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I 
 

Abstract 

 

This empirical study examines the correlation between the impact orientation of a venture 

capital firm and the success of its portfolio companies. Although the field of impact investing 

is on the rise and venture capital firms could play a decisive role in developing successful 

impact ventures, the research area of impact venture capital is still emerging. One of the 

central points of discussion that prevents a rapid distribution of impact VCs is the distrust in 

the financial performance of impact ventures due to modern portfolio theory and transaction 

cost theory. In a review of the existing literature on impact investing and venture capital, the 

paper argues that impact ventures could generate market-rate financial returns due to market 

inefficiencies. In order to test the performance of impact ventures empirically, 30 impact VCs 

with 370 portfolio companies are identified and compared to 25,877 portfolio companies of 

socially neutral VCs. The Total Equity Funding Amount of the start-ups serves as a proxy for 

financial success. The data are obtained from Crunchbase, a crowd-sourced data base for VC 

investments. With the help of a t-test and a regression, the work finds out that there is no 

significant correlation between the impact orientation of a VC and its portfolio companies. 

These results indicate that impact ventures can achieve market-rate financial returns. In 

addition, the paper finds that the location, the number of founders, the funding year, the 

leverage taken, and the industry specialisation have a significant influence on the financial 

success of start-ups.  
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1. Introduction 

 
“There is one and only one social responsibility of business - to use its resources  

and engage in activities designed to increase its profits” (Friedman, 1970). 

 

After more than 40 years of neoliberal sermons, which with reference to Adam Smith assume 

a self-regulation of the markets, a stability mechanism guided by an “invisible hand”, the 

coexistence of people on earth has developed further. Globalisation, which in many areas of 

life, despite long-standing multilateralism and existing communication between cultures and 

peoples, has only recently entered many parts of society, driven by technological progress, 

has made our world increasingly networked and thus more complex. Capitalism, which has 

historically never been the leading economic form for a longer period of time than now, is 

doing its part, by the constant pressure to innovate inherent in competition, to the 

accelerating speed with which our societies develop further in a never-ending evolutionary 

quest for adaptation. “The development of money has gone hand in hand with the 

development of modern societies” (Myers, 2008) as the economist Myers puts it. But as much 

prosperity, freedom and progress as our sophisticated economic system has created, so 

urgent are the problems that the constant pursuit of shareholder value has created, and which 

today threaten our peaceful cohabitation and the stability of our system. 

James Perry (2019) points out two major threats to our democratic and collaborative living: 

The widening gap between rich and poor and climate change. The reason for this, a “recent 

mutation of capitalism” diagnosed by Perry, can, according to the author, only be combated 

by one measure: “Uninstalling ‘shareholder primacy’ as the organizing idea of capital markets 

and installing in its place ‘value for all’” (Perry, 2019). Irrespective of how you judge on this 

statement, it is noticeable that Perry looks at these problems from an abstract macro 

perspective. However, for many years now there have been efforts to take advantage of the 

basic features of capitalism and to solve some of the problems mentioned with the help of 

novel investment strategies. 

In the 19th century, when the First World War, followed by the Great Depression and the 

Second World War had finally been overcome, the time of free capitalism seemed to have 

arrived. After much of the value and knowledge built up in previous years had been destroyed, 
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the various economies of the world became increasingly interconnected and technologized. 

This led to far-reaching, unprecedented prosperity in the Western world.  

During this time, in the Civil Rights Era of 1954-1968, attempts first emerged to acknowledge 

the responsibility of corporations to address societal challenges. Topics such as corporate 

social responsibility and corporate ethics were discussed for the first time though still very 

timidly. In the 1960s and 1970s, socially responsible investing (SRI) emerged when the Ford 

Foundation began conducting ‘program related investments’ (PRIs) after they were made 

possible by the US Tax Reform Act of 1969. Private capital for development aid was first made 

available and experiments with the sustainability of investments (loans were granted instead 

of grants) were carried out. At the same time, negative selection, that aims to minimise harm 

by excluding certain investment alternatives, was introduced as an investment strategy for 

institutional investors. In the 1980s, program-related investing, providing assistance to social 

enterprises, found more supporters. Since the 1990s, sustainable investing has been the focus 

of novel investment strategies that take non-financial factors into account. While the line 

between charity and business, between profit and philanthropy, seems to blur, only the ever-

increasing difference in wealth and poverty between countries, but also within individual 

societies, puts pressure on the stability of governments. The emergence of entrepreneurship, 

which triggers start-ups rather than large companies to be at the forefront of innovation, was 

therefore accompanied by a range of expectations. Many people hoped that the gap between 

rich and poor would narrow again as large multinationals would lose influence. Contrary to 

this thesis, however, due to the high cost of capital for small companies these hopes have 

been disappointed to this day.  

It is not only theorists and highly educated individuals who recognize the dangers of imbalance 

of opportunity of citizens, currently leading to increasing nationalism, political and economic 

isolation and polarisation. The values and thus the demand behaviour of (end) consumers are 

subject to a shift, especially in the western world. For this reason, ‘Impact’ is becoming a very 

important asset for many companies. The position of Head of Purpose is increasingly created, 

a turnaround of capitalism is proclaimed, a new era of responsibility is evoked. Experts see the 

new paradigm of Impact Investing as an opportunity to ensure, with the tools of capitalism, 

that value is created and that inequalities in society can be reduced (see Barton & Cohen, 
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2017). Behind the trend there seems to be a serious potential to change the world. Larry Fink, 

CEO of asset manager Blackrock, writes in a 2017 letter to his portfolio companies: “Since the 

financial crisis, those with capital have reaped enormous benefits. At the same time, many 

individuals across the world are facing a combination of low rates, low wage growth, and 

inadequate retirement systems” (Fink, 2018). Fink criticises the fact that state bodies do not 

react in a modern way to a change in capitalism and emphasises that companies therefore 

increasingly have the opportunity, responsibility and duty to pursue social objectives as well 

as financial ones. The manager notes that “no company, either public or private, can achieve 

its full potential [...] without a sense of purpose” (Fink, 2018). The CEO of the world's largest 

asset manager is thereby questioning the principle cited at the beginning of this paper, which 

has been valid for years: That companies should exclusively pursue shareholder value. But 

have capitalists really changed, are they purified? Theorists argue that impact boosts internal 

motivation and external sales. To motivate people, you need a common cause, an impact goal, 

a purpose. The consideration of non-financial factors is therefore not intended to replace 

financial returns but is rather the mean to an end in this context. “Today it is standard to see 

for-profit businesses pursuing double-bottom-line objectives” (Nilsson & Robinson, 2017). In 

agreement, Marc Benioff, CEO of Salesforce, declares: “The business of business isn’t just 

about creating profits for shareholders - it’s also about improving the state of the world”. If 

we recall Friedman's statement, which is almost 50 years old, we get the impression that the 

shareholder paradigm is only contemporary if it is reformulated. The new formula for 

shareholder value might then be: Doing well by doing good. 

As shifts in the understanding of shareholder value can be recognised, a corresponding “major 

change to investor landscape [takes place] at the moment” (Graseck, et al., 2017). An 

increasing number of investors understands that profits and a positive impact do not “have to 

be mutually exclusive” (Azevedo, 2018). Thus, in 2018 in the United States of America, 

investments worth $12,000,000,000,000 were made taking into account environmental, social 

and governmental factors, a 38 percent increase since 2016 (see SIF, 2018). “As evidence of 

the growing popularity of impact investing, a number of large financial institutions - Bain 

Capital, UBS and TPG Growth - have hopped on the impact bandwagon” (Azevedo, 2018). 
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The catalysts for growth and increasing importance of impact investing appear to be manifold. 

The “rise of online social networking platforms”, reinforces the trend towards impact investing 

(see Bugg-Levine & Emerson, 2011). In addition, changes in the private sector are 

strengthening such developments. A “new generation of business and socially savvy 

entrepreneurs is launching ventures across an array of regions and sectors” (Bugg-Levine & 

Emerson, 2011). 

In recent years, start-ups have written success stories in almost all industries. Radical 

digitalization has resulted in many business models that are extremely scalable and profitable. 

As a result, the growth and visibility of venture capital firms has increased dramatically. 

Inventions are increasingly no longer contrived in research and development departments of 

large corporations or universities - entrepreneurs often use the opportunity to raise growth 

capital and implement their ideas in such a way that it is not large companies that benefit from 

the monetization of innovations, but rather the entrepreneurs themselves. Venture capital 

fosters this opportunity and provides risk capital with the aim of being able to benefit from 

the growth of young companies and therefore plays a central role in driving economic growth. 

Years before the Rockefeller Foundation coined the term impact investing in 2007 with the 

idea “that our investment decisions can impact the wider world beyond generating financial 

returns” (Bugg-Levine & Emerson, 2011), a series of impact investors have emerged in the VC 

sector. Beforehand, institutional investors always seemed to be forced to affiliate with one of 

two groups: Pure profit-oriented investors or philanthropic foundations, capitalism in its 

unadulterated neoliberal form or social market economy, the rule of the fittest or 

redistribution. But these impact VCs try to prove that their investment strategy does not 

contradict Thomas Hobbes' self-interest principle: “We do not seek either wealth or social 

justice: we seek both” (Bugg-Levine & Emerson, 2011). 

As appealing as this may sound, as urgent is the question why impact investing has not long 

been the industry standard. Mistrust and ignorance of the financial success of impact 

investing, supported by “a paucity of robust research on financial performance” (Bouri, 

Mudaliar, Schiff, Matthews & Sternlicht, 2015) are some of the main obstacles. 

Various theories imply that impact investors have to compromise and accept a financial 

sacrifice for social impact because of their two-part objective which results in higher 
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transaction costs and brings disadvantages in terms of portfolio efficiency. In the past, only a 

small number of research projects have dealt with the performance of sustainable or impact 

funds (see Geczy, Stambaugh & Levin, 2005; Eccles, Ioannou & Serafeim, 2014; Friede, Busch 

& Bassen, 2015; Morgan Stanley, 2015a; Morgan Stanley, 2015b; Revelli & Viviani, 2015; 

Snider, 2016; Lukomnik & Hawley, 2018; MSCI, 2019). Only a minor part of the resulting 

publications deals with the performance of sustainable venture capital funds (see Bocken, 

2015; Pandit & Tamhane, 2018) and even less with the performance of impact venture capital 

funds (see Bouri, Mudaliar, Schiff, Matthews & Sternlicht, 2015). The question to what extent 

the performance of portfolio companies is related to the type of venture capital funds has not 

yet been addressed in the literature I have reviewed. However, not only for a sustainable social 

impact, but also from the point of view of founders, the question of whether the investors’ 

investment strategy statistically correlates with the performance of start-ups is highly 

relevant. The question is, “simply put, does the pursuit of impact require a sacrifice in financial 

returns?” (Trelstad, 2016).  

Therefore, I base the present work on the following research question: To what extend is the 

impact investing orientation of a venture capital firm correlated to the financial success of its 

portfolio companies? 

 

2. Literature Review  

Since the Rockefeller Foundation coined the term ‘impact investing’ for the first time in 2007, 

a large number of publications on the subject have been produced. Texts dealing with the 

question of exactly what impact investing is as well as empirical studies on impact investments 

have been published. The number of papers on the already better-known phenomenon of 

venture capital has also increased over the past decade. There are arguably two main reasons 

why publications in these two areas have increased: The mass of assets invested in impact 

investments and venture capital as well as their social and economic impact have risen sharply 

(see figure 1 & figure 2).  

On the other hand, access to data in both areas has been greatly improved by platforms such 

as Crunchbase (see 3.2.). The improved data quality and quantity allows empirical research to 

work with incomplete data sets by adding information from crowdsourced databases. In 
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addition, research projects have been able to enrich each other, which in turn has led to an 

increase in research activity in both areas. 

 

 
Figure 1: Ascent of impact investing (see Bouri, Mudaliar, Schiff, Bass & Dithrich, 2018) 

 

 
Figure 2: Global venture capital activity in billion USD (see PricewaterhouseCoopers, 2019) 
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2.1. Impact Investing  

Many authors attribute a tremendous upside potential to impact investing. Bugg-Levine and 

Emerson assume that impact investing will set an end to the “long- forming undercurrent 

poised to reshape how society deploys its resources and solves its problems” (Bugg-Levine & 

Emerson, 2011). The two authors point out, that impact investing has the potential to 

genuinely disrupt many industries as the novel investment strategy generates unprecedented 

new innovation cycles. The catalysts for the “growing wave of impact investing” (Bugg-Levine 

& Emerson, 2011) are manifold: Especially through social phenomena such as the “rise of 

online social networking platforms” (Bugg-Levine & Emerson, 2011), which allow investors 

and other stakeholders to more easily gather information about the direct impact of their 

investments, strengthen the trend towards impact investing. Grasek et al. (2017) also stress 

the “new forms of competition” that might be emerging globally as impact ventures set out 

to become key “drivers of value in the next years” (Graseck, et al., 2017). Likewise, Rist (2018) 

acknowledges: “‘impact investing’ is currently one of the hottest areas amongst the broader 

investment community”. 

 

 
Figure 3: Number of funds per Impact themes (see Mudaliar & Barra, 2015) 
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Since Impact Investing is currently growing strongly and the demand for, as well as the supply 

of, impact funds has increased strongly, I would like to investigate the question to what extent 

the impact investing orientation of an investor correlates with the financial performance of its 

portfolio companies. To this end, I will examine the existing literature on impact investing in 

order to provide a comprehensive picture of what impact investing is with regard to its 

opportunities and challenges. During the five sections of this chapter, I will first define the 

“impact investing” before discussing market immanent challenges for impact ventures and 

challenges of investors in the field. Then I will discuss whether impact investors must expect 

a financial sacrifice, or ‘doing good’ is also possible while doing (financially) well. In the end, I 

will discuss how impact ventures create value. 

 

2.1.1. Definition 

In the following, various definitions of the phenomenon impact investing will be analysed. At 

the end of this chapter, I will propose a definition of Impact Investing that will serve as a basis 

for my investigation. But why does impact investing need to be defined so precisely? 

Since the term impact investing was coined by the Rockefeller Foundation in 2007, there has 

been no uniform definition. Scientists and investors discuss in detail what impact investing is 

and if and how it differs from other investment strategies such as sustainable investing, 

socially responsible investing (SRI), program related investing (PRI) or values-based investing 

(VBI). Impact investments “share common elements of investing strategies designed to create 

positive change in society” (Snider, 2015) but they want to move beyond SRI. Over the years, 

especially in a non-academic context, a completely imprecisely defined, phenomenological 

description has developed that often has little to do with what constitutes impact investing. 

For efficient and effective stakeholder management, however, the impact investing industry 

that has emerged in recent years urgently needs such a uniform definition. “[...] without a 

specific framing of the concept, government actors cannot provide targeted support to build 

the necessary market ecosystem” (Höchstädter & Scheck, 2015). Such a definition is also 

absolutely necessary for high-quality reporting to shareholders as well as for employee 

recruitment and motivation (more on this in 2.1.4.). A homogeneous definition is also needed 

as a basis for discussions and exchanges among scientists in order to guarantee the reliability 
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and objectivity of research. “Consequently, conceptual clarity is a key requirement for 

knowledge development” (Höchstädter & Scheck, 2015). Previous definitions differ 

particularly with regard to two questions: ‘Does impact always have to be achieved 

consciously and intentionally?’, and ‘Must impact investors prioritise non-financial objectives 

over business objectives?’. 

 

Author(s) Year Definition 
Freireich & Fulton 2009 Impact investing “involves making investments that generate social 

and environmental value as well as financial return”. 
O’Donohoe, 
Leijonhufvud, Saltuk, 
Bugg-Levine & 
Brandenburg 

2010 “Investments intended to create positive impact beyond financial 
return [that] requires the management of social and environmental 
performance in addition to financial risk and return”. 

Bugg-Levine & 
Emerson  

2011 “Investors can pursue financial returns while also intentionally 
addressing social and environmental challenges”. 

Boerner 2012 “It means using the AUM [Assets under management] to have a 
defined impact with consideration of not just risk and return, but 
also the ESG [(environmental, social, and governance)] effects”. 

Brest & Born 2013 Impact Investing means “actively placing capital in enterprises that 
generate social or environmental goods, services, or ancillary 
benefits (such as creating jobs), with expected financial returns 
ranging from the highly concessionary to above market”. 

Clark, Emerson & 
Thornley 

2014 “Impact Investing is capital management in pursuit of appropriate 
levels of financial return with the simultaneous and intentional 
creation of measurable social and environmental impacts”. 

Snider 2015 “Impact Investing is the process of choosing an investment with the 
goal of generating both financial returns and non-financial impact”. 

Thorpe 2016 “Impact Investing refers to the idea of investing in businesses that 
will cause a social benefit”. 

Drew 2018 “Impact Investing is subject both to the goal of achieving a 
measurable positive effect on non-financial factors and to profit 
striving with the same weighting”. 

Halstead & 
Hillebrandt 

2018 “Impact Investing – Investing in, or divesting from, for-profits with 
the intention of generating social benefit”. 

Schiff & Dithrich 2018 “Impact Investors intentionally select and manage investments to 
generate positive social or environmental impact, or both”. 

Table 1: Selected definitions of impact investing 

 

Necessary conditions for the existence of impact investing, so it seems to me after reviewing 

many frequently recited definitions (see table 1), are above all two characteristics of an 

investment: Its goal is to generate a positive financial return and it has some form of impact 
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on non-financial factors. I will now go into more detail on these very heterogeneously defined 

sufficient conditions.  

Under the necessary condition of the existence of an impact on non-financial factors, it is 

controversially discussed how large the intended financial returns must be in order for an 

impact investment to occur. According to Arvind Ashta (2012) impact investments only have 

to reach “some low rate of return to cover inflation”. Achleitner et al. (2011) also see non-

financial objectives superior to financial objectives. Investments that are not yet deemed 

commercially attractive could be described as impact investments according to the authors 

(see Achleitner et al., 2011; see also O’Donohoe et al., 2010). One could argue against it that 

with this understanding benevolence is exchanged for financial returns. If that is the case, to 

put it bluntly, social and environmental measures are being bought by the investor. We 

already have a terminology for such a phenomenon: Philanthropy, the desire to promote the 

welfare of others. If an investor deliberately leaves long-term (sustainable) earning potential 

untapped, this would be financially to his disadvantage and to the advantage of others. In 

order to better define the difference between philanthropy and impact investing, several 

authors stress that impact investors need not and should not forego financial returns but 

should aim for market-rate returns. Bugg-Levine and Emerson, on the other hand, are of the 

opinion that even investors whose primary goal is to maximize their profits can successfully 

generate impact: “Investors can pursue financial returns while also intentionally addressing 

social and environmental challenges”. The authors elaborate on Impact Investing: It is a 

“possibility in which they [institutional investors] are maximizing the total value of their 

investments and organizations, and creating a high-octane blend of economic performance 

and sustained environmental and social impact” (Bugg-Levine & Emerson, 2011). Trelstad 

(2016) even believes that positive synergy effects between impact and financial return can 

generate an above-market rate return on investment. The whole (impact investing) would 

thus be larger than the sum of its parts (impact, financial return): “[…] pursuing two goals at 

once—investment returns and social or environmental returns—is more effective than 

keeping them separate” (Trelstad, 2016). Lukomnik and Hawley (2018) also argue that 

“companies which manage environmental and social issues well also perform better 

financially” and that “they enjoy a lower cost of raising new money”. Various authors do not 
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make such precise commitments. According to Höchstädter and Scheck (2015), impact 

investments can bring “below-market-rate to market-rate [...] or even above-market-rate 

returns [...]”. Brest and Born (2013) also hit this notch and assume “expected financial returns 

ranging from the highly concessionary to above market”. Freireich and Fulton (2009) broadly 

classify impact investors into two groups: “Financial first investors, who seek to optimize 

financial returns with a floor for social or environmental impact”, and “impact first investors, 

who seek to optimize social or environmental impact with a floor for financial returns”. Many 

authors avoid the burden of having to find a precise definition of the amount of financial 

return by simply declaring it to be as important as the (social) impact (Drew, 2018; Snider, 

2015; Thorpe, 2016). This is, admittedly, legitimate, but it leads to extremely different 

interpretations, because, as will be discussed in detail later in this paper, (social) impact is still 

not measurable and thus hardly objectifiable. 

In the following part, the intentionality and the additionality of impact investments are in the 

focus of the consideration. 

It is frequently asked in the literature - and answered heterogeneously - whether investments, 

that do not have a positive impact on society or ecology intentionally but as a side effect, can 

also be described as impact investments. According to Boerner (2012), non-financial impact 

must be intentional, and not merely a “side effect” (Boerner, 2012). Authors such as Bugg-

Levine and Emerson (2011) and Brest and Born (2013) also highlight the intentionality of 

(social) impact as a characteristic of impact investments. Trelstad (2016) on the other hand, 

argues that “not everyone need[s to] share the same intentions around impact for the impact 

to be achieved”. In his view, “as long as the investor finds an investment that can deliver the 

desired impact”, one should not ask for intentionality. However, Trelstad is to a great extent 

isolated with this opinion. Jeruzal (2010) argues that both, investors actively looking for impact 

investments can be described as Impact Investors, as well as investors who exclude a number 

of non-financial impact generating investment opportunities. The latter is called negative 

screening. However, almost all other reviewed texts do not agree with Jeruzal in this respect. 

Brest and Born (2013) even believe that Impact Investors should be “socially motivated”. In 

any case, it should be noted that a certain intentionality is necessary to make the 

measurement of impact possible. Without formulated objectives, it is impossible to measure 
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the extent to which they have been achieved. This is one of the reasons why the majority of 

authors, if they express themselves at all on the subject, clearly advocate that intentionality 

must exist (see Clark, Emerson & Thornley, 2014; Chiappini, 2017; Schiff & Dithrich, 2018). In 

other words, the demand “non-financial impact must be intentional” (Höchstädter & Scheck, 

2015) seems to have become norm. 

In addition to intentionality, another concept that must be addressed in the attempt to define 

impact investing, is Additionality – the fact that an investment “must increase the quantity or 

quality of the enterprise’s social outcomes beyond what would otherwise have occurred” 

(Brest & Born, 2013). In other words, additionality means that an investment needs “to make 

a difference to the performance of [investees], either through providing additional capital 

(known as investment impact) or through providing non-monetary support, such as advice or 

access to networks” (Halstead & Hillebrandt, 2018). Although this characteristic is not always 

formulated and discussed, it is a very important part of impact investments. If the impact of 

an investment does not increase as a result of the investment, the investment would have no 

direct social or environmental consequences. It can therefore be assumed that authors who 

do not explicitly deal with the additionality of impact investments, implicitly want to say by 

thematising ‘impact’ that the impact achieved has to be attributable to the investment itself. 

Finally, I would like to present my own definition of the phenomenon of impact investments 

as the basis for the following considerations: Impact investments are investments with the 

clearly formulated intention of generating financial returns and having a measurable, positive 

social or environmental impact through the investment. 

 

2.1.2. On Impact Measurement 

In the following, the difficulties of measuring the social or environmental impact of a venture 

will be addressed. In the course of this, various measurement methods will be presented and 

discussed.  

One of the functions of money is that it is a measure of value. It serves as a benchmark for the 

quantity of wage labour, goods and services that can be remunerated or purchased. The value 

of a monetary unit is called the purchasing power of money. Therefore, financial returns are 

objectively measurable and comparable. The situation is different with impact. Up to now, 
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there is no commonly accepted method or procedure that provides an objective measure of 

impact. Nevertheless, “nearly all impact fund managers use metrics to quantify their social 

and/or environmental impact […]. Many also report that they have been formally rated on 

their impact performance” (Mudaliar & Barra, 2015). A measurability of Impact is eminently 

important for investment decisions. Firstly, it would enable better management of 

stakeholder expectations and satisfaction. Secondly, it would make objective goal-setting 

possible – and researchers have found that goal-setting positively correlates with the 

performance of individuals (see Locke & Latham, 1985). Thirdly, in order to evaluate 

investment opportunities, “impact [needs to] be measured such that investors can make 

comparisons that drive investment decisions” (Gilbert, 2017). It is therefore extremely 

unfavourable that a uniform measurement of impact is still not available. There are three main 

reasons for the absence of an industry standard for measuring (social) impact: Heterogeneous 

Impact preferences, inadequate measurement methods and insufficient data on impact. 

Various stakeholders along the impact investment value chain have individual, very 

heterogeneous objectives (see Moody, Littlepage & Paydar, 2015). Different authors are 

therefore looking for ways to unify communication and the measurement of impact, while 

leaving room for individual needs. Trelstad (2016) demands something he calls “impact 

fidelity”, “a mechanism to align all players in the impact value chain around an investor’s 

expectations”. Trelstad (2016) argues: “As impact investing scales, to avoid disappointment, 

advisors, fund managers and companies need a shared language and set of reporting tools 

that can allow one another to understand the original impact preferences of their sources of 

capital”. As such a shared language, Trelstad proposes a concept of impact asset classes that 

shall make it easier for stakeholders along the impact value chain to better understand the 

goals and motivations of other players. 

“Strategic decision making and evaluation in […] social investment requires good-quality 

information about the social impacts of that investment” (Moody, Littlepage & Paydar, 2015). 

However, “we lack a set of well-defined and widely promulgated metrics for understanding 

the output, and hence the implied tradeoffs, associated with” (Nilsson & Robinson, 2017) 

impact investing. Likewise, Moody et al. (2015) report a “lack of standardization in models and 

measurements”. The measuring methods are often complicated, cannot always represent 
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reality and have so far often only been able to prove a correlation, but not a causality of the 

investment on impact (see Moody et al., 2015).  

Barman and MacIndoe (2012) point out that non-profit organizations in particular often fail to 

use outcome measurements (only 45% use them according to the authors). This is partly 

explained by the fact that the incentive to implement impact measures is limited because this 

implementation costs a lot of “time, money and expertise” (Moody et al., 2015). Accordingly, 

Moody et al. (2015) acknowledge that “sufficient resources and commitment would be 

required to collect and track necessary information”. Brest and Born (2013) stress that there 

is a difference between output and outcome that is often disregarded. They therefore demand 

that Impact Investors must ask the following twofold question when measuring impact:  

“1. To what extent will the intended output (whether a product or operational benefit) occur? 
2. To what extent will the output contribute to the intended outcome? - where the 
counterfactual is that the outcome would have occurred in any event” (Brest & Born, 2013). 
 

In summary, it can be said that “much effort has been undertaken to develop effective 

measurement systems, but significant confusion remains around the notions of ‘non-financial 

return’ and ‘impact’, and their assessment in practice” (Reeder & Colantonio, 2013). In the 

following, the currently available and most commonly applied impact measurement 

frameworks will be analysed. 

Snowball, an impact investment firm, developed an in-house impact analysis framework called 

‘Snowball Impact Screens’. “The scoring system scores both the impact of the underlying 

investee (i.e. impact objectives) and Snowball’s assessment of the fund manager’s impact 

management processes (i.e. Investment Management), and combines these into an overall 

score” (Rotheroe, 2018). The establishment of ‘Snowball Impact Screens’ was preceded by a 

process that Project Snowball and the Impact Management Project drove forward: “Over 2000 

practitioners explored norms for impact measurement and management” in an attempt to 

build a “global consensus on how to measure, report, compare and improve impact 

performance” (Impact Management Project, 2019). The report resulting from these efforts, 

published in December 2018, introduces a framework for asset managers and organizations 

how to select and manage investments in relation to their impact goals (see Rotheroe, 2018). 

In the course of the assessment and management of impact projects and investments, it is 

proposed to collect data on the basis of the following five dimensions to assess performance 
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by measuring 15 categories of data (see table 2) in order to enable later data-based decisions 

and analysis. 

 

Dimension Impact Category  
WHAT 1. Outcome in Period 

2. Importance of the outcome to stakeholder 
3. Outcome threshold 
4. SDGs and SDG targets 

WHO 5. Stakeholder 
6. Geographical boundary 
7. Baseline 
8. Stakeholder characteristics 

HOW MUCH 9. Scale 
10. Depth 
11. Duration 

CONTRIBUTION 12. Depth 
13. Duration 

RISK 14. Type of Risk 
15. Level of Risk 

Table 2: Reporting with 15 impact categories (see Impact Management Project, 2019) 

 

The SROI (Social Return on Investment) method derives a monetary social impact (value 

added, and costs avoided). Moody et al. (2015) deal with two methods for the successful 

measurement of SROI. In the DEDF framework, developed in 2001 by the Roberts Enterprise 

Fund, the financial return is multiplied by the “value of activities (progress) to achieve the 

social objective” (Moody, Littlepage & Paydar, 2015) to determine an investment option’s 

value. The NEF framework (see Clark et al., 2006), that was introduced in 2003 seeks to 

remove positive effects on the investment not created by the investment from the valuation. 

The framework thereby removes previous limitations on valuation and is able to describe the 

impact of investments as accurately as possible. As Moody et al. (2015) criticise, the 

calculations derived from the NEF framework “vary widely depending on key decision points”.  

The ESG criteria (Environmental, Social and Governance) are frequently used by authors to 

define impact investments. Non-financial reporting criteria are being defined individually for 

each company (see Chan, 2019). Although these criteria are widely used, they are mainly 

suitable for defining objectives and less for measuring the impact achieved. IRIS (Impact 

Reporting and Investment Strategy) is a common reporting standard and norm for social 

performance measurement that was developed by the Global Impact Investing Network. 
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Based on this, the American association BLab developed GIIRS (Global Impact Investing Rating 

System). GIIRS is used to assess the social impact of companies and investments.  

Nesta Impact Investments have summarised on the basis of more than 25 impact Investments 

made, what should be considered when measuring Impact (see Ógáin, 2015). The company 

notes that measurements need to have a flexible and iterative approach because the impact 

ventures field is still very young and develops fast with heterogeneous trajectories of impact. 

They argue, that an ex-post measurement of impact is important to avoid changing the 

objectives pursued. Furthermore, Nesta Impact Investments argues, that “it is key to have a 

point person who takes responsibility for research and evaluation” (Ógáin, 2015) and that 

investing in external support should be considered.  

Kering, the French, globally active fashion and accessories group, has developed its own tool 

to determine the environmental impact of its business operations. They introduced an 

Environmental Profit and Loss (EP&L) account that “measures carbon emissions, water 

consumption, air and water pollution, land use, and waste production along the entire supply 

chain” (Kering, 2019). The company proposes the following approach: Decide what to 

measure, map the supply chain, identify priority data, collect primary data, collect secondary 

data, determine the monetary value of the data and finally calculate and analyse the results 

(see Kering, 2019). 

In the venture capital field, the approach of the Grassroots Fund from Washington, USA, to 

measure the impact of its portfolio companies is particularly worth mentioning: The VC firm 

first collects self-reported key performance indicators from the portfolio companies and 

attempts to confirm the impact achieved through surveys and economic benefit calculations 

based on the information provided (see Grassroots Business Fund, 2019).  

Moody et al. (2015) predict that the amount of money invested into impact investing will 

increase rapidly once the organisational challenges for the implementation of impact 

measures have been overcome. 

 

In the following, I will first look at further hurdles that individuals face in trying to have a 

(social) impact. Then I will discuss the question whether a financial sacrifice must be accepted 

in order to achieve impact and in the end I will deal with value creation through the pursuit of 
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impact. It should be borne in mind that the factors mentioned are not directly related to 

impact investors but are rather business model inherent advantages and disadvantages of 

impact ventures. On the one hand, however, impact investors can be described as impact 

ventures, as they pursue double bottom line goals and on the other hand, the success of 

impact investors and impact ventures behaves reciprocally, as impact investors share business 

risks through their equity investment and impact ventures often depend on funds from 

investors. 

 

2.1.3. Challenges through the Pursuit of Impact 

In addition to the measurement problem, other interrelations jeopardize the success of 

impact ventures. These limitations will be discussed in the following. Subsequently, factors 

are analysed which represent hurdles and threats for impact investors. 

It is becoming increasingly difficult to distinguish purely profit-maximising projects that use 

intelligent marketing campaigns to improve their image from projects that have a real (ESG) 

impact. Microcredit and housing initiatives, for example, often move on a narrow scale 

between impact investments and tools for reckless value maximisation on the back of the 

poor. Microfinance has evolved from a purely philanthropic endeavour in the 1970s, to a 

thematic impact investing strategy in the 1980s and 1990s, to, now, in many markets, a 

market-rate return investment option (see Pitt-Watson & Mann, 2017). Although the debate 

still lingers about whether and how microfinance delivers “true impact”, it is unequivocal that 

it has moved from the philanthropic to mainstream capital markets over the last thirty years. 

Affordable housing in the United States, thanks in part to federal tax incentives, has followed 

a similar trajectory. Both these markets host many impact-oriented investors, but you have to 

look carefully not to confuse them with other firms that have fewer positive intentions. 

Therefore, Bugg-Levine and Emerson (2015) demand caution: “We must also collectively resist 

the danger that impact investing will become a mere marketing tool”. Impact investing is 

“more than just nice stories with pictures” (Bugg-Levine & Emerson, 2011) and it should stay 

that way. But even if the positive intentions exist, various hurdles can be observed in the 

operationalization of impact investing.  
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Impact ventures often benefit in particular from intangible assets, such as a good reputation, 

motivated employees or special knowledge about a certain area. These assets are traditionally 

difficult to measure and estimate. Insufficient datafication, which plays a major role in 

measuring the impact achieved, is therefore also a major problem for the financial valuation 

of an investment option. “Data availability and standardized frameworks are still evolving both 

for the private and public impact investment industry and will be subject to multiple 

improvements in coming years” (Snider, 2015).  

In addition, impact investing changes the impact market. Through rising costs, more 

competition in the field and additional competition with exclusively profit-oriented 

companies, “nonprofits are turning to the for-profit world to leverage or replace their 

traditional sources of funding” (Dees, 1998). This is accompanied by strong growth in demand 

for impact investments. 

Despite the increasing interest of investors in impact ventures, the lack of investor experience 

with the management and success of impact ventures continues to be an obstacle to the rapid 

growth of the impact industry. A Merrill Lynch survey showed that less than 25% of investors 

know that impact investing options are available to them (see Snider, 2015). Even though. this 

survey is not current (November 2014), the main hurdle on the path towards even faster 

growth is ignorance and mistrust that oppose impact investing. Fundraising is particularly 

difficult for impact investors because potential capital providers often mistrust their ability to 

achieve market-rate financial returns. Mudaliar and Barra (2015) found in their ‘Impact Base 

Snapshot’, an analysis of more than 300 impact investing funds, that “the average fund 

committed capital is USD 52.5m and the average fund target AUM is USD 110m” (Mudaliar & 

Barra, 2015).  

Furthermore, Halstead and Hillebrandt (2018) argue, that finding an impactful company is 

harder than one might think. The best impact ventures will create positive externalities. 

However, it is extremely complicated “to identify in advance which social programs will work” 

because “socially beneficial businesses have to solve two very difficult optimisation problems 

simultaneously – turning a profit and having impact” (Halstead & Hillebrandt, 2018). 

It is to be expected that Impact Investment firms are very popular employers due to their 

purpose-driven business model. However, the required knowledge about impact investments 
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is rarely available. “Factors such as the difficulty of finding suitably knowledgeable investment 

managers and a lack of understanding by decision-makers” (Snider, 2015) therefore continue 

to pose problems for impact investors. 

Global Impact Investing Network’s eighth Annual Impact Investor Survey in 2018 summarises 

the problems for investors, sorted by relevance and improvements already achieved (see table 

3). “229 respondents to this year’s survey represent a wide range of investors” (Network, 

2018). “Respondents noted some or significant progress in the availability of ‘professionals 

with relevant skill sets’ (90%), the ‘sophistication of impact measurement practice’ (88%), 

‘high quality investment opportunities’ (86%) and ‘research and data’ (85%)” (Network, 2018). 

In addition to these problems, there are other factors that investors need to consider, such as 

market availability, sector diversification and liquidity risks (see Rotheroe, 2018). 

 

Problem Significant progress Significant challenge 
High-quality investment opportunities (fund or 
direct) with track record 14% 32% 

Professionals with relevant skill sets 13% 20% 
Innovative deal/fund structures to accommodate 
investors’ or investees’ needs 13% 24% 

Sophistication of impact measurement practice 12% 35% 
Common understanding of definition and 
segmentation of impact investing market 11% 40% 

Research and data on products and performance 10% 30% 
Appropriate capital across the risk/return spectrum 8% 42% 
Government support for the market 7% 24% 
Suitable exit options 7% 37% 

Table 3: Problems that impact investors face (see Network, 2018) 

 

2.1.4. Financial Sacrifice – Modern Portfolio Theory & Transaction Cost Theory 

At the latest since the fall of the Soviet Union in 1991, capitalism has prevailed over other 

systems as an economic system based on free competition and the pursuit of private 

ownership of capital. Many experiments and attempts to overcome class antagonisms 

through planned economy, as in Mao’s China, Stalin’s Soviet Union, or currently Maduro’s 

Venezuela, have failed grandiosely. Capitalism, with its innovation-creating mechanisms of 

competition and its propagated maximum freedom of individuals, seems to allow no 

alternative. However, even capitalism does not seem to have an answer to many phenomena 
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that endanger the stability of society. The gap between rich and poor is widening increasingly, 

and the populists’ simplifying propaganda is currently being met with open ears by the 

population. In order to modernize capitalism from within, reformers must make use of the 

tools of capitalism: Competition and maximizing the utility for individuals. In this context, 

much hope is pinned on impact investing as a way of raising everyone’s standard of living 

without sacrificing prosperity. Impact Investing also lives from the firm believe that if many 

players work together, social injustice can be combated.  

Consequently, a central question of impact investing is the following: “Simply put, does the 

pursuit of impact require a sacrifice in financial returns?” (Trelstad, 2016). As I have argued, I 

believe that the intention of an impact investor must always be to achieve financial returns. If 

this is not the case, impact investments are to be understood as a form of philanthropy, since 

a financial loss would be tolerated for the impact achieved. Needless to say, this is legitimate, 

but in our capitalist system it does not have the potential to achieve a high market share and 

to be taken seriously. Thomas Hobbes’ self-interest principle must therefore not contradict 

impact investing. Rather, impact investing can be interpreted as conforming to the principle. 

Nevertheless, many authors divide Impact Investors into two subcategories, which could be 

described as ‘profit-first’ and ‘impact-first’ investors. Brest and Born (2013) as well as Halstead 

and Hillebrandt (2018) distinguish “non-concessionary investors [that] are not willing to make 

any financial sacrifice to achieve their social goals” from “concessionary investors [that] are 

willing to make some financial sacrifice—by taking greater risks or accepting lower returns—

to achieve their social goals” (Brest & Born, 2013). However, Mudaliar and Barra (2015) state 

that “more than 75% of the funds target returns comparable to socially neutral investments 

of a similar risk-return profile” (Mudaliar & Barra, 2015). Despite this fact, both investors and 

academics disagree as to whether market-rate returns on investment in addition to a (social) 

impact are even feasible. Two theories in particular argue against this: The modern portfolio 

theory as part of the capital market theory, and the transaction cost theory. 

The Modern Portfolio Theory (MPT) originates from the work of the American economist 

Harry Markowitz in 1952. Markowitz showed that risks in a portfolio are reduced because the 

risks of the individual investments are not the same (see Markowitz, 1952). Based on this 

observation, the author developed models to describe the efficiency of portfolios. The 
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portfolio selection in particular plays a major role in the subsequent performance of the 

overall portfolio. “A good portfolio is more than a long list of good stocks and bonds. It is a 

balanced whole, providing the investor with protections and opportunities with respect to a 

wide range of contingencies” (Markowitz, 1959). The efficiency of a portfolio is based on risk 

mitigation through risk diversification. For example, a portfolio is considered efficient if the 

risk structure of the investments is heterogeneous or at best complementary. Risk 

diversification is therefore achieved through a combination of investment alternatives and 

can be described as the most important result of portfolio theory. By diversifying investments 

into different market segments, the risks of all potential market developments can be 

minimised. 

With regard to the work at hand, the portfolio theory must be considered regarding investors 

as well as impact ventures. By not taking certain (anti-social or environmentally damaging) 

approaches, or not cooperating with certain customers or suppliers, ventures deprive 

themselves of some of their available options. As a result, they diversify their risk less than 

ventures that are not active in the area of impact. The (voluntary) renunciation of some of the 

alternative courses of action manifests itself through an investment by an impact investor who 

usually sets strict rules for the behaviour of his investees in order not to disappoint the 

expectations of his own investors. On the investors’ side, such a practice was first observed in 

the 1970s, “when […] investors used negative screening - excluding certain stocks or industries 

from portfolios - to align investments with their values” (Snider, 2015). Impact investors also 

(voluntarily) deprive themselves of many alternative courses of action by establishing impact 

criteria:  

“Only investing in socially beneficial companies shrinks the pool of available investments, 
thereby leading to less risk diversification and to missing out on high-value opportunities. The 
socially neutral investor seeking to maximise their personal return will always prefer as many 
options as possible. […] Therefore, screening the portfolio for social impact must reduce 
performance. In general, there is no reason to expect socially beneficial companies to have 
better performance than socially neutral or harmful ones” (Halstead & Hillebrandt, 2018). 
 

Thus, the MPT suggests that a restriction of the portfolio to exclusively socially beneficial 

ventures leads to a reduction in the expected financial performance.  

However, the outstanding position of portfolio theory in relation to risk mitigation must be 

questioned. Since Markowitz, who received a Nobel Prize for his research in 1987, established 
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the paradigm of diversification, almost all asset managers in the world have followed his 

principles. At the latest with the financial crisis of 2017/2008, it must be questioned why such 

a system-critical crisis could break out and affect so many institutions despite comprehensive 

portfolio management efforts. Lukomnik and Hawley (2018) deal in detail with the paradoxes 

and limitations of MPT and argue that “diversification works only when the sources of risk are 

idiosyncratic- so the risk of one is not related to the risk of the other”. Paradoxically, by relying 

on diversification to minimise risk, asset managers can create systematic risk by softening 

standards in order to make more profits. This paper is not able to provide a more detailed 

discussion of MPT as this is not the central question of the thesis. However, it should be noted 

at this point that the MPT, despite its wide distribution, must be questioned critically. 

The transaction cost theory tries to describe when organizational forms of exchange are 

handled more efficiently or less efficiently. It assumes that any action in a market economy is 

associated with costs. Before making investment decisions, companies try to gather as much 

information as possible about the investment object. However, if this search for information 

becomes too detailed, resulting in higher transaction costs, the economic viability of an 

investment alternative may be adversely affected. Impact ventures generally have relatively 

high transaction costs because they not only have to collect, process and evaluate information 

on the financial value of an investment alternative, but also on the rate of impact of an 

investment alternative. This applies to both impact investors and impact ventures. Halstead 

and Hillebrandt (2018) argue, that impact ventures face additional costs because they need to 

try to track and report the financial metrics as well as impact metrics. “Impact evaluation is 

costly and imposes an additional burden that is not borne by socially neutral [ventures], who 

only need to track their financial returns” (Halstead & Hillebrandt, 2018). 

The two theories discussed represent the basis for criticism and distrust toward the financial 

potential of impact investing. “Concerns [...] whether ESG investments will deliver competitive 

returns” (Snider, 2015) are omnipresent. Halstead and Hillebrandt (2018) state that there “is 

a trade-off between financial returns and social impact” and reason this with the competition 

in which impact investors stand to socially neutral investors. To achieve additionality, “impact 

investors need to accept lower returns” (Halstead & Hillebrandt, 2018). Not only the scientists, 
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also many “investors still believe there is a trade-off - even if it’s merely a perception” 

(Chhabra, 2015). 

And indeed, there is scientific support for this critical examination of the financial success of 

impact investments. Ciciretti, Dalo and Dam studied the financial performance of Socially 

Responsible Investing and find robust evidence that funds participating in Socially Responsible 

Investing underperform at 4.8% annually (see Ciciretti, Dalo and Dam, 2017) compared to 

socially neutral funds. Also, Geczy, Stambaugh, and Levin (2005) find that (negative) screening 

damages financial performance.  

However, Halstead and Hillebrandt point out that in inefficient markets with fewer investors 

and with imperfect information, capital market theories can only be applied to a limited extent 

because they are based on a large number of (unrealistic) assumptions (see Piper, 2018). The 

MPT as well as the transaction cost theory are based on the assumption of complete markets 

with perfect competition. These assumptions have long been considered unrealistic (see 

2.2.1.) and are only used to simplify the mathematical models behind the theories. Rather, 

scientists discuss many characteristics of impact ventures that could give them the potential 

to extraordinarily create value. 

 

2.1.5. Value Creation through the Pursuit of Impact 

The theories discussed in the last section (2.1.4.) suggest that companies must accept a 

financial sacrifice in order to achieve a (social) impact. As briefly mentioned, however, these 

theories are based on assumptions that are unrealistic. “According to the efficient capital 

market hypothesis, asset prices fully reflect all available information, making it difficult for 

individual investors to achieve better risk-adjusted financial returns than the market” 

(Halstead & Hillebrandt, 2018). The imperfection of markets is discussed in section 2.2.1 in 

more detail. 

In fact, there are several reasons why impact ventures could be at least as financially 

successful as their purely profit-oriented competitors. Several empirical studies doubt that 

impact investments will generate lower financial returns in the long run than other 

investments (see Eccles, Ioannou & Serafeim, 2014; Bouri, Mudaliar, Schiff, Matthews & 
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Sternlicht, 2015; Morgan Stanley, 2015a; Morgan Stanley, 2015b; Revelli & Viviani, 2015; 

Pandit & Tamhane, 2018; MSCI, 2019).  

Accordingly, I will discuss mechanisms that could support value creation in impact ventures in 

particular. For the sake of clarity, these mechanisms are divided into three subcategories: 

Recursion, Risk Mitigation, Fashion. 

Recursion is the abstract process of applying rules anew to a product they have produced. This 

creates potentially infinite loops. These loops could arise in imperfect markets: “When a 

critical mass of investors targets one industry (e.g. coal) […], they can, at a minimum, raise 

public consciousness about the problem, and potentially improve industry practices over 

time” (Trelstad, 2016). Sir Ronald Cohen adds: “It is true in the case of social investment as it 

has proved to be in that of venture capital and private equity that the supply of money creates 

its own demand and an increased flow of capital is therefore the starting point” (see Freireich 

& Fulton, 2009). Lukomnik and Hawley (2018) also address this fact, which, according to the 

authors, is particularly relevant in the area of impact investing, because strong partnerships 

among investors and investees due to the goal alignment are conceivable in this field: “It is 

possible for [...] groups of investors, to change the behaviour in an entire market” (Lukomnik 

& Hawley, 2018). In conclusion, since various impact investors are often goal aligned and an 

entire industry pursues similar goals, it is more likely than with socially neutral investors that 

recursive phenomena will occur at the end of which impact investors and impact ventures will 

have advantages because of their early focus on the new industry standard. 

Another advantage reserved for impact investing funds is the possibility to advise a so-called 

“donor advised fund or DAF” (Thorpe, 2016). A DAF is an account that investors open with a 

public charity (such as a private foundation). The investor advises the charity and invests in 

the same project but receives a tax deduction. This allows investors to invest in instruments 

that would otherwise only be open to accredited investors (Thorpe, 2016). 

In the previous part, the disadvantages of impact investing in terms of risk mitigation were 

discussed. The (voluntary) restriction of investment alternatives could leave financial 

potentials untapped. However, impact investors are also often able to generate “financial 

returns in ways that are totally uncorrelated with other drivers of asset prices (e.g. interest 

rates, oil prices or commodity cycles)” (Trelstad, 2016). As an example, Trelstad (2016) cites 
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projects to reintegrate prisoners into society. But also, the fact that impact ventures have 

fewer natural threats in the long run than average other companies plays a role concerning 

the risk management of impact investors. “Companies have seen their revenues and 

profits decline, for instance, after worker safety incidents, waste or pollution spills, weather-

related supply-chain disruptions, and other ESG-related incidents have come to light” 

(Bernow, Klempner & Magnin, 2017). Examples include the oil spill in the Gulf of Mexico in 

2010, which forced the operating company BP to pay damages totalling $18.7 billion, and the 

$23 billion damages paid by US cigarette manufacturer R.J. Reynolds Tobacco to a widow of a 

chain smoker in 2014. Snider (2015) enumerate the “ESG-related risks that companies face: 

[…] climate change, health and safety concerns, and issues with transparency, risk 

management and governance can have a direct financial impact when they affect a company’s 

operation” (Snider, 2015). Haldane and Nelson (2012) add that Impact investments can 

contribute to risk reduction by involving all stakeholders. In conclusion, it can be said that 

impact ventures, on average, operate in a world with more potential partners and have to fear 

less natural, business model immanent dangers. 

As a third decisive advantage of impact investing, I count Fashion. In my understanding, this 

includes the fact that a certain purpose plays a greater role in the life of the so-called 

Generation Y than for many other generations. Generation Y, or millennials, is the population 

cohort born between the early 1980s and the late 1990s. The representatives of this cohort 

are young professionals and students “who have grown up with a more socially responsible 

mindset than previous generations” (Azevedo, 2018). Accordingly, two-thirds of all high-net-

worth millennials agree with the statement that their investment decisions are a way to show 

their social, political, or environmental values (see U.S. Trust, 2014). “47 percent of millennials 

say that the ‘purpose of business is to improve society/protect the environment’” (Deloitte, 

2018). “93% of millennials consider social, political or environmental impact important” 

(Snider, 2015; see U.S. Trust 2016). In a 2002 survey, only 15% of all MBA students said that 

“social contribution” was an important part of their career decisions. By 2014, 83% of all MBA 

students said that they would accept 15% less salary for a job that makes a “social or 

environmental difference in the word” (Net Impact, 2014; see Bannon, 2016). The results of 

this sensory change are directly noticeable for companies: “Employees are willing to sacrifice 
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wages to work at companies that engage in social responsibility” (Nilsson & Robinson, 2017). 

Burbano (2016) even notes a “negative causal effect of receiving information about an 

employer’s social responsibility on prospective workers wage requirements for a job” of 44%. 

In addition to the talent acquisition factor, there are other advantages originating from the 

Fashion of impact ventures (see Bannon, 2016), such as higher employee productivity, greater 

customer loyalty and better press coverage. For talent acquisition reasons, the “fraying 

contract between society and business [becomes] an urgent priority” (Pandit & Tamhane, 

2018) for businesses. 

In light of these factors, ‘doing good’ may be seen as a strategic asset. Azevedo goes even 

further and writes: “Making the world a better place and making money can go together” 

(Azevedo, 2018). The Value creating factors of impact investing need to be understood as 

Jaworski and Senge (2011) argue: “To think that the world can even change without changes 

in our mental models is folly” (Jaworski & Senge, 2011).  

Various investors try to trigger such a shift in mental models, leading to innovations, in order 

to be able to skim off profits from the innovation later on. Venture capitalists in particular are 

“potential funders and [...] play a pivotal role in the development and diffusion of [...] 

innovations” (Cetindamar & Ozkazanc-Pan, 2017). Venture capital, the vehicle through which 

many young companies are financed, will be examined in more detail in the second part of 

the Literature Review. 

 

2.2. Venture Capital 

Venture capital firms are investment vehicles that conduct private equity investments, 

“providing working capital to the target firm to nurture expansion, new product development, 

or restructuring of the firms operations, management, or ownership” (PrivCo, 2018). In the 

following I will provide an overview of the venture capital scene. I will discuss the trends in 

the venture capital scene and explain what a venture capital firm does.  

In the United States of America, Europe and Asia, VC investments grew from $52bn in 2013 to 

$204bn in 2018, according to the MoneyTree report Q4 2018 (see figure 2). The VC scene in 

the United States still accounts for half of the world’s invested growth capital funds ($102bn 

in 2018). However, the share of Asian venture capital investments has risen sharply in recent 
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years. While in 2013 Asian venture capital investments accounted for $7bn or just under 13% 

of global investments, in 2018 Asian investments accounted for $81bn or around 40% of global 

venture capital investments. European investments have also risen sharply from $7bn in 2013 

to just under $21bn in 2018. Their share of global investments has thus remained similarly 

high at just over 10% (see PricewaterhouseCoopers, 2019). 

One reason for the growth and popularity of VCs is the fact that in the past, as investors, they 

have promoted and fostered revolutionary ideas and thus changed the world. Virtually all of 

the extremely successful digital business models of recent years such as Facebook, Spotify, 

Ebay, Amazon and more have received VC funding. This shows that VCs are active in an area 

that has outstanding potential to multiply investments.  

In addition, venture capital funds are urgently needed: Hall and Lerner (2009) find that “small 

and new innovative firms experience high costs of capital” which stems from a “funding gap 

for investment innovation”. A variety of recent research has demonstrated that venture 

capital investments play a fundamental role in driving economic growth - in high-tech 

industries, but also in the economy as a whole. “Increases in the supply of venture capital 

positively affect firm starts, employment, and aggregate income” (Samila & Sorenson, 2011). 

Puri and Zarutskie (2008) discover that “VC-financed firms achieve larger scale”, but “are not 

more profitable at exit than matched non-VC-financed firms”. “Venture capital stimulates the 

creation of more firms than it funds” (Samila & Sorenson, 2011). However, venture capital 

firms have another advantage for the economy. The success of the start-up scene and thus of 

the VC industry is a self-determined cycle, which is driven by the fact that imitators are 

motivated by the success of some ventures to set up their own businesses. Furthermore, start-

ups create knowledge and work on technologies that enable other companies and industries 

to create value in the first place. Despite these good prerequisites it must always be borne in 

mind that venture capital is a high-risk business. 

Venture Capitalists are typically relatively small partnerships involving a modest number of 

partners. Such partnerships collect funds from companies, other institutional investors or 

wealthy individuals, who are limited partners (LPs). Between the LPs and the VC, contracts 

regulate subjects such as the investment strategy, the duration of the fund and other 

formalities. Under these contracts, LPs undertake to transfer the amount corresponding to 
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their share in the fund to the venture capital firm when the operating general partners (GPs) 

make investment decisions. In return, they are guaranteed a share of the profit generated by 

the fund (see Da Rin, 2011). In order to finance the operating costs for personnel and the 

office, venture capital funds charge a ‘management fee’ between 2-4% of the fund size every 

year (see figure 4) 

 

 
Figure 4: A graphical model of VC (see De Rin, 2011) 

 

2.2.1. Efficiency of Venture Capital markets 

Venture capital markets are imperfect (see Chan, 1983; Brest & Born, 2013; Diaz-Moriana & 

O’Gorman, 2013; Halstead & Hillebrandt, 2018). Kenton (2019) even claims: “It’s the opposite 

of a perfect market, which is characterized by perfect competition, market equilibrium, and 

an unlimited number of buyers and sellers”. The reason for this is that “impact investing 

typically does not take place in large cap markets, but in domains subject to market frictions” 

(Brest & Born, 2013).  

Bartkus and Hassan (2009) state that “it may be impractical to achieve a well-diversified 

portfolio of venture capital (VC) investments due to market imperfections”. However, the 
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authors note a positive impact on the subsequent success of portfolio companies in VCs that 

“diversify across portfolio company stage of development”.  

Kenton (2019) states that all “real-world markets are theoretically imperfect, and the study of 

real markets is always complicated by various imperfections” (Kenton, 2019). The author 

gives, as well as Brest and Born (2013), the following reasons for the imperfection of real-

world markets: Competition prevails in venture capital markets. Not only start-ups are in 

competition, in their case for funding. VCs also have to win the favour of start-ups in order to 

be able to invest in the best start-ups. In addition to prestige and a good reputation, goal 

alignment is therefore very important for VCs. 

As Lukomnik and Hawley (2018) also address, investors, unthinkable in perfect markets, 

repeatedly influence the behaviour of their investments. The fact that “through “activism” [...] 

changing the behaviour of the company” (Lukomnik & Hawley, 2018) is often possible is not 

only an indication that imperfections exist in the market. It also underlines the previously 

mentioned notion that investees are interested in a high degree of goal alignment as they do 

not want to be re-educated by their investors. 

Another imperfection of the venture capital market is, according to Kenton (2019), that “prices 

[are] set by price makers rather than by supply and demand”. The value added by the VC and 

its financial support is what it pays for shares. The decision who pays the best price, in other 

words who gives the best support, is very subjective. VCs are dependent on the preferences 

of the start-ups.  

Furthermore, imperfect or incomplete information about products and prices exist on the 

venture capital market. “Investors at large may not know about particular opportunities […] 

let alone have information about their risks and expected returns” (Brest & Born, 2013). 

Adverse selection could lead to goods being traded only with poorer quality, because those 

with good quality cannot be identified by the buyer who is not prepared to pay more 

accordingly. So, if a VC is able to gain expertise in a certain area, it is quite conceivable that 

this VC can recognize and claim high potential profits in this way, which other VCs cannot claim 

due to a lack of information. 

Furthermore, “Institutional investors have rules of thumb and practices - in effect, 

institutional heuristics - that simplify decision-making for typical cases but that may exclude 
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potential […] investments, which, for example, may require more flexibility” (Brest & Born, 

2013).  

For the continuation of the present work, it should therefore be noted that “the frictions or 

imperfections inherent in some smaller, private markets may offer the possibility of yielding 

market returns and achieving social impact” (Brest & Born, 2013). To put it another way, 

“impact investors may exploit [frictions] to reap both social benefits and market-rate financial 

returns” (Brest, Born, 2013). This argument sows doubts about the applicability of Modern 

Portfolio Theory and Transaction Cost Theory. However, Brest and Born (2013), who had 

previously discussed the existing market inefficiencies, warn, that “socially motivated 

investors are no less susceptible to poor judgment and fads than their socially neutral peers” 

(Brest, Born, 2013). 

 

2.2.2. Alternative Funding Sources and Types of Venture Capital Firms 

In the following I will discuss alternative funding sources in more detail in order to distinguish 

venture capital funding from them. In the second section of the chapter, different types of 

venture capital funds will be presented. This distinction is helpful because there are large 

differences between venture capital firms. Venture capital firms select and evaluate their 

portfolio companies, but start-ups also have to make the strategic decision what type of 

venture capital firm they want to receive funding from. Therefore, the characteristics of 

different VCs influence the way they work and which companies they invest in. 

Start-ups are newly founded companies with an innovative business idea and high growth 

potential. Since computers and the internet have found their way into private households, 

more and more innovation power has migrated from large companies to start-ups. On the one 

hand, this is due to the fact that entrepreneurs can skim off more money from the innovation 

if they found their own business and on the other hand start-ups can react much more flexibly 

to changing environmental conditions. But both innovation itself and rapid growth are initially 

very resource-intensive. Since many of the companies founded have very high financial 

potentials, various investors have specialised in helping them to expand in order to benefit 

from their growth later on. Depending on the age, size and capital requirements of the start-

up, different funding sources have been established (see figure 5), that fit different needs. 
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Figure 5: The role of venture capital in the maturing of entrepreneurial businesses (see Marcus, Malen & Ellis, 2013) 

 

Alternative Funding Sources 

Many founders have saved up some starting capital or borrowed it from their friends and 

relatives before setting up their start-up. This is mainly due to the fact that it is extremely 

difficult to convince investors of an idea or a product in very early phases. In addition, the 

capital costs that investors charge are usually very high due to the extremely high uncertainty. 

However, start-ups often need external expertise, especially for the development of the 

product and sales channels, which most families and friends cannot offer. 

Unlike family and friends, so-called business angels, mostly wealthy entrepreneurs who invest 

privately, often have a good network and expertise in the start-up business. However, they 

are likely to have fewer resources and less time than VCs, as they are not so professionally 

organized. Consequently, they usually invest in very young companies, often before a resilient 

product or business model exists. But it is precisely this characteristic that also determines the 

value of business angels, from whom it can be easier and less time consuming to collect 

funding at an early stage (see Chemmanur & Chen, 2014). Nonetheless, due to more 

sustainable cash reserves and the possibility of joining subsequent rounds, venture capital 

firms can add more value to their portfolio companies than business angels (see 

Schwienbacher, 2007). 
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Unlike business angels, venture capital firms, private equity firms and players on the stock 

market, banks do not claim equity from start-ups and can play a role in the maturing of 

entrepreneurial businesses from the seed stage up to the late stages of a venture. While the 

alternatives mentioned usually claim board seats and control rights in the company as well as 

equity, banks demand previously agreed repayments of the granted loan. This may sound 

particularly interesting for founders at first, but it has many disadvantages for young 

companies. On the one hand, in contrast to venture capital funds, banks rarely have special 

knowledge or a special network to help the start-up. Their so-called added value is therefore 

very limited. For this reason, the ability of venture capital funds to add value is what makes 

VC financing so useful for founders (see De Bettignies & Brander, 2007). Due to their lack of 

expertise and the resulting information asymmetry, banks have to charge high interest rates 

on their loans. The compulsion to meet agreed repayment deadlines can quickly put start-ups 

in existential difficulties. Moreover, in contrast to venture capital funds, banks are not 

incentivised to contribute to the success of the company. This type of financing is therefore 

unattractive, especially for early-stage start-ups.  

Despite their superior expertise in certain industries, equity investors cannot prevent a 

residual risk. Nevertheless, equity investors are prepared to offer start-ups more favourable 

conditions than banks. There is hardly any upper limit to the profit of an equity investor, as 

they can later sell shares in the start-up. Banks, on the other hand, can maximally earn the 

capital payment plus interest. 

The discussed funding alternatives focus on early-stage companies whose development is not 

yet advanced, which is why investment decisions often have to be made in imperfect markets 

with little information. Late stage investors such as private equity funds, asset managers and 

stock market investors, on the other hand, often seek a variety of metrics and key 

performance indicators and make investment decisions based on objective data and robust 

research. The investment rounds in the later phases are on average higher (see figure 15), 

which is why private equity funds usually manage more assets than VCs. Due to the limited 

scope of this research, this paper will have to focus on one of the possible funding sources. 

Since venture capital firms are usually more flexible than private equity firms but have a more 
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strategic investment strategy and organisation than business angels, they seem to be best 

suited for an analysis of private equity in terms of impact investing. 

 

Types of Venture Capital Firms 

Venture capital deals include extreme outliers in terms of financial success. The majority of 

investments are unsuccessful, and very few investments achieve extremely high returns 

(Levine, 2014). Neumann (2015) draws attention to this special feature of the venture capital 

market. The success of portfolio companies is not normally distributed. Using the Central Limit 

Theorem, it can be explained why normal distributions can be found all over the world: If the 

inputs are independent random quantities, then their sum is approximately normal 

distributed for a sufficiently large number of observations (N). Therefore, the body size of 

person, for example, is normally distributed worldwide. In science, normal distributions are 

used in various contexts and are applied in biology, economics and many other fields. Venture 

returns do not belong to the group of phenomena that are normally distributed. Peter Thiel 

(2012) notes: “[…] actual returns are incredibly skewed. The more a VC understands this skew 

pattern, the better the VC. Bad VCs tend to think the dashed line is flat, i.e. that all companies 

are created equal, and some just fail, spin wheels, or grow. In reality you get a power law 

distribution” (see figure 6). 

 

 
Figure 6: Normal distribution vs. power law distribution (see Hale, 2015) 
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It is difficult to uniformly assess VC companies. The market is very heterogeneous and venture 

capitalists differ greatly depending on geography and focus (see Da Rin, 2011). “[…] it’s all 

about tipping the odds in favour of their portfolio companies. These competitive pressures 

are pushing VCs to disrupt their otherwise traditional industry – giving rise to augmented 

models and Value-add Olympics” (Girtu, 2019). As a consequence, the following principle 

applies to venture capital firms: “To identify and win over the most sought-after deals, VCs 

are constantly looking to differentiate themselves” (Girtu, 2019). There are system-related 

reasons why different forms of Venture Capital firms exist. Although start-ups are generally 

looking for money, this does not have to be the only desired form of support. So-called added-

value venture capitalists can have great value for start-ups (see De Bettignies & Brander, 

2007). In general, the business model of venture capital firms is based primarily on their ability 

to evaluate companies in great uncertainty without many objective measuring points (see 

2.2.1.) and on an added-value offering for start-ups.  

Bertoni et al. (2012) shed light on differences between VC types in Europe by analysing over 

845 investors. By differentiating four types of VCs besides the traditional VC, namely 

Incubators, Accelerators, Governmental venture capital funds (GVCs) and Corporate venture 

capital funds (CVCs), they found that the different types of VCs are rarely competing for the 

same deals.  

Incubators build up start-ups together with a founding team and provide the resources 

needed for rapid growth, such as experts, network, but also office space and more operational 

support. It has to be taken into account that the impulse for the foundation always comes 

from the incubator itself and therefore the incubator is a major shareholder of the company.  

Comparable to incubators, the idea of accelerators is to assist entrepreneurs creating a 

business with resources such as office space, talent acquisition and professional development 

by experts. Accelerators usually only acquire a small share in the company and usually only 

provide a relatively modest amount of capital. Founders that don’t want to give away a big 

amount of money but wants extensive operational support might choose to cooperate with 

accelerators. 

Governmental venture capital funds differ from traditional VCs primarily in that they focus on 

niche markets. Thus, these investment vehicles are primarily active in areas such as biotech 



 

 
 

35 

and pharmaceutical markets. Bertoni et al. (2012) note that GVCs profits are on average lower 

than those of traditional VCs. Nevertheless, start-ups that are involved in an industry in which 

sales cycles are long or which for other reasons is unpopular among other VCs may be 

particularly interested in GVCs. 

Corporate VCs differ from traditional VCs in that they have only one limited partner, usually a 

very large company. The rationale of the large companies is that they can use synergies with 

the portfolio companies in order to become more innovative themselves, that talents can be 

acquired through acquisitions and that innovative activities take place more frequently within 

the company’s boundaries (see de Bettignies & Chemla, 2008). Especially start-ups operating 

in R&D intensive markets or searching for a strategic investor with a beneficial business 

network might consider applying for funding from a CVC. 

Since many companies cannot be clearly assigned to one of the listed categories, it is 

extremely difficult to compare them more closely. Whatever the structure of an investment 

vehicle is, the crucial question is ultimately: How can VCs find the best start-ups and add 

maximum value to them? 

 

2.2.3. Evaluation and Selection 

In the following, criteria will be analysed on the basis of which VCs evaluate start-ups. These 

criteria are very important because the success of VCs depends to a large extent on their ability 

to identify the best start-ups. Venture capital funds face the following problems when trying 

to identify start-ups that may earn a lot of money in the future. 

• Information asymmetry 

• Missing tangible assets (which could be pledged in the event of failure) 

• High uncertainty 

 

In order to minimise risks and assess the extent to which an investment alternative has what 

is known as downside protection, meaning how much the value of an investment alternative 

will fall if certain targets are not achieved, venture capital firms try to collect as much 

information about the company as possible as part of a due diligence process. Then the 

information is divided into nine standardized factors to create comparability. These in turn 
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can be divided into the following areas: External factors, internal factors, financial factors (see 

figure 7). 

It should first be noted that start-ups cannot influence all of the factors included in the 

evaluation themselves. In particular, the external factors cannot be affected, but can have a 

major influence on the success of a company. These include market size, market development 

and timing. Normally, start-ups do not have the market power to set market trends and 

transform an entire market. Venture capital investors can only believe that their portfolio 

companies are agile enough to adapt to these environmental factors.  

 

 
Figure 7: Structural overview of selection criteria 

 

Financial factors include the following: Fund returnability, which is the question of what return 

on investment can be expected from successful future work, and details of the funding round, 

such as the amount of money required, other investors and runway (time until an additional 

investment is required). These factors depend above all on the business plan of the start-up 

company and have a central influence on the success of the venture. 

Nevertheless, the internal factors, the heart of the company, can also be described as the 

decisive factors for the investment. These include the team factor, which is particularly 

important in early-stage start-ups, the value proposition of the product and the specific way 

in which the product is to generate profits. Bernstein, Korteweg and Laws (2015) argue, that 

“information about human assets is causally important for the funding of early-stage firms 

and hence for entrepreneurial success”. 
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Drawing systematic conclusions about the decision-making processes in venture capital firms 

is very challenging. Individual factors are weighted very differently depending on the industry 

and size of the start-up. While, for example, very early stage investors look at the team’s ability 

to steer the venture through turbulent waters since often no sufficient product or revenue 

model is available, later stage investors want to see evidence for timing, market and product 

market fit as well as reliable sales figures. 

Nevertheless, Bernstein et al. (2015) find that the selection process described above is closely 

related to the success of an investor’s portfolio. Their paper identifies three factors in 

particular that determine the selection process (see Bernstein et al., 2015). In addition to the 

factor team, these are two factors that I will discuss below: Traction and identity of current 

investors. 

The traction of a firm or even a central product of a firm can provide a conclusion about the 

product market fit and the natural growth and growth potential of a company (see Bernstein 

et al., 2015). On the basis of this KPI, investors can make decisions and put comparable 

companies in relation to each other. 

Due to the great uncertainty in the start-up market, investors also try to combine their own 

impressions with the decisions of other investors in order to be able to incorporate more 

information into the decision. However, the decisions of other investors may of course be 

incorrect or based on insufficient information. Therefore, the fact that benchmarking is very 

common among VCs is probably also due to the fact that VCs are afraid to miss out on 

particularly lucrative start-ups due to irrationalities or their own mistakes. 

 

2.3. Impact Investing and Venture Capital 

“Traditional investors have been hesitant to hop on the impact investing bandwagon, 

concerned that it comes with side effects - slow returns, minimal returns, and high risk” 

(Chhabra, 2015). Nevertheless, impact investing is increasingly practiced today, especially in 

Anglo-Saxon countries. The venture capital scene is also largely located in the markets of 

North America and Great Britain, even though Asia has caught up strongly (see figure 2). 

While impact investing continues to enjoy great popularity (see Bernow et al. 2017), it is still 

very new in the venture capital sector. However, Cetindamar and Ozkazanc-Pan (2017) 
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describe a “mission drift [...] taking shape across different VC impact investors”. According to 

the authors, this mission drift offers great potential for social entrepreneurship because “VC 

impact investors are […] potential funders and might play a pivotal role in the development 

and diffusion of social innovations” (Cetindamar & Ozkazanc-Pan, 2017). VCs are potential 

funders because the venture capital scene is particularly concerned with young companies as 

VCs can in this context best harness their unique ability to evaluate young companies in phases 

of great uncertainty in order to benefit substantially from the innovation of the start-up. As 

the demand for funding of impact ventures rises, impact VCs have an outstanding position in 

the market and can select the most lucrative start-ups. Furthermore, state aid is potentially 

very lucrative for investors. “Mobilising venture capital – usually in the form of the placement 

of funds in small and growing businesses – to fuel sustainable development is a priority for 

many African governments and their international allies” (Barnett, Jackson, O’Flynn, Ismaila, 

Agyeyomah, 2018). As a result, a growing number of venture capital funds have focused on 

impact investments in the past years. In addition to a financial return, these impact VCs also 

seek a non-financial impact. 

“The heart of the venture capital process is the connection between venture capitalists and 

the firms in which they invest” (Hall & Lerner, 2009). Impact investors differ from traditional 

investors in that they pursue double bottom line goals. In contrast to traditional VCs, their 

partnership with portfolio companies is based not only on the desire to maximize financial 

returns and the vision of being able to do this successfully together, but also on a common 

purpose. Rist (2018) argues, that “venture investing is inherently impactful” (Rist, 2018). 

According to the author, capital of investors increases productivity, which leads to 

employment being secured. This purpose also plays a major role in the remarks by Pitt-Watson 

and Mann (2017). According to the two scientists the “purpose of a ‘great company’ gives it a 

reason for being, defining its contribution to society” (Pitt-Watson & Mann, 2017). Through 

the (at least perceived) goal alignment with their Investees, impact VCs are very popular 

investors and can thus claim a decisive competitive advantage for themselves. It is only 

through this common purpose, which is at least as important as the financial success, that 

Impact Ventures can assert the value creating factors discussed. Therefore, “the 

establishment of “fit for purpose” institutions might well lead to productivity increases and 
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falling consumer costs” (Pitt-Watson & Mann, 2017). Through the common purpose and these 

factors impact ventures potentially benefit from more stamina and loyalty by the investor than 

socially neutral ventures. 

“Proponents of impact investment in general consider that the relationship between investors 
and impact investees contributes to economic development while simultaneously eradicating 
long existing social problems such as poverty, illiteracy, and homelessness” (Cetindamar & 
Ozkazanc-Pan, 2017). 
 

Schiff and Dithrich (2018) deal with the question “how Impact Investors enable the 

organizations and projects they finance to expand and deepen their impact beyond the 

duration of their investment”. The authors draft instructions for impact investors. They 

recommend investing “in companies for which impact is core to the business model, helping 

to mitigate potential trade-offs between impact and financial success at exit”. Regarding the 

later monetisation of the investments, Schiff and Dithrich recommend (2018) that investors 

should “attempt to select ‘aligned’ buyers who can help ensure long-term impact”. A sufficient 

proof of the good will of the buyer is in particular “that a potential buyer complies with 

relevant regulations and has a good reputation” (Schiff & Dithrich, 2018). 

Moreover, VC money makes it possible to develop “better, cheaper products”, prevents 

“abuse of market power” by dominant big corporations, increases market resilience by 

boosting market diversity, thus reducing risks, “by improving the ability of society to absorb 

shocks” and empowers “individuals […] to harness the full extent of their talents” (Rist, 2018). 

 

3. Methodology 

This paper examines the correlation between the impact investing orientation of a venture 

capital firm and the success of its portfolio companies. As I have shown in the Literature 

Review, there are a number of reasons why start-ups supported by impact VCs could be 

(financially) successful. Key reasons for this include: 

• “Fashion” - a shift in consumer behavior, potential state support and skilled but 

inexpensive employees. 

• Better goal alignment with investors resulting in more patience and loyalty by the 

investor. 

• Risk Mitigation advantages due to less natural hazards and innovative business models 
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• Impact investors have the opportunity to exploit negative selection biases, as the niche 

market of impact investing is subject to various imperfections. 

On the other hand, theories that have attracted worldwide attention suggest that social or 

environmental impact can only be achieved with the help of a financial sacrifice. The most 

important theories in this respect are: 

• Modern Portfolio Theory, suggesting that impact ventures and impact investors do not 

mitigate risks sufficiently and leave earnings potential untapped due to their 

(voluntary) abandonment of some of the investment alternatives. 

• Transaction Cost Theory, suggesting that due to the double bottom line goals of impact 

ventures and impact investors, transaction costs increase and profitability decreases. 

As can be seen, there is still (scientific) uncertainty regarding the success of impact VCs and 

the success of their investees. Nevertheless, I have shown that in particular venture capital 

markets are subject to imperfections, that “may offer the possibility of yielding market returns 

and achieving social impact” (Brest & Born, 2013).  

 

3.1. The Data Set 

In order to examine the success of impact VCs in detail, I have compiled two data sets. This 

turned out to be more difficult than expected. Venture capital firms are private companies 

that are not subject to extensive disclosure requirements. As a result, a compilation of data 

on portfolios of venture capital firms is not only very time-consuming, but existing data bases 

are usually very incomplete. In addition, thousands of deals are concluded worldwide every 

year. It is therefore almost impossible to keep centrally organized data bases up to date at all 

times. 

 

3.1.1. Data Source 

Michael Arrington, an entrepreneur, investor and journalist, recognized these challenges for 

scientists, but also for journalists and venture capitalists and founded Crunchbase Inc., in 

2007. The data base contains information about start-ups and investors all over the world. 

Dalle, den Besten and Menon (2017) found that Crunchbase is widely used by academics and 

that more than 90 research papers have been using the database in the past. Furthermore, 



 

 
 

41 

they state that Crunchbase is “partially crowd-sourced, i.e., users can add and revise contents, 

which add to the comprehensiveness […] of the database” (Dalle, den Besten & Menon, 2017). 

Due to the fact that Crunchbase is crowd-sourced, the platform can take advantage of the 

diversity, independence and decentralization of its users and, similar to stock markets, collect 

and integrate a lot of information. In addition, the information on the website is cross-linked 

so that, for example, all of an investor’s portfolio companies or all of an entrepreneur’s start-

ups can be linked together. The platform can also use standardized categories to identify the 

industry and competitors of individual companies. Concerning the coverage of Crunchbase, 

Dalle et al. (2017) emphasize that “aggregate statistics on VC funding […] tend to be 

reasonably similar to the same figures produced with an alternative and more established 

source”, which is why it can be assumed that the coverage of Crunchbase is reasonably high. 

The Crunchbase website is used by over five million users every month. More than 560,000 

active community members contributed to the platform (see Kaufman, 2013). Due to the good 

coverage and the possibility to use the database for scientific purposes, I decided to work with 

Crunchbase. 

 

3.1.2. Building an Impact VC sample 

In the following, I will briefly explain how I formed the data set of impact VC portfolio 

companies. Using an in-depth literature search (see Guézennec & Malochet, 2013; Cetindamar 

& Ozkazanc-Pan, 2017; Gilbert, 2017; ImpactAssets, 2019) and the Crunchbase search 

function, I have identified 30 impact VCs that meet the definition of impact investing that I 

have introduced: Impact investments are investments with the clearly formulated intention of 

generating financial returns and having a measurable, positive social or environmental impact 

through the investment. This means that the VCs must satisfy the following criteria: 

• The venture capitalists need to be profit-oriented and non-concessionary (“not willing 

to make any financial sacrifice to achieve their social goals” (Brest & Born, 2013)). 

• The venture capitalists need to intentionally have a non-financial impact. In order to 

satisfy this condition, the VCs need clearly defined impact factors such as 

Environmental, social and governance (ESG) considerations for each investment. 
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• The venture capitalists need to invest in the VC stage and not on project-basis or PE 

stage.  

• Information about the investments of the VCs must be available on Crunchbase. 

 

Based on these criteria I have identified the following Impact VCs (in alphabetical order): 

Company City Founding year Investments Crunchbase 
Accion Venture Lab Washington 2011 48 

Aera VC Auckland 2015 4 
Ananda Impact Ventures Munich 2010 21 

Aqua-Spark Utrecht 2013 14 
Arborview Capital Chevy Chase 2008 7 
Better Ventures Oakland 2010 39 

Bridges Ventures London 2002 59 
City Light Capital New York 2004 41 

DBL Investors San Francisco 2004 48 
Ecosystem Integrity Fund San Francisco - 14 

Elevar Equity Bangalore 2008 40 
Emerge Education London 2013 60 

Eterna Capital London 2018 4 
Fifty Years San Francisco 2015 26 

Giant Leap Fund Melbourne 2016 10 
Goodwell Investments Amsterdam 2006 11 

Gratitude Railroad Park City 2013 6 
Gray Host Ventures Atlanta 2003 7 
Impact Ventures UK London 2007 15 

InvestEco Toronto 2003 10 
Lok Capital New Delhi 2000 21 

Mustard Seed London 2015 24 
Nesta Impact 
Investments London 2012 29 

Patamar Capital San Francisco 2011 10 
Rethink Education White Plains 2012 66 

Si2fund Brussels 2012 4 
SJF Ventures Durham 1999 54 

Social Impact Capital New York 2015 12 
Village Capital Washington 2010 24 

VoxCapital Sao Paulo 2009 5 
Table 4: Impact VC sample 
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A total of 733 investments conducted by these impact VCs can be found in Crunchbase. 

However, I only downloaded information about 546 ventures. This can be explained by the 

fact that venture capitalists often like to build a syndicate when investing into a start-up. In 

addition, the VCs have often invested in the same start-up for more than one funding round. 

The impact VCs in the sample were founded between 1999 and 2018 (see figure 8). If the 

impact VCs are assigned to one or more ESG criteria, 27% of the sample are specialized in 

environmental issues, 39% focus on social issues and 34% include governmental 

considerations into their investment decisions (see figure 9). 

 

 
Figure 8: Founding year of impact VCs in sample 

 

 
Figure 9: Focus of impact VCs in terms of ESG criteria 
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An example of an impact VC that takes environmental considerations into account in 

investment decisions is Arborview Capital. On the VC’s website, the companies’ mission is 

described as follows: “Arborview Capital was founded in 2008 to invest in impact-focused high 

growth companies that can deliver top tier financial returns”. According to Crunchbase, the 

investor has invested in seven businesses, including TemperPack, a company that seeks to 

solve the world’s packaging problems through sustainable designs. 

An example of an impact VC that focuses on social impact is City Light Capital. According to 

Crunchbase, the VC has invested in 41 start-ups since 2004, including Ready Responders, a 

telemedicine company that wants to make health care easier. The company describes its 

mission as follows on its website: “City Light Capital seeks to generate both strong financial 

returns and measurable social impact”. 

However, most members of the impact VC sample do not concentrate on just one of the three 

ESG factors. The best-known impact VC in Europe, Bridges Ventures, for example, formulates 

its strategy on the website as follows: “We partner with exceptional management teams who 

believe, like us, that business and investment can help to resolve our biggest social and 

environmental challenges”. Bridges is invested with different vehicles in different companies, 

according to Crunchbase 59 in number. These include Unforgettable, a marketplace that aims 

to help patients with dementia. 

Chen, Gompers, Kovner and Lerner (2010) find that “venture capital firms locate in regions 

with high success rates of venture capital-backed investments”. The provenance of a venture 

capital firm plays an important role. In this context, it should be noted that the venture capital 

firms in my sample come especially from the Anglo-Saxon region. On the one hand, this affirms 

the fact that impact investing enjoys great popularity in the United States and Great Britain, 

which I discussed in the Literature Review. On the other hand, it is noticeable that despite the 

strong growth of venture capital markets in recent years (especially in China, Japan and South 

Korea), only very few impact VCs (coming from India) have been recorded in Asia. 15 of the 

impact VCs in the sample come from North America (14x United States, 1x Canada), 10 from 

Europe (6x Great Britain, 2x Netherlands, 1x Belgium, 1x Germany), only two from Asia (India), 

two from Oceania (1x Australia, 1x New Zealand) and one VC comes from South America 

(Brazil). 
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3.1.3. Description of the Data Set 

In order to enable comparability between portfolio companies of socially neutral venture 

capital firms (hereinafter referred to as SNVC) and portfolio companies of impact VCs (IVC), I 

have created two data sets. Only companies that have raised money from a venture capital 

fund in at least one funding round have been included in the data sets. After the data 

collection based on the above-mentioned figures, the data sets consisted of 38,519 (SNVC) 

and 546 (IVC) start-ups respectively. However, I still had to make extensive cuts in order to 

ensure operationalizability. Due to missing required values I had to remove 6,589 start-ups 

from the SNVC data set and 102 start-ups from the IVC data set. I also applied a minimum total 

equity funding of $1,000,000 to ensure that the companies in question are not too young and 

that the start-ups have raised a relevant size of equity funding from the investor. Due to this 

bottom limit, a further 6,053 companies were removed from the SNVC data set and 74 

companies were removed from the IVC data set. Altogether 12,642 start-ups or 32.8% of the 

lines of the SNVC data set and 176 start-ups or 32.2% of the lines of the IVC data set were 

removed. Thus, the SNVC data set in my study now consists of 25,877 companies and the IVC 

data set of 370 companies.  

In the following I will elaborate on the differences of the data sets in terms of industry focus 

and geography. Subsequent, I will describe and compare the two data sets according to the 

topics that are chronologically relevant in a start-ups’ lifecycle: Information on the founders 

themselves, year of foundation, number of full-time employees, number of investors and 

number of funding rounds (see table 5). 

 

 SNVC portfolio 
companies 

IVC portfolio 
companies 

Number of companies 25,877 370 
Average number of founders 2.09 2.01 
Median number of founders 2 2 
Average founding year 2009.57 2010.37 
Median founding year 2011 2012 
Average number of Full-Time Employees 310.55 598.56 
Median number Full-Time Employees 11-50 11-50 
Average number of investors 5.87 7.83 
Median number of investors 4 7 
Average number of funding rounds 3.27 3.69 
Median number of funding rounds 3 3 

Table 5: Overview of data sets 
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Industry 

Crunchbase gives companies a choice of 46 industry groups to which they can count 

themselves. As can be seen in table 6, over 12.5% of SNVCs and IVCs investees belong to the 

group of software companies. Outliers worth mentioning can be logically explained on both 

sides, which speaks for the representativeness of the data sets. 

The industry Education, traditionally a field in which impact VCs are involved, makes up the 

second largest part of the IVC data set with 7.69%, while only 1.11% of SNVCs belong to this 

industry. Sustainability ventures account for 3.66% of the IVC data set, while only a fraction 

(0.81%) of the SNVC data set belongs to Sustainability. On the other hand, 2.91% of SNVC 

ventures belong to the industry Sales and Marketing, while only 0.73% of IVC ventures belong 

to this industry. 

 

Category Group % of SNVC % of IVC Rank SNVC Rank IVC 
Software 13.58% 12.72% 1 1 

Internet Services 7.08% 5.40% 2 5 
Information Technology 5.64% 5.03% 3 6 

Health Care 5.05% 5.58% 6 4 
Financial Services 3.17% 6.68% 11 3 

Science & Engineering 5.44% 3.48% 5 10 
Hardware 5.46% 3.39% 4 11 

Data and Analytics 4.80% 4.03% 7 7 
Education 1.11% 7.69% 18 2 

Mobile 4.27% 2.56% 8 13 
Commerce & Shopping 3.87% 2.93% 10 12 
Media & Entertainment 4.13% 1.65% 9 17 

Biotechnology 2.70% 2.10% 13 16 
Sustainability 0.81% 3.66% 20 8 

Energy 0.87% 3.57% 19 9 
Transportation 1.64% 2.29% 16 15 
Manufacturing 1.48% 2.38% 17 14 

Sales and Marketing 2.91% 0.73% 12 20 
Consumer Electronics 2.11% 1.46% 15 18 
Artificial Intelligence 2.12% 1.37% 14 19 

Table 6: The 20 most relevant category groups of each data set 

 

In total, both data sets, SNVC and IVC, cover all 46 given categories with at least 3 

characteristics. In addition to the 20 most relevant categories (most frequently occurring) in 

table 6, there are also the following 26 category groups: Video, Travel and Tourism, Sports, 
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Real Estate, Professional Services, Privacy and Security, Platforms, Payments, Navigation and 

Mapping, Natural Resources, Music and Audio, Messaging and Telecommunications, Lending 

and Investments, Government and Military, Gaming, Food and Beverage, Events, Design, 

Content and Publishing, Consumer Goods, Community and Lifestyle, Clothing and Apparel, 

Apps, Agriculture and Farming, Advertising, Administrative Services. 

In the course of my analysis, I will measure the extent to which the most relevant industries 

influence the financial success of start-ups. 

 

Geography 

Researchers have found that in the context of venture capital, “geography is […] significantly 

related to outcomes” (Chen, Gompers, Kovner & Lerner, 2010). It is noticeable that more than 

half of the analysed companies come from the USA. This fits in with the fact that half of all 

venture capital investments are made by funds from the USA (see figure 2). The fact that both 

the IVC sample and the SNVC sample represent an outstanding dominance of the American 

market makes a lot of sense. Outliers include in particular the overrepresentation of UK 

businesses, which account for 16.57% of the IVC and only 6.13% of the SNVC data set, and the 

underrepresentation of Chinese businesses (0% in IVC vs. 6.05% in SNVC) in the IVC data set. 

This finding indicates on the one hand that impact venture capital is highly developed in the 

UK and on the other hand that no impact VC market has developed in China. This may be due 

to a lack of impact capital supply or a lack of demand from impact ventures. 

It is also surprising that no business in the IVC data set comes from Israel, while 2.04% of the 

businesses in the SNVC data set come from Israel. Ventures from Kenya (1.66% compared to 

0.04% in the SNVC sample) and Nigeria (0.83% compared to 0.08% in the SNVC sample) are 

relatively overrepresented in the IVC data set. 

In addition, I have analyzed the eleven most frequently occurring headquarter cities in the two 

data sets (see table 8 & table 9). It is noticeable that London is clearly over-represented in the 

IVC (9.92% vs. 3.59% in SNVC), which can also be explained by the fact that 5 of the 30 

identified impact VCs come from London. VCs seem to have a preference for investing in their 

home country. This is another indication that the venture capital markets are imperfect.  
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Country % of SNVC % of IVC Rank SNVC Rank IVC 
USA 63,40% 59,39% 1 1 
UK 6,13% 16,57% 2 2 

India 2,74% 10,50% 6 3 
China 6,05% 0,00% 3 26 

Canada 2,86% 2,49% 5 4 
France 3,31% 0,00% 4 27 

Germany 2,58% 0,55% 7 11 
Israel 2,34% 0,00% 8 28 

Australia 0,90% 1,10% 10 6 
Singapore 0,90% 0,83% 11 8 

Kenya 0,04% 1,66% 36 5 
Brazil 0,60% 0,83% 16 9 

Mexico 0,18% 1,10% 23 7 
Switzerland 0,77% 0,28% 13 13 

Spain 1,03% 0,00% 9 29 
Finland 0,70% 0,28% 15 14 
Nigeria 0,08% 0,83% 31 10 
Japan 0,87% 0,00% 12 30 

Sweden 0,76% 0,00% 14 31 
Denmark 0,41% 0,28% 20 15 

Table 7: The 20 most relevant headquarter locations of each data set 

 
Country City % of SNVC Rank SNVC 

United States 

San Francisco 9,82% 1 
New York 6,79% 2 
Palo Alto 1,85% 5 
Boston 1,81% 7 
Seattle 1,55% 8 

Los Angeles 1,28% 9 
Chicago 1,24% 10 

United Kingdom London 3,59% 3 
France Paris 1,83% 6 

Germany Berlin 1,15% 11 
China Beijing 2,40% 4 

Table 8: Top cities in the SNVC sample 

 
Country City % of IVC Rank IVC 

United States 

San Francisco 10,47% 1 
New York 7,16% 3 

Boston 2,75% 5 
Oakland 2,20% 6 

Washington 1,93% 7 
Seattle 1,65% 8 

United Kingdom London 9,92% 2 

India 
Bangalore 3,31% 4 
Mumbai 1,65% 9 
Chennai 1,10% 11 

Canada Toronto 1,10% 10 
Table 9: Top cities in the IVC sample 
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Number of Founders 

The founders are particularly crucial for start-ups that are in an early phase. Not only are they 

often the most valuable asset, but as has been discussed, they also often decide on the 

question of which VC they would like to be supported by and make the decisive strategic 

decisions of the start-up.  

Looking at figure 10, it becomes apparent, as will be discussed in the course of the work, that 

the values of the IVC data set are somewhat more extreme than those of the SNVC data set. 

This could be due to the smaller sample size. However, the fact that a smaller proportion of 

start-ups in the IVC data set were founded by just one founder (33.83% vs. 34.67%) and that 

a higher proportion of start-ups were founded by two founders (40.06% vs. 36.03%) could be 

due to impact VC’s portfolio companies having to perform more heterogeneous tasks and 

pursue more heterogeneous goals, which is why they may need additional expertise in the 

founding team. Industry specifics could also play a role. As I have shown, the industry 

concentrations of the companies differ between the two data sets. 

 

 
Figure 10: Number of investors per portfolio company and data set in % 
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founded between 2010 and 2016. Overall, the two data sets are very similar in this respect, 

which is also reflected by the fact that the average founding year of the companies of both 

data sets is not even one year different to each other (see table 5). It also happens that the 

IVC data set shows outliers in 2012, 2015 and 2016 (see figure 11), which may be associated 

with the significantly smaller sample (370 companies vs. 25,877 companies). 

The distribution of foundations also corresponds to the findings of Dalle, den Besten and 

Menon (2017). While the authors note, however, that the highest number of businesses listed 

on Crunchbase were founded in 2013, the highest number of start-ups in the data sets were 

founded in 2014 and 2015, respectively. This can be explained by the fact that Dalle et al. 

wrote their paper 2017 and that many businesses have been founded since then. In addition, 

the authors also include businesses on Crunchbase into their analysis that were not funded by 

venture capital firms. Due to the strong growth of the VC industry in recent years, these start-

ups could on average have been founded earlier. The strong increase in VC investments just 

mentioned can also be cited as the reason for the distribution of businesses’ founding years 

on Crunchbase (see Dalle et al., 2017). In addition, Crunchbase has only established itself as a 

database since 2007, which may be why more companies founded since then are included in 

the platform. 

 

 
Figure 11: Founding year of portfolio companies per data set in % 
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Number of Employees 

Crunchbase works with nine different sections regarding the number of employees of the 

companies in the data base: 1-10 full-time-employees (FTE), 11-50 FTE, 51-100 FTE, 101-250 

FTE, 251-500 FTE, 501-1000 FTE, 1001-5000 FTE, 5001-10000 FTE, 10001+ FTE.  

The median of both data sets is 11-50 FTE, which makes sense. Less than every fifth business 

in the two data sets have less than 11 employees. This is because only companies with a total 

equity funding exceeding $1,000,000 were included in the research. To calculate the average 

number of employees, I took the mean value of the specified ranges and multiplied it by the 

number of values. Although the graphs of the two data sets behave very similarly (see figure 

12), I found large differences in the average number of employees between portfolio 

companies of SNVCs and portfolio companies of IVCs (see table 5). This finding is mainly due 

to the fact that around 1.8% of the IVC data set (six companies) has over 10,000 employees 

while only 0.71% of the SNVC data set has over 10,000 FTE. Surely there could be structural 

causes for this, but the significance of this finding is limited due to the small sample size. 

 

 
Figure 12: Number of employees per portfolio company and data set in % 
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data set and the IVC data set appear more in this variable than in others. On average, portfolio 

companies of impact VCs have almost 2 investors more than portfolio companies of socially 

neutral investors (7.83 vs. 5.87). This could be due to various factors: Firstly, the fact that 

impact VCs, as discussed in Section 2.3., are more likely to be goal aligned with their portfolio 

company could lead to impact entrepreneurs being willing to sell more shares to investors 

more quickly because they do not have to fear losing control of their company. Another 

explanation for the larger number of investors is that impact VCs operate in a niche market in 

which the players who make the decision know each other very well after a short time. As a 

result of this and the associated market imperfections, more joint investments and syndicates 

could emerge. Such syndicates help VCs to minimize risks and increase their reach. This could 

explain the fact that portfolio companies of socially neutral investors have fewer investors on 

average. 

 

 
Figure 13: Number of investors per portfolio company and data set in % 
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I have used a minimum limit of $1,000,000 for equity funding raised to date this might have 

an impact on the data set. However, this theory is not compatible with the fact that almost 

exactly the same number of start-ups were excluded from the two data sets because the ‘Total 

Equity Funding Amount’ was too small (~32%, see 3.2.3.). Overall, the data confirm the 

assumption made in Section 3.1. that fewer start-ups are able to raise subsequent funding 

from round to round. 

 

 
Figure 14: Number of funding rounds per portfolio company and data set in % 
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Since the establishment of impact ventures and impact investing vehicles is a relatively young 

phenomenon, this finding is not necessarily meaningful for the (financial) success of portfolio 

companies of impact VCs. The companies in the IVC data set are on average and median 

around one year younger (see table 5), which is why some of them could simply not (yet) be 

in the phase in which they want or need to go public.  

 

In summary, it can be said that at first glance the portfolio companies of impact VCs differ only 

to a limited extent from the portfolio companies of socially neutral venture capital firms.  

While impact VCs invest particularly in companies in the sectors ‘financial services’ (typically 

microcredits) and ‘education’, socially neutral VCs tend to invest in ‘internet services’ and 

‘information technology’ instead.  

Also, geographically, portfolio companies of impact VCs differ from other start-ups: They are 

overrepresented in London and India and strongly underrepresented in the rest of Asia. The 

number of employees varies considerably.  

According to my theoretical discussion, the reason for this is that impact ventures can acquire 

talent more easily and have to pay their employees less because they are fashionable and 

offer ‘purpose’ (see 2.1.5.). Thus, impact ventures can afford to recruit more employees. I 

have also found that, on average, impact ventures have more investors than socially neutral 

ventures. This could be due to an increased tendency towards syndicates due to the niche 

market and a better goal alignment of the impact investors with the founders (see 2.3.).  

Overall, many differences can be explained by the different industries in which the respective 

portfolio companies are active. For this reason, I will control my research for industry 

affiliation in the following. 

However, the two data sets also have a lot in common. The USA plays a prominent role for the 

companies studied and the number of founders and the average founding data, as well as the 

number of funding rounds of the companies in the two data sets are very similar. Generally, 

the data passes any sense check with ease. Therefore, I can first of all speak purely 

descriptively of a representative data set of portfolio companies of impact VCs and socially 

neutral VCs. 
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3.2. Measuring Success  

To measure the correlation of an investors’ impact orientation and the success of a start-up, I 

first need to develop a sense and understanding of what success is in this context. First of all, 

I want to measure financial success. Of course, other factors can also play a role, especially 

with impact VCs. However, I have decided not to include impact in the analysis of success for 

the following reasons: On the one hand, impact is hardly objectively measurable (see 2.1.2.). 

On the other hand, my work deals with the competitiveness of impact VCs against socially 

neutral VCs. Since socially neutral investors are exclusively interested in maximizing the value 

of their portfolios, impact VCs must be able to generate market-rate financial returns in a 

similar period of time in order to remain competitive. 

While encyclopedias define success as the “positive result of an effort”, it is important to note 

that success is always related - either to the competition, or to goals that were set earlier. In 

order to measure the success of a company, the market value is usually measured and 

compared. However, since this is difficult to measure in start-ups, commonly achieved IPOs or 

an acquisition are used to measure their success as discussed briefly (see 2.1.3.). If a start-up 

has achieved an IPO or has been bought, this is booked as a success, everything else is a failure. 

In view of the fact that investors can expect a high return on an IPO or acquisition by selling 

their shares, this definition of success seems to make sense for start-ups. 

Since the term impact investing was coined in 2007, most impact VCs have only emerged in 

the past few years. In this short time, VCs and their portfolio companies had no chance to 

write a comparable number of success stories. Therefore, I look for another proxy for financial 

success of start-ups.  

Success is reported very heterogeneously in the VC landscape. Since venture success, as 

already discussed, follows a power law distribution, it can be assumed, that a large number of 

start-ups will not be successful and will not survive. This does not necessarily pose a problem 

for the VC’s overall success, given that a number of start-ups are exceptionally successful. 

Nevertheless, the survival rate of the companies falls over time and only a fraction of the 

financed companies survives until the Series D financing round (see figure 15).  

It can therefore be assumed that the ability to raise financing rounds is a strong indicator for 

venture success. As you can see from figure 16, the average round sizes increase from one 
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round to the next. As usually between 15% and 20% equity is distributed per financing round, 

a growing average valuation of the ventures from one financing round to the next can be 

assumed. Therefore, the ability of ventures to raise funds can be used as a proxy for exit 

performance.  

 

 
Figure 15: % of start-ups reaching the next funding round (see Wijngaarde et al., 2018) 

 

 
Figure 16: Average round sizes from 2013 – 2017 (see Wijngaarde et al., 2018) 
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3.3. The Model 

In order to answer the question, to what extend the impact investing orientation of venture 

capital firms correlates with the success of portfolio ventures, I use the portfolio companies’ 

ability to raise equity funding as a proxy for (long-term) financial success. This is possible 

because a decreasing number of start-ups from financing round to financing round manages 

to raise funds and because round sizes increase from round to round.  

In one sense, impact VCs could use market inefficiencies particularly successfully, thus 

exploiting the great economic potential of impact ventures. In another sense, impact VCs 

could be exceptionally good at adding value to impact ventures through strong goal alignment. 

So I assume that the impact orientation of a VC correlates with the financial success of its 

portfolio companies. 

 

Hypothesis: The impact investing orientation of a VC correlates with the portfolio 

company’s ability to raise equity funding. 

 

I will test this hypothesis with a t-test. However, as I have noted, the ability of start-ups to 

raise funding rounds is influenced by a variety of factors. In order to take these factors into 

account in my research, I have designed a regression model that allows me to incorporate 

additional (test) variables. 

 

3.3.1. t-test 

The t-test is the hypothesis test of the t distribution. It can be used to determine whether two 

samples are statistically significantly different. Under the null hypothesis I expect that 

portfolio companies of impact VCs are able to raise market level funding, with other words:  

 

𝐻"-𝐻𝑦𝑝𝑜𝑡ℎ𝑒𝑠𝑖𝑠: There is no systematic difference in ‘Total Equity Funding Amount’ 

between the IVC and the SNVC data set. 

 

The prerequisite for the analysis is a normal distribution of the data sets, which as I have 

argued (see 2.2.2.) may not always be present in VC investments. However, with sufficient 
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sample size, which is available here, this can be dispensed with. In addition, I have only 

included companies in my analysis that already raised at least $1m in funding. Therefore, this 

requirement is met. Due to the expected heteroskedasticity, I use the unpooled two-sample 

t-test. In the following I have summarized the t-test formula adapted to my examination: 

 

𝑡 =
𝑚-./01.23.	5.6-7839:	.1	:.53722;<89=0/72	>?: − 𝑚-./01.23.	5.6-7839:	.1	36-750	>?:

A 𝑆C
𝑛-./01.23.	5.6-7839:	.1	:.53722;<89=0/72	>?:

+ 𝑆C
𝑛-./01.23.	5.6-7839:	.1	36-750	>?:

 

 

Here, 𝑚 stands for the respective mean value of the two groups (the two data sets). 𝑆 stands 

for the standard deviation of the respective data set. The variable 𝑛 stands for the sample size. 

 

In order to better understand the results later, I divided the samples into three sub-groups: 

• Group A with companies that raised a ‘Total Equity Funding Amount’ of $1,000,000 - 

$5,000,000 

• Group A with companies that raised a ‘Total Equity Funding Amount’ of $5,000,000 - 

$10,000,000 

• Group C with companies that raised a ‘Total Equity Funding Amount’ of over 

$10,000,000 

 

When creating the sub-groups, I tried to orient myself on the average round sizes (see figure 

16). In Group A there are companies that have been able to raise seed funding from a VC, 

companies that are already in the series A stage have raised between $5,000,000 and 

$10,000,000 equity funding according to this classification, and companies that have reached 

more than $10,000,000 equity funding, mostly companies in at least a series B stage, belong 

to Group C according to this definition.  

In addition to the fact that fewer start-ups are able to get funding from round to round, the 

due diligence process from round to round can be expected to be more extensive and costly. 

Therefore, an investors’ impact orientation could have different effects on start-ups with 

different levels of maturity. 
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3.3.2. Regression model 

After the descriptive statistics and the t-test I assemble the two data sets, which were 

separated up to now, to calculate the regression. First, I will examine the degree to which the 

impact orientation of a venture capital firm influences its portfolio companies’ ability to raise 

equity funding in a simple linear regression model: 

 

γ3 = 𝛽" + 𝛽H ∗ 𝓍3 +	∈3  

 

where γ3  is the dependent variable,	𝑖 indexes portfolio companies, 𝛽" and 𝛽H are unknown 

scalar parameters, 𝓍3  is the independent variable and ∈3  is an unobserved random variable. 

 

Dependent Variable 

𝜰𝒊 – “Total Equity Funding Amount” 

The ‘Total Equity Funding Amount’ a start-up received will be the dependent variable in my 

attempt to measure the influence of an investor’s impact investing orientation on the ability 

of its portfolio venture to raise funding rounds. It is important to note at this point that 

exclusively equity funding will be considered, as VCs generally do not provide debt capital, but 

always demand shares in the company for financial (and strategic) support. It should also be 

noted that I have edited the values: In order to minimize the limitations by measuring success 

through an analysis of the total equity funding, I set the ‘𝑇𝑜𝑡𝑎𝑙	𝐸𝑞𝑢𝑖𝑡𝑦	𝐹𝑢𝑛𝑑𝑖𝑛𝑔	𝐴𝑚𝑜𝑢𝑛𝑡’	 =

	0 if the company is no longer active but has closed or gone bankrupt without investors being 

able to generate a return. It can be argued that the money has flowed, but since the investors 

have no success with the investment, this data is not considered a success. 

 

Independent Variable 

𝜷𝟏 – “Impact” (indicator variable) 

As already mentioned, the central independent variable of the study is the impact orientation 

of investors of the start-ups studied. For this purpose, I have, as already mentioned, compiled 

an impact VC sample with 30 impact VCs and 370 investments. I identified those impact VCs 

according to strict criteria (see 3.1.2.). Unfortunately, the degree of impact of the investor is 
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not objectively, reliably and validly measurable (see 2.2.2.). Therefore, I introduced an 

indicator variable (1 = at least one investor is classified as impact VC; 0 = no investor in 

classified as impact VC). 

I calculate the following regression: 

 

𝑇𝑜𝑡𝑎𝑙	𝑒𝑞𝑢𝑖𝑡𝑦	𝑓𝑢𝑛𝑑𝑖𝑛𝑔	𝑎𝑚𝑜𝑢𝑛𝑡3 = 𝛽" + 𝛽H ∗ 𝑖𝑚𝑝𝑎𝑐𝑡3 +	∈3  

 

Test Variables 

I have also added a number of test variables to my research that could influence the ability of 

start-ups to raise equity funding. Variables that correlate with the funding amount as logical 

consequences of the financing are excluded so that they do not distort the result. Of course, 

the expected high correlation was tested and confirmed beforehand: The variables ‘Number 

of Employees’, ‘Number of Funding Rounds’ and ‘Total Funding Amount’ were therefore 

excluded from the analysis. The most detailed version of my multivariable linear regression 

model therefore looks like this: 

 

𝑇𝑜𝑡𝑎𝑙	𝑒𝑞𝑢𝑖𝑡𝑦	𝑓𝑢𝑛𝑑𝑖𝑛𝑔	𝑎𝑚𝑜𝑢𝑛𝑡3
= 𝛽H ∗ 𝑖𝑚𝑝𝑎𝑐𝑡3 + 𝛽C ∗ 𝑙𝑜𝑐𝑎𝑡𝑖𝑜𝑛3 + 𝛽_ ∗ 𝑛𝑢𝑚𝑏𝑒𝑟	𝑜𝑓	𝑓𝑜𝑢𝑛𝑑𝑒𝑟𝑠3 + 𝛽b
∗ 𝑓𝑜𝑢𝑛𝑑𝑖𝑛𝑔	𝑦𝑒𝑎𝑟3 + 𝛽c ∗ 𝑙𝑒𝑣𝑒𝑟𝑎𝑔𝑒3 +	𝛽e ∗ 𝑖𝑛𝑑𝑢𝑠𝑡𝑟𝑦	𝑓𝑜𝑐𝑢𝑠3 +	∈3  

 

𝜷𝟐 - “Location” (indicator variable) 

The success of venture capital investments depends on various factors. For example, Tykvová 

(2018) states that due to heterogeneous “legal frameworks in the investment countries”, the 

success of start-ups varies greatly from state to state. “Venture capital firms based in locales 

that are venture capital centres outperform, regardless of the stage of the investment” (Chen, 

Gompers, Kovner & Lerner, 2010). Therefore, I will include the test variable ‘location’ in my 

analysis. At first it is questionable which cities and regions I should classify as ‘venture capital 

centres’. In addition to regularly published trend reports on venture capital activities, I could 

use various rankings. Since my two data sets together contain more or less all successful start-

ups with (>$1,000,000) equity funding in the world, I take the most frequently occurring cities 

as proxy for the existence of venture capital centres, as suggested by Chen et al. (2010). 
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Therefore, I have classified all cities as venture capital centres that account for at least one 

percent of the total sample of 26,247 start-ups: San Francisco, New York, Palo Alto, Boston, 

Seattle, Los Angeles, Chicago, London, Paris, Berlin, Beijing. It can be assumed that start-ups 

headquartered in these cities are more successful than average other start-ups (see Chen et 

al., 2010). Therefore, I introduced a Dummy-Variable (1 = venture capital centre; 0 = no 

venture capital centre) for location into my regression model.  

 

𝑆𝑢𝑏 − 𝐻𝑦𝑝𝑜𝑡ℎ𝑒𝑠𝑖𝑠	𝐼: If a start-up is headquartered in a venture capital centre, it will raise a 

higher ‘Total Equity Funding Amount’. 

 

𝜷𝟑 – “Number of Founders” 

As more founders can get involved into, and earn expertise in a broader range of, topics, start-

ups could profit from having a high number of founders. Founders are better motivated 

because they are shareholders of the business. Additionally, expertise in a variety of fields 

may help the start-up to make better decisions. Furthermore, it is often very resource-

intensive for start-ups to buy or bring in external know-how. Therefore, the number of 

founders could influence the ability of the start-up to raise equity funding. 

 

𝑆𝑢𝑏 − 𝐻𝑦𝑝𝑜𝑡ℎ𝑒𝑠𝑖𝑠	𝐼𝐼: The number of founders of a start-up has a positive influence on its 

‘Total Equity Funding Amount’. 

 

𝜷𝟒 – “Founding year” 

Younger companies have lower capital requirements because they are usually smaller and 

have had less time to raise financing rounds. In addition, as argued in the Literature Review, 

the venture capital market has grown strongly in recent years.  

 

𝑆𝑢𝑏 − 𝐻𝑦𝑝𝑜𝑡ℎ𝑒𝑠𝑖𝑠	𝐼𝐼𝐼: The founding year of a start-up has a negative influence on its ‘Total 

Equity Funding Amount’. 
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The dotcom crisis in 2001 and the global financial crisis in 2007/2008 were two events in this 

period that can be assessed as external shocks and should be born in mind when interpreting 

the results. 

 

𝜷𝟓 – “Leverage” 

As mentioned (see 2.2.2.), start-ups have a variety of possible funding resources. Besides 

venture capital they can also borrow money from financial institutions like banks or from 

suppliers. As discussed, raising leverage seems to be an adverse funding method as banks are 

not able to estimate the risk well enough and therefore have to invoke high risk surcharges in 

the form of interest. I assume that, the more leverage a start-up raises, the less alternative 

funds will be required. I calculate leverage as follows: 

 

𝐿𝑒𝑣𝑒𝑟𝑎𝑔𝑒3 =
𝑇𝑜𝑡𝑎𝑙	𝐹𝑢𝑛𝑑𝑖𝑛𝑔	𝐴𝑚𝑜𝑢𝑛𝑡3 −	𝑇𝑜𝑡𝑎𝑙	𝐸𝑞𝑢𝑖𝑡𝑦	𝐹𝑢𝑛𝑑𝑖𝑛𝑔	𝐴𝑚𝑜𝑢𝑛𝑡3

𝑇𝑜𝑡𝑎𝑙	𝐹𝑢𝑛𝑑𝑖𝑛𝑔	𝐴𝑚𝑜𝑢𝑛𝑡3
 

 

𝑆𝑢𝑏 − 𝐻𝑦𝑝𝑜𝑡ℎ𝑒𝑠𝑖𝑠	𝐼𝑉: The leverage raised by a start-up has a negative influence on its ‘Total 

Equity Funding Amount’. 

 

𝜷𝟔 – “Industry Focus” 

As has already been discussed, start-ups in different industries differ greatly from each other. 

In particular, the market potential, but also capital requirements, possible substitutes, new 

entries of competitors, supplier power and the power of consumers (see Porter, 1980) 

determine the prospect of financial success and vary greatly from industry to industry.  

In addition to the three most common categories (‘software’, ‘internet services’, ‘information 

technology’), I will analyse the influence of outliers such as ‘education’ and ‘financial services’ 

on the equity funding amount. 

 

𝑆𝑢𝑏 − 𝐻𝑦𝑝𝑜𝑡ℎ𝑒𝑠𝑖𝑠	𝑉: The industry focus of a start-up has an influence on its ‘Total Equity 

Funding Amount’. 
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4. Results & Discussion 

In the following, I will use the data sets described, the model discussed and the hypotheses 

mentioned to provide the results and thus the answer to the question, to what extend the 

impact investing orientation of a venture capital firm is correlated to the financial success of 

its portfolio companies. 

 

4.1. Results I: The t-test 

With the help of the t-test, I start by examining how portfolio companies of impact-oriented 

venture capital firms differ from portfolio companies of socially neutral venture capital firms 

in terms of the ‘Total Equity Funding Amount’ they have raised.  

 

 Impact 
Dummy Mean Variance N df t Stat P(T<=t) 

two-tail 
t Critical 
two-tail 

t-
test      

1 $36,424,798.2 1.84607E+16 370 
402 -

0,063719 0.949226 1.965883 
0 $36,884,611.1 5.64362E+16 25877 

Table 11: T-test results 

 

In the course of the t-test (as can be seen in table 11) I find that the mean ‘Total Equity Funding 

Amount’ of SNVC portfolio companies is $459,812.9 higher than the mean ‘Total Equity 

Funding Amount’ of IVC portfolio companies, which represents a difference of ~1.26%. This 

result is not significant (P-value > 0.05), which means that the null hypothesis cannot be 

rejected. The result indicates that the impact orientation of a VC has no significant impact on 

the ability of its portfolio companies to raise equity funding.  

I also consider the median value of the ‘Total Equity Funding Amount’ (see figure 17). The 

median ‘Total Equity Funding Amount’ of the portfolio companies of the IVC is at $8,500,000 

6.25% higher than the median ‘Total Equity Funding Amount’ of the portfolio companies of 

the SNVC. As a result, this is initially very interesting but still not significant. Among the 

portfolio companies of SNVCs, therefore, there seem to be slightly more extremely large 

companies. However, portfolio companies of impact VCs appear to be larger in median, 

suggesting that overall impact ventures can generate more sustainable profits. This 

interpretation of the figures is also supported by the following analysis.  
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Figure 17: Total equity funding mean and median per data set 

 

In order to find out whether the impact orientation of a VC might have a significant impact on 

the ‘Total Equity Funding Amount’ at a certain stage of the start-up, I carry out t-tests with 

three sub-groups of the data sets (see table 12). The results of this analysis are also not 

significant (𝑃p/.=-	q,			p/.=-	s,			p/.=-	? > 	0.05) but show that in all three stages of a start-up 

the portfolio companies of impact venture capital firms were able to raise a higher mean ‘Total 

Equity Funding Amount’ than portfolio companies of impact oriented venture capital firms. 

Surprisingly, for all three sub-groups the findings are different from those of the overall data 

set. This result is due to the fact that particularly many companies from the data set have 

already raised over $10,000,000 with socially neutral VC portfolio companies (see table 13). 

 

Sub-
Group Impact Mean Variance N df t Stat P(T<=t) 

two-tail 
t Critical 
two-tail 

Group 
A 

1 $ 2,342,235.0 1.107E+12 116 119 0.580126 0.56293 1.98010 
0 $ 2,285,071.4 1.491E+12 8964 

Group 
B 

1 $ 6,664,892.1 3.4063E+12 80 84 1.427438 0.15716 1.98861 0 $ 6,365,998.6 5.244E+12 4142 
Group 

C 
1 $72,829,222.5 3.6852E+16 174 188 0.118577 0.90574 1.97266 0 $71,068,180.7 1.1204E+17 12771 

Table 12: T-test results per round-size 

 
 SNVC IVC 

Group A 34.64% 31.35% 
Group B 16.01% 21.62% 
Group C 49.35% 47,03% 

Table 13: Relative part of the data set per sub-group 

Mean Median
SNVC $36.884.611,11 $8.000.000,00
IVC $36.424.798,20 $8.500.000,00

 $-
 $4.000.000,00
 $8.000.000,00

 $12.000.000,00
 $16.000.000,00
 $20.000.000,00
 $24.000.000,00
 $28.000.000,00
 $32.000.000,00
 $36.000.000,00
 $40.000.000,00

Total Equity Funding mean and median
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In summary, there was no statistically significant difference between the ‘Total Equity Funding 

Amount’ of the portfolio companies of impact VCs and the portfolio companies of socially 

neutral VCs. 

𝑡w1xb"C = 	−0.0637, 𝑝 = 	 .9492 

 

In the context that IVC ventures with 7.83 investors have on average almost two investors 

more than SNVC Ventures (5.87 on average), the average investment of each investor is 

$6,283,579 for SNVC Ventures and $4,651,954 for IVC Ventures, which is 35.07% more. I have 

also discovered, as discussed, that IVC companies are represented in other industries than 

SNVC companies. Since the capital requirements in different industries are very 

heterogeneous, a higher median in ‘Total Equity Funding Amount’ does not have to indicate 

more success of the companies. 

 

4.1. Results II: The Regression model 

With the aid of a simple linear regression, I try to determine a possible influence of the impact 

orientation of a VC on the ability of its portfolio companies to raise equity funding. 

 

Multiple R 0.00046015 
R Square 2.1173E-07 
Adjusted R Square -3.789E-05 
Standard Error 0.1178948 
Observations 26247 
       

  Coefficients Standard Error t Stat P-value Lower 95% Upper 95% 
Intercept 0.01405896 0.00088766 15.8382698 3.0881E-56 0.0123191 0.01579881 
Impact 0.00011555 0.0015501 0.07454507 0.94057725 -0.002923 0.00315383 

Table 14: Simple linear regression statistics 

 

The coefficient for the impact indicator ranges between ~$-0.0029 and $0.0032 equity 

funding, which implies that a start-up with an impact-oriented investor raises $0.0001 more 

on average. As the t-statistic of 0.0745 translates into a p-value of 0.9406 which is higher than 

0.05, the null hypothesis cannot be rejected as the results are not significant. Thus, I cannot 

confirm that the impact orientation of a VC influences the ‘Total Equity Funding Amount’ 

raised by its portfolio companies at a 95% confidence level. In addition, an increase in ‘Total 
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Equity Funding Amount’ is only explained to a very small extent by the indicator variable 

‘Impact’ (𝑅C =	0.000000021173). 

The results confirm the finding made in the t-test. According to the regression, the impact 

orientation of a VC does not seem to have a significant effect on the ‘Total Equity Funding 

Amount’ of its portfolio companies (see table 14).  

 

Because the independent variable ‘Impact’ is not able to explain the variance in ‘Total Equity 

Funding Amount’, I present more (test)variables in order to test the seven sub-hypothesis I 

have put forward. In table 15 I summarized what contribution the test variables have to the 

accuracy and explanatory power of the model.  

 

 
Table 15: Multivarible regression statistics 

 

Coefficients -459.813 $ -475.906 $   -219.405 $    690.457$       -1.119.802 $  -1.789.065 $  -1.937.155 $  12.369.779$ -1.980.268 $  752.289$         

t Stat -0,03714 -0,03845 -0,01773 0,05580 -0,09054 -0,14464 -0,15661 -0,09839076 -0,16003 0,06038

P-value 0,97037 0,96933 0,98586 0,95550 0,92786 0,88500 0,87556 0,92162 0,87286 0,95185

Coefficients 8.782.517$ 8.245.777$  10.429.013$ 10.705.903$ 11.083.528$ 10.983.479$ 3.158.795$   10.130.302$ 10.307.325$   

t Stat 2,82551 2,64577 3,30928 3,39926 3,51611 3,48364 3,28120626 3,20513 3,25987

P-value 0,00472 0,00816 0,00094 0,00068 0,00044 0,00050 0,00103 0,00135 0,00112

Coefficients 3.381.477$  4.289.552$   4.194.800$   4.438.344$   4.460.548$    1.469.046$   4.236.710$    4.198.462$     

t Stat 2,32601 2,92483 2,86214 3,02295 3,03798 2,92197592 2,88368 2,85751

P-value 0,02003 0,00345 0,00421 0,00251 0,00238 0,00348 0,00393 0,00427

Coefficients -1.083.362 $  -1.060.278 $  -1.026.389 $  -1.032.714 $  236.167$       -1.056.214 $  -1.046.221 $    

t Stat -4,59272 -4,49756 -4,34817 -4,37433 -4,27492146 -4,45219 -4,40918

P-value 0,00000 0,00001 0,00001 0,00001 0,00002 0,00001 0,00001

Coefficients 91.924.343$ 90.489.151$ 90.242.281$ 14.719.995$ 89.332.913$ 89.162.865$   

t Stat 6,24808 6,14725 6,13021 6,17384243 6,06131 6,04996

P-value 0,00000 0,00000 0,00000 0,00000 0,00000 0,00000

Coefficients -7.939.604 $  -6.996.865 $  3.014.702$   -7.474.262 $  -6.922.538 $    

t Stat -2,69853 -2,32366 -2,48007373 -2,47942 -2,28580

P-value 0,00697 0,02015 0,01314 0,01317 0,02227

Coefficients -5.580.739 $  3.823.378$   -6.864.054 $  -7.301.992 $    

t Stat -1,47089 -1,84285595 -1,79492 -1,90603

P-value 0,14133 0,06536 0,07268 0,05666

Coefficients 3.462.954$   11.082.793$ 10.942.114$   

t Stat 3,07250715 3,19443 3,15331

P-value 0,00212 0,00140 0,00162

Coefficients 9.726.631$    9.286.843$     

t Stat 2,05939 1,96399

P-value 0,03947 0,04954

Coefficients -14.175.171 $ 

t Stat -1,88816

P-value 0,05901

Adjusted 0,00000 0,00023 0,00040 0,00116 0,00261 0,00285 0,00289 0,00321 0,00333 0,00343

Category III: 

Internet 

Services

Category IV: 

Financial 

Services

Category V: 

Education

Impact

Location

Number of 

Founders

Founding 

Year

Leverage

Category I: 

Software

Category II: 

Information 

Technology

- -

- - - -

- - -

---

- - -

---

- - - - -

----

-

-

-

-

-

- - - -

- - -

- - -

-

- -
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As can be seen, the test variables ‘Location’, ‘Number of Founders’, ‘Founding Year’ and 

‘Leverage’ have a significant influence on the ‘Total Equity Funding Amount’ a start-up is able 

to raise. I have also found that start-ups in the industry category ‘Software’ receive 

significantly less and start-ups in the industry category ‘Internet Services’ significantly more 

equity funding than other start-ups. The industry categories ‘information technology’ as well 

as ‘financial services’ and ‘education’, particularly popular in the impact VC sector, also seem 

to have a significant influence on the ability of a start-up to include equity funding. 

The best model to explain the ‘Total Equity Funding Amount’ with significant variables would 

therefore be the following: 

 

𝑇𝑜𝑡𝑎𝑙	𝑒𝑞𝑢𝑖𝑡𝑦	𝑓𝑢𝑛𝑑𝑖𝑛𝑔	𝑎𝑚𝑜𝑢𝑛𝑡3
= 𝛽H ∗ 𝑙𝑜𝑐𝑎𝑡𝑖𝑜𝑛3 + 𝛽C ∗ 𝑛𝑢𝑚𝑏𝑒𝑟	𝑜𝑓	𝑓𝑜𝑢𝑛𝑑𝑒𝑟𝑠3 + 𝛽_ ∗ 𝑓𝑜𝑢𝑛𝑑𝑖𝑛𝑔	𝑦𝑒𝑎𝑟3 + 𝛽b
∗ 𝑙𝑒𝑣𝑒𝑟𝑎𝑔𝑒3 + 	𝑖𝑛𝑑𝑢𝑠𝑡𝑟𝑦	𝑓𝑜𝑐𝑢𝑠	(𝛽c ∗ 𝑠𝑜𝑓𝑡𝑤𝑎𝑟𝑒3 + 𝛽e
∗ 	 𝑖𝑛𝑓𝑜𝑟𝑚𝑎𝑡𝑖𝑜𝑛	𝑡𝑒𝑐ℎ𝑛𝑜𝑙𝑜𝑔𝑦3 + 𝛽� ∗ 𝑖𝑛𝑡𝑒𝑟𝑛𝑒𝑡	𝑠𝑒𝑟𝑣𝑖𝑐𝑒𝑠3 + 𝛽�
∗ 𝑓𝑖𝑛𝑎𝑛𝑐𝑖𝑎𝑙	𝑠𝑒𝑟𝑣𝑖𝑐𝑒𝑠3 + 𝛽� ∗ 𝑒𝑑𝑢𝑐𝑎𝑡𝑖𝑜𝑛3) +	∈3  

 

Running this regression (see table 16), I get the following significant results that explain the 

variance in ‘Total Equity Funding Amount’ at 0.3468%. 

 

Multiple R 0.06172648     
R Square 0.00381016     
Adjusted R Square 0.00346844     
Standard Error 236021637     
Observations 26247     
       

 
Coefficients Standard 

Error t Stat P-value Lower 95% Upper 95% 

Intercept 2125924168 476168081 4.464650729 8.0534E-06 1192608824 3059239512 
Location 10306641.88 3161804.41 3.259734169 0.00111659 4109333.21 16503950.6 
# of Founders 4197747.64 1469197.21 2.85717099 0.00427772 1318041.18 7077454.1 
Founding Year -1046063.14 237263.367 -4.40886916 1.0432E-05 -1511112.3 -581014.03 
Leverage 89181836.35 14734144.3 6.052732666 1.4434E-09 60302112 118061561 
Cat. I: Software -6927630.67 3027266.47 -2.28841126 0.02212150 -12861238 -994023.68 
Cat. II: IT -7301515.56 3830921.46 -1.90594238 0.05666860 -14810330 207298.929 
Cat. III: Int. S. 10939089.86 3469613.72 3.152826436 0.0016188 4138458.2 17739721.5 
Cat. IV: Fin. S. 9296959.95 4725507.33 1.967399331 0.04914771 34708.4988 18559211.4 
Cat. V: Edu. -14122510.9 7456418.13 -1.89400737 0.05823502 -28737496 492474.335 

Table 16: Regression statistics with significant variables 
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Accordingly, the formula explaining this part of the variance in the dependent variable ‘Total 

Equity Funding Amount’ now looks as follows: 

 

𝑇𝑜𝑡𝑎𝑙	𝑒𝑞𝑢𝑖𝑡𝑦	𝑓𝑢𝑛𝑑𝑖𝑛𝑔	𝑎𝑚𝑜𝑢𝑛𝑡3
= $10,306,641.88 ∗ 𝑙𝑜𝑐𝑎𝑡𝑖𝑜𝑛3 + $4,197,747.638 ∗ 𝑛𝑢𝑚𝑏𝑒𝑟	𝑜𝑓	𝑓𝑜𝑢𝑛𝑑𝑒𝑟𝑠3
− $1,046,063.14 ∗ 𝑓𝑜𝑢𝑛𝑑𝑖𝑛𝑔	𝑦𝑒𝑎𝑟3 + $89,181,836.35 ∗ 𝑙𝑒𝑣𝑒𝑟𝑎𝑔𝑒3
+ 𝑖𝑛𝑑𝑢𝑠𝑡𝑟𝑦	𝑓𝑜𝑐𝑢𝑠	(−$6,927,630.67 ∗ 𝑠𝑜𝑓𝑡𝑤𝑎𝑟𝑒3 − $7,301,515.56

∗ 𝑖𝑛𝑓𝑜𝑟𝑚𝑎𝑡𝑖𝑜𝑛	𝑡𝑒𝑐ℎ𝑛𝑜𝑙𝑜𝑔𝑦3 + $10,939,089.86 ∗ 𝑖𝑛𝑡𝑒𝑟𝑛𝑒𝑡	𝑠𝑒𝑟𝑣𝑖𝑐𝑒𝑠3
+ $9,296,959.95 ∗ 𝑓𝑖𝑛𝑎𝑛𝑐𝑖𝑎𝑙	𝑠𝑒𝑟𝑣𝑖𝑐𝑒𝑠3 − $14,122,510.9 ∗ 𝑒𝑑𝑢𝑐𝑎𝑡𝑖𝑜𝑛3)

+	∈3  

 

Location 

The results indicate that start-ups that are headquartered in venture capital centres raise 

significant more total equity funding than start-ups that are headquartered outside of venture 

capital centres. Therefore, the 𝑆𝑢𝑏 − 𝐻𝑦𝑝𝑜𝑡ℎ𝑒𝑠𝑖𝑠	𝐼 can be confirmed. 

 

Number of Founders: 

My results confirm the 𝑆𝑢𝑏 − 𝐻𝑦𝑝𝑜𝑡ℎ𝑒𝑠𝑖𝑠	𝐼𝐼. According to the results, start-ups that have 

one founder more on average are able to raise ~$3.2 million equity funding more. 

 

Founding Year: 

I find significant influence of the founding year on the equity funding amount. This is not 

surprising, since it was to be expected that companies that had been around for more time 

would have had more time to grow and to raise equity funding. 𝑆𝑢𝑏 − 𝐻𝑦𝑝𝑜𝑡ℎ𝑒𝑠𝑖𝑠	𝐼𝐼𝐼 can 

therefore be confirmed. 

 

Leverage:  

As you can see in figure 18, the average ‘Total Funding Amount’ of SNVC portfolio companies 

is 15.85% higher than the ‘Total Equity Funding Amount’ and the average ‘Total Funding 

Amount’ of IVC portfolio companies is 15.82% higher than the ‘Total Equity Funding Amount’. 

It is quite conceivable, however, that values are missing here. Neither the start-up nor the 
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investor has an incentive to publish the non-equity funding of a start-up. Therefore, potential 

contributors of Crunchbase may not update the data base across the board. 

Nevertheless, I was able to measure a significant positive correlation between the ‘Total 

Equity Funding Amount’ and the leverage a start-up raised. The 𝑆𝑢𝑏 − 𝐻𝑦𝑝𝑜𝑡ℎ𝑒𝑠𝑖𝑠	𝑉 must 

be rejected. This could be due to the fact that, as already discussed (see 2.2.2.), alternative 

funding strategies become more interesting as the size of the company increases. 

 

 
Figure 18: Comparison of total funding and equity funding per data set 

 

Industry Focus 

I have examined the three most common industry concentrations in my data set and their 

relationship to the ‘Total Equity Funding Amount’. I find out that the industry focus plays a 

central role when one tries to estimate the equity funding amount of a start-up. 

The coefficients for the industry indicator for software companies ranges between ~$-

13,262,211 and $-1,446,880.6 equity funding, which implies that start-ups that are active in 

the software industry raise $7,354,546 less on average. As the t-statistic of -2.44 translates 

into a p-value of 0.0147 which is lower than 0.05, the null hypothesis can be rejected, the 

relationship can therefore be called significant. Besides software companies, also IT 

companies and start-ups being involved with education are raising less and, on the other hand, 

Total Equity Funding Amount Total Funding Amount
SNVC Avg. $36.884.611,11 $42.729.725,28
SNVC Median $8.000.000,00 $9.590.952,00
IVC Avg. $36.424.798,20 $42.187.710,11
IVC Median $8.500.000,00 $8.803.061,50

 $-
 $4.000.000,00
 $8.000.000,00

 $12.000.000,00
 $16.000.000,00
 $20.000.000,00
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start-ups from industries like internet services and financial services raise more than the 

average (see table 17).  

This connection can have different reasons, as already discussed. In addition to different 

capital requirements in the industries, it can be assumed, for example in the education sector, 

that sales cycles are very long because educational institutions are often not very solvent and 

cannot keep up in terms of digitisation. Therefore, this industry may be unattractive to VCs as 

they want to achieve extensive returns on investment in a short time. This would represent a 

market inefficiency and could explain why Impact VCs invest in education. They might be able 

to do good for education through expertise and the identification of irrationalities in the 

market and at the same time discover financial potentials denied to other VCs. IT products 

and software solutions in particular are often sold to other companies and not to end 

consumers. This may result in lower marketing costs and thus fewer financial resources 

needed. In addition, poorer growth and lower financial returns could also be the reason for 

the results. 

 

Multiple R 0.03391852     

R Square 0.00115047     

Adjusted R Square 0.00096014     

Standard Error 236318486     

Observations 26247     
       

 Coefficients Standard 
Error t Stat P-value Lower 95% Upper 95% 

Intercept 38369324.7 2226978 17.22932 3.702E-66 34004327 42734322.7 
Cat. I: Software -7354546 3014031.37 -2.44010 0.0146897 -13262211 -1446880.6 
Cat. II: IT -7583589.9 3833854.28 -1.97806 0.0479325 -15098153 -69026.99 
Cat. III: Int. S. 12007116.3 3462906.56 3.467352 0.0005265 5219631 18794601.5 
Cat. IV: Fin. S. 9742914.8 4694376.46 2.075444 0.0379551 541681.6 18944148 
Cat. V: Edu. -14640826 7459143.27 -1.96280 0.0496797 -29261153 -20499.762 

Table 17: Industry focus regression statistics 

 

In summary, the findings give the following picture: The impact investing orientation of a VC 

does not correlate to any significant extent with the ability of its portfolio companies to raise 

equity funding. In addition to this question, I used the data available in Crunchbase to 

investigate what factors significantly explain the variance in the variable ‘Total Equity Funding 

Amount’. I found that the location, the number of founders, the founding year, the percentage 
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of borrowed capital and the industry focus have a positive, significant influence 

(𝑃2.5703.8,			8..		.1	1.=8w9/:,			1.=8w38�	;97/,			29�9/7�9,			38w=:0/;	1.5=: < 	0.05) on the ability of a 

start-up to raise equity funding.  

 

5. Limitations 

In the following I will deal with the fundamental problems that limit the functionality of the 

model, the verifiability of the hypotheses and the significance of the results. I will discuss 

structural problems of my approach and give an outlook on how the discussed impairments 

of my research can be avoided or averted. 

There are, naturally, potential problems with the use of a quantitative method in general. The 

collection and processing of data can lead to many possible sources of error. Although the use 

of Crunchbase for academic purposes is common, the coverage of the data base must still be 

questioned. As has been discussed, crowdsourcing has enormous advantages in terms of 

knowledge databases. Nevertheless, both the quality and the coverage of the data is difficult 

to verify. This problem would be solved by supplementing the data set so that the data on 

Crunchbase could be rectified. An independent analysis with the data from another data base, 

as well as a combination of data from several data bases, such as Angellist or CB Insights, 

would be conceivable. 

Besides the coverage that needs to be questioned the entries in Crunchbase are potentially 

inaccurate. It must be assumed, as discussed in the paper, that the ‘Total Funding Amount’ of 

a start-up, with which I calculated the share of the leverage in the funding amount, does not 

correspond to reality. One reason for this is that investors, entrepreneurs and other 

stakeholders of a financing round deal with data protection in different ways. Some enter the 

values on Crunchbase or publish them in press and others prefer to keep them closed. Another 

reason is the lack of incentive for the players to enter the data in Crunchbase. Furthermore, 

regarding the ‘Total Equity Funding Amount’ it should be noted that no information is given 

regarding the ‘cap table’ and therefore it is not clear under which conditions the start-ups 

have accepted the equity funding. For example, in an equity funding round of $2,000,000, 5% 

of the company’s shares could have been sold, which would correspond to a post-money 

valuation of the company of $40,000,000, or 25% of the company’s shares could have been 
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sold, which would correspond to a post-money valuation of $8,000,000. Total equity funding 

alone seems to contain not enough information to draw any conclusions about the exact 

success of a company. However, I was able to show that the average funding amounts increase 

from funding round to funding round, and that fewer start-ups are able to raise equity funding 

from one funding round to the next. Furthermore, there seems to be no alternative to using 

the ‘Total Equity Funding Amount’ as proxy for financial success, as no database offers reliable 

and comprehensive figures on turnover, profit or other variable figures. 

It is not possible to retrieve the information, when each investor has invested, in larger 

downloads. It is therefore not always possible to make an accurate statement about the effect 

of Impact VCs on the success of a company - Impact VCs may have invested only recently in 

the last of potentially several rounds.  

In addition to the general problem of data generation and use, there are also industry-specific 

problems of impact investing. The main limitation arises from the fact that impact investing is 

a fairly new phenomenon about which academic studies have hardly been published so far, 

especially in the VC field. There is not yet even a clear and comprehensively accepted 

definition of impact investing, which is why existing data are difficult or impossible to use and 

compare. Furthermore, impact measurement, as I discussed in a chapter of this paper, is a big 

challenge due to insufficient data specification, insufficient incentives and unobjectifiable 

individual impact preferences. 

In addition, many of the limitations inherent in my work are due to structural problems in my 

approach or the model I designed. I will briefly describe these in the following. Firstly, it should 

be noted that I rolled out the investigation worldwide and could therefore not go into any 

particularities in some markets in more detail. I have tried to include a variable for the location 

that could affect the analysis, but the location of the ventures could still have a major impact 

on their success that I have not measured. The findings that impact investing is 

underrepresented in Asia and Israel and overrepresented in the Anglo-Saxon region are very 

interesting. However, the two data sets I have created differ as a result. If in the data set, 

which consists of socially neutral investors’ portfolio companies, Asian or Israeli start-ups are 

now significantly more successful or less successful than in other countries, my result would 

be severely affected. 
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In general, the identified differences between the two data sets, Impact VC portfolio 

companies and socially neutral VC portfolio companies, pose problems for the analysis. Due 

to the large number of observations (𝑁 = 25,877) in the socially neutral data set, a sufficient 

representation of reality can be assumed. Since only 370 start-ups are represented in the 

impact VC data set, it is questionable whether the data are representative and sufficient to 

present characteristics of portfolio companies of impact VCs. However, all tests pass the sense 

check, which is why distrust of the representativeness of the data set does not prove to be 

correct. 

Concerning my analysis, it has to be said that the indicator variables, which I use for the 

variable ‘impact orientation’ and the variable ‘location’, as well as for the variables of the 

industry affiliation, are conditionally meaningful. An impact orientation can have several 

possible expressions, such as non-existent, low-existent, present and strongly present. With 

the indicator variable, however, these expressions have to be combined although the 

boundary between impact investors and socially neutral investors cannot always be clearly 

drawn.  

Generally, the process of building the impact VC sample is the starting point of several possible 

limitations of my work. Should I not have been able to identify all impact VCs despite my 

extensive research, I would have automatically counted the missing ones among the socially 

neutral VCs on the basis of my model. This would dilute the investigation. It should also be 

noted that I count start-ups that have at least one investor from the Impact VC sample as 

portfolio companies of Impact VCs. However, it is very likely that socially neutral investors 

have invested in the same companies as impact VCs. I was not able to take this fact into 

account in my investigation. 

Another factor, which I have only conditionally taken into account in my investigation, are 

external shocks. The dotcom bubble in 2001 or the financial crisis could have had an impact 

on my results. Impact VCs and ventures in times of crisis could have had particularly big 

problems, because people tend to rely on the familiar, that is, traditional investors, in times 

of great uncertainty. On the other hand, crises could increase the tendency towards impact 

investing, as the investment strategy helps with the diversification of assets and, thus, 

mitigation of risks. 
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The fact that, in order to integrate only start-ups that have raised a relevant equity funding 

amount, I have set a minimum funding amount could be a limitation of the work, as many 

values were sacrificed. With more resources, I could conduct a case-by-case review to identify 

all companies where investors are entitled to a say and which could therefore be influenced 

by the investors. 

The relatively low 𝑅C in all tests is a limitation of the work. A whole series of additional 

independent variables would have to be included in the model to explain the variance in the 

‘Total Equity Funding Amount’. In addition, with appropriate data, individual variables such as 

a possible bidding competition for a startup or factors relating to the founders, from 

experience and charisma to their business network, could be very interesting for the intention 

to explain the equity funding amount. Further data on comprehensive variables such as 

timing, which has nothing to do with the founding year but with environmental conditions, 

and cyclical factors such as economic growth would contribute to a better model. 

Finally, I would like to discuss the limitations caused by the phenomenon of reverse causality. 

With many variables it is not conclusively explainable whether a change of their expression 

causes a change of another (dependent) variable, or the change of the other variable causes 

the change of the expression in the variable. Often there is at most one correlation, but by no 

means a causality. In this paper, reverse causality problems are particularly noticeable in the 

determination of the total equity funding. The variables ‘number of employees’ and ‘number 

of funding rounds’ had to be deliberately removed from the model because of reverse 

causality reasons. However, also the variables ‘location’ and ‘leverage’, for example, could 

depend on the equity funding of a start-up. After a large financing round, start-ups could 

relocate their headquarters to a city in which they can acquire talent and where excellence 

clusters exist in order to grow faster. I have described these clusters as venture capital centres. 

In addition, as companies grow larger, they could rely increasingly on debt financing, as the 

cost of capital could fall sharply. The problem of reverse causality may therefore be a 

limitation of the presented work. 
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6. Conclusion  

This paper tries to answer the question to what extend the impact investing orientation of a 

venture capital firm correlates to the financial success of its portfolio companies. For this 

purpose, several t-tests, a simple linear regression and a multivariable regression provide the 

reader with an impression as to whether the impact orientation of a VC correlates with the 

success of its portfolio companies. 

To determine the relevance of the topic and the state of research, the work begins with a 

detailed literature review. It is noted that both, the impact investing industry and venture 

capital firms, have experienced very strong growth in recent years. Impact investing has been 

practiced as an investment strategy in Anglo-Saxon countries for several years in a 

considerable extend. However, despite this, it can still be seen as a very new phenomenon 

that is not clearly defined and not clearly delimited from other investment strategies. In order 

to draw up a guideline for the following analysis, the first step is to bring order to the diffuse 

and very different definitions of impact investing. In doing so, I develop the following 

definition which serves as the basis for my further procedure: Impact investments are 

investments with the clearly formulated intention of generating financial returns and having a 

measurable, positive social or environmental impact through the investment. 

The next part of the drilldown analyses challenges for Impact Investing and Impact Ventures. 

The main hurdle is that the non-financial impact achieved is difficult to measure because there 

is no objective means of exchange and there are no general impact targets in place. A number 

of impact measurement methods is presented, and their advantages and disadvantages are 

discussed. The paper concludes that the fact, that there is no system or framework for 

assessing social impact, causes various major problems. Furthermore, it argues that impact 

ventures face challenges due to a lack of datafication and a lack of confidence in their financial 

performance. Impact investors, on the other hand, face major challenges due to too few high-

class investment opportunities and problems in measuring and reporting impact.  

A further problem of impact investing is the mistrust in the ability of impact ventures to 

generate relevant financial returns. This suspicion is based on two theories that argue that 

impact can only be achieved through a financial sacrifice. Using the Modern Portfolio Theory 

it can be argued that investors and ventures rob themselves of decision alternatives by 
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(exclusively) concentrating on impact. With the help of transaction cost theory it can be 

argued that additional reporting, the lengthier due diligence process and the pursuit of a 

double bottom strategy generally increases transaction costs and thus reduces profits. 

However, both theories are based on the assumption of a perfect market which is highly 

inaccurate, especially in the venture capital market. Rather, the business model of impact 

ventures could assert structural advantages and thus also be financially extremely successful. 

The following arguments speak in favour of this: On the one hand, impact ventures must fear 

fewer natural hazards. On the other hand, as is argued, social impact is in “fashion” at the 

moment. In the recent past, employees and end consumers have become sensitive to social 

challenges. Environmental protection and the demand for more social justice are new needs 

of many consumers, who therefore proactively demand them. For this reason, Impact 

companies can attract and motivate employees better and more cheaply.  

The literature review also puts the differentiated consideration of the functions of venture 

capital firms and the current research on the topic at the centre of the consideration. 

Eventually, VCs have recently achieved decisive successes in monetizing innovations, which is 

why they can be described as central drivers of economic growth. The paper compares 

different types of venture capital firms and finds that venture capital firms are particularly well 

suited to accompany the diffusion of impact ventures.  

Towards the end of the literature review, previous scientific contributions dealing with the 

relationship between impact investing and venture capital are discussed. Hereby, it is 

noticeable that the number of academic publications to the topic is very limited. The few 

published studies highlight one particular advantage of impact VCs. Due to their ability to use 

the imperfection of the VC markets in their niche market successfully and due to the fact that 

impact investors share the common characteristic of pursuing two-part goals among 

themselves and with their investees, a particularly high level of trust and goal alignment can 

be expected and observed in the impact VC market. 

In a nutshell, the following assumptions can be made according to the literature review: Due 

to portfolio inefficiencies and higher transaction costs, the success of portfolio companies of 

impact VCs could be lower than the success of portfolio companies of socially neutral VCs. On 

the other hand, the fact that impact ventures have fewer natural hazards to fear, that social 
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responsibility and environmental protection are trendy and that players in the impact VC 

market are goal aligned, all suggest that portfolio companies of impact VCs could be 

particularly profitable. 

In order to gain an empirical impression of how this theoretical debate can be appraised, a 

definition of financial success is obligatory. Since impact investing still is a novel investment 

strategy and the success of venture capital investments does not materialize until years after 

the investment, it is difficult to measure the success of the portfolio companies. Furthermore, 

due to the limited publication requirements of small companies, no reliable figures on 

turnover, profit or value of the start-ups are available. Therefore, a proxy for financial success 

needs to be found. The paper, thus, suggests that the accumulated equity funding raised by a 

start-up can be seen as a proxy for financial success because of the declining number of start-

ups that are able to raise equity funding from one funding round to the next.  

In order to check whether there is a connection between the impact orientation of the VC and 

the success of its portfolio companies, sample of impact VCs, that are profit-oriented and 

consciously take account of ESG criteria in every decision, is compiled through in-depth and 

extensive literature research. 30 impact VCs that meet these criteria, which were established 

between 1999 and 2018 in ten different countries, are identified. Based on this sample, two 

data sets are put together using Crunchbase, a crowdsourcing data base for start-up 

financings. The one data set consists of 370 portfolio companies of the identified impact VCs. 

The other data set consists of 25,877 portfolio companies of socially neutral venture capital 

firms. 

In the course of the descriptive analysis of the data sets the presented paper examines the 

following factors for differences and similarities between the two data sets: ‘Industry focus’, 

‘headquarter location’, ‘number of founders’, ‘founding year’, ‘number of employees’, 

‘number of investors’, ‘number of funding rounds’ and ‘IPO status’. I note that the data 

retrieved passes any sense check. Therefore, there is no need to doubt the representativeness 

of the data. Furthermore, the portfolio companies of Impact VCs have on average more 

investors and more employees and are around a year younger than portfolio companies of 

socially neutral investors. 
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Using a t-test, a possible statistically significant correlation between the ‘Total Equity Funding 

Amount’ of portfolio companies and the impact orientation of its investors is empirically 

tested. To this end, I set up the null hypothesis that there is no systematic difference between 

the ability of portfolio companies of impact VCs and portfolio companies of socially neutral 

VCs to raise equity funding. I find that the null hypothesis cannot be rejected because as no 

significant difference between the two data sets can be measured. The average ‘Total Equity 

Funding Amounts’ of the two datasets are only ~1.26% apart. In order to test if the results are 

different for certain stages of the company, the datasets is divided into three sub-groups (seed 

stage, series A stage, later stage). Again, no significant differences in their ability to raise equity 

funding is found. The results of the t-test indicate that portfolio companies of Impact VCs and 

portfolio companies of socially neutral VCs are financially equally successful. A simple, linear 

regression is used to investigate a possible effect of a VC’s impact orientation on the financial 

performance of its portfolio companies. Here, too, no significant effect is found. In order to 

test the model and the meaningfulness of the data and to obtain a conclusion about what has 

an impact on the financial success of a company and to what extent, a multivariable regression 

is performed in which the variables ‘location’, ‘number of founders’, ‘founding year’, 

‘leverage’ and five test variables regarding the industry focus in the analysis are included. The 

variables ‘number of employees’ and ‘number of founding rounds’ are not included in the 

analysis due to reverse causality reasons. All tested variables have a significant impact on the 

‘Total Equity Funding Amount’ of a start-up. The variance in the dependent variable ‘Total 

Equity Funding Amount’ is explained to 3.46% by the multivariable regression. These results 

also pass all sense checks.  

The paper at hand therefore concludes that there is no significant difference between the 

ability of portfolio companies of impact VCs and of portfolio companies of socially neutral VCs 

to raise equity funding. Since the equity funding amount is used as a proxy for financial 

success, this result indicates that there is no evidence that socially neutral ventures are more 

successful than impact ventures.  

It is up to further research to investigate empirically why this is the case. Theoretically, 

according to the literature review, disadvantages of impact ventures in terms of transaction 

costs and decision inefficiencies, and advantages of impact ventures due to less natural 
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threats, a shift in demand from end consumers, and a better goal alignment with their 

investors are likely to outweigh each other. 

The more Impact Investing grows, the more usable data will be generated to verify this result. 

Impact investing could be of particular interest to VCs because venture capital markets are 

exposed to many imperfections that can efficiently be used by VC firms. This impression is also 

conveyed by the rapid growth of the industry. In the coming years, external influences are also 

expected to increase demand for impact investing opportunities. On the one hand, the issue 

of climate change is becoming more urgent as it becomes more tangible for people, and on 

the other hand, the largest transfer of assets from the baby boomer generation to socially and 

environmentally more committed millennials will take place in the next thirty years. 

Furthermore, in various Asian countries, with prosperity and a higher standard of education, 

more social consciousness of end consumers might develop. Therefore, it will also be exciting 

to observe how impact VCs develop outside the Anglo-Saxon region in the years to come. 

Overall, there is still a lot of work to do for all conceivable stakeholders in this field. Venture 

capital research must continue to be driven forward, as the venture capital scene will continue 

to grow in the future and Impact Investing must establish itself in the market as quickly as 

possible. Policymakers around the world also have to catch up to novel developments in the 

venture capital and impact investing industry. If our market economies are to be made more 

social with the help of capitalist tools, this will only be possible with an understanding and 

support of the policy for impact investing. Even though my research could not prove any 

structural disadvantages of impact ventures, their small share in the total dataset (1.4175%) 

can also be explained by the fact that today they (too) rarely receive VC funding. 
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