
  

 

  

 

Defining and Debating Social Investments 

Impact Investing Whitepaper (1/3) 

Social investments. ESG. Social enterprises. Impact Investing…the terminology may be confusing, but 

the underlying motivations are the same. A growing number of investors want to invest responsibly and 

support organizations creating impact beyond financial returns.  

The challenge? Investors, clients and companies are constantly making a trade-off between investment 

returns and the desire to create societal impact. A friend of our firm recently posed us a question in 

jest – “Why do you even think investing in social enterprises will work? Are you basing this on an 

assumption that people want to be selfless and do good?”  

While they were joking, it raises a critical point. At some point, the realities of running a business 

(providing adequate returns, being able to pay for top talent, having proper access to funding, etc.) 

need to be balanced with the genuine desire to create social impact.  

Within the spectrum of social investments, our firm focuses on Impact Investing - a field focused on 

balancing the creation of measurable social impact alongside attractive investment returns. 

This is the first of three whitepapers on how our firm thinks about social investment and more 

specifically, our approach to Impact Investing. This paper focuses on: 

• Setting clear definitions of the different approaches to social investment 

• Addressing the debate on the best approach to optimize financial and social return trade-off  
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Executive Summary 

We define 3 categories of social investments – Responsible Investments, Impact Investments & Philanthropic Investments 

• Responsible Investment strategies use ESG (Environmental, Sustainability and Governance) or other similar criteria as 

a part of their investment process to protect investors from losses as a result of irresponsible business practices (e.g 

oil spills, emissions) and may actively try to influence companies to adopt responsible practices 

o The underlying motivation of these strategies is still to maximize return and to do so while avoiding companies 

that we may define as “irresponsible” under ESG criteria (or under other similar criteria) 

• Impact Investments refer to investments made into companies, organizations, and funds with the intention to generate 

measurable social impact alongside an attractive financial return 

• Philanthropic Investments refer to investments, contributions or donations made to social enterprises or charities with 

limited to no expectation of a financial return 

• Within these three categories there are several sub-versions and variations which we attempt to summarize on page 2 

 

In our goal to optimize the trade-off between social impact and investment return, we believe Impact Investment strategies 

present the best sustainable long-term approach to social investing 

• Responsible Investing and ESG criteria have three main issues: subjectivity, scope and sufficiency. They are an 

excellent tool in ensuring that companies are being responsible in specific business practices, but social 

responsibility is not the same as social impact. Many companies can be defined as “responsible investments” 

o According to the RIA there are $2.13T in assets under management in Canada that can be defined as 

“responsible investments”, representing 50.6% of Canadian AUM. We find it hard to believe that 51% of 

AUM in Canada is being allocated towards companies that generate real meaningful social impact 

• While we very supportive of Philanthropic Investments, our research and experience working with social 

enterprises lead us to believe that they face major challenges in funding, finding and retaining quality talent, and 

scalability. Their weaker business models make it challenging to provide funders an adequate return or proper 

compensation for the best talent 

• Impact Investments seek to optimize the balance between creating true measurable social impact and earning 

attractive returns on investment which we believe to be the only sustainable way to create enough impact (vs. 

responsible investments) while avoiding the funding pitfalls of philanthropic investments 

 

Based on our research and framing, it seems obvious that approaching social investments through Impact Investing is a 

“no-brainer” – the challenge is in the execution of such strategies; finding a pipeline of attractive investments and applying 

a robust investment process to create financial returns and social returns is where the true difficulty lies 

As such, we follow this whitepaper with two more.  They attempt to get tactical on Waypoint’s approach. 

• Impact Investing Whitepaper (2/3): The Landscape & Opportunities in Impact Investing 

Focuses on properly segmenting and assessing the market landscape for Impact Investing in Canada, as well as 

issues and opportunities in the Impact Investing space as currently constructed 

• Impact Investing Whitepaper (3/3): The Investment Process – Financial & Social Return on Investment 

Focuses on how to deal with the challenges of defining, creating, measuring and reporting social return alongside 

the objective of creating competitive financial returns 
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Defining Approaches to Social Investment 

There are many approaches to social investments, and we find it instructive to organize these approaches based on their orientation 

towards impact vs. returns. We define the 3 main categories of social investing to be: 

• Responsible Investments: A returns-first approach that avoids irresponsible businesses and practices that could impact 

investor returns. They factor responsible practice criteria (namely ESG – Environmental, Sustainability and Governance) into 

their analysis 

• Impact Investments refer to investments made into companies, organizations, and funds with the intention to generate 

measurable social impact alongside an attractive financial return 

• Philanthropic Investments refer to investments, contributions or donations made to social enterprises or charities with limited to 

no expectation of a financial return 

Below, we present a simple framework that defines each category of investments based on how they consider impact and how they 

balance investment returns.   
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Debating Approaches to Social Investing 

Responsible Investing Strategies 

Responsible Investing Strategies represent most of the invested capital across social investments. Their primary focus is generating 

attractive investment returns, but they avoid companies that may pose investors risk from irresponsible business practices. By factoring 

in responsibility criteria into their investment processes, they seek to protect investors and encourage companies to want to adhere to a 

high standard of responsibility.   

If you follow responsible investing, you’ve likely heard of the growing adoption of ESG (Environmental, Sustainability and Governance) 

criteria in company reporting or responsibility certifications such as B Corporations1. They focus on establishing frameworks to define if 

a businesses’ practices are responsible and tend to focus on environmental and sustainability criteria primarily.  

However, corporate social responsibility is very different from corporate social impact. While we believe responsible investing adds 

value by protecting investors from irresponsible practices, our underlying goal is to find a way to invest in companies that create impact, 

not just “be responsible”. To understand the difference, lets discuss ESG criteria further.  

Capital market’s participants largely use ESG to evaluate corporate social responsibility; we believe that people confuse the adherence 

to ESG standards as an appropriate proxy for social impact. 

We find three fundamental issues that make ESG criteria limiting: 

• Subjectivity: There are largely no official criterion leaving 

investors to define their own values 

• Scope: ESG criteria establish if a business is responsible so 

that investors avoid the risk of terrible losses as a result of a 

lack of ESG practices (e.g, oil spills, emissions scandals) – the 

E, S, and G are critical pieces of corporate social 

responsibility, but do not holistically cover “social impact” 

• Sufficiency: A variety of independent bodies have attempted 

to define explicit criteria, but we find that even with firm 

criteria, too many companies meet the definition of 

“responsible” (see Figure 1) 

As mentioned in our introduction, one of the biggest foundational 

issues we faced in our assessment of social investments was the 

confusing overlap that investors had between investing responsibly vs. 

investing while creating social impact.  

• Investing responsibly is ensuring that companies are not 

engaged in untoward behavior that could harm investors as a 

result of poor practices, primarily across the ESG dimensions 

• Impact Investing refers to investments made into companies, 

organizations, and funds with the intention to generate 

measurable social impact alongside attractive financial return  

Put simply, ESG criteria are insufficient in covering total social impact 

created by a company. The sheer volume of AUM in responsible 

investments is undoubtedly a positive step, and we clearly see a role 

for ESG investments and funds that apply ESG criteria strictly to 

protect their investors and promote the adoption of ESG reporting 

amongst companies.  

However, our personal motivations are to find investment opportunities that create social impact, not solely focus on avoiding 

irresponsible business practices.  

 

                                                           
1 https://www.bdc.ca/en/blog/pages/future-is-here-how-b-corps-transforming-corporate-social-responsibility.aspx 

Figure 1: Understanding ESG Criteria and its limitations 

as a proxy for Social Impact 

Consider the following case studies: 

• According to the RIA there is $2.13T in assets 

under management in Canada that technically 

count as “responsible investments”. This 

represents 50.6% of Canadian AUM! We find it 

hard to believe that 51% of AUM in Canada is 

being allocated towards companies that 

generate real meaningful social impact. 

 

• 85% of companies in the S&P 500 publish 

sustainability reports (including ESG 

achievements) as of 2017, meaning that 85% of 

these companies already feel comfortable 

reporting their performance on an ESG basis 

 

• An investor who only held stocks with above 

average-ranks on both Environmental and Social 

scores would have avoided 15 of the 17 

bankruptcies we have seen since 2008 

 

These three data points tell a clear story – ESG criteria 

has clear value in risk mitigation from companies that may 

be irresponsible, but they are not restrictive enough to be 

a fair proxy to measure a company’s social return or 

social impact.  

 
Sources: Governance & Accountability Institute March 2018 Flash Report, 

Responsible Investment Association - 2018 Canadian Responsible 

Investment Trends Report, Bank of Merrill Lynch 
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Philanthropic Investments – Venture Philanthropy / Social Enterprises & Pure Philanthropy / Donations 

We are certainly not here to argue against philanthropy; however, our past experiences working with social enterprises lead us to pose 

some questions of philanthropic organizations as a sustainable solution to addressing social causes. 

Issue 1: Access to Funding and Capital: Social enterprises do not typically provide attractive returns on investment and tend to be 

underfunded relative to organizations that do. 

The market for philanthropy has been around for decades, while the Impact Investment market is still at its relative infancy in Canada. 

Yet capital invested in the Impact Investing sector is already ~40% of total capital (and growing) with $14.75B invested in Canadian 

Impact Investments today; quite comparable to 

the capital allocated to philanthropy and donations 

in Canada already2. 

It shouldn’t surprise us that social enterprises are 

underfunded. For example, the MaRS 2017 Report 

on For-Profit Social Enterprises3 found that even 

for-profit social enterprises faced a $45m funding 

gap in Ontario alone.  

Its intuitive that capital chases markets that 

provide adequate returns capital and not everyone 

can afford philanthropy as a major component of 

their household’s asset mix. The challenge of 

underfunding is that it leads to several of the 

additional problems we highlight below.  

Issue 2: Growth & Scaling 

Issue 3: Finding & Retaining Talented People 

Issues 2 and 3 follow directly from access to funding, and our past experiences with social enterprises make these issues feel very real. 

Social entrepreneurs largely feel the same: 

• McKinsey & Company’s study on the talent gap social entrepreneurs face4 identifies the RippleWorks study of 628 social 

entrepreneurs who highlighted their most important barrier to growth was funding, and the next most important barrier was 

talent and retention 

• RippleWorks’ report The Human Capital Crisis5 presents detailed research and survey statistics highlighting the talent 

acquisition and retention challenges social enterprises face – the statistics and findings are compelling and worth reading 

The challenge of finding and retaining enough top talent without being able to compensate them is naturally daunting. Can you find 

enough top talents who don’t mind earning less than market value? The statistics show how challenging it is to expect the best of 

employees to constantly trade-off between their own financial situation and a social cause.  

Occasional Issue 4: Over-Funding & Under-Delivering 

There are plenty of organizations, foundations and social enterprises that are not lacking funding by any means. We have encountered 

several very well funded entities where it is unclear if they are delivering enough social value. However, venture philanthropists are 

dealing with this through the adoption of formal measurement and audit / due diligence processes on said foundations.  

We stop here, as these issues alone present a daunting enough challenge to scaling Philanthropic Investments that we clearly find that a 

proper economic / earnings model would aid in scaling and attracting talent. This is without considering other challenges we’ve faced in 

our past work with social enterprises, including high levels of fragmentation and too many duplicative organizations working on the 

same causes leading to the cannibalization of scarce resources.  

                                                           
2 Sector Source & Statistics Canada point to a $10.6B annual market for Donations & Charitable Contributions as of 2010; makes it likely that the market is now similar in size 

to the impact investing market in Canada despite the Impact Investing space being in its relative early days 
3 https://impactinvesting.marsdd.com/wp-content/uploads/2017/10/MaRS_Ontario_Social_Enterprise_Report_2017.pdf 
4 https://www.mckinsey.com/industries/social-sector/our-insights/how-social-entrepreneurs-can-solve-the-talent-problem 
5 https://www.research.rippleworks.org/ 

https://impactinvesting.marsdd.com/wp-content/uploads/2017/10/MaRS_Ontario_Social_Enterprise_Report_2017.pdf
https://www.mckinsey.com/industries/social-sector/our-insights/how-social-entrepreneurs-can-solve-the-talent-problem
https://www.research.rippleworks.org/
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Conclusion: Impact Investments 

Based on this research and our framing from the start of this paper, it seems obvious that Impact Investing is the “no-brainer”: obviously 

if you can find investments that allow for a proper economic model while meeting a true standard of social impact we are all for it!  

The challenge is in executing such strategies; finding a pipeline of attractive investments and applying a robust investment 

process to create financial returns and social returns.  

Now that we have (i) clearly identified the playing field of social investments and (ii) the area we’d like to play, our goal is to get more 

tactical on Waypoint’s approach to Impact Investing through three more pieces.  

• Impact Investing Whitepaper (2/3): The Landscape & Opportunities in Impact Investing 

Focuses on properly segmenting and assessing the market landscape for Impact Investing in Canada as well as issues / 

opportunities in the Impact Investing space as currently constructed 

• Impact Investing Whitepaper (3/3): The Investment Process – Financial & Social Return on Investment 

Focuses on how to deal with the challenges of defining, creating, measuring and reporting social return alongside the objective 

of creating competitive financial returns via a rigorous and disciplined investment process 


