
Trends in impact investing

In recent years there has been growing interest from investors to align their portfolios with their personal 
beliefs. This trend has supported an increased interest in socially responsible funds, which address a range 
of environmental and social issues, and also more specific concerns with approaches like fossil fuel free 
investing or custom screens for products such as coal, weapons, tobacco, etc. 

However, for some, avoiding the negative impacts is not enough. 
A growing desire by investors to make a positive impact with 
their investments has led to the emergence of what has come  
to be known as impact investing. 

In this article, we look at what impact investing is and how this 
investment approach is evolving both in Canada and globally. 

What is impact investing?
Within the sphere of what is considered to be responsible 
investment (RI) there are a number of different strategies, 
all with their own focus or approach to incorporating 
environmental, social and governance (ESG) factors into an 
investment. One of these RI niches is impact investing, which 
has the dual goal of pursuing competitive investment returns 
while achieving measurable social or environmental benefit. 

Impact investing considers the positive environmental or 
social impact of an investment alongside the financial. This 
approach differs from traditional socially responsible funds, 
such as PH&N Community Values Funds and RBC Jantzi Funds, 

which seek to avoid ESG risks in the portfolio and reduce 
negative social and environmental impact while achieving a 
market rate of return. In contrast, impact investing seeks a 
measurable positive environmental or social impact with the 
potential for a financial return that may or may not be at a 
market rate of return. 

To help put this concept in context, look at the infographic 
below to see where impact investing falls on the spectrum  
of RI approaches. 

What falls within the definition of impact investment can  
vary greatly, but the most common examples are green bonds 
and social impact bonds. Private debt and equity investments 
are also prevalent, and there has recently been a greater 
emergence of public market products and indexes considered 
to be impact investments. As the range of impact products 
increases and the barriers to entry for potential investors 
decline, the growth in capital allocated to impact investing 
strategies has increased significantly, as has been indicated 
by two recent studies.
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Canadian trends in impact investing
In October, the Responsible Investment Association of Canada 
(RIA) released their 2016 Canadian Impact Investment Trends 
Report, which looks at data to the end of 2015. This is the second 
report produced by the RIA, and follows the first that was released 
two years earlier. The report noted the following trends.

§§  Impact investment assets grew by 123% over the 
two-year period, from $4.1 billion in 2013 to $9.2 billion 
by the end of 2015. This growth was attributed to increasing 
demand from institutional and high-net-worth investors,  
the growing availability of products, and the expanded 
definition of what is considered an impact investment.

§§  Impact investments had positive performance relative 
to expectations. Two-thirds of respondents had return 
expectations at or above the market rate of return, and  
95% said these expectations were met or exceeded.

§§  A rapid increase in public equity impact investing.  
During the period, the proportion of public equity impact 
investing assets rose from 3% to about 20% of total  
assets. This growth was attributed to growing demand  
and increased availability of impact investing products.

Overall, the picture in Canada is one of rapid growth, strong 
performance, and increasing choice. 

Global trends in impact investing
In December, the Global Impact Investing Network (GIIN) 
released its annual survey about impact investing global 
trends, which it has been conducting since 2011. The 
survey looks at global data to the end of 2015 and includes 
developed and developing markets. Results show that 
globally, trends are similar to those in Canada. 

§§  Impact investing assets grew by almost 40% over the two 
years from 2013 to 2015 to approximately USD $35.5 billion. 
New money flowing into impact strategies has been in 
excess of USD $9 billion in both 2014 and 2015. 

§§  Private debt and equity investments continue to be preferred 
with over 70% of new assets being invested in these asset 
classes. Over 60% of the assets are invested in emerging 
markets. Most investments are made in the microfinance, 
financial services and energy sectors.

§§  Both impact and return expectations are being met with 
98% of respondents saying that impact performance met or 
exceeded expectations, and 85% indicating that financial 
performance was in line with or better than expectations. 

While overall the global impact investment industry looks to 
be growing in terms of assets and depth, there continue to be 
challenges. There were two challenges noted by the report: a 
lack of appropriate capital across the risk/return spectrum and 
a shortage of high-quality investment opportunities. The latter 
is not surprising given the continuing focus on private debt and 
equity used to allocate impact investing capital.

Looking ahead
Trends in impact investment are very positive both in Canada 
and globally. There has been significant growth in assets and 
strong performance in terms of both the positive impact and 
financial performance. In order for this evolution to continue, 
the impact investment industry will also have to evolve. 

Arguably, the two greatest challenges are capacity to allocate 
capital and liquidity. As more and more investors are looking  
to allocate part of their portfolios to impact investing 
strategies, the amount of capital inflow may overwhelm the 
current capacity of the industry to invest all the capital in a 
timely and cost-effective manner. Similarly for liquidity, most 
of the early impact investors understood that their investments 
were being made in private debt and equity securities with a 
longer time horizon, meaning it could be several years before 
they would have an opportunity to liquidate their investments. 

As impact investing attracts more capital from a greater 
variety of investors, the expectations for liquidity will change. 
There will likely be an increase in the use of public debt and 
equity markets for impact investment as it will help address 
both these issues. In fact, this trend is already being seen in 
some markets.

Regardless, the emergence of the impact investment industry 
has been a remarkable story over recent years. It has clearly 
demonstrated that those willing to take the time and effort can 
make money – while also making a difference.
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