,” (OECD 2014, 21) represents an
important aspect of this more general processsafudsive and institutional development.

Impact Investors use the following vehicles foriating impact investments. They set up
Private Equity or Venture Capital Fund, use Direstestment Strategies and to a lesser extent
they have been experimenting with Social Bonds @nekn Bonds. But the analysis from J.P.
Morgan Social Finance and the global Impact InmestNetwork (GIIN) shows that private
equity is by far the most commonly used tool fopaut investment.

J.P. Morgan Social Finance and the global Impactdting Network (GIIN) further examine and
explore Impact Investment dynamics in several palibns, such as in “Perspectives on
Progress: Impact Investor Survey” (see: https://wweasioninvestors.org/tools)

The report reveals the experiences, expectationsparceptions of 99 impact investors in 2012,
and their plans for 2013. Investors surveyed ferrport include fund managers, development
finance institutions, foundations, diversified fintéal institutions, and other investors with at
least USD 10 million committed to impact investmdRespondents also reported the instruments
that they use to make impact investments. Unsunglis most of the respondents used private
equity and private debt instruments — 83% use f@iveguity and 66% use private debt.
Interestingly, 44% of respondents use equity-likebtdstructures and 18% of respondents
reported using guarantees, higher numbers tharxpected.

Private equity is one investment approach withipast investing. It employs the traditional
private equity model that intends to generate fmadtve financial return for fund managers and
their investors. The private equity process is onevhich investors structure an investment
vehicle (private equity fund) to raise capital frarmajor institutional and individual investors
(such as pension funds, endowments and high nethwmdividuals), committing the

commingled capital into private businesses to edpand improve their operations, and

12
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ultimately, and usually after several years, td tedir stake in these businesses or to take them
public on a stock exchange in many cases as an IPO.

An important attribute of private equity is thatcén enable access to vast pools of financing
through global capital markets. By comparison, fogdsources such as government aid and
philanthropic finance are often limited (and unpc&ble) in low-income countries, and
represent only a fraction of what is potentiallyagable from the capital markets.Funding from
Development Finance Institutions (DFI) may be digant in scale and can play a catalytic role,
but is usually only available on the condition thaditional private equity and therefore raise
much more money than with crowd funding for ins&ano addition, it will impose much more
restrictions on impact investors and normally isifb to a proven track record, which may not
exist in the infancy stage in which many impactisivnent businesses find themselves.

For example, equity investment can be a more falearcapital base than debt for the many
businesses with potential impact that are testiegy business models to deliver products or
services to consumers who have inconsistent andinoames. “Some new business models
require significant customer education, which carcapital intensive and can take some time to
translate into revenues, which can make it chalfen¢p service a debt investment”, explained
Yasemin Saltuk of J.P. Morgan Social Finance. Irntage situations, particularly in frontier
markets or early stage businesses, portfolio coraparan face volatile cash flows, unpredictable
supply chains, poor infrastructure, or inefficieagulation. This can translate into volatile cash
flows for the businesses, making debt payments raelmy especially at high interest rates
(EMPEA 2015).

A systematic analysis and further in depth analgsisthe various forms of impact investing
(financial first, impact first and layered struatg) as well as on the role of philanthropy and
ethical banks in nourishing the impact investingketand its reach can be found at Bridges
Ventures  at http://bridgesventures.com/wp-content/uploads/202/4nvesting-for-Impact-

Report.pdf

Analysis of Needs and Open Issues in Impact Invesg

Attracting institutional capital remains a signéit constraint to the development of impact
investing. Although increasing in size and promoeim the past several years, private equity-
style impact investing remains a “niche” investmsinategy according to Bridges Ventures that
mainstream institutional investors do not typicallyclude in their portfolios. Attracting

institutional investors will require evidence tlitas possible to achieve both impact and financial

13
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returns, and education of investors about apprtgrapportunities in which to invest. For
instance, FIR Capital has raised awareness lodallBrazil by convening private wealth

managers, the Brazilian private equity associatigniyersities, pension funds and journalists,
with the support of the Brazilian private equitgasiation ABVCAP (EMPEA, ibid).

Another necessary milestone is the delivery of ewg@ that it is possible to achieve impact
alongside risk-adjusted financial returns.Develgpim comprehensive financial performance
database would help enormously to identify critisatcess factors and to develop customized
benchmarks. Many impact investments are first-geiear and therefore early in their respective
investment cycles. Impact Investors are workingetbgr and with partners to collect and analyse
data on exits in an attempt to quantify financiaturns and key impact metrics.(New

Philanthropic Capital, KLF, Cambridge AssociategalA PINEO, EMPEA).

Further relevant and robust metrics are neededdérabnstrate success in achieving social and
environmental impact. The idiosyncratic nature oifpact investing presents some specific
challenges with respect to the development of eetmcluding:

 Time Scale. Whereas financial returns to investemsl once the fund has exited the
investment, the social impact continues after geptohas been completed. Some projects
create impact throughout the life of the investmsanth as an insurance company, whereas
others such as housing or infrastructure delivgraich over the longer term but in many cases
only beginning in the final stage of the investmafital Capital thus suggests differentiating
immediate and long-term impact projects and meaguhiem differently.

» Differentiated value of outcomes versus outputdc@ues, such as poverty reduction, reflect
the ultimate impact objective of impact investmewtsile output measure metrics such as
units of housing constructed. Yet outcomes are rddfieult to measure; to the extent that it
is possible to determine a causal link betweenrra’di operations and the outcome, it is
expensive to do so. Attributing the outcome to di@alar investment in the firm is a further
challenge.

» Each company and product creates impact in its idvasyncratic way so generic indicators
make it impossible to capture the complexity of e impact. For example, one operational
metric for insurance companies is the speed athwdniclaim is paid, which is not relevant for
education where graduation rates would be a mgeoppate measure. Even for metrics that
appear on the surface to be comparable, varialnilitie methodology can create challenges.
For example, a simple count of the number of jalkated obscures whether those were local
workers or child labors offered at competitive wagéurther, cross-comparisons are
extremely difficult for certain units of value thaive an inherently subjective component
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such as valuing the life of one patient or the gadfi reducing one unit of fuel consumption.
To accommodate the wide range of metrics, IRIS dasloped a repository of over 400
metrics, recognizing that no single combination wé right for all organizations.This effort
by IRIS (as well as GIIRS) is helpful, but one aspon among the EMPEA Council
Members is to simplify the process and make it moractical by focusing on the key
“metrics that matter.”FIR Capital’s Marcus Reguaiaommends 4-5 indicators per industry
to provide a balance between comparability andloadrof indicators.

Finally, scale in private equity impact investirgghindered by a mismatch between investors’
preferences and realistic investment opportunitleB. Morgan Social Finance conducted a
survey of leading institutional impact investorsddound that absorptive capacity is a critical
bottleneck. It is not unusual for mainstream pemsionds, insurance companies, and asset
managers to consider investing in only those fuhds are of significant size (e.g. minimum of
US$500 million). Furthermore, many investors haveimum commitment sizes (e.g. they want
to commit more than US$100 million) and maximum evahip limits (e.g. they cannot represent
more than 20% of the fund’s interests). By way omparison, the average impact investing
private equity fund is US$7 million, and the averamderlying investment is US$2 million.

Another gap lies between investor preferencesHerstage of the business in which they would
like to invest and where the majority of impact estees are in the growth cycle. The J.P.
Morgan survey “Perspectives on Progress” reveatedwerwhelming focus on growth stage
businesses (78%), while only 51% indicated a foensventure capital. Eighteen percent of
respondents indicated an appetite in seed orgacapital.

Impact investments do not yet match the logic aiditional finance tools. Measuring the
potential social and environmental impact of inwestts in a generally accepted manner will
thus be a key component of research to be undertsikee impact investing explicitly seeks to
intentionally generate quantifiable social and ficial returns. The World Economic Forum
states in its report: “Although many exceptionssexine leading asset owners that are allocating
capital to impact investments today include develept finance institutions, family offices and
high-net-worth individuals. However, relative tchet sources of capital, these investors hold
only a small share of the global capital pool.” (WdoEconomic Forum 2013). Addressing the
factors that constrain other types of asset owfrera allocating capital to impact investments
therefore is an important topic for investigation.

The few researches undertaken in the field provesety evidence that overall performance of
mixed portfolios might profit because the expersshéow correlation of impact investments to
traditional markets reduces portfolio risk and eases sustainability (Schafer, H. Hertrich C.
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2015, Lehner, O, Brandstetter L., 2015). In additimmore and more investors demand ESG
(environmental, social and governance) criteriagaconsidered, mainly based on pressure from
stakeholders and regulators. Those demands haterddsvoluntary frameworks on a global
scale, creating global level playing fields for esmxial criteria and standards and are considered
by some authors to constitute “Global Administrathaw”(Mcintyre O. 2015).

Impact investments differ significantly from tradital investments through their hybrid goals
(Doherty, Haugh, and Lyon 2014; Lehner 2012).

The rare authors from the academic field dealinp Wnpact Assessment will normally use the
definition provided by the World EconomicForum, wainiis materially in line with the definition
of practitioners, “Impact Investing is generallydenstood in science as the proactive intention of
an investor to create a measurable positive saa@dlor environmental impact (in the following
referred to as eco-social impact) through investn@nfinance and to achieve (eco-) social
returns alongside with financial returns. Impacvdsting is an investment approach that
intentionally seeks to create both financial retamna positive social or environmental impact that
is actively measured “(World Economic Forum 201Bpactitioners have provided a lot more
disclosure on their “hybrid goals”.

It is important to stress, that impact investmenan investment approach and not an asset class.
It is a criterion by which investments are madeossrasset classes. Second, intentionality
matters. Investments that are motivatedby the fittlerto create a social or environmental good
are impact investments. Third, the outcomes of shjpavesting, including both the financial
return and the social and environmental impactaatevely measured (World Economic Forum
2013).

Addressing The Investment Gap

Increasing amounts of capital from investors arotivelworld are waiting to be invested with
social and environmental impaé!.

Why aren’t more market based solution models sgaliwhat can be learned from those that
have achieved scale? In the last paragraph thealpairriers to impact investing market
development have been outlined.

“OBj6rn Striwer, Roots of Impact,Increasing amourfitsapital from investors around the world
are waiting to be invested with social and envirental impact.
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FASE, the Financial Agency for Social entrepreseasiates that “Our experience shows that for
most investors today, impact investing still netxbe translated from a compelling concept into
a sound strategy"”.

Various players have addressed the investment mappact investing.The main reason given
isthat there are not enough investment — readytsased there in the marketplace, although
increasing amounts of capital from investors arotivel world are waiting to be invested with
social and environmental impact. FASE states ipiesentation that “Compared to the massive
investment opportunities in traditional financiasats — actual impact investing assets are still
small ($60bn). Why is this? It is not because @& ldick of available capital but of the lack of
investible target enterprises/organizatidhs.

At the same time capital does not flow to impasessin the size and amount necessary to create
change in alignment with the SDGs. Impact Alpha ohée main players in Impact Investing
has recently stated that “Indeed, the more one iditgs impact investing, the less capital is
actually directed toward potentially game-changegtors and the small and growing businesses
within emerging markets that are key to these staeonomic development. Instead of helping
to drive a new generation of small and medium-sg®alds and services providers integrated into
global supply chains, much of impact investmenteapp to be directed toward efforts to
ameliorate the status quo, not chand® it.

Another phenomena seems to be that smaller fumdisttesignificantly outperform larger funds,
which may reflect the difficulty of conducting exve due diligence on or sourcing of the many
investments required to allocate an entire large fio investment&®

Players from jurisdiction that have "a tradition impact investing*like the UK stress that a
supportive policy environment with practical inthiaes is a key success factor.

The question how to create a functioning impactkaiawith enough investment ready deals,
state of the art due diligence and enough camtabsorb it remains a top priority, if one wants

“IRoots of Impact,Increasing amounts of capital finmestors around the world are waiting to
be invested with social and environmental impact.

“’https://news.impactalpha.com/fellow-travelers-intgavesting-in-emerging-markets-is-
growing-but-not-fast-enough-part-ii-a7164a934f7f
“http://www.foreurope.eu/fileadmin/activities/WfE &onferences/Wachstum im Wandel 201
6/04 WiW _terBraakForstinger 2016 02 22.pdf

44 Daniel Scatter Investment Manadptp://seif.org/en/wp-content/uploads/2016/02/Seif-
congress-Broschuerel6-V5.pdf
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impact investing to deliver on its promise to be Key for resolving global challenges in a time
where the traditional levers of change, includingilgnthropy and government aid, are
insufficient to address the critical issues of ¢imme.” Therefore the market mechanisms to
translate a compelling concept into a sound masttategy populating both the field of impact
investors in search for assets as well sustair@titepreneurs in search for capital while making
sure the assets are investment-ready in a traditiomestment based approach, the rules of the
games are clear and met, traditional due diligescdone and potentially complemented by
additional layers and a liquid market place is lade

The following figure shows the scale up of impaoii responsible to philanthropic and presents
a different scheme of categorizing the various oohimpact investing. Whereas practitioners in
Impact Investing have described Impact Investingoasney from Responsible Investment to
Impact first Investment (see Figure 1 above) meaathatpositive impact ranks above return,the
few sources in academia describe the journey lgatlirough the responsible and sustainable
investment process pillars to visionary and phiespic. The journey described by Lehner &
Brandstetter (2015) adopting and adjusting the mpoevided by Bridges Ventures leads from
conventional risk /return driven investment througisponsible and sustainable investment to
visionary and philanthropic investment (see FigRj)re The journey is helpful in defining impact
assets that go beyond the SRI approach and credtenaasure impacts in line with the UN
SDGstheory of change.

> Fran Seegull, Chief Investment Officer of Impasisat in Forbes 2016
https://www.forbes.com/sites/devinthorpe/2016/0#ALBnpact-investing-a-solution-to-global-

problems/
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< The New Paradigm >
r Impact Investment :{

Traditional Philanthropy
Selection based Selection based
solely on financial solely on social and

risk/return spreads environmental
issues with implied
financial trade-off
_ Focus on impact
3 Focus on upside potential of ESG opportunities
= Focus on downside potential of ESG risks
Competitive returns

Figure 3 The spectrum of capiti
Source: Own description based on Nicklin 2012, Clara Barby, Bridges Venture

There is agreement between practice and scienoglthibat Impact Investment is a journey 1
is starting with responsible investment, then agd$G, leadership and culture (L&C) analy
and assessment for potential folio assets, providing ESG/L&C Gap Reports andueng
systematic ESG implementation, leadership and milttanagement throughout the assessr
investment and management process. A good sumniattyisoapproach one can find in t

AQAL Investment appach (see Figure
TRADITIONAL IMPACT
INVESTING INVESTING

INTEGRAL INVESTING

AQAL Capital’s Theta Model

Profit Metrics Integral Metrics Sustainability Metrics
Interior Exterior ESG, GIIRS, IRIS, SAM
e.g., ‘ o
o individual . =t
Traditional i1 Individual & '

Consciousness z Grameen Bank
(including ’Collectlve Gap

Morals & Analysis & LGT Venture
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Diligence

Wall Street Banks
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Diligence (DD) i
Financial & Legal DD Profit
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Figure 4 Impact Investment in practice: Mariana Bodzesamgual Capital Investmel
Approach
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According to Lehner & Brandstetter (2015) investstrsiggle to allocate capital towards the societme
because the above proposed performance measuremeétids do neither fully assess risks associated
with the generation of impact nor consider relatops and interdependencies between parameters of
risks and return. This becomes an aggravated probeen looking at a portfolio level, due to inebig
co-variances that remain unaccounted for (LehneBr&ndstetter 2015). Portfolio models can only be
applied in situations where risk and return meteios accurately measurable and comparable. Acagprdin
to the academic research undertaken so far, sosearahers find that “Unfortunately, such consistent
metrics are largely absent within the emergendfigd social finance” (Geobey, Westley, and Weber
2012). According to Lehner & Brandstetter (2015hé&fefore, since an optimized asset allocation is an
indispensable necessity for institutional investtiie expected market growth of impact investinty e
dampened as long as impact investments’ charaaterdo not match conventional portfolio tools.” ©n
question therefore is how can impact investmentatharistics meet conventional portfolio tools, or
alternatively the regulatory board of a stock exgeasets the rules for impact measurement based on
universally shared ToC drawn from the implementatid the UN SDGs and creates the market place
where such shares can be exchanged in a regulat@gemeliminating transaction costs and uncergsnti
of what impact measurement means transferring $le farm individual intermediaries with different
models to the regulator.Scientific researchers askedge that “Across sectors, there are already a
number of measurement systems in use, endorsedrlmys impact investing actors. Among them are the
Impact Reporting and Investment Standards (IRI®,Global Impact Investing Rating System (GIIRS)
and the B Impact Assessment powered by B Lab “(@a#aand Westley 2012; Jackson 2013).Those
standards can be used to inform the regulatiomyact definition and management even more so as for
now the UN SDGs can provide the underlying univiirsanework.

An open question therefore is whether a doublei@ugbrocess could help to resolve the
problemof investment ready assets and the investgemwhile impact investors are sitting on
piles of money to be invested in the market. Theddg defines a double auction Systems by
which listed securities are bought and sold throbgbkers on the securities exchanges, as
distinguished from the OTC market, where tradeshagotiated. Unlike the conventional auction
with orlsr5 auctioneer and many buyers, double auctiarkets consist of many sellers and many
buyers

Again, this requires the creation of “listed setes’".

46http://www. nasdag.com/investing/glossary/d/douhletimn-market
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Could the implementation of the UN SDG justify awrno market place? Would such a
marketplace help address the investment gap indhipeesting?

Financial analysis remains the same as for traditiassets. For the environmental and social due
diligence and governance or ESG due diligence autdcdraw from the existing eco-social
rating agencies (like oekom research) whereas itnpaasurement and ToCs implementation— a
new part of due diligence could be borrowed froternational networks occupied with impact
measurement like GIIRS, EIRIS, IRIS B Lab, GIIN.

The UN SDGs could potentially provide a useful feawork for a universal ToC.Going beyond a
clear systematic gap analysis report on ESG, im@iimg analysis onleadership and culture for
implementation of ToC requires thatall elements @& elements have to be defined in the
investment approach and investment policies ofiigact investor. In addition to these policy
requirements the element of application of extemalasurement criteria taken from GIIRS,
EIRIS, IRIS B Lab, GIIN based on a universally gthiToC as provided by the UN SDGs will
need to ensure that impact investors create ctigdiand external endorsement by stakeholders
and therefore legitimacy.Could the application ofteenal measurement criteria based on
SDGscreate a level playing field in measuring intpaSuch a level playing field could be a
necessary and required preliminary toa double andystem. At the moment there is a wealth of
impact measurement tools, techniques and critEoa.creation of a market place a universally
agreed ToC as provided by the UN SDGs could prokpful in creating a transparent double
auction market place. SSEs then could be regulatethe basis of such a universally shared
model may be a feasible way forward.The benefiisig the UNSDGs as the universal basis of
a ToC is that they are endorsed by 194 nation ssfgiete recently the US disengaged in the
implementation of UN SDG$)The criteria visionary in Figure 4 has to be ogeratlized by the
universally shared vision of the UN SD® order to avoid mission drift and be clear and
traceable. Otherwise visionary could in practicgt jmean that the investment complies with the
internal investment house policy without any exéérrstakeholder driven “assurance”,
endorsement or licence to operate and without ¢eel o be benchmarked against the UN SDGs
vision and Theory of Change.In alignment with tleéirdtion developed here, this articlenow will
consider visionary as — in implementation of theion 2030 of the UN SGDs. While
philantrophy has been playing an important roleseatting up impact investing, the global

4'see for instandstps://sustainabledevelopment.un.org/post201Sfoamingourworld
*Bhttp://sdg.iisd.org/commentary/policy-briefs/getfinp-to-speed-to-implement-the-sdgs-facing-
the-challenges/
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challenge is beyond the means of this investormEthin this way impact investing has to
become not only compatible with traditional investiy but be provided with the same set of
structural support in order to make it grow. Colicpbact investing therefore draw from the
advantages of double bind auction systems and d¢datdlag be seen as a role model for SSEs in
setting the right framework and putting the rigygtems in place for enabling and growing social
innovation, the way Nasdaq was promoting technicabvation.The question may be beyond
this paper, but as a start it is useful to look itite advantages of double blind auction systems
and analyse what can be learned from the so fatiegiSSESs.

The case for Social Stock Exchanges SSEs based lom meeds of market participants and
the proclaimed “investment gap”

Beforelooking into the prognosis of SSEs, it maybeful to set the stage by reviewing the key
arguments that have been put forward in suppdttasfe specialized funding platforms:

1. SSEs improve market access by connecting impacipanies with investors who are looking to
combine financial return with desired social or iemvmental outcomes. Given that businesses require
finance to grow and investors need information ahiowestable projects, SSEs directly address a
legitimate need from both points of view.

2. SSEs help democratize and popularize impactstinge by making it accessible to a wider set of
investors. This would result in more dispersed asi@, leading to higher liquidity, which in turrowld
attract additional investors (Hartzell 2007, 10%. émphasized by Kleissner (forthcoming), lack afess

to products and transaction platforms means thiatagoredited investors have thus far been cutroffif
impact investing.SSE would allow private and rei@ilestors to invest directly — provided the regjola

of the SSE is able to create the required trughénmarket. Likewise due to legal restrictions &md
investment policies of pension funds this groupinvestors has been excluded thus far form impact
investing due to the current lot size of impacteistinents.SSEs would help solve this problem as they
create a liquid market and also allow the bundtihgssets, creation of derivatives and could bowsket
capitalization —by reducing transaction and reseaasts. Indeed, according to Tomas Carruthers, the
CEO of SSX, making impact investing accessibledbjust specialist and professional investors,absi

to the wider public, constitutes the core reasog thie SSX was brought into being (All Street Reslear
2017, 15).

3. By aggregating data on impact companies andnaigg analyst coverage, SSEs reduce information
and transaction costs while being essential forattmirate valuation of the listed securities (Camjea
2010) and make capital markets work for societythélit an SSE, transaction costs are especially high
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for investors. For impact companies, strict listigd reporting requirements may introduce additiona
costs, but in return, they can benefit from listifigedback on what requirements to be met to become
listed, better accessibility and availability, leetinarketing and access to a wider investor base.

4. Being an SSE-listed company serves as a sequalfty, providing investors with confidence that
proper due diligence has been undertaken (News2@@%®). In other words, investors would look at SSEs
not merely as positive alternatives to conventioesthanges (Hartzell 2007, 15), but as tools for
identifying projects with the highest social or gnmmental impact.

5. Without a liquid marketplace, investors may leessively cautious, reducing the amount of capital
available to impact companies (Shahnaz et al. 2058). SSEs offer an exit route for early- stage
investors and make impact assets more attractiirevéstors in general.A liquid market place shaoalkb
allow a sustainability premium for IPOs that midig more visible than on a traditional market. heli
with portfolio theoryonly inan IPO situation or eenger the goodwill can be monetized. Soe it wowlh h
the current venture capitalists and private equitaestors to exist existing assets by placing tlena
liquid market, which creates room for new investiador this investment group. At the same the asset
currently bound in private equity and VC could plapel the SSE and therefore counter the argument of
“missing impact assets”.

6. SSEs introduce market discipline and encouraggpetition between impact companies. The securities
issued by the best performing firms would carryenpum, and conversely, inefficient companies would
be penalized by the market (Chhichhia 2014, 21).cBating a more transparent impact measurement
framework and mandating regular disclosure of @a\information, SSEs would thus allow for better
informed investment decisions (Shahnaz et al. 20348).

7. Just like conventional stock exchanges serveéngortant regulatory function, SSEs would help
establish the currently underdeveloped regulat@yéwork for social finance (Dadush 2015).

8. By making impact investing more accessible aogutar, SSEs would increase investment for
sustainable development, both in developed andi@ging countries.If tied to the UN SDGs the cargyin
vision and impact could be huge. It has been sugddbat SSEs may emerge as an important charmel fo
directing future flows of international developmdintince (Campanale 2010; Chhichhia 2014). Indded,
impact investing reached just half of the optingi&fiSD 1 trillion market size predicted by 2020wiuld

still surpass current Official Development Assis@aifODA) by a factor of four (Dadush 2015, 144).

9. SSEs would help protect the mission of thedistempanies by connecting them with investors whose
values and objectives are aligned with their owncdkding to Shahnaz et al. (2014, 155- 156), many
impact companies are deterred from traditional ergles due to fears of conceding control to investor
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who may be indifferent to the social or environnaémurpose of their business. SSEs would help avoid
this problem by connecting companies with investans understand impact investing and are lessylikel
to demand excessive focus on financial profit.

10. To bring any new institution into being regsireonsiderable organized effort, both discursivé an
material, that must be sustained for extended gerad time. As explained by Preda (2005, 149), the
“discourses about investing establish how investraetivities are conceptualized and representedlewh
material arrangements “determine the settings ofestment activities, the quality of financial
information, and shape the interaction modes oéstars,” and by extension, of other actors involired
the investment process. The social constructiompfct investing and SSEs represents a specialofase
what this might entail in practice.

11. As documented by Barman (2015), the early disions about establishing a market for impact
investing were very much focused on mobilizing stee demand. The goal was to link together distinct
areas of investment such as clean technology, fimeartce, and community development, under the
general umbrella of impact investing, and introdbesic terminology and infrastructure that couleest
the conversation and attract investor interest ésge Monitor Institute 2009). The previous histafy
practices such as social entrepreneurship, veptitenthropy, and socially responsible investin®RI}S
had ensured that there were enough individualsoagdnizations predisposed to intuitively understand
and internalize the basic idea behind impact inngstn short, a suitable set of cognitive instrumsethat
determine how information about finance and invegsis processed (Preda 2005, 149) was in place and
the initial efforts were quickly amplified into aimpact investing movement’ (Bugg-Levine 2016). §hi
impact investing movement can now be merged wighUh SDG vision for 2030.The creation of SSEs,
constitutes an “expensive and long-term marketdingl venture,” (OECD 2014, 21), but also represents
an important aspect of this more general procesSDS implementation and institutional development.

12. From the very beginning, a defining featurangbact investing has been what Dadush (2015, 173)
refers to as ‘blueprinting’ — the use of templdtesn conventional finance to create social andanable
finance. This becomes evident when one juxtaposese skey terminology from both fields: regular
investing becomes impact investing, instead of eatisnal bonds there are social impact bonds, adste
of traditional banks — ethical and sustainable bamstead of credit risk ratings — social impaxings,
return on investment (ROI) becomes social returnimrestment (SROI), and conventional stock
exchanges are re-conceptualized as SSEs. Accotdirmgadush, this systematic imitation has been
strategically important to attract a wide rangeirdividuals and institutions by communicating the
message that, at the end of the day, impact imgess nothing and now can provide helpful to
mainstream impact investing using special SSE exggm SSESs are not something altogether alien or out
of the ordinary. These attempts to legitimize angybarize impact investing bear a similarity witbwn

24



E-Leader Berlin 2017

investing as such, during the first globalizatioawe, was conceptualized and promoted as a natural
human activity that should be made accessible tryene (see Preda 2005). Obviously, the current
context is very different and the comparison shawtibe taken literally, but it does help underdttre
underlying dynamics.

13. Finally it can be argued that SSEs help théosdo transition into a more regulated capital kear
regulated by the SSE board which can help avoigionsdrift, focus attention on UN SDGs and thelp
their implementation while eliminating market ifneféncies. As markets constitutea double blindoacti
process and set a clear universal framework of@atiens.

A Critical Perspective to SSEs

More generally, the emergence and subsequent geweltt of impact investing has been characterized
by a deep interest in the quantification and mesdslity of outcomes to allow for performance-based
accountability, while harnessing the ‘inherentwés of the market’ to organize and guide the fiivanof
impact-driven entrepreneurship. At the same tinmsydver, there is no universal agreement on whether
impact investing, and social finance in generah, lsa seamlessly integrated with dominant structanes
ideology, or whether they might develop into a maredamental critique of traditional financial and
economic ideas (see Lehner 2016a). A full constamraof this issue is beyond the scope of this pape
Suffice it to say that the hybrid character of abfinance allows this phenomenon to be concetedlas

a positive redefinition of conventional finance,tlalso as a potentially problematic applicationaof
particular politico- economic way of thinking ingltontext of sustainable development and the nofitpr
economy, making it an extension of some key iddold@nd economic trends of the past few decades, i
particular market-fundamentalism and financializati

With regard to the structural genesis of sociahfice, including the opportunities and limitationsailed

in SSEs, Glanzel et al. (2013) propose four posgbénarios. First, the Social Investment scenarithe
‘social innovation boom’, characterized by largduwnoes of private investment and the emergence of a
broad spectrum of financial instruments and acfoinés would eventually include fully developed SSEs
successfully operating in the context of sophistidaregulatory and institutional standards. Secdtmel,
Garage Lab scenario in which the supply of financelld exceed the demand, leading to a scattered
ecosystem with few scalable projects and the coatlimportance of more traditional forms of funding
Third, the Commercialization scenario where denfandinance would be relatively high, but it woube

met with a restricted supply focused on profitdblge scale projects. In such a scenario, thealo®SEs
may be commercially significant, although the profnotive would dominate over social and
environmental objectives, leaving many high-impadotit commercially unattractive initiatives
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underfunded. And fourth, the Wasteland scenariorejhepart from occasional deals and success stories
the field as a whole would remain underdeveloped marginal, while the majority of social purpose
organizations would continue to be dependent ofigpabpport and traditional philanthropy.

Figure 1 provides an overview of the landscape ofaichgntrepreneurship and finance, structured around
income models and finance instruments most applicaldfferent sectors of economic activity. Detailed
descriptions of the four quadrants can be found imz&let al. (2013, 61-62). Here, it is importanhiie

that the concept of SSEs is not universally applecalross all four quadrants. For example, organization
leaning towards Quadrant 1 and especially Quadréwatv2 limited ability to cover their costs from earned
income alone, even though their social or environaldntpact may be considerable. In other words, many
of these organizations rarely generate positive i@rreturns, making them dependent on favorabte ta
laws, private donations, or public subsidies, and thiatively less attractive to impact investors, most of
whom are, at minimum, looking to recover at least timdiial investment (GIIN 2016a).

uadrant | Quadrant IV
Q Income models
(Quasi-)Markets
Fair Traide
| Regional devetopment
Health
Wk integraiion
Education/Empowerment Education and care
Renewable Encrgy
Youth services
Finance instruments Culture and recreation
Ne financial return Business and professional Full market return
associstions = Environment protection
lMembership fees and preservation
Religion

Development

Phiianthrg pic r_.rO!’?\OTE on
and housing

Internatonal Local communities

Lawi, advoracy and politics ‘

Social services [mat many cases in this lower Fight area, because

public funding does not allow for full markst returns)

(Public) Grarts/

Quadrant || | {Private) Donations Quadrant lil

Figure 5: The landscape of social entrepreneurstnigd finance (Source: Glanzel et al. 2014)

The most likely candidates for SSEs can be foun@Quadrants Ill and especially IV. Although services
like environmental conservation, education, housorgenergy are often supported by the state, aad a
not necessarily better organized on a commercishmany activities in Quadrants Il and IV doadhxe
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opportunities for combining positive financial reta with an environmental or social mission. Howeve
as mentioned above, such opportunities do notseaigioss the whole spectrum covered by Figurerl. Fo
this reason, Glanzel et al. (2014, 63) call foradabced mix of funding mechanisms, and note that
although SSEs may prove useful for financing certgpes of initiatives, they also have their limits
especially when it comes to activities where suededglifficult to define and measure. These cavasds
highly relevant in the context of analyzing thecdisrse and activities driving the structural depetent

of impact investing, especially as they relate te broader economic and political issues mentioned
above.

Are SSEs the Right Place to address the Investorma@ Investees needs? What can be
learned from existing SSEs?

Hartzell (2007, 4) asserted in 2007 that “the disfalment of an ethical exchange is an idea whawse ti
has come.” This conclusion was subsequently echpédicholls & Pharoah (2008, 28).

The concept of SSEs has grown out of a gradualwemde of four distinct phenomena. First, there are
the ideas and practices of corporate social redipibitys(CSR) (Lee 2008; Schmitz & Schrader 2018jla
social entrepreneurship (Leadbeater 1997; Poon)2@bih with histories of at least several decades.
Second, there are approaches to investment thdtigerfinancial objectives with social and 2004),ISR
(Sparkes & Cowton 2004; Wallis & Klein 2015),Shaktalues — how to reinvent capitalism and unlash a
wave of innovation and growth (M.Porter and MKra(26d1)) and more recently impact investing
(Bugg-Levine & Emerson 2011; WEF 2013; Daggers &chdils 2016). Third, there is the
reconceptualization of philanthropy over the pamiptie of decades, characterized by the emergence of
‘venture philanthropy’ (Letts et al. 1997; Alter &t 2001; Grossman et al. 2013; Bishop & Greerb201
John & Emerson 2015). And finally, there is the e@gigdread concern for sustainable development (Lélé
1991; Redclift 2005; UN 2015).

Looking into the history there appears to be arahesed for a transparent, clearly regulated maltkegp

for impact investing serving the UN SDG goals.Ttés be derived from what the sector has achieved
thus far without the help of market infrastructassistance. Up to now we see one functioning raldain

for investors SSEs— the SSX. So what is SSX doiffgrdntly from other players.?The idea of issuing
shares for a social or environmental mission coimes the non-profit sector and still is alive —eillin a
grow linearly mode.

Companies with a social or environmental missiovehiaeen issuing shares for several decades. In 1984
the UK-based fair trade company Traidcraft madefifs¢ ever public issuance by an ethical business,
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raising £0.3 million. Over the next couple of deemdmany other mission- oriented companies in tke U
followed. Of course, none of these businesses aufféineir shares through a dedicated SSE as no such
platform existed. Unless the company was liste@d oagular stock exchange, there was also no segonda
trading, apart from a few exceptions in which snaadtl relatively inactive ‘matched bargain’ markets
were operated either by the brokerage firm Brewatpbin or Triodos Bank. In the early to mid-2000s,

the midst of an increasing number of ethical isseanTriodos considered opening a single publidketar
called Ethex, but the idea failed to materializestéad, shares of ethical companies kept tradigidin a
matching service provided by Brewin Dolphin (Halt2807, 12). Ethex was eventually opened in 2012,
and continues to operate as_a non-profit onlineigemnwith secondary trading for some securities,

although the platform is not a regulated stock erge (Ethex 2017). This case provides a useful mode
for understanding that social stock exchanges easilfle with the will of philanthropy for a limited
segment offering limited services and certainly going as far as being regulated like a traditistatk
exchange. A parallel development in the seconddfalie 1990s was the discussion on the possilafity
creating an exchange-type funding platform for poofit organizations or an index of social entesps

to flag investment opportunities for socially respible investors (Nicholls & Pharoah 2008, 28).
According to Emerson & Wachowicz (2000, 186), thas=as were first raised in a publication titled
“Grants, Debt and Equity: The Nonprofit Capital Metr and Its Malcontents” (Emerson 1996). By the
early 2000s, combined with the popularization dfigloentrepreneurship and venture philanthropyhen t
one hand, and the growing discourse on the impcetaf measurable outcomes and accountability in the
non-profit sector on the other, the idea of SSEa a&y to connect mission-oriented organizatiornts wi
potential investors began gaining some tractiohar&imark event took place in 2003 when Sao Paulo’'s
stock exchange BOVESPA launched the world's fissicial stock exchange’ — a project proposed by
Celso Grecco and his CSR-focused marketing firntuste Social Marketing (Newsweek, 2008).

The idea behind this platform was to use BOVESPAfsastructure and expertise to connect ethical
investors with carefully screened social purposgegts in Brazil that benefitted children and yoirth
areas of health, literacy, citizenship, educatimaining, culture, psychosocial care, and enviromme
(Zandee 2004). Importantly, the system involvedtramsfer of ownership or secondary trading — the
return on investment was purely social, makingekehange more of a crowd-donation platform, albeit
with specific listing and reporting requirementslas of early 2017, the platform continues to ojgcas
the Socio-Environmental Investment Exchange (BVSADm BOVESPA's point of view, the project
served an important marketing function, as the argk was looking to improve its public image, expla
the operations of a stock exchange to the geneitaicp and thereby attract more people to invest an
trade in conventional securities (Zandee 2004).

The BOVESPA SSE, with a stamp of approval from UBBESand the UN Global Compact, attracted
interest not just from other countries in the reghut from around the world. In June 2006, a simila
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project was launched in South Africa — the Southicdh Social Investment Exchange (SASIX) (see CSR
2006; BSA 2006; and Chichhia 2014, 5-9 for an owavy. However, despite the initial plan of
developing SASIX into the world’s first fully indepdent SSE (Fury 2010), as of 2017, the platform no
longer exists.

Also in the mid-2000s, inspired by these early expents, a model for a globally standardized social
investment market was being developed by a think talled GEXSI — the Global Exchange for Social
Investment?As discussed by Hartigan (2006), this attempt wa$ with the difficulty of establishing
universally accepted performance criteria for tistatities as well as an appropriate accreditgiifocess

to generate deal flow. As part of the GEXSI initiaf SSEs were being considered in a number of
countries in Europe, Africa, Latin America, and &ASGEXSI 2017). Theidea was to create a global
network of platforms focused on funding early-stpgejects to help them scale, and thereby make them
more attractive to other forms of financing. Howeuwhe demand was not sufficient for any of these
initiatives to become fully realized (Fury 2010)eFé might be serveral reasons why GEXSI did ndesca
as anticipated. First of all, it was a charity fiain and therefore attracted a different kind afvéstor”.
GEXSI grew out of a panel discussion on socialegmgneurship at the WEF in Davos, Switzerland in
2002. Investors who were ready and willing to suppueorthy charities expressed frustration at the
difficulty of evaluating charitable projects. Whilbese investors were not looking for a financelrn,
they did want to maximize the social benefits gatest by their investment. Toward this end, theyte@dn

to analyze charitable organizations as rigorouslyhey assessed for-profit companiesplatform was
only serving the primary market.Therefore GEXSI banseen more as a complementary stock exchange
for not for profit organizations , helping to focas making charity organizations investment readyels

as help to organize and work on the investmentinead of not for profit special interest projedie|
biodiversity conservationbut is currently not abdeattract capital from traditional investors asfinst
place charities need to get investment-ready iera qualify for listing?

Meanwhile in the UK, the topic of SSEs was beingvaty discussed in reports issued by the Social
Investment Taskforce (see Chhichhia 2014, 3-5) atnevents such as the 2006 Skoll Forum (Hartzell
2007, 12; cf. Wheeler 2006). These discussions fadi@mved by the publication of a report by the New
Economics Foundation titled Developing a Social igCapital Market which, among other things,

discussed the main fundraising obstacles of soeigerprises and offered recommendations for
developing a more effective market for both primfanyding and secondary trading — “essentially aaoc

stock exchange that's fit for the needs of the ®&¢NEF 2006, 6). The report emphasized the need,

49Seehttp://gexsi.org
S0see socialfunds aittp:// www.socialfunds.com/news/print.cqi?sfArtile784and GlZ

athttps://www.qgiz.de/de/downloads/giz2015-0058dt-niminig-private-financing-
biodiversity.pdf
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possibly in partnership with existing exchanges artdrmediaries, to establish a common information
point, transparent reporting standards, an acetadit process, a network of supportive roles such a
social auditors and advisers, and rules and ragofatto minimize the threats of speculation and
commercialization.

Whereas both the BOVESPA SSE and SASIX were ordeptanarily toward mobilizing funds for non-
profit organizations, the discussion in the UK wmagsch more focused on companies that combined for-
profit activities with a social or environmentalgsion. This is clearly evident in the landmark jdtlon

by Hartzell (2007), ownership structure (cf. Aggedwa& Dahiya 2006), daily running of SSEs, the
complexities of price determination, and the needd¢velop methods for evaluating the social and
environmental performance of the listed firms B&rman 2015) andthe subsequent development of
impact measurement tools such as IRIS and GIIR8)the key success factors of such an SSE
marketplace.TheLondon SSX therefore details itsimisas follows: Our mission is to create an effitj
universally accessible buyers’ and sellers’ pubirketplace where investors and businesses oizall s
can aim to achieve greater impact either througitalaallocation or capital raising.

Through a unique partnership with regulated investnexchange NEX, the Social Stock Exchange is the
only venue of its kind in the world to give impdmisinesses of all sizes the opportunity to accabig
financial markets, thus maximising their capitasirag and growth potential. So the intention isaclét is

a double blind auction system, designed for buse®snd investors seeking to create impact through
their core business activity or through investmedtd is for profit. It is regulated. So the regtdrs is
responsible when listing the asset, that the @iteithe Social Stock Exchange with regard to foials

and impact have been mgt.

In February 2009, a conference initiated by Grézed — a South African trust that in 2006 had |éeac
SASIX — met in Bellagio, Italy. The goal was todaiss the possibility of creating a global coordimat
body for SSEs — a Global Social Investment Exchd@d X), similar in its structure and functionsthe
World Federation of Exchanges (Alliance 2009). Alibh no such organization emerged, with support
from the Rockefeller Foundation and various faroiffices, the idea of SSEs continued to be explaned

a number of countries (Campanale 2010).

In addition to SSX there are a number of addifi@naallerinitiativesto be mentioned, which are tifeus

to small to be evaluated in a meaningful mannes. Kenya Social Investment Exchange (KSIX) (see
Alliance 2010; Butunyi 2011) and the Portuguesei&@dgtock Exchange(BVS) (see Costa & Carvalho
2012; Bernardino & Santos 2015; Bernardino et@L52 also Galina et al. 2013.

There have also been reports of planned SSEs im&wgt, India, Singapore, New Zealand, Colombia,

Sttp://socialstockexchange.com/about-ssx/what-we-do
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Thailand, and the US (see Newsweek 2008; Heinetkal. 2011, 56; RGB 2011; Abraham 2013;

Socialab 2013; Chhichhia 2014; Shahnaz et al. 204¥pn 2014), but none of these seem to have mgotte
52

much further from the drawing board.

Another SSE that is regulated and seems to takspepd is NeXii. In 2011, a South African social
enterprise advisory firm NeXii, in collaborationttvithe Stock Exchange of Mauritius (SEM), received
regulatory approval to open the world’s first st@ichange dedicated entirely to impact investiaded
Impact Exchange (IX) (Field 2012; Shahnaz et al42052). Also in 2011, a private placement platfor
Impact Partners was launched in Singapore by thEadminvestment Exchange Asia (l1X) to connect
social entrepreneurs and impact investors in thia Racific region. In 2013, NeXii and IIX agreed to
collaborate and subsequently merged their effortse¢ate a fully regulated SSE under SEM — thelllX (
2013; Shahnaz et al. 2014, 152; OECD 2015, 30jluime the same year, the Social Stock Exchange
(SSX) opened in London, initially as a platform dggregate information on publicly listed impact
companies but with a clear aspiration to becomellgfledged SSE regulated by the Financial Conduct
Authority (FCA) in the future (Shahnaz et al. 20182). Later in the year, a private placement ptatf
called the Social Venture Connexion (SVX) openedCanada, allowing accredited impact investors to
connect with local mission- oriented companies @pence & Sinopoli 2013; SVX 2013; and Ritchie &
Emes 2014 for an overview)Backed by the Ontario government, this initiatives originally proposed
as early as 2007 (Floyd 2013) and has subsequexgbnded to Mexico (Spence 2014).

Conditions and criteria for successful growth

The successful scaling up of SSEs — understoodotis simary and secondary trading platforms for

52A conceptually related development in the late 2008s the launch of the Sustainable Stock Exchanges
Initiative by the UN (seéttp://www.sseinitiative.org a learning platform to encourage the integratibn
environmental, social and governance (ESG) corddiges into the rules and procedures of conventiona
stock exchanges. A full consideration of this tapibeyond the scope of this paper. Suffice itapthat,
theoretically, just like the majority of existingrhs could over time become ‘socially responsilaied

‘green’, traditional stock exchanges could evohi® isocial and sustainable’ stock exchanges by
introducing strict listing and reporting requirentereffectively encouraging the inclusion of only

‘positive impact’ companies, although such a sderiarunlikely

>3petween 2009 and 2016, including three that coattnolbe developed — IX, SSX, and SVX — can be
found in Mendell & Barbosa (2013), Shahnaz et2014), and Dadush (2015).

Although there is currently no visibly active S$Ble US, there is an organization called the $ocia
Impact Exchange, “dedicated to building a capitatketplace that scales proven solutions,” that has
developed the Social Impact 100 (S&I 100), an ingeligh-performing US non-profits (see
http://www.si100.0ry [
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securities issued by impact companies— is deperatenat number of enabling conditions and contextual
factors. To begin with, there needs to a broad gin@onsensus among various stakeholders that S8Es a
both necessary and effective in addressing thenesads of impact companies and investors. Whettier t
will translate into successful scaling dependshtmndegree of ecosystem synergies and patient fadlanc
and political support.

A fully operational SSE would need to perform aietgrof functions, such as bring new issues to miark
support impact companies in finding and securiagt-stp finance, attract new investors, provideniraj

to companies in regulatory and compliance issus ganerate liquidity, thus offering the opportyriar
investors to disinvest. Performing all these fumsi requires that SSEs themselves are sufficiently
funded. As discussed by Hartzell (2007, 24-25), $SEould ultimately be capable of financing
themselves through membership and brokerage feesyel as various professional and marketing
services that they could offer to both businessekiavestors. In short, an important condition fioe
success of SSEs is their financial self-sufficieaoyl be able to charge market rafés:. their services
(Nicholls & Pharoah 2008, 29).

An important decision in setting up an SSE is whetb establish it as a freestanding structuresqraat

of an existing stock exchange. This decision may twt to have implications for avoiding certainetits
and challenges later down the road, although bthnatives have their immediate advantages and
downsides. Connecting the SSE to an existing exghdms the benefit of allowing access to its
infrastructure and technology, thus reducing cast$ accelerating the initial setup. So far, this baen

the approach taken by most SSEs. However, suctategy may be discouraging to companies that are
worried about risks associated with conventionatlstmarkets. Given that the culture and governarice
traditional stock exchanges may not be acceptab#g teast some impact companies and their ethicall
driven investors (Hartzell 2007, 7), an SSE thatdsnected to an existing exchange should opesate a
separate board with its own listing and reportieguirements (Shahnaz et al. 2014, 157-159).

*‘Before SSX became operative, Mendell & Barbosagp@bmpares six SSEs that existed in the early
2010s and identifies the key barriers and challetigetheir future development, such as the protdém
transfers of ownership, lack of appropriate legigtaand institutional frameworks, low deal flowdan
liquidity, and the need to develop a more diveeten§financial products to serve the varying neafds
different impact companies. Shahnaz et al. (20t@yige a more general introduction to social and
environmental exchanges, including the regulattatus and operational mechanics of those thatezkist
in the early 2010s. Dadush (2015) takes a moriearépproach, focusing on the regulatory risks and
challenges associated with SSEs which she idemtifie¢transnational rulemaking laboratories foliaoc
finance’. After reviewing the governance of threestng SSEs — IX, SSX, and SVX — Dadush argues
that none of these impose adequate requirements iivbemes to protecting the interests of not only
investors and investees, but also the ultimateflmages of impact investing, i.e. the affected
communities. The authors are unaware of any sulkesé@apers dedicated entirely to the topic of SSEs.
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Setting appropriate eligibility and reporting crite and the governance of SSEs in general, are
themselves essential determinants of their sucGasmretically, SSEs could be instrumental in éngpa
sophisticated, transparent, and widely applicabipaict measurement and reporting framework for
mission-oriented businesses, perhaps with thetassis and continued monitoring of dedicated rating
agencies (Egan 2011). Becoming listed on an SSHdwequire going through a highly customized due
diligence process, while staying listed would baditional on regular standardized reporting on heil

the company is serving its social or environment@sion. These mechanisms are of key importance in
determining the attractiveness of SSEs to both a@ngampanies and investors (Campanale 2010).
Similarly, rules must be in place to coordinatelitng, settlement, clearance, and other key opé&mstio

One of the most decisive factors in determining ltrey-term success of SSEs is their ability toaattr
new issuances. This is at least partly a functfdhetypes of securities handled by the exchangenere
diverse set of securities would attract a largesugr of companies with different financing needs.
Similarly, the less the SSE limits itself to panter areas (e.g. renewable energy, healthcarejrmuetc.)

the broader the spectrum of potential issuers,ngam bigger deal flow. At the same time, some actp
companies may be discouraged to list on SSEs. kamgle, they may see engaging with a liquid
marketplace as an encouragement to their investodisinvest, or it may seem to them too costly,
especially if the company is not planning to maldditonal issues in the future. Founders and
management may also fear losing control of themmany, or the excessive pressure to become more
profitable (Hartzell 2007, 26).

It is interesting to note that a widely acknowledigdnallenge among impact investing practitionerthés
alleged lack of investment-ready projects and conigza(Bertelsmann Stiftung 2016; FASE 2016; GIIN
2016a). This points to a need for capacity-buildasgistance for social and green entrepreneurs. For
example, SSEs could provide services that encoutegereation of new impact companies and raise the
professional capacity of existing ones, thus insireathe number of potential issuers. This wouldude
training and support for meeting the strict listiagd reporting requirements, a feature of SSEs that
demands considerable commitment and resources dampanies. As pointed out by Shahnaz et al.
(2014, 156), operating a fully regulated SSE estéditriking a balance between the benefits to the
investors of access to complete information andctiteesponding costs to social entreprises of giogi
rigorous disclosure.”

The flipside of a critical mass of issuers is tkendnd from investors. As mentioned above, the themd
seems to be positive and thus supportive of thedugrowth of SSEs. The option of secondary trading
also likely to attract additional investors. Whetliee demand for impact assets is sustained omer ti
depends not only on the success of impact compabigsalso the motivations and characteristics of
impact investors. Here, Goédker & Mertins (2015)o0f& useful discussion, pointing out that reseasche
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do not yet have a good enough understanding of diings impact decisions, although it seems to be a
mix of personal values, identity, and political esriation on the one hand, and expectations regardin
return, principles of diversification, and the wddanternalized heuristics about investing on thigeo. A
noteworthy recent development with regard to inmestehavior is the emergence of ‘100% impact’
investors who have committed their whole portfabdmpact assets (Toniic 2016). A growing number of
such investors could certainly have a considerafiéet on the future development of SSEs.

A defining feature of most organizations in thddgeof social entrepreneurship and finance is loytyri-
trying to combine the goals, principles and methofdbusiness with those traditionally associatethwi
the non-profit sector (Birkholz 2015). In many wagSEs represent a perfect case study of what this
might entail in practice. The growth of SSEs isréifiere also dependent on how well these institstion
combine ideas and practices that may sometime#flmild to reconcile (see Hartigan 2006). If SStag

in maintaining the delicate balance between th@males of ‘profit’ and ‘impact’, they may risk
alienating certain investors and companies whotieeaparticipation may be essential for the longrte
success of SSEs. In other words, ‘success’ may mifanent things for different stakeholders.Theref

a universal underlying framework as provided byt SDGs is helpful in defining success in a manner
that is not arbirtrary. As emphasized by DadusHL $20merely quantitative measures (e.g. deal flow),
although important, may not be sufficient to asgbessoverall performance of SSEs, as many investors
and investees may give equal weight to missiomal@nt, ethical integrity, and whether the SSE fitsel
ran as a social enterprise which all are expressibheir ToC. Here, healthy competition betwe&ES
would help ensure that both investors and busigeBage the option to choose a platform that is best
aligned with their values and purposes.

And finally, effective regulation is another keyteleninant of the long-term success of SSEs andikoci
finance in general (see Addis 2015). On the one@l h88Es are embedded in existing judicial framework
and must therefore abide by the rules and reguktioat apply to the legal form that a particul8EShas
taken. On the other hand, they are innovative @iat$ that have considerable self-regulatory leeway.
many ways, SSEs currently under development willtlse regulatory standard for years to come. And
since these platforms bring together a variety a@ibrd and organizations, this may have far-reaching
implications not just for SSEs, but for the so@aterprise and impact investing sectors more byo#d
pointed out by Dadush (2015), merely ‘blueprintingjie regulatory model of conventional stock
exchanges may prove to be highly problematic andnpially even undermine the fundamental purpose
of SSEs.

Threats and challenges
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A more critical interpretation would see the emearge of SSEs as the result of applying a particular
politico-economic way of thinking in areas that bawvaditionally been associated with philanthropic
giving and the activities of non-profit organizatgy often within the context of considerable state
presence; and as a symptom of financializatione—gitowing role of financial motives, actors, masket
and institutions in the operations of the economy society at large (Epstein 2005, 4; see also Tdrim
2016; Dowling 2017). According to this interpretatj social purpose organizations are increasingly
subjugated to the financial logic of the market lehpositive impact’ is turned into a commodified
investment opportunity; from a financing point akew, marketable solutions become preferred over
alternatives for which it is difficult to presentpaofitable business case (Dadush 2015, 152-154Fhef
Economist 2006).For many philantropists howeves thay be a desired development, as it allows tlem t
use a philantopic coin many times. At the momeatgtant scheme is set up in a way, that a coirbean
only spent once. When spent it is gone and it isemuperated to be used again. So the grant sctieese
not allow for an informed financial decision wheeebest spent the philanthropic coin. This is where
can be recouped after a certain time which mak¢egi®© more transparent and accountable for their
success and prevents the waste of grant moneygreme and not for profit scheme has been described
asnan dictator game in behavioural economiics.

Another argument is the shift from traditional ghithropy to philanthro-capitalism (Bishop & Green
2015) may be ultimately followed by a shift from ilghthro-capitalism to ‘quarterly philanthro-
capitalism’ where entrepreneurial activity and ngeral decision-making become increasingly affected
by the dictates of investors and social financétirtgons, including SSEs. This shift is driven tine often
unshakable belief that the ‘forces of the markettl(ding the financial market) can be successfully
harnessed to tackle almost any social or envirotahgagroblem. Although this is certainly true in a
number of areas, market fundamentalism combineld thi¢ mentality and methods borrowed from the
world of finance may also lead to some negativesequences (see Jacobs & Mazzucato 2016) — in this
sense, the ‘impact economy’ (Martin 2016) is ndeddnt from the rest of the economy. These potitia
negative consequences represent legitimate thie&@SEs and avoiding them is a key challenge in the
future development of these platforms, as welloasas entrepreneurship and impact investing in gane

For example, just like traditional venture capitaloften tempted to make speculative gains throaigh
quick exit on a stock exchange (Lazonick & Mazzaca012, 13-15), assuming that the demand for
impact assets continues to grow (see GIIN 2016baforoverview of recent market trends), venture
philanthropists and other early-stage investors rbagome increasingly inclined to float impact
companies on SSEs in ways that primarily benesidiers. Strict regulation will be required togethdth
regulating market access to create the respectivergance and prevent insider trading. And sintibar

*http://excen.gsu.edu/center/media/Razzolini.pdf
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conventional stock exchanges, regular reportingath financial and impact data within the contekt o
highly liquid secondary markets will inevitably ate short-term pressures to meet the expectatibns o
investors, analysts, and rating agencies, possiblthe expense of long-term goals and planning. As
discussed above, such a system has a number oftanpstrengths and benefits. It can create presgor
commercialize, rivalry between ownership and cdntrission drift, and a variety of conflicts of amest,
including those involved in underwriting and mark&iking (see Ellis et al. 2000; Aggrawal 2002).

The degree to which these threats translate irtteabpractice depends on, first, whether there bélla
‘social innovation boom’ (Glanzel et al. 2013),de®y to a critical mass of profitable impact comigan
and second, the evolution of the rules and reguiatthat are going to govern the operations of S&fiths

by extension, the activities of listed companied #reir investors. As emphasized by Hartzell (2007,
SSEs must be “carefully crafted so that [they pretected against the exploitation for private Higneut

still remain flexible enough to be treated as geawxchanges by investors.” In other words, theitlyb
nature of SSEs requires the development of innewatiegulatory frameworks and principles of
governance, the purpose of which would be to enthatthe investment and trading activity on SSEs
does not become decoupled from the underlying merpaf the listed firms and that the rights and
interests of other stakeholders are well-represegitengside those of investors and investees.

Dadush (2015) has offered a number of recommendatauch as careful design of listing and reporting
requirements, explicitly identifying what constigtmalpractice, establishing procedures for thectiffe
enforcement of rules of conduct, setting up safetgigo limit short term investor behavior and nossi
diluting commercialization, and perhaps most imaatty, adopting a definition of success for SSEs th
includes the protection of beneficiary interestSES are yet to prove their long-term viability and
potential for funding impact companies in volumésttwould have a noticeable effect on the real
economy. However, the future trajectory of SSEd td determined by decisions made during setup,
some of which may become increasingly difficultewise later down the road.

Populating the Market of SSEs

As of April 2017, there are six SSEs under actiegalopment: BVSA, BRiIiX, SVX, IX, GlIVX, and
SSX. The first is the continuation of the initialDBESPA project, making it essentially a donation
platform. The second began as a consulting compang, now acts as an information portal for
connecting impact investors with companies showtaseBRiiX, of which there are currently five. SVX
is registered with the Ontario Securities Commissis a restricted dealer, making it a private pread
platform that connects accredited investors witbaloimpact ventures. A new SVX platform was
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scheduled to open in early 2017, but this has pestponed to later in the year. Meanwhile, aniafél of
SVX was launched in Mexico in 2015, which is cuthgrdocused on offering educational services on
impact investing. In terms of building a publiclgcassible marketplace for securities issued byaboci
green enterprises, both BRIiiX and SVX are stillhia early stages of their development.

The Singapore-based organization IIX re-brandednsiedves in early 2017 and announced plans to
expand globally (11X 2017). The activities of lIXeabuilt around four institutional structures. Eithere

is the 11X Impact Accelerator, targeting early-sapcial enterprises in South and Southeast Asipirly
them with seed finance and capacity building. SdcdiX operates a private placement platform called
Impact Partner&hat connects accredited investors with impact @nigs. Third, [IX manages an equity
investment fund called 11X Growth Fund. And finalthere is the public trading platform IX, operagtias

a separate board of SEM. As of April 2017, thereeigy little activity on the IX, with only one prodt
listed, the Women’s Livelihood Bortdand the exchange does not seem to be a currenitypdblIX (cf.
Dadush 2015, 209-210).

The Vienna-based Global Impact Investing Foundaf®hF), in collaboration with the United Nations
Industrial Development Organization (UNIDO), isquéng to launch a global impact investing platform
GIlIVX later in 2017. The investment themes on GlI\&fe organized around the UN Sustainable
Development Goals (SDGs), providing the platfornthva wide but easy to understand categorization for
the listed initiatives. Impact entrepreneurs wié bBble to showcase verified projects on the GIIVX
website, while agreements are negotiated betweemstors and investees using the contract
documentation and support tools provided by GlI¥écording to its website, GIIVX is also working on
developing a new standardized tool for impact mesmsant that can be used by investors to evaluate th
projects listed on GIIVX.

To date, the most highly developed and active $Sthe London-based SSX. The platform is open to
impact companies from anywhere in the world, agylea they meet SSX’s listing requirements. As of
April 2017, SSX is registered as a UK Limited Compamaking it a for-profit enterprise. In addition,
SSX is a Recognized Investment Exchange, regulayethe UK Financial Conduct Authority (FCA).
This was achieved through a partnership with NEXHaxge (formerly ISDX) which made it a segment
of NEX where the securities of SSX-listed companégs now being traded. Alternatively, listed
companies can have their shares traded eithereobathdon AIM market or the London Stock Exchange
(LSE) main market (All Street Research 2017, 1%hdugh the SSX lists about 50 companies, onlyfl2 o
those can be traded. The remaining are privatenbsisés who are currently showcasing their activitie

56Seehttp://impactpartners.iixglobal.com

>'http://iixglobal.com/womens-livelihood-bond/
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through SSX, although they may issue tradable g@=im the future. The SSX is also planning t@mp
small localized exchanges, similar to that of tHéauth West Social Stock Exchange, to enable more
investment in impact companies that are operattrifpea community level. Pilot projects for such lbca
exchanges have recently been launched in WirraLampool, with discussions underway in Edinburgh,
Scotland (All Street Research 2017, 14).

Prognosis on the Development of SSEs

Given that several of the early SSE-type fundiraifpfms have come and gone and most of the rengainin
ones are limited in size and activity, very litdenpirical research has been done specifically oBsSS
However, the recent growth of SSX in the UK, coméid work on BVSA, IX, BRIiX, and SVX in
Mexico, as well as the upcoming launch of the n&iX $n Canada and GIIVX in Austria, may in the
near- and mid-term future provide increasing opputies for studying the nature and operationshege
platforms and their relationship to the broadedfigf impact entrepreneurship and investing.Atshene
time the UN SDG may function as a game changeheg éstablish a vision, a tToC and a universially
agreed impact goal endorsed by 194 member statéshwelps in creating a level playing field in the
financial sector as least for the impact invesiagment.

Concerning the characteristics of SSEs comparamteentional stock exchanges, the only SSE active
enough to allow for at least some meaningful comsparis the SSX in the UK. From a practitioner’s
point of view, SSX will certainly help inform theegign of similar platforms elsewhere.

The study of impact investor behavior creates dgeribetween the sociology and economics of SSEs. Fo
example, what characterizes the investors who #racted to SSE-type investment platforms (e.qg.
Millennials)and what prevents institutional investde.g. funds) from accessing impact investing?The
analysis thus far shows that besides the SSX thesebeen little attempt to set up an SSE whicloris f
profit. When continued successfully as the cursetimes seem to suggest it can serve as a bludprint
other “for profit SSES”.ISSX solves the problemrefail investors that now for the first time have t
chance to invest in impact, if they wish. An opssuie is how pension funds can be attracted astexy
higher lot sizes due to regulation and policy. Awmot open issue needing researchis what are the
corresponding implications for portfolio theorycgd and sustainable investing in general, anduhee
development of the impact economy? In a similanyigiwould be interesting to know the profile bkt
ventures listed on SSEs and which of them are mwstessful, both financially and in terms of their
social and environmental performance. A connectad @otentially important sub-theme is the
relationship between impact investing and innovatim the future, SSEs could theoretically play a
supportive role in mobilizing finance for growthropanies in areas such as renewable energy, sustaina
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engineering, electric mobility, green materialsd diiotechnology al in line with the UN SDGs, which
underscore the SSE market. Impact investing ands 8HEld also play a considerable role in directing
development finance and find models to enhanceldpwent aid through public private partnership
schemes. It appears that this is the goal of GlIFX/ienna who has UNIDO as a strategic parthef
SSEs indeed become a channel for cross-bordertingas for sustainable development, this in itself
would open up a whole new area of GDP growth anpiiral research.

Building on the early papers by Dadush (2015) awmdaBd (2015), more work could be done on the
regulatory, legal and policy implications of impaaowvesting and SSEs, including the assessment of
existing regulatory gaps and potential policy irtoes. There is also ample room for SSE-related
theoretical research, especially when examinedénbiroader context of social and sustainable fi@anc
(see Lehner 2016b). For example, do SSEs reprasmote fundamental shift in the relationship betwee
business, investmentand society — a prelude fatuaed in which most companies and investors combine
the profit-motive with social and environmental @dtijves?

58https://qiivx.com/en/paqes/industry-know-how/ unialod-the-sdgs/
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Conclusion

Impact investing is on the rise. Although stillthe early stages of its development, the growitgrast
from mainstream financial institutions and the egeace of ‘100% impact’ movement are clear signs tha
the field is no longer merely an interesting idedhe minds of a few devoted enthusiasts. Thigdtien
likely to become magnified by the ongoing globasipdor sustainable development, the endorsement of
the UN SDGs by 194 member states and the likelwtiran social and green entrepreneurship. As both
the demand and supply increase, the case also doowsore widely accessible investment platforms.
The success of SSX in the UK suggests that, uradeprbfit circumstances, such platforms may indeed
become increasingly important for connecting imgachpanies with potential investors.

Just as it is easy to overstate the potential glirhinvesting in solving the world’s problemsisitalso
easy to dismiss it entirely as yet another expoasef market fundamentalism and financializatiors. A
always, the reality is much more nuanced. It igaielly the case that impact companies and nonprofit
organizations can make a positive contribution rolwdhe goal of sustainable and inclusive developme
These organizations require financing and SSEsradool among others to connect them with investor
However, SSEs arethat proved successful were baggtéte main stream traditional finance market and
the mainstream investor, rather than looking faster bunch of charity money. For profit SSEs are b
no means protected against the tendencies oftesiated with financial markets, such as short-tenmi
excessive speculation, or questionable accountiegtipes. Market pressure can lead to improved
performance, but it can also lead to mission drifll the sacrifice of long-term goals for shortaterofit.
Well-developed regulation and rules of governameetlus essential for ensuring the integrity of §SE
and by extension, the impact economy as a whole.

With regard to the future study of SSEs, when plagghin the general context of social and sustaima
finance, there is already considerable room for-8$&ted theoretical, legal and policy researchtiddg

for empirical research are currently limited, signbecause most SSEs are still relatively small. elaw,
there does exist a critical mass of impact investand companies. Research focusing on their
characteristics and activities is also relevarthncontext of SSEs and may itself have an impadheir
future growth and development.
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