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About Impact Investment and
The Impact Economy
To navigate the complexity of achieving a future where no one lives in poverty and
the planet thrives, we need a simple unifying principle: that it is the role of all actors
in society to examine how their actions effect the people and the planet.
Impact investment optimizes risk, return and impact to benefit people and the
planet, by setting specific social and environmental objectives alongside financial
ones, and measuring their achievement. Impact management is a critical practice
to reach this potential.
As more people and organisations get involved and become more successful
in impact investing, there is a cumulative effect. A vibrant and growing impact
economy can develop where businesses, investment and activity deliver tangible
improvements in outcomes for people and the planet. In the impact economy,
businesses use their capabilities to optimise both their positive impact on the world
and their financial return. Investors use their resources to optimise business impact,
adding and creating value beyond what would otherwise be achieved.
The momentum of more positive impact being generated enlivens the possibility
of an inspiring future.

This report is a chapter taken from the GSG Working Group report:
Widening and Deepening the impact Market.
The entire paper can be found on the GSG website:
https://gsgii.org/wp-content/uploads/2018/11/GSG-Paper-2018WideningDeepening-the-Market-Nov.pdf
The entire paper was part of a series of five separate and complementary
papers which address key questions and challenges within the impact
investment ecosystem.
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Companion Papers to this can be
found on the GSG website. We would
recommend reading this alongside
the Field Definition paper, which
includes a framework to help investors
understand and describe the impact
performance of an investment, or
portfolio of investments.
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Theory of Change
This note builds on the experience of practitioners in impact investing and in other
fields of practice to demonstrate the Theory of Change for Impact Investment.
This is intended to make it easier for people to see where they can translate interest
to action and contribute to the development of impact investment.
The focus of this extract is to inspire and accelerate progress toward a future where
significantly more capital flows to solutions and drives positive impact at scale. In that
future, impact is integrated into decision making and performance of investments.
This extract focuses on priorities for action based on a theory of change developed
from the contributions and insight of the working group and accumulated literature
and developments in impact investment and related fields to date.

This extract highlights the opportunity for growing energy and momentum to drive
the next breakthroughs toward positive impact at scale, including achievement of
the SDGs. Impact investment, designed to achieve positive impact and measure the
results, has impact hardwired into its design and management and has a powerful
role to play.
There has been significant progress in growing impact investment and the
momentum building has reverberated well beyond assets under management.
However, investments that over-emphasise financial return still frame the dominant
systems driving local and global economies.
The focus of this extract is to inspire and accelerate progress toward a future where
significantly more capital flows to solutions and drives positive impact at scale. In that
future, impact is integrated into decision making and performance of investments.
This extract focuses on priorities for action based on a theory of change developed
from the contributions and insight of the working group and accumulated literature
and developments in impact investment and related fields to date.
The theory of change provides a dynamic map and brings key levers into sharp relief.
It highlights where focused attention can accelerate progress and where coordinated
action can achieve more than individual actors or transactions can deliver alone.
The theory of change illuminates the elements of widening participation and
deepening practice: to mobilise more actors, continue to take catalytic action to spur
others towards collective and effective responses, drive positive effects at scale and
highlight where progress is being made.
Three priorities are identified to drive a quantum leap in progress. This effort is
designed and needs to bring together views and voices from different geographies
and cultures as well as those already involved in movements driving more positive
impact.
Leadership to amplify and connect the calls to action across different movements
to the 2030 Agenda and put more collective focus on actions that will have a
breakthrough effect for scale.
 owerful advocacy to engage governments and multi-lateral leadership bodies
P
including the G-20, to further enable impact investment, invest in market
infrastructure and provide conducive regulatory environments in which it can
flourish.
 oordinated action to drive practice of impact management and prioritise
C
principles and standards for transparent, accountable impact practice and
reporting.
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WIDENING & DEEPENING IMPACT INVESTMENT
Mapping the course towards scale
Impact investment will scale if there is coordinated effort and
leadership focused on key levers to mobilise participation and
deepen practice.
The areas brought into focus in this section have been
developed in consultation with practitioners and stakeholders.
This paper builds on known elements of the impact
investment ecosystem and maps them in a dynamic way to
bring the levers for breakthrough into sharp relief.
Figure 1 presents a simplified visual of the actors and activity,
including financial flows, in a dynamic system that drives
more positive impact. Figure 2 presents a theory of change for
accelerating movement from the current system where the
dominant financial system which over-emphasises financial
return to a future where taking impact into account increases
investment directed to solutions, which in turn, drives thus
impact at scale.
This theory approximates how the actors, barriers and levers
can work to drive more toward the desired future to highlight
opportunities to accelerate progress. The levers identified
are sufficiently general to allow for adaptation for the unique
circumstances of local economies and sufficiently focused to
identify common actions and where the cumulative effect
of actions can accelerate global progress.
The theory draws lessons for impact investment from the
following fields of practice where investment and innovation
have developed to deliver solutions and create value.
 evelopment of infrastructure, bonds, venture capital and
D
private equity, which showed that traction grows as practice
and data demonstrate there is opportunity to diversify risk
and return from mainstream financial institutions and listed
equities; and growth occurs with new models that make it
easier to participate and reduce transaction costs.
 esearch and literature about successful enterprises and
R
businesses about management, business and financial
models that help organisations grow and mature.
 ommunity sector, development and philanthropic practice
C
of formulating and applying a clear theory of change to set
objectives and then map a path to reach them.
 ield work on how effective solutions get adopted and
F
disseminated, for example in in areas from maternal and
child health to road safety, that underscore how important
it is to engage people, design for scale and take targeted,

Working Group Report

catalytic action to spur others to collective and effective
responses.1
 ignificant growth in socially responsible investing2 and the
S
related body of practice for integrated environmental, social
and corporate governance factors in investment decision
making and its more recent evolution as investors and
corporates start to engage with the SDGs and seek more
information from their investees and supply chains on how
they manage social and environmental factors.

Activating the theory of change for impact
investment
Impact investment is large and diverse; it touches many areas
that affect people’s lives and the planet. The theory of change
takes a dynamic approach to identifying high value levers that
can realise a shared vision and highlight where to allocate
talent and resources for greatest effect. It maps the causal
logic, starting with what needs to change in a way that enables
leaders to set priorities foraction in a targeted and strategic
way for maximum effect.
The starting point is not a blank canvas; impact investment
has grown out of market-based and community activity and
has built its own foundations. There are already multiple nodes
of useful activity and innovative ideas and actors. Although
momentum is building, things are not yet well positioned
to drive the necessary scale.
This presentation of the impact investment system highlights
the current dominance of investments that over-empahsise
financial return alongside the desired future state where
more capital flows to solutions delivering impact at scale and
meeting the aspirational targets of the SDGs. This underscores
that achieving the vision for the future will require a critical
mass of actors putting increasing focus on the social and
environmental effects of their choices and driving more capital
effectively toward impact.
This approach brings focus to levers with highest potential
leverage to mobilise more actors, drive catalytic effects that
spur others to collective and effective responses and drive
scale and bring clarity to where progress is being made.

Figure 1:

IMPACT ECOSYSTEM

Source: Design by Murphy, R in collaboration with Addis, R and Barbosa-Vargas, E for the JW McConnell Family Foundation adapted from UN Global Compact and KPMG,
SDG Industry Matrix: Financial Services, 2015 and UN Global Compact, UNCTAD, UNEPFI, PRI Private Sector Investment and Sustainable Development, 2015

High-level view of an impact ecosystem
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Figure 2:

A theory of change for increasing the stock of investment directed
to solutions and driving greater impact

MAPPING THE COURSE TOWARD SCALE

Source: Design by Murphy, R; adapted from Hsueh, J and Blankinship, B; Omplexity, 2018 in collaborations with Addis, R and Barbosa-Vargas, E for the JW McConnell Family
Foundation and the GSG Working Group on Widening and Deepening Impact Investment
Working Group Report
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A more detailed walk through mapping of the
theory of change for impact investment
The theory of change starts from the world today where there has been significant
progress but Investments that over empahsise financial return still frame the
dominant systems driving local and global economies. It brings focus to the levers
that can provide a breakthrough to mobilise more actors, continue to take catalytic
action to spur others to collective and effective responses and drive positive effects
at scale and bring clarity to where progress is being made. It paints the picture of
possibility for a future defined by a system that fully integrates impact, where more
capital flows to solutions capable of delivering impact at scale and meeting the
aspirational targets of the SDGs

Social &
Environmental
Challenges

The dominant approach in the current
economic paradigm over-emphasises
financial return. Some capital is
managed to avoid harm and to have
important positive outcomes that
benefit people and the planet. However,
a majority of investments do not do
not contribute in an intentional and
accountable way for effects on people
and the planet.

Capital with
Unknown
Impact

R1

Unaware
Actors

Early-Stage
Solutions

The goal of impact investment is to see
a future where solutions can develop,
mature and be disseminated to deliver
positive impact at scale, achieving the
SDGs, in a manner that meets the needs
and aspiration of people and sustains
the planet.

Mature
Solutions

Impact at
Scale
Social &
Environmental
Challenges

Capital with
Unknown
Impact

Impact &
Financial
Returns

SDGs

R1

Unaware
Actors
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Some capital currently flows to solutions
that have a significant effect on specific
positive outcomes and to impact driven
entrepreneurs and enterprises. Much of
that relies on individual organisations
and entrepreneurs to push through the
system to grow and address barriers to
maturity and greater impact.

Mature
Solutions

Early-Stage
Solutions

Impact at
Scale
Impact
Entrepreneurship
& Design

Social &
Environmental
Challenges

Capital with
Unknown
Impact

Avoid-Harm
Capital (A)

Impact &
Financial
Returns

BenefitStakeholder
Capital (B)

Contributeto-Solutions
Capital (C)

SDGs

R1

Unaware
Actors

Mature
Solutions

Early-Stage
Solutions

Mobilising more and different people
and organisations (actors) to participate
can grow the stock of solutions that
drive more positive impact and the
flows of capital toward them.

Impact at
Scale
Social &
Environmental
Challenges

Capital with
Unknown
Impact

Avoid-Harm
Capital (A)

Impact
Entrepreneurship
& Design
Impact &
Financial
Returns

BenefitStakeholder
Capital (B)

R1

Contributeto-Solutions
Capital (C)

SDGs

Focus on key levers can accelerate the
cycle for mobilising actors, increasing
their engagement and creating
impact leaders. Those levers include:
awareness raising, education, growing
and strengthening impact networks,
widening the opportunity set of
investment products and solutions,
and strengthening and deepening
intermediaries who build expertise,
advise and connect other actors.

Impact
Intermediation

Unaware
Actors
Impact
Actors

R2

Impact
Leaders

Impact
Network
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Impact investment will grow faster
and with greater impact if some actors
take targeted, catalytic action to spur
others to act and enable more effective
responses.

Mature
Solutions

Early-Stage
Solutions

Impact at
Scale
Social &
Environmental
Challenges

Capital with
Unknown
Impact

Avoid-Harm
Capital (A)

Impact
Entrepreneurship
& Design

Focus on key levers to drive innovation
and scale is critical to building out
the impact investment ecosystem.
The key levers include: collaboration
for new solutions, flexible capital to
unlock innovation and investment
and constructive engagement of
governments and policy makers to
further enable the impact ecosystem.

Impact &
Financial
Returns

BenefitStakeholder
Capital (B)

R1

Contributeto-Solutions
Capital (C)

SDGs
Impact
Collaboration

Impact
Intermediation

Unaware
Actors
R2

Impact
Actors

Impact
Leaders

Impact
Network

The effect is greater still with deepening
of impact practice, starting with
ensuring clarity of intentions and
objectives expressed in clear impact
goals. More potential for impact will be
realised when solutions are designed
to scale, opportunities are aggregated
and that effective collaboration enables
more and better outcomes than would
otherwise be achieved.
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Capital (C)

SDGs
Impact
Collaboration

Impact
Intermediation

Unaware
Actors
Impact
Actors

R2

Impact
Network

Working Group Report

Impact
Leaders

11

Matching clarity of intentions with
impact management will contribute
data to inform understanding,
frameworks and standards and
enable more informed choices and
drive accountability. Commitment to
accountable practice and governance
will encourage the learning,
accountability and transparency
necessary for an increasingly larger and
more dynamic ecosystem to maintain
confidence in what is contributing to
solutions, build resilience for when
things do not go to plan.

Mature
Solutions

Early-Stage
Solutions

Impact at
Scale
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Environmental
Challenges

Impact
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& Design
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SDGs
Impact
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R1

Impact
Intermediation

R3

Impact
Integrity

Unaware
Actors
Impact
Actors

The call is for bold, enlightened leaders to join with shared
purpose, urgency and optimism and be part of making sure
that impact investment accelerates as a powerful force to drive
the impact ecosystem and fulfil the vision for a more inclusive,
prosperous and sustainable world.

R2

Impact
Leaders

Impact
Network

The system mapping to articulate the high level and complex theory of change for
impact investment was developed by Joe Hsueh and Brian Blankinship, Omplexity
for JW McConnell Family Foundation and this Working Group in collaboration with
Rosemary Addis and Erica Barbosa-Vargas. Graphics to translate the Theory of
Change to Figures shown in this paper by Ryan Murphy PhD student at Memorial
University, Canada.
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