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ABSTRACT 
 

As public and academic interest in social ventures is rapidly growing, very little is 

explored about the so-called social impact investor. Thus, this project sets out explore the 

relationship between investor and investee in the early-stages of the social impact 

investing sector in Kenya. More specifically it looks at the effect, which investors have 

on social impact mission according to their level of social or environmental orientation. 

The project will go through conceptualization issues for both social ventures as well as 

social impact investors, but will generally subscribe to an EMES-approach 

characterization of social ventures. This approach underlines the importance of the 

blended value proposition as well as the issue of ownership; intentionality for social 

change matters and will either negatively or positively influence governance structures 

and exit modes and eventually steer the social venture towards either mission 

preservation and erosion. An explanatory case study with hypotheses was designed in 

order to examine this relationship and test how different variables were influenced by 

intentionality. 

 Results indicate that investors’ perception of social ventures and their 

intentionality for social change, or lack of same, do indeed have an effect on corporate 

governance and potentially on social mission of social ventures. However, it also raises 

questions about whether or not there is an existence of “true social impact investors” out 

there, as it appears that a fast-growing social impact sector is meeting an investor-side 

that are not ready to discard the current financial measures for success and that has not 

yet adapted to the unique needs that these ventures possess. 
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1. INTRODUCTION 
 

1.1. PROBLEM DEFINITION AND OBJECTIVE 
Recognition of social and environmental matters as substantial to business performance 

and as sources of opportunity has been on a steady rise1 and has been followed by a 

major shift in general development discourse towards managing the link between sound 

economic growth and environmental awareness2. This was pushed by the global financial 

crisis of 2008, which accelerated economic necessity for governments and businesses to 

collaborate in order to overcome some of the existing obstacles as a result of its 

subsequent budgetary restrictions3. Nowadays, social ventures and social entrepreneurs 

have been prophesied as a favorable response to many of the problems faced by 

developing countries when trying to bridge and manage the two seemingly conflicting 

goals of creating financial as well as social return all at once4. Social ventures address 

immediate needs that national and local establishments fail to meet5. However, it seems 

that, despite the envisioned achievements of social entrepreneurship, attracting and 

ensuring appropriate capital is not as easy as expected6. This raises the essential questions 

of what impedes the growth of social impact and consequently barring the sector from 

reaching its full scale as this sector could have a great positive impact on some of the 

world’s poorest regions, such as sub-Saharan Africa7.  Sub-Saharan Africa especially has 

received huge attention and interest from social impact investors8 and within less than a 

decade there has been rapid intensification in the number of  “social or environmental 

enterprises”, which should indicate a larger visible impact9. Especially the East African 

nation of Kenya has become a center for global impact investing with Nairobi as the 

regional hub10. 

																																																								
1 Bugg-Levine, A. & Goldstein, J., 2009 
2 Adams, W. M., 2009 
3 Svedova, J. et al., 2014 
4 Smith, B. R. et al, 2010; World Economic Forum, 2013; Barraket, J. & Andersen, H., 2010 
5 Friedman, M., 1962; Barraket, J. & Andersen, H., 2010; Dees, J. G. & Anderson, B. B., 2003 
6 Nelson, J. & Jenkins, B., 2006; Dees, J. G. & Anderson, B. B., 2003 
7 Global Impact Investing Network, 2015 
8 Global Impact Investing Network, 2016; J.P. Morgan, 2015 
9 VC4A (Venture Capital For Africa), 2015 
10 Panum, K. & Hansen, M. W., 2014; African Union, 2015; J.P. Morgan, 2015 



	 5	

 

Academic research on the subject is scare due to its newness, which has led to increased 

confusion about what the term “social venture” really entails11; partly because this 

venture type embodies unique combination of non-profit and for-profit business 

organizational features in disfavor of current investment systems that commonly consider 

monetary and quantitative tools. Detrimental conditions, when trying to convince 

investors to finance projects with more intangible objectives12. So far, literature has been 

preoccupied with identifying composition and attributes of social ventures for them to 

foster the triple bottom line, but little attention is given to what makes up a social impact 

investor. As a consequence, almost nothing is understood about the relationship between 

so-called social investors and social investees in the impact sector and how exactly a 

spectrum of different social impact investors either help or hinder social mission 

preservation. This is in spite of early-stage investors being pivotal for the development 

and future securement of the sector13 and knowing that they hold a direct impact on 

corporate behavior14. 

Thus, this paper sets out to explore the cross field of social impact literature and 

that of corporate finance theory. By combining the two fields, this paper hope to extend 

current literature of social ventures by shedding new light on the investor-investee 

relationship and how social ventures can best preserve social missions in an investor 

environment, which traditionally is seen as inclined towards profit-maximization above 

all. This is done under the assumption that certain capital structures within social ventures 

will predictably yield or provoke certain financial/social outcomes due to relative 

pressures and control. 

Based on the question of “How do early-stage investors, particularly angels, in 

Kenya affect preservation of mission for social ventures reflected in control structures as 

well as exit strategies?”, this paper builds hypotheses, which will be confirmed or 

unverified through case studies. 
 

																																																								
11 World Economic Forum, 2013; OECD, 2015; Adams, W. M., 2009 
12 Svedova, J. et al., 2014; Bridges Ventures, 2014 
13 UNDP, 2014	
14 Spiess-Knafl, W. & Jansen, S. A., 2013; Philips, Hager & North Investment Management, 2010; 
Svedova, J. et al., 2014; Asian Development Bank, 2011; Hutton, J. P. & Kenc, T., 1998 
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1.2 COURSE OF INVESTIGATION 
Section 2.1 will begin by conceptualizing the term “social venture”. This section will 

start out by looking at the origins of the concept and then move into a discussion about 

attributes, vision and financial structures of a social venture. This will be done by looking 

into already existing literature on the subject in order to create a full understanding on 

terms for the reader. Section 2.2 will then continue the debate by defining a “social 

impact investor. This is important, as these are the two main actors that will subsequently 

influence the course and direction of “an impact”. Literature is scarce and concepts 

delusive, so this section will provide the reader with a grasp of what the different 

terminologies entail for this project. This will then lead to Section 2.3, which will give a 

an overview of angel investors, how they work and what this could potentially means for 

early-stage social ventures.  

 After the different concepts are in place, Section 2.4 will introduce the reader to 

the thoughts on ownership structures. As the previous sections will highlight, the 

interplay between the social ventures and its investor will play a significant role in 

guiding vision and consequently also the scope and strength of potential impact. Thus, 

ownership structures and the division of power will greatly influence any decision-

making according to what types of investors is attracted by social ventures. 

Section 2.5 will discuss the topic of exit strategies. As seen in literature, liquidity 

and risks coming from exit are currently some of the main concerns for investors in the 

social impact investment market, and discussion will be written on different types of exit 

strategies by linking them to distinctive investors types, and how exits will unavoidably 

affect mission of social venture. The last segment in the literature review, section 2.6, 

will then connect all previous sections in a vertical matter to show how these are 

interrelated. In particular, this section will provide the reader with several hypotheses 

created on the background of the literature review and its present gaps. These hypotheses 

will serve as the underlying research model. 

 

Section 3.1 will sum up the impact investment sector/environment in sub-Saharan Africa, 

especially that of East Africa. Section 4 and its sub-sections will provide any additional 

methodological considerations involving the project at hand, such as research philosophy, 
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data collection, and its further evaluation. Following this, the reader will be presented 

with the findings and results in section 5, which will go through the hypotheses presented 

in earlier in section 2.6; either accepting or rejecting them. Finally, section 6 will present 

concluding remarks and section 7 will entail an examination of limitations and 

suggestions for further research areas. 

 

2. LITERATURE REVIEW 
The literature review will firstly provide the reader with an overview of definitions and 

literature concerning the main actors in the sector at the early stage, namely angel 

investors, social ventures and social impact investors. Next, the literature review cover 

theories covering discussion of control and ownership including shareholder and 

stakeholder views, corporate structures and exit strategies; all reconsidered through the 

lens of a social impact context. Lastly, the reader will be provided with the derived 

hypotheses. 

 

2.1 CONCEPTUALIZATION OF “SOCIAL VENTURE” 
According to classical economic theory, social issues are not viewed as the concern of 

enterprises whose only goals are profit-maximization 15  under the assumption that 

financial and social objectives are completely separate realms. Others claim that all 

enterprises will inherently contribute with some sort of societal benefit through economic 

growth16, as they will as a minimum increase employment, nevertheless disregarding any 

possible negative externalities e.g. pollution or marginalization of certain societal groups. 

The very nature of a social venture and its reason to exist is in strong contrast to this 

view, or put differently, they have “made it their business” to create positive social 

change. In order to understand the concept of a social venture, this section will specify 

our understanding and classification of a social venture through literature. 

Defining what a “social venture” and “social impact” are has shown itself to be 

relevant for several reasons. Firstly, to what degree ventures perceive themselves as 

																																																								
15 Friedman, 1962;  
16 Department for International Development, 2008; Blount ,J. & Nunley, P., 2014 
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social is an essential key feature in understanding how the mission and activities of a 

social venture is guided and ultimately executed17. Secondly, since no sharp definition of 

these terms exist, uncertainty is created within the sector and investors themselves utter 

concern that they perceive the lack of clear definitions as being one of the major 

obstacles to the sector, which in return makes them more reluctant to invest 18 . 

Consequently, the dilemma of how narrow or wide a definition should be is however still 

prevailing. This also has a direct impact on this literature review; depending on how you 

define the scope of a social enterprise, the amount of literature will either increase or 

decrease significantly. 

Vecchi et al. shows well that this sector and its academic work are still at the 

beginning stages as they corner four essential themes in empirical and academic 

literature. First theme is the very nature of the social venture and how to classify the 

phenomenon as an industry, an asset class or a general investment approach. Secondly, 

literature has tried to define the special features of social ventures and where to place 

them in between (venture) philanthropy, socially responsible investing (SRI) or pure 

commercial entities. How to define them has an impact on the theme of market 

dimensions of impact investing. Intentionality, or the concept of motivation, has been the 

third large subject of discussion, while the last discussion point has been what kind of 

outcomes could be expected, their scale, and whether or not these diverse set of financial 

and social goals would face some sort of tradeoff or ability to complement each other19. 

This overview can be complimented by Braunerhjelm and Hamilton, who give a nuanced 

thematic presentation of the development of conceptualization of social entrepreneurship, 

social enterprises as well as opportunities for further research organized by various 

schools of thoughts on the topic. One of the major schools of thoughts has been the 

European school, or the EMES approach20. 

In order to understand this approach better, this paper turns to Defourny & 

Nyssens who give an overview of the major conceptual framework that has led to the 

																																																								
17 Rivera-Santos et al., 2015; Panum, K. & Hansen, M. W., 2014 
18 J.P. Morgan, 2010 
19 Vecchi, V. et al., 2014 
20 Braunerhjelm, P. & Hamilton, U. S., 2012	
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understandings of social enterprises we have today21. In their paper, they bridge the 

thoughts from the US and European context by giving an overview of the earned income 

school of thought, the social innovation school of thought as well as the EMES approach 

of social enterprises. The earned income school of thought emphasizes commercial 

activities of non-profit organization, while the social innovation school of thought look at 

social entrepreneurship as change makers who create and revolutionize the sector. The 

latter seem to highlight social impact as the main outcome, while the former focuses on 

incomes. The EMES approach was created as an initiative taken by the European 

Commission22 and the primary definition that this paper will adopt as its understanding of 

the social enterprise. This is legitimized for a number of motives; first of all, the EMES 

approach recognizes that the definitions provided by it are be nothing more than a work 

in progress and not necessarily contain all facets of true social enterprises. Furthermore, 

the work behind the approach has been very comprehensive and holistic taking into 

consideration many different disciplines, such as sociology, economics, political science 

and management. It has also considered both theoretical as well as empirical conditions 

with special care also given to national and cultural incidents. This leaves the project with 

an open definition that allows for the interference of other scientific disciplines as well as 

considering more intangible properties23. Also worth considering is that most of the US’ 

social impact investments are used internally, while Europe direct most of their social 

investments towards developing countries as relevant to this project24. 

While social mission is important to all three schools of social enterprises, the 

EMES regards it especially as a key motive of economic activity throughout the value 

chain25 and not a simple spillover-effect. Motivation and intentionality matter. Thus, in 

the European context, economic activity and social mission are inseparable making 

production methods and services a part of the social mission. The EMES criteria further 

says that financial sustainability is created by the members of a social enterprise finding 

resources that support the venture’s social mission, which could be from various types of 

financing. However, the EMES approach state that the decision-making power is not 
																																																								
21 Defourny, J. & Nyssens, M., 2010; Pestoff, V., 2014 
22 Defourny, J. & Nyssens, M., 2010; Pestoff, V., 2014 
23 Defourny, J. & Nyssens, M., 2012; Braunerhjelm, P. & Hamilton, U. S.,  2012 
24 Global Impact Investing Network, 2016 
25 Dees, G. & Anderson, B. B., 2003 
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allowed to be dictated by capital structures and the enterprise must instead reinforce and 

take control ownership both directly and indirectly. The focus on how social enterprises 

are governed in order to preserve mission is what truly sets this approach aside from the 

other school of thoughts26. This has been confirmed by many others27, such as social 

entrepreneur, Muhammad Yunus, has also attributed special important to ownership in 

combination with the triple bottom line28. 

Foundations and their empiric work have played a major role in the field in the 

formation of knowledge of the sector, directly inspiring theory and conceptual 

frameworks, and it is here almost inevitable to touch upon here due to the newness of the 

sector. Rockefeller foundation coined the term “social enterprise” 29  while Monitor 

Institute was the first to address “impact investing” as a distinct investment type30 and 

since empirical work has contributed much to the conceptualization. Using empiric work 

and references of other such foundations can also be justified through the EMES who 

relied heavily on its definition from observations in the real world31. Through empirical 

confirmation, it has been shown that the confusion about the definition is not purely an 

academic issue, but also investors are at disagreement on how to identify a social venture 

and to what extent it is desirable since impact investments can differ greatly in risk, 

return, and even impact characteristics across different sectors, geographic areas and 

overall deal sizes. Arguably, a definition that is too detailed could limit the amount of 

capital available and that an excessively broad definition will only undermine the 

credibility of the sector32. However, one premise, which was agreed upon in literature as 

well as empiric work, is first and foremost that social ventures will actively seek to 

generate positive societal or environmental impact in a financially responsible way, also 

rephrased as the aim of achieving “the triple bottom line”33. The triple bottom line is also 

																																																								
26 Defourny, J. & Nyssens, M., 2010; Braunerhjelm, P. & Hamilton, U. S.,  2012 
27 Braunerhjelm, P. & Hamilton, U. S., 2012; Defourny, J. & Nyssens, M., 2010; Defourny, J. & Nyssens, 
M., 2012	
28 Yunus, 2006; Yunus, 1998 
29 Svedova, J., 2013 
30 Darragh, L. & Aman, N., 2012 
31 Defourny, J. & Nyssens, M., 2010	
32 Global Impact Investing Network, 2016 
33 Greene, S., 2014; Panum, K. & Hansen, M. W., 2014; Defourny, J. & Nyssens, M., 2010 
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widely discussed in literature34 and highlights the fact that activities, mission as well as 

patterns of profit distribution has to be considered when determining whether or not an 

enterprise can be categorized as a social venture. Social enterprises are therefore a 

combination of for-profit as well as non-profit features – combining the orientation of 

traditional NGOs and commercial businesses35. Yet, there is little consensus in literature 

about what constitutes a social venture beyond this point 36. 

 

2.1.1. NATURE & INTENTIONALITY OF SOCIAL SCOPE 
By coinciding from the beginning, that social ventures are not to be understood as purely 

commercial or purely social in its nature, the definition leaves out the most traditional 

nonprofits and most traditional for-profits. However, it leaves us with a whole range of 

alternatives within this spectrum that could potentially be classified as social enterprises 

or social ventures37. However, within this range of potential social venture types, they 

will differ greatly in their tendency to prioritize either the financial or social aspects of 

their mission and operations. While the social enterprises that tend to prioritize 

commercial aspects will still have strong profit-making motives and feel a strong 

accountability towards shareholders, social ventures who value social dimensions more 

will take into account all stakeholders and mainly be motivated by the social mission38. 

Such a discussion implies that there will be a tradeoff between financial and social 

mission, where a social venture has to choose between different participants – a 

shareholder vs. stakeholder dilemma, which will be touched upon later. 

 

																																																								
34 Elkington, J., 1994; Alhaddi, H., 2015; Nicholls, A., 2006; Dees, G. & Anderson, B. B., 2003; Defourny, 
J. & Nyssens, M., 2010	
35 Alter, 2006; Porter & Kramer, 2011; Dees & Anderson, 2006; Huppé, G. A. & Silva, M. H., 2013; 
Defourny, J. & Nyssens, M., 2010; Fletcher, L. et al, 2012 
36 Rivera-Santos et al., 2015 
37 Bridges Ventures, 2014; Alter, 2006; Social investment Task Force, 2011; OECD, 2015 
38 Alter, 2006; Gonin, M. et al., 2013 
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 Figure 1: Typology of Social Entrepreneurs, Alter (2006) 

 

On the other hand, we have Emerson who argues against classical economic of 

tradeoffs by stating that the two goals do not have to be mutually exclusive and that it is 

feasible for ventures to obtain social and financial return at the same time39. While it 

might be a fine line for the firm to balance both, which can cause stress and challenges on 

a firm in terms of capabilities and resources, Emerson called the act of trying to balance 

these two goals simultaneously the “blended value proposition”40. This indicates the 

existence of a social venture in a purer sense. 

 

 
 Figure 2: Range of Social Venture Forms, Shanmugalingam (2011) 

 

Many of the challenges in combing social purpose and profit motive are 

accounted for by Dees & Anderson; they identify sources of market pressures both in 

terms of compromise on social value creation as well as financial performance 

identifying investor expectations as one of the main pressures that could undermine social 

																																																								
39 Emerson, J., 2003; Emerson, J., 2012 
40 Alter, 2006; Gonin, M. et al., 2013; Emerson, J., 2003; Emerson, J., 2012 
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mission41. Gonin et al. also made an effort to highlight the relationship of the tensions 

arising from double or triple bottom line by looking at it through four theoretical 

perspectives respectively the institutional, organizational identity, stakeholder and 

paradox theory42. While these theories do bring up critical aspects, they stress the role 

and characteristics of the social venture (or its owner and internal processes) and put little 

stress on the direct influence that outside stakeholders, such as investors, retain over 

strategy or mission. From their perspective, this is justified by the fact that organizational 

theories tend to prioritize shareholder needs, which is here understood as profit-

maximization43; a statement, that section 2.2 will show, is not entirely true for social 

impact investors. 

To sum up, we see that the triple bottom line and ownership are two essential 

topics in literature on social ventures. Arguably, the importance of keeping ownership 

also implies that social ventures will have to seek out and attract different types of 

investors than traditional ones who understand the unique attributes of such a venture. 

Thus, this instigates the need for an identification of what “the ideal social 

investor” might look like and consider theories on ownership as well as capital structure. 

This will be done in section 2.2 and 2.4 respectively. 

 

2.1.2. LEGAL ISSUES, THE BOP, SCALABILITY AND TIME HORIZON 
According to the definition provided by J.P. Morgan, impact investment is defined as a 

separate asset class, while e.g. the World Economic Forum rather defines it as an 

investment approach44. This project will take the stance of the latter as the problem with 

defining impact investment as an asset class, is primarily that impact investment is 

observed across all asset classes with significant differences in their risk/return profile as 

well as in the types of social impacts, which they aim to create45. 

The definition by J.P. Morgan underlines other central issues. A social venture is 

said to be a business, which is designed with the focused intent of generating positive 

																																																								
41 Dees, G. & Anderson, B. B., 2003 
42 Gonin, M. et al., 2013 
43 Vecchi, V. et al., 2014; Gonin, M. et al., 2013	
44 Leme, A. et al., 2014 
45 Svedova, J. et al., 2014	
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social and environmental impact. The intention however, or the commitment, has to be 

more than the just the effort to do something good, but the intent to radically change an 

issue creating either societal or environmental harm should be specifically mentioned and 

specified in legal documents. Legal documents would also require the venture to have a 

system in place to measure its impact efforts assuming that combining the legal efforts to 

generate both financial and social return will encourage development in more sustainable 

ways46. That social returns should be clearly defined a priori and not be a side effect of a 

commercial deal is backed up by the EMES approach as an inherent part, and it seems to 

be common practice for European investors and investees in the sector47. While this 

definition recognizes the diversity within the different types of positive social outcomes 

that can be provided – both through providing local asset accumulation or delivering 

effective products and services – this definition defines social ventures as something that 

mainly serve or employ the bottom of the pyramid (BoP) by improving the lives of poor 

or vulnerable people or to provide environmental benefits at large48. The drawback of 

such a definition is, however, that most environmental projects typically do not directly 

benefit the less privileged and would consequently be excluded49. Other definitions 

contest the BoP-intensive focus by saying that social ventures can target both emerging 

as well as developed markets and that social ventures are allowed to target a wide range 

of financial returns50. Instead, only the pursuit of neglected positive externalities is 

regarded as a defining characteristic, justified by clarifying that it is solely “coincidental” 

or even “natural” that this phenomenon happens to be more present in disadvantaged 

populations51. The UN recognizes this dilemma, too, by saying that social ventures will 

naturally have a tendency to have activities that provide products or services to 

individuals in low-income populations, and thus primarily focus on developing and 

emerging countries, but are not limited to such52. Thus, it might be at the BoP is the 

largest recipient of the benefits from social ventures by default, the extensive literature on 

																																																								
46 J.P. Morgan, 2010 
47 Wilson, K. E., 2014 
48 J.P. Morgan, 2010 
49 UNDP, 2014 
50 Global Impact Investing Network, 2016 
51 Santos, F. M., 2009 
52 United Nations Global Impact Office, 2012 
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the BoP will not be considered as it is unwarranted for this project, which focuses on the 

cross-field of social entrepreneurship and corporate finance principles. 

 

In literature, while most scholars do not pay much attention to the scalability of social 

ventures per se, some scholars argue that a true definition of social venture should not be 

allowed to entail those enterprises whose social impacts efforts only target isolated local 

needs. Instead, they dispute that social ventures should be pursuing to change behavior, 

policy or infrastructural challenges that directly affect people on a large scale. As such, 

social ventures search for innovative solutions to society’s most pressing issues, 

eventually changing status quo by persuading entire societies to change their ways53. As 

it can be assumed that the scale of the market opportunity in which it operates and 

exploits will necessarily restrict any impact, it would be needed for social ventures to 

operate in large markets according to such a classification54. However, since many social 

venture missions might have a highly localized focus with attention to narrow, 

homegrown issues, it raises serious questions about scalability55. Thus, scalability also 

becomes a central concern for social ventures and to what extent scalability (or future 

financial viability/success) can be sacrificed for mission56. Finally, it should also be noted 

that on top of intention of positive social change, financial competitive 

return/measurability of impact and scalability, a fourth element is often added; long-time 

horizon. Social change is often a relatively slow process, and consequently the long-term 

perspective of investment is important for both investee and investor to keep in mind 

when engaging in the social impact sector57. 

 In sum, while the nature of a social venture is important, it is also important to 

consider legal commitments to the triple bottom line, scalability, time horizon and other 

factors and as they serve as a reflection of to what extent the self-identification of a social 

venture goes beyond “just words” and into the very strategic setup of the venture. 
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2.2 CONCEPTUALIZATION OF “SOCIAL IMPACT INVESTOR” 
As it has been established that ownership is vital to the survival of the social venture and 

its triple bottom line58, this section will set out to identify main or essential characteristics 

of investors in the impact sector, the shareholders, and thus try to coin the term “social 

impact investor”. This section will not go into a general definition of investors, but rather 

discuss the traditional role of investors, with special regards implications for investors 

investing in a social investment setting. 

 Traditional investments are recognized by the fact that they tend to focus around 

two primary issues; how to minimize risk and how to maximize profits59. While these 

issues are also of concern to a social investor, they tend to distort the traditional view by 

being willing to focus more heavily on broad social changes and/or benefits that could be 

created in society in general through their investments60. However, as a consequence of 

the term “social venture” being distorted and largely fragmented, it puts equal challenges 

for a definition of impact investors, as the definition has for long remained broad and 

difficult to enforce61. Thus, starting out with a somewhat broad definition of a so-called 

social investor, it could be said that an impact investor is any kind of investor who targets 

the formation of social or environmental impact, regardless of the investee type, although 

they would arguably tend to invest in small- and medium-size enterprises (SMEs). When 

the investor and investee type can both be diverse, it also implies that the type of 

financial products, which can be provided by a social impact investor can be just as 

diverse within a wide variety of options e.g. equity, debt mezzanine, quasi-equity, 

convertible debt and others, depending on appropriateness62. Hence, different types of 

investors have different types of motivations, which will determine the tool and the kind 

of investment that they will employ respectively. The choice of capital and its source will 

have a very direct power on the impact investing profile63. 

Narrowing down this definition, one of the most noteworthy attributes for these 

types of investors is however that they need to have the intentionality. Thus, performing 
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investments in ventures with social impact mission will not make you a social impact 

investor alone. Social impact investors will instead be investors with well-defined 

motivations and ambitions themselves to address social and environmental problems and 

as a natural consequence put a lot of importance on incorporating and measuring impact; 

they proactively seek out solve social problems through investments, which can also be 

through influencing corporate behavior although it often goes even beyond that64. 

Financial reporting is still important to these investors since profitability is still central 

part of the strategy, but these investors will moreover measure and report against social 

and environmental impact goals, which is seen as contributing to the overall 

accountability and credibility of investments.  Often this also makes social impact 

investors a lot more flexible in terms of what kind of financial return is expected; ranging 

from capital preservation to market-rate65. Accordingly, one is able to place social impact 

investors within the same spectrum previously proposed for social ventures stretching 

from purely commercial investors for profit-maximization to pure social investors who 

aim at achieving solely social returns form investment with all kinds of hybrid forms in 

between. If investors are looking exclusively for high financial return, they are more 

likely to make investments of commercial nature while too little attention to financial 

return will create both low impact as well as low financial returns. At the same time, too 

strong focus on social returns from investor side will create investments with more 

philanthropic features – such as subsidized investments or even grants. This would 

support the theory of trade-offs, or opportunity costs, where literature suggests that there 

is always an exchange between financial and social/environmental return such as 

proposed by Friedman66. 
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 Figure 3: Range of Social Impact Investors, UNDP (2014) 

 

2.2.1. FINANCE FIRST AND IMPACT FIRST INVESTORS 
In the context of investor types, another way of categorizing social impact investors is by 

employing the terms “impact first investors” and “financial first investors”. The former 

have a altruistic vantage point and will positively seek to optimize social and 

environmental impact through financing, while financial returns will remain a second 

goal; they will therefore tolerate taking more risk and give up a portion of financial return 

if the social return of an investment seems grander. On the other hand, financial first 

investors will continuously seek to optimize financial returns through their impact 

investments; their primary aim is to detect ventures and sectors with market-rate returns 

and integrating the triple bottom line into such investment decisions might be pure 

spillover effect from creating a competitive advantage67. Financial first investors may 

imaginably divert social capital away from areas related to disadvantaged populations 

into sectors, which might have been more appropriate for traditional market mechanisms 

misleading general social mission68. While there might not be a direct financial loss, 

since return expectations can differ significantly, the division of investors into these two 

types likewise comes from the traditional view of economics, which require some sort of 

either social or financial trade-off69. This is because financial first impact investors, 

according to modern portfolio theory, will have fiduciary duties and responsibilities that 

they will not be able to ignore and which are measured strictly consistent with already 
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predefined performance factors70. This definition does not include the “traditional impact 

investors”, since traditional impact investors are seen as those who would commonly 

provide organizations or enterprises with grants or similar forms of financing, but even 

many of the traditional kinds have transitioned into becoming “newer social investors” as 

they explore the impact market seeking both financial and social benefit returns; they 

now choose to finance social enterprises and organizations that pursue a combination of 

these objectives through market-based operations thus possibly categorizing as social 

impact investors71. 

 

2.2.2. TRADEOFF OR MUTUALLY INCLUSIVNESS 
By keeping in mind the blended value proposition by Emerson, we have already 

identified that mutually exclusivity should not be a necessity when attempting to gain 

social and financial return simultaneously72. Thus, one can claim that there will be 

something in between “finance first” and “impact first” investor; such types of investors 

will thus manage to give high priority to both financial and social/environmental return 

and accordingly be the ones who categorize as “true” social impact investors73. The 

notion of a tradeoff can be debunked if in its place there will be put stress on the demand 

for capabilities and resources of ideal impact investors who would ideally also be able to 

understand the context of the ventures in which they invest, culturally and politically74. 

Instead of referring to the terms “financial first” and “impact first” investors, Dees 

& Anderson simply call this phenomenon “maintaining control in sympathetic hands.” 

They recognize the fact that a slim interpretation of who will potentially be a “social 

impact investor” will narrow down the pool of available investors, but recommend doing 

so for social ventures as it can provide some fortification from capital market pressures. 

When paying close attention to the issue of ownership control, it becomes imminent for 

social ventures to master the identification of truly socially oriented investors especially 

at early stages of investment. By targeting socially oriented investors, or social impact 
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investors, the social venture can instead enjoy more flexibility with the understanding and 

appreciation of the social mission that these types of investors hold75. 

To summarize, we see that many of the same elements defining social ventures 

can indeed also be used for social impact investors; intentionality is the first step meaning 

that social impact investors will need to have strong desire for social change through their 

investment; they will not prioritize one over the other as they understand the reciprocal 

relationship. If this is true and a tradeoff does not exist between profitability and social 

mission as suggested by the blended value proposition, one can undeniably assume that 

other governance methods than the traditional ones will occur, since traditional measures 

are solely geared towards profit-maximization. This will be investigated further in section 

2.4. 

Yet, for simplicity, and in order to study this phenomenon further, the remaining 

project will focus on only one type of investors, namely angel investors. 

 

 
Figure 4: Segments of Impact Investors, Arosio (2011) 
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2.3 ANGEL INVESTORS 
This section will provide a short overview of the definitions for angel investors, angel 

networks, their general characteristics and the reason why they are important to social 

ventures in the developing context. 

 Angel investors, also sometimes called business angels, are in short affluent non-

institutional individuals who are looking to invest by the means of their own personal 

wealth in new ventures that show potential76, which also means that angel investors are 

independent and make their own investment decisions77. These decisions are often made 

by a range of disparate motivations based on individual and professional backgrounds78. 

These private resources are often directed towards enterprises that are usually small 

and/or growing. However, angel investors are not only affluent investors, but also often 

function as a source of skills, knowledge and experience 79 . This combination is 

significant as the angels often play a major role in the seed, early-stage and start-up 

phases of a venture’s development, where they help the entrepreneurial firm move on in 

the process through their value-adding and sometimes even transformational investment 

strategies80. Notably, there has been a tendency in later years for angel investors to get 

together by pooling resources in what is called angel networks, which enables them to get 

involved in later stages of financing81. Albeit angel investors’ current central role and the 

recent trend in operational changes through angel networks, angel investors are highly 

ignored in academic studies82. 

Angel investment models are sometimes also called “equity-based accelerators”83, 

because capital coming from angel investors is frequently given in exchange for equity84 

and is the sharply preferred investment type by such investors since equity implies that, 

first of all, returns are recovered over a longer period ensuring that money can stay within 

the entrepreneurial company through the growth stage and secondly, because equity 

means shared ownership denoting that the angel investors can get more directly involved 
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with the ventures in which they invest85. These partialities evoke several meanings. 

Firstly, it implies a long-term perspective from the investor-side. While long-term capital, 

often called patient capital for social impact purposes, could come in many dissimilar 

forms of financial instruments other than equity, the long-term perspective, meaning that 

the investor does not necessarily expect an speedy return on investment, in combination 

with the other attributes, such as support during early stages and greater risk tolerance 

than more traditional investment types, makes many angels investors fall into the growth 

capital category86. Moreover, it should be noted that investments in the early stages of an 

enterprise are associated with higher risks of failed returns87. As equity means shared 

ownership and thus more direct involvement with the company, angel investors can use 

this as a way to minimize perceived risk and enhance confidence in the project from an 

investor perspective88. As a second point on distributed ownership, it raises questions 

about how equity investments could potentially have a very direct impact on corporate 

culture through its influence on capital structures89 - a possible source of mission erosion 

concerns for the social venture if it hands over too much control90 as it even at a very 

early stage possibly guides further directions and can cause misbalance between financial 

and social behaviors. These themes will all be explored further in the literature review. 

For more practical reasons, private equity is also the asset class, which is easier to 

look at when trying to identify social impact investors from the rest; this is because 

private equity investors have a lot of decision-making power in determining their 

preferred balance of impact and financial returns according to their own personal 

philanthropic or commercial interests91. 

However, angel investors are not only interesting, because they are some of the 

first to interact with the social ventures and shape further mission, but several other 

reasons are revealed in literature, which make angel investors a very relevant focus. 

There seems to be a steadily mounting interest from social enterprises and social ventures 
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in receiving finance from angel investors, and expressly requesting investment in form of 

equity92. At the same time, there is growing interest from the investor side for investing 

in social ventures with the most active group of investors in the sectors being angel 

investors, some through angel networks93. Mutual interest creates a large potential for 

impact in the investment space. 

At last, there is even less information on angel investors and angel networks in 

sub-Saharan Africa. While some studies show that there still is a lack of investors on a 

more general level94, attention towards early-stage investors in Africa is increasing 

immensely with angel investors representing a large sum of the available types of venture 

finance tools in the region, locally and foreign95. What is agreed upon, however, is the 

fact that private investors are pivotal to the further development of the impact-investing 

sector in Africa96. 

 

2.4. OWNERSHIP AND CAPITAL STRUCTURE 
As highlighted by the previous sections that go through the conceptualizations, it is 

evident that social ventures need to pay close attention to its ownership structure. 

According to the EMES approach, ownership needs to stay with the social enterprises, 

which confirms the significance of having to find appropriate social impact investors – or 

as Dees and Anderson call it, the necessity of keeping ownership in sympathetic hands. 

This section will provide the reader with a discussion of shareholder theory and 

stakeholder view, which discusses who has the “right” to ownership. Next, literature will 

go through literature related to control such as agency cost and modify through the scope 

of social mission and social impact. 
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2.4.1. SHAREHOLDER THEORY VS. STAKEHOLDER VIEW 
This discussion is necessary as two fundamental questions in economics is concerned 

with economic value and how this value is distributed 97 . Both shareholder and 

stakeholder views discuss business’ role in governance procedures as well as economic 

and social performance, concerned with improving competitive position, but differ 

greatly in the way they believe the firm will get to that positions. Thus, it is a discussion 

about who firms should essentially answer to and which participants, external/internal or 

directly/indirectly, who has a say in the mission of the company and to what extent each 

of them has the power to assert control – or formulated by Chilosi and Damiani, as 

questions concerning whether or not corporations are really controlled by shareholders 

and whether or not they ought to be98. 

Shareholder theory stems from the idea provided by Adam Smith in 1776, which 

states that businesses’ sole goal is to generate and maximize profit and through this 

maximize the wealth of shareholders and that free markets are ultimately the best and 

most efficiency mechanisms of market regulation99. The presumption is also there that 

shareholders sole interest is profit-maximization100. Probably the most known supporter 

of the shareholder theory is Milton Friedman, who supports this notion and says that 

social problem solving is outside the sphere of business and should be taken care of by 

governments or NGOs, stating that all attempts to endeavor on activities outside of profit-

maximization is a simple waste of time and even immoral. This is based on the notion 

that inefficient use of wealth will in the long-term have an overall negative impact on the 

surrounding society. Two more modern theories derived from shareholder theory are 

transaction cost theory and agency theory that just as the original theory are preoccupied 

with maximizing efficiency of the firm. While both theories are generated under the 

assumption that humans react only in their own self-interest before that of others’, the 

former is explicitly concerned with monitoring behavior and the latter with aligning 

interest between shareowner and company101. 
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Stakeholder view, on the other hand, believes that companies will have to answer 

to many more involved parties than just shareholders. Carroll defined four areas of 

responsibility of any given firm, namely economic responsibility to shareholders, legal 

responsibility to act according to the law, ethical responsibility to the surrounding 

society, and discretionary or philanthropic responsibilities 102 . Even in this theory, 

economic responsibility is still fundamental, but where stakeholder views differ from the 

shareholder theory are that they believe that the firm needs organize itself so it creates 

value for all its stakeholders, which will in return create increased financial benefits103. 

Stakeholders are often defined as shareholders, customers, suppliers, communities, and 

employees104. In newer stakeholder theories, it is understood that relative power of each 

stakeholder creates a hierarchy where firms will have to learn how to balance and 

prioritize different groups of stakeholders at different times. Some scholars see the 

stakeholder view more as a communication issue as well, called “symmetric 

information”, where two-way communication allows firms to create symmetry between 

their own interests and those of stakeholders by compromising all stakeholders’ self-

interest. Stewardship theory also emerged from stakeholder theory as a respond to agency 

theory; assuming that instead of each party pursuing their own self-interest, parties might 

actually put others’ interest above their own and thus presents a far more positive option 

in corporate governance. The idea of individuals being willing to work for more than 

there own good is by Ghoshal and other opponents of the shareholder/agency theory 

referred to as “social capital theory”. They proclaim that cooperation and trust among 

actors will benefit both the individual and the overall performance of the firm, because 

the reward of doing so is paid back not solely in monetary terms, but also in “psychic 

benefits” or personal satisfaction105. Especially the last issue of agency theory versus 

stewardship is of interest for this project, as for many firms the problem of corporate 

governance essentially lies in finding a solution to dealing with asymmetric 

information106. 
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Although we have generally seen a growing responsiveness from firms to broader 

segments of stakeholders as accepted business practice, Chilosi and Damiani argue that 

for all stakeholders to have a say might be a hindrance for scalability and thus create 

stagnation for the firm. Instead they believe that it is in the interest of all stakeholders 

across the line to provide and give control to shareholders, who would otherwise lack 

incentives and motivations to invest in the money in the company in the first place; a 

prerequisite for its further viability107. Their main argument is that under a shareholder 

theory, ventures and their managers will only have to attend to one single objective, while 

a stakeholder view presumes a multi-faceted objective with many different tasks and 

interest, which might end up not creating full potential value for anyone; consequently, 

according to their findings, adopt a stakeholder view, the venture will experience 

confusion and conflicts as well as overall economic inefficiency108. The idea that 

companies with adopt the stakeholder perspective end up with a diffused objective is 

support by Heath and Norman109. They believe that shareholders have the right legally to 

understand companies of a way from them to create profit-maximization, as it is a natural 

part of the underlying corporate law. They believe that scholars who promote stakeholder 

views have undermined and disregarded shareholders’ rights and instead are only 

interested in reducing them. They do see some “advantages” of creating accountability 

for the triple bottom line through monitoring and measuring social and environmental 

impact – which could otherwise be illegitimately used as an excuse for poor economic 

performance – however, they think that such answerability towards a diverse set of 

various and sometimes oppositional goals, will only decrease overall performance in all 

areas. Given shareholders’ superior status through law and financing, they see 

shareholders as the stakeholders who should be given the main priority and see firms who 

sacrifice profits and shareholder wealth in order to fulfill moral obligations to other 

stakeholders as a self-defeating entity110. 
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According to Hansmann, the owners of the firms are those who can assert control 

and those who have the right to the firm’s residual earnings111. He argues that while the 

rights of control and the rights to residual return could be divided in theory (stakeholder 

view), they are most likely not in reality (shareholder theory). Hansmann defines the 

owners for regular business corporations as those who lend money, the investors or 

shareholders, since the lending of money is often tied to ownership rights. Nonetheless, 

he recognizes the fact that not all companies are automatically structured with 

shareholders as owners as especially nonprofit enterprises often have legal implications 

that prevent them from taken any of the remaining profit, but concludes that there are 

natural reasons for investor-owned in market economies; contracting costs for capital and 

the fact they are simply in a better position to assert control. Only if these conditions fail, 

e.g. serious imperfections in the firm’s product or factor markets, other forms of 

ownership arise and the firm can be organized as a consumer/producer cooperative or as a 

nonprofit112. In this way, they all support the notion of Friedman and see little legitimacy 

of the existence of such a thing as a social venture; shareholders are perceived as the only 

rightful owners of the firm. 

In a study by Hillman & Keim from 2001, they nuance the perception of the 

stakeholder view by dividing stakeholders into what they call “primary stakeholders” and 

“social issue participation.” They ask the question about whether or not there is a 

mandate for companies to go beyond the shareholder theory by asking if activities with 

these two groups essentially have a negative or positive effect on economic viability. 

Primary stakeholders are defined as those known from the traditional theory – employees, 

customers, suppliers, and communities – while social issue participation is all sorts of 

activities that are not related to the core of the business strategy nor related to the 

interrelationship between the firm and its primary stakeholders. Their study shows that 

engaging in activities related to primary stakeholders had a positive impact on 

shareholder value creation, while activities outside of that realm concerning social issue 

participation did not113. 
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For social ventures, this poses a lot of prominent questions. Keeping in mind the 

discussed definitions of social ventures and social impact investors, it seems that they do 

not necessarily fit into the traditional frameworks of neither shareholder theory nor 

stakeholder view. Firstly, stakeholder views seem inadequate to explain the phenomenon 

of social ventures. For social ventures, stakeholders are muddled size; employees, 

customers, communities and maybe even shareholders are not always clearly separated as 

the at times can be one and the same. Secondly, shareholder view is built upon the 

assumption that shareholders’ ultimate goal is profit-maximization of the firm’s wealth 

and thereby their own. For a so-called true impact investor, we have stated that 

shareholders themselves are willing to give up profit-maximization to some extent in 

order to achieve social or environmental returns and thus “maximization of profit” might 

constitute of different measurement than purely financial means. If this holds true, there 

might be no “need” for a stakeholder view and shareholders might still be the most 

efficient to guide both financial and social mission of these ventures, but also leaves 

shareholders in the traditional understanding of power by containing the majority of 

control and influence over the venture. 

Commenting upon the literature, it is obvious that shareholders possess a 

prominent position within the firm in either theory with a strong influence on the firm 

either negatively or positively. In a more pessimistic perspective, it could appear as if 

social ventures is a way to bridge or even “monetize” their primary stakeholders (as 

defined by Carroll as well as Hillman and Keim) such as communities and society by 

making them into customers and thus circumventing some of the problems highlighted by 

Chilosi and Damiani as well as Heath and Norman, who suggested that a too divergent 

concentration would lead to weak business and weak financial profits. In order to get a 

deeper understanding of how social ventures do or do not fit accurately into these 

theories’ framework, the next section look into theories related to transaction cost and 

asymmetric information, agency cost vs. stewardship, to explore further how social 

ventures deal with these issues. 
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2.4.2. FIRM STRATEGY’S EFFECT ON OWNERSHIP AND CONTROL 
For any firm, the standard capital structure is made up by equity, debt and retained 

earnings114 and is the means of supporting ongoing as well as future operations115. These 

three elements and their composition are a symptom of ownership by either shareholders 

or debt-holders116 and it is essential to understand the arrangement of capital structure as 

it has a vast impact on overall corporate behavior117. While much has been written about 

this relationship of these different topics for developed country context, very little 

literature exists on the subject in the perspective of developing countries and what 

implications or opportunities this might have when promoting poverty-reducing or 

sustainable economic growth118. This becomes even more critical when considering that 

finance decisions might be even more complicated for small, private and start-up 

businesses119.  

 The modern discussions around this subject can be contributed to Modigliani and 

Miller who in 1958 challenged the traditional view of corporate finance120. Unlike the 

traditional view, Modigliani and Miller postulated that value and cost of capital was not 

related to the capital structure. In their theory, they assume perfect market conditions and 

perfect competition, and do therefore not consider market imperfections such as taxes and 

other forms of financial distress, which in fact do have an impact on a firm’s capital 

structure. For developing countries, it will be even more important to consider existing 

market imperfections such as asymmetric information and general conflicts between 

economic agents associated with the firm, as well as with capital markets121. 

 The heightened problem of asymmetric information in developing economies 

leads one to start out by considering the agency theory coined by Jensen and Meckling in 

1976122. According to this theory, conflicts between shareholders and company will 

influence the capital structure due to their different interests123 and end up with increased 
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agency costs and economic efficiencies due to the separation of ownership and control124, 

whether the investment tool will be equity or debt 125 . What sets equity aside, 

nevertheless, is the fact that equity financing entails some kind of distributed ownership 

and therefore is more likely to spur conflicts between equity-holders and managers. One 

source of conflict could potentially be the disagreement over the firm’s operating 

decisions, since managers will often wish to continue operations even if liquidation is 

preferred by shareholders or that managers will prefer to invest all funds even if 

shareholders want to be paid dividends. The tools of debt and equity, as mentioned 

above, were seen by Williamson126 as a tool to manage these conflicts – showing a direct 

impact link between capital structure and corporate governance127. He argues that the 

financial structure of a firm is directly linked to the different types of assets that it owns. 

Here, debt would hinder investment opportunities, as debt-investors would not be keen on 

lending to very specific projects, while equity investors are less affected by such 

specificities. All of this highlights that the relationship between corporate strategy and the 

debt-equity ration, implying that corporate strategy can impact the capital structure 

through its actions and plans that influence the portfolio of activities in which the firm is 

involved, and vice versa. This relationship between corporate strategy and capital 

structure is less commonly examined in the mainstream corporate finance literature, but 

the main elements that influence capital structure can be identified as the external 

monitor’s/investor’s goals, risks and strength128. 

 When talking about prioritization of financing within firms and asymmetric 

information, one also has to recall the theory of pecking order by Donaldson129 as well as 

Myers and Majluf130. The pecking order theory proclaims that there is a ranking of 

preferred financing instruments with the most preferred being internal resources and 

equity capital being the least preferable form131. While this might be true for nonprofit 

ventures, which could possess legal restrictions on equity capital, much literature 
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suggests that there might be a reversed pecking order or even a complete missing pecking 

order for social enterprises132. The specific needs of social ventures and the immediate 

lack of predictable cash flows may lead them to prefer equity over debt financing in order 

to reduce risks related to bankruptcy133. Those who reject the pecking order theory 

completely argue that, in SMEs, the problem of asymmetric information is higher than 

the average, but that there is no proof of a preference for debt tacking place134. This 

predicted reference for equity is seemingly true thinking back of the mutual interest in 

equity financing between social enterprises and social investors135. Myers also recognizes 

that the theories can be insufficient in explaining actual financing behavior, and most 

theories on the subject do not account for objectives and business planning decisions of 

the venture owners136. 

 Other models particularly address the issue with special regards to marginal risk 

aversion, which assumes that an owner-manager of the firm will be inherently risk 

adverse and the degree of debt will depend on the type of entrepreneur. The riskier the 

project, the smaller will be the entrepreneur’s desired stake, but the bigger the amount of 

equity retained by the entrepreneur, the stronger the signal to the market of quality 

projects. This is an important observation as owner-manager firms are predominant in 

most developing economies. However, it has been shown that firms in developing 

countries seem to rely less heavily on internal finance in general than firms in developed 

economies, or at least there is a bigger variation. Other observations that are important in 

the context of developing countries seem to be that many firms rely more on equity than 

on debt when financing growth stages compared to developed economies, meaning a 

reversed pecking order as discussed above. However, it should be noted that it is difficult 

to make comparison of different capital structures across developed and developing 

countries due to specifics for each country, sector, and even period in time. Firms within 

the same country also face very different opportunities and constraints and thus 

uniformity is very unlikely when it comes to corporate capital structures137. Risk aversion 
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is also directly related to retaining or diluting ownership and control of the firm; this 

issue is particularly important to social ventures as the business purpose is often 

moderated by experience, social norms and personal self-interest138. 

According to Whitley, developing country firms, generally speaking, seem to 

follow structures similar to those of conglomerates and thus it suggests that in order to 

understand financial behavior of firms in developing countries, the relationship between 

firm’s strategy and its capital structure will need to be examined. In this context, firm 

strategy refers to management/firm values, goals, and motivations for firm diversification 

and thereby also firm preference for debt and/or equity139. Social ventures often have a 

very narrow goal and can consequently be categorized as companies with a single 

strategy with very low level of diversification – if any at all. As great diversification into 

unrelated activities signifies lower levels of risk, social enterprises will be in the high-risk 

group. Whitley showed that single strategy companies tended to use significantly lower 

levels of debt in financing than all other types, which fits well with argument that 

additional debt for such firms will only increase additional risk of bankruptcy140. Debt is 

furthermore often not the optimal for early-stage ventures with very volatile cash flows, 

whereas equity offers more relevant flexibility141. 

Although some studies seem to reject this notion, there is a general agreement that 

there is a connection between strategy and the firm’s capital structure, while the precise 

channels of influence remain unclear. In order to compliment the traditional theories 

touched upon in this, several authors have however tried to use apply the theories in the 

special setting of social impact investment connections. 

 

2.4.3. ASYMMETRIC INFORMATION FOR SOCIAL VENTURES 
Complimentary to the transaction cost theory, Wiltbank et al. explores the strategic 

decision making process of angel investors by splitting them into two groups; one type 

who prefers prediction and another who prefer non-predictive control. The rational 

behind this division is that their stated assumption that humans will in general always 
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desire control over possible outcomes and will organize themselves accordingly. 

Prediction mean that the angel investors will use rigorous planning and detailed financial 

models in order to achieve future results and returns, while those employing non-

predictive measures that are far more relaxed without necessarily demanding 

preconceived goals or valuate opportunities solely on expected return. The rational 

behind the latter approach is because uncertainty and risk for angel investors in early 

stage investment of social ventures might purely be too high and thus it renders them to 

use other tools than those traditionally used142. However, Wiltbank et al. do not go into 

specifics in terms of how these “alternative” methods to planning are supposedly formed. 

 Scarlata and Alemany formulate and provide a new framework for venture capital 

that builds on the agency-cost theory, but put it into the context of investments that have 

been earmarked for social impact; they call this type of funding for philanthropic venture 

capital (PhVC). The say that PhVC model will largely look like usual venture capital as it 

is able to capture the dimensions of profit-maximization while conversely being driven 

by primarily social motives. This means that PhVC investors will not only be financial 

providers, but also assume a pivotal function as value-adding providers and thereby tends 

to contrast traditional investment perspectives as it focuses less on investor wealth 

protection and more on the needs of the investee. The PhVC model looks at economic 

capability as a tool that is crucial for social ventures to be able to grow (scalability) and 

thus solve social issues with a long-term perspective. As PhVC will be employed in the 

same way as usual venture capital, it is anticipated that they will fundamentally face the 

same issues such as different forms of agency costs; PhVC will then through its activities 

have to try to minimize implications caused by asymmetric information143. In order to 

deal with the problems of asymmetric information, Scarlata and Alemany propose that 

PhVC investors will, although employed in the same way as venture capital, manage the 

risk of their investments very differently. It believes that PhVC investors will generally 

due to trust possess a lower perception of moral hazards among social ventures, and thus 

PhVC investors should be less concerned with potential ownership control through 

governance mechanisms within the social venture context, but instead rely more on 
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something as simple as trust (also termed as “stewardship”). They also say PhVC 

investors will rely less heavily on detailed contract formulation144. 

 While this project focuses on angel investors and not necessarily philanthropic 

venture capital investors, it should be noted that many of the same proponents between 

the two types of private equity capital145. As Scarlata and Alemany is already calling for a 

broader definition146, it could be considered that the same division into two categories 

could be applied to angel investors; one type that that has a more philanthropic view on 

investment, while another type have a more traditional view, which could in return have 

various implications for the way they invest and assert control over a social venture in the 

early-stage financing stage; possibly altering the initial goal towards a more financial 

perspective or strengthening the original purpose of social change. This notion is 

supported by the division into “finance first” and “impact first” investors discussed in 

section 2.2.1. 

Ibrahim supports the general framework of Scarlata and Alemany, but with some 

alterations. He, too, recognizes the fact that conventional theory says that angel investors 

will encounter the same challenges as normal venture capitalists such as asymmetric 

information, maybe even to a higher degree, but stresses that both financial and 

nonfinancial reasoning shift this relationship towards more informal structures. While 

trust is also a principal element in his theory as one of the nonfinancial incentives, it is 

not trust built from the inherent social mission of the social venture, but instead a trust 

stemming from specific capabilities of the investor himself/herself147. 

On the background of literature, which regards contract and trust as 

substitutions148, Ibrahim infers that angel investors have incentives to slack on excessive 

contract agreements since such contracts would signal distrust in the social ventures. If 

distrust is created from the very onset of the relationship, the angel might see it as 

endangering the cooperation as well as his personal and nonfinancial objectives. Since 

angel investors only invest personal funds they do not experience downstream pressure to 

satisfy others nor do they have to seek investments only on the background of profit-
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maximization. Instead, angel investors are allowed to weigh up other aspects; passion, 

interest, emotional attachment, geographic proximity and altruistic reasons all play their 

part in the choice of investments for angels, who regard this as a part of their “psychic 

income”149; a concept mentioned in social capital theory150. In chorus, Ibrahim defines 

four financial reasons that could potentially explain the tendency of enfeebled control 

from investor side; costly contracting, reputational/court sanctions, the role of angels as a 

means to get to venture capital funding and most importantly informal substitutes for 

contracts. While the latter is not directly a nonfinancial tool, it does imply personal 

attributes of the angel. Angels like to investment in industries, areas, locations or even 

specific entrepreneurs on which they have previous knowledge, thus reducing 

information asymmetry and possible the opportunism of entrepreneurs by imposing 

informal substitutes for contracts151. 

Lastly, Ibrahim also makes a major distinction between individual angel investors 

and the growing trend of angel groups, or angel networks, which he denotes put a 

different kind of structure in place that inherently forces angel groups to behave more like 

traditional venture capital investors. He contends that the larger the angel group, the more 

dominant is the trend to abandon informal contract structures and lean more towards 

formal arrangements. While angel groups continue to leave investment decisions in the 

hands of each individual member, angel groups are formed in order to enable larger sums 

of investment (pooling of capital) and at later stages of investment and this creates a more 

distant and less personal relationship between investor and investee. The change in this 

aspects of the investment makes informal contracting less feasible as a measurement for 

securing and protecting investment, which leaves angel groups with no other option that 

to replicate more formal venture capital structures in order to shield their investment 

decisions152. 
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2.5 EXIT STRATEGIES 
In any financial investment ecosystem, exits are a necessity. Looking at literature 

concerning exit strategies, this section’s objective is to reflect on the exit considerations 

by private equity investors, especially that of angel investors. Lastly, newer literature on 

the obstacles and opportunities for exit within the social impact sector will be reviewed. 

 

2.5.1. IMPORTANCE OF EXIT 
 An exit strategy is in short terms to plan created for reimbursement or 

compensation that investors receive by the end of a cooperation with a venture, while the 

methods to reach this goal may be profuse153. This is the last of four steps in the venture 

capital investor ecosystem. The first three steps entail raising the appropriate capital, 

determining its subsequent investment procedures, and the appropriate management of 

investment. The last step is the exit and the securement of profitable returns154. The 

primary reasoning behind investors’ action in improving capacities and capabilities of the 

venture, the three first steps in the procedure, is ultimately that they wish to exit the deal, 

stop the support, and collect the returns. It is proposed that those social ventures who do 

not fulfill the criteria set by the financial market place will either cease to exit or drift into 

structures that a more similar to that of nonprofits155. 

While exit opportunities need focus, as they are important for any kind of overall 

investment ecosystem, they deserve even more attention in the social impact investment 

market as exit options are relatively scarcer. This has only been more evident in the 

recent years as the current market seems to suffer from lack of liquidity and exit 

prospects156 to great concern of investors alike157. Due to the relative newness of the 

social finance market place and, exit routes are still either inaccessible or in best case 

unproven, which leaves social investors with a need for mechanisms that can help 

liquidity and facilitate exit opportunities such as e.g. secondary markets. The absence of 

such mechanism in the current state of the market hinders possible social investors from 

																																																								
153 NESTA, 2015; Alter, K., 2001; Letts, C. et al., 1997 
154 Mbhele, Thokozani P., 2011; Letts, C. et al., 1997 
155 Reddy, C. D., 2015 
156 Shekar, A. et al., 2013; Howells, Grace et al., 2012; J.P. Morgan, 2015 
157 J.P. Morgan, 2015; Global Impact Investing Network, 2016 



	 37	

entering the marketplace and in its place they provide capital to more commercially 

oriented companies with incorporated social values to meet defined targets. The risks of 

investment are simply perceived as being too high158. As a side note, however, it seems 

that those investors who chase competitive returns are in general far more concerned with 

exit options than those investors valuing social returns more and thus pursue below-

market returns159. 

 

2.5.2. EXIT STRATGIES FOR SOCIAL STRUCTURE AND VISION 
Going back to the framework provided by Scarlata and Alemany, they postulate that the 

exit strategies will inherently depend on whether the legal structure of the social venture 

is for-profit or nonprofit. None of these legal structures are barred from making a profit, 

however they differ greatly in the way, which they are allowed to redistribute possible 

earnings. Qualifying it through Hansmann’s concept of the non-distribution constraint160, 

it is accepted that non-profit organizations are only allowed to reinvest any earnings into 

the organization and its activities, not allowing members, shareholders or other interest-

parts to take share. On the contrary, if the social venture has a for-profit legal structure, 

any financial revenue/surplus is allowed to be redistributed among shareholders161. 

Recalling the definition of a social venture, there is no straight answer to whether or not 

social ventures are inherently for-profit or not as they can differ greatly in their priority 

between philanthropic or commercial attitudes within the given spectrum. However, due 

to inherent attention of the triple bottom line, which indicates mixed features from 

nongovernmental organization and commercial ones, it is probable that exit strategies 

could benefit from being a mixture of the two162. 

However, whether for-profit or nonprofit, social ventures are often visionaries 

who will like to see their business grow and who prefer to reinvest in their companies to 

expand impact and manage growth path themselves163. A mismatch from the outset of the 

investment between different expectations of investor and investee can potentially lead to 
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premature exits164. In order to avoid such problems, social ventures and their owners will 

need to be sensitive and proactive towards the needs of an exit from investor side by 

planning out realistic growth paths – even if perceived lengthier than the normal time of 

venture capital exit events, meaning that the investors have to extend exit time 

horizons165. Since such parameters can vary significantly, due diligence remains an 

important factor in both traditional and impact investment. In order to increase the 

likelihood of favorable exits and lower risk, investors can sometime look towards 

syndication as a way to attain this, e.g. angel networks166. Syndication can be described 

as investors coming together around a certain investment or as establishing a channel of 

investors. Strong channels, with a lean stream of new investors joining network over 

time, also helps to create possibilities for early stage investors to exit their investments 

effectively by “passing on” the venture to investors at later stages167. 

 The Social Investment Task Force presents a model of the typical exits available 

for investments through equity, debt or grant financing. 

 

 
 Figure 5: Exit Considerations, Social investment Task Force (2011) 

 

It shows that there are several availble options when considering exit strategies for equity 

capital; one option is a trade sale to a third party investor, while another could be to let 
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the social venture or its owner buy back equity from the investor (allowing for a stronger 

shift in self-control), or the parties can pursue an initial public offering on a social stock 

exchange or liquidate the ownership. The buy-back arrangement implies that the social 

entrepreneur has sufficient funds to buy back the share from the social investor168. In the 

African context, the equity capital market are not well developed yet with only few 

options, thus the potential route for selling companies seem unlikely. Over the last 

decade, we have not seen enough successful exits. Plus, with the extra attention given to 

mission in social venture strategies, not all financially successful exits are liable routes, 

as mission erosion should be avoided169. 

 

2.5.3. EXIT STRATEGIES FOR ANGEL INVESTORS 
As shown by previous scholars, similarities between angel investors and venture capital 

is often drawn upon as they are both a type of private equity investor, but there are also 

important differences, which will be touched upon in this paragraph. 

Just as for any other investment type, the need for exit is a fundamental part of 

angel investments, since it is the only concrete way that they will profit from the 

activities and risk, they take170. While this is always implicitly understood by investors171, 

many social entrepreneurs often forget to consider at the time of receiving financing that 

there will be a need for an exit and different types of investors lead to different types of 

exits, which effect can potentially have a huge post-exit impact on the venture structure 

and mission. A venture or entrepreneur will almost forcefully have to be directed towards 

an exit at some point as an inherent circumstance, and thus it should be given far more 

priority and consideration in the formation of business strategy172. This also shows that 

entry (or initial stages) and exit are interconnected173, and that the awareness of social 

mission from investor side plays an important role since entrepreneurs are often oblivious 

to possible exit consequences. 
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For private equity investor exits, there often categorize companies into two types 

that they would be willing to invest in, namely financial and strategic ventures. A 

financial venture would be described as a classic case of a company focused on profit-

maximization and will use all its investments to drive revenue growth, while a strategic 

venture will focus on building assets and capabilities. Since these ventures are often in 

the early-stages, they will exhaust available cash reserves, which is why equity investors 

stress the importance of exit to insure a profit in the end174. Exit routes for financial 

ventures will normally by that of an Initial Public Offering (IPO), while strategic ventures 

often will be acquired by another company through trade sale or through buy-backs. The 

route to achieving one of the exit types might be long, which is why many of these 

investment types are also called long-term capital or “patient capital”175. However, as it 

has already been mentioned previously in the paper, IPOs are implausible options for 

such early-stage social ventures, and in their very nature they are not geared towards 

profit-maximization and can thus already be disregarded as a probable exit option. Trade 

sales, or strategic sales, are by far the most used method and most angel investors will try 

to exit an investment through such methods176. One important implication of such a sale 

is that trade sales will change the identity of the company as senior management often 

exits with the event, as well. It is important to be aware of this from both investor and 

investee side as angel investors will need to plan business development and align exit 

strategies accordingly. One way of showing knowledge and sensibility towards probable 

exit from investee side could be make a preliminary strategy identifying possible future 

buyers, how these relationships will be developed and even an estimated sales price177. 

Strategic ventures are firms whose value upon exit is set by the future profit it 

could possibly generate if it is provided with perhaps new technology, knowledge or 

other assets; a strategic buyer will those often understand that combining their assets with 

those of the entity or venture will create great potential to be exploited. This means that 

by the exact time a strategic buyer acquires the firm, the venture has no imminent 

existing profitability, it might not even make any profit nor be growing, but instead have 
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significant return prospects. It is evident that underlying worth of the company will have 

to be created in collaboration, unlike a financial trade where the venture itself should 

already be delivering profit to its new owners by the time of acquisition178. When an 

investor evaluates an enterprise with respect to a strategic overtake, they procedure is less 

rigid than the practice for financial exits. Strategic ventures do not need a complete 

business model with high profit potential, but rather a great potential along the road after 

acquisition179. 

In the works by McKaskill, he presents exit opportunities and exit strategies for 

angel investors and venture capital in its purest sense. He is nonetheless unmindful of the 

social venture mission, but instead uncompromisingly believes that any enterprise should 

plan its strategy around the kind of capital it receives and the kind of exit that the investor 

strives to attain. It is obvious that if angel investors follow this model, the pressure to find 

liquidity, it might pressure the social venture into maximizing financial return and thus 

compromise social mission; however, this should prove itself not to be the case if these 

angel investors are sincerely social impact investors. 

 

Gray et al. recognizes the relationship with social mission by saying that an exit 

strategy will directly affect a social venture’s tendency to mission erosion or mission 

preservation; the extent to which different actors in the investment have legal permission 

to follow impact and social goals, decide upon exit decisions, as well as the overall 

performance of the sector/industry to assess whether poor performance, will create 

further pressure to find liquidity. When they looked at how big the tradeoff was between 

financial and social aims, he found that impact investors do not necessarily have to settle 

for concessionary financial returns when trying to realize the triple bottom line. Even for 

those seeking market-rate return, there were no big problems in balancing financial and 

social returns and no acute mission erosion as long as exit strategies were aligned180. 

They also raise another interesting question concerning long-term impact; more 

specifically to what extent investors are allowed to either influence or to some extent 

control post-exit performance after they have exited the investment. This is asked 
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because traditional exit strategies do not consider mission preservation issues of social 

mission of an exit and thus, it says that tension between mission preservation and the 

economics of an exit should be looked upon more thoroughly, and that a long-term exit 

strategies for social impact investors should let the social venture dictate the mission-

related terms of exit or at least wait until the company is large enough to become 

acquirers itself181. Thus, will it might be important for social entrepreneurs to be aware of 

possible exit strategies and incorporate them into their strategy and business plan, it will 

ideally be in cooperation between angel investors and social venture if social mission is 

to be preserved throughout182. Angel investments as private equity are often relatively 

illiquid and no matter the outcome, angel investors will have to great patience before exit 

is achieved183. 

Finally, Ibrahim also states that the relationship between angel investors and 

entrepreneurs built on mutual trust will also lead to less specific exit rights in contracts. 

The factors that lead angels to avoid avoid too detailed exit preferences are manifold; first 

of all, they do not face the same downstream pressure and can have longer time horizons 

in terms of return. Secondly, the specific motivations of angel investors and social impact 

investors prompt them to value social return and psychic return and make them unlikely 

to push for speedy exits184. Thus, assuming that ideal social impact investors, and 

especially individual angel investors, often have a social mission inherent in their 

investment procedures combined with their altruistic interest, flexibility and expert 

knowledge, angel investors will be less focused on specific exit opportunities or detailed 

contracts, but instead focus more on achieving social mission aligned with their own 

psychic return185. Informal contracts and trust is more significant in their approach186. 
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2.6 DERIVED HYPOTHESIS 
From section 2.1 through 2.3, literature review goes through the conceptualization of 

social ventures and social impact investors along with a definition and features for angel 

investors. For this project, it has been made clear that intentionality for social change and 

the self-identification with the social mission, both for investor and investee, are pivotal 

for mission preservation and thereby the success of a social venture in achieving the triple 

bottom line187. Intentionality from investor-side is the main factor that affects all other 

parts. This is because capital structure will have a direct impact on corporate behavior188, 

and according to the EMES approach ownership should not be allowed to move to people 

not in tune with social mission189. In this context, if motivation is present, it is said that 

angel investors, identifying as social impact investors, will be able to allow for the 

flexibility, long-time horizon and knowledge transfer that is needed 190 . Thus, for 

investors proactively seeking investment in the social impact sector191, intentionality 

implies an understanding for the nature of social ventures, and consequently indicates 

that: 

 

(1) H-: For social impact investors, there will be a negative relationship 

between weakly defined social missions of social ventures and 

willingness to invest. 

 

(2) H-: There will be a negative relationship between investors 

perceiving themselves as social impact investors and the perception of 

the existence between a tradeoff between social and financial returns. 

 

Supposing that social impact investors are in line with social mission, as presented by the 
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abovementioned hypothesis, one can also assume that they understand the needs for the 

social ventures to keep ownership in “sympathetic hands”192 and provide the needed 

flexibility193. Thus, this project believes that shareholder theory and stakeholder view will 

not be sufficient in explaining the behavior of investors although they are likely to 

encounter the same issues in connection to asymmetric information194. Instead, social 

impact investors will experience financial as well as nonfinancial incentives to create 

nonstandard or modified governance structures; social investors will tend to rely more on 

experience, person relationships, psychic benefits and trusts195. This suggests that it will 

be reflected in mode of governance in the following ways:  

 

(3) H-: There will be a negative relationship between the legal 

formulation of measurement tools for social impact (multidimensional 

returns) and high financial return expectations of investors. 

 

(4a) H+: For social impact investors, there will be a positive 

relationship between the provision of equity as preferred investment tool 

and their understanding of the long-term perspective of social ventures, 

while: 

(4b) H-: For social impact investors, there will be a negative 

relationship between the provision of equity as preferred investment tool 

and the understanding of a need to assert control over the social 

venture. 

 

(5) H+: There will be a positive relationship between trust among the 

two parties and less detailed contracts. 

 

(6) H+: There will be a positive relationship between high-level trust 
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and the provision of other nonfinancial services, such as mentoring and 

knowledge transfer. 

 

Since scalability is important for the economic growth of a firm and therefore also 

potentially for the social impact scope of a social venture, some regard it is as inherent 

part of its success rate196. However, since some social ventures have extremely localized 

missions197, it is questionable that unrestrained scalability is feasible for all social 

ventures198 and poses problems about to what extent scalability (economic growth) 

should be sacrificed in the best interest of mission 199 . However, considering the 

motivational factors for social impact investors and the readiness to give up some 

financial returns on their investment in favor of social change200, this project proposes 

that: 

 

(7) H-: There will be a negative relationship between social impact 

investing and heightened attention to scalability issues. 

 

While exit is a necessity for any sort of investments, attaining social venture missions can 

often be a difficult and lengthy process, and thereby will need long-term capital (also 

known as patient capital)201. If this is understood and respected by social impact 

investors, this project proposes that the following conditions will be present when 

deciding on exit strategies: 

 

(8) H-: There will be a negative relationship between social impact 

investors and the tendency to formulate exit strategies in contracts prior 

to investments. 
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(9) H+: In order to secure social mission preservation for the social 

venture in the future, there will positive relationship between social 

impact investing and heightened attention to ownership structure and 

mission at any given exit.	

 

The research model presented below gives an overview of the different hypotheses. 

Hypothesis 1 is the direct impact that social venture strategy/mission has on attracting 

appropriate social impact investors. Hypotheses 2, 4a, and 6 are direct outcomes and 

effects on ventures related to investors’ perception of themselves as social impact 

investors, while 5 is related to a reciprocal effect from trust. Finally, hypotheses 3, 4b, 

and 7 are directly related to power and thus ownership structure, while 8 and 9 are related 

to exit and finally, mission preservation or erosion. 

Although the first part of the model is interrelated, it is generally presented in a 

linear fashion. This is because the relationship between the social venture and social 

impact investor and their perceptions of themselves as “social” are heavily interrelated; as 

mentioned many times in the project, they both need intentionality for social change, and 

whether they have the intention or not will go on to reflect itself negatively or positively 

in ownership structure and later at the time of exit. 
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Figure 6: Research Model 
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3. BRIEF OVERVIEW OF THE KENYAN CONTEXT 

Kenya is currently the largest East African economy with a more developed financial 

sector than its immediate neighbors202 and it has long served as an economic leader and 

role model for the region even in the face of major challenges of political and 

infrastructural nature203. Investments into the Kenya economy are strong, and the nation 

is the main entry point for investors in the region – doubling foreign direct investment 

between 2013 and 2014204. This can partly be accredited to the government makes an 

effort to promote investment opportunities that will further the country’s development 

with only few government-controlled industries being restricted, such as infrastructure. 

Even the monopoly of the government in certain industries have however been 

increasingly relaxed since the privatization round of 2013 – the third of its kind since 

Kenya independence in 1963205. 

However, the rapid economic growth, which has been seen in sub-Saharan Africa, 

and in countries such as Kenya especially, has not been able to alleviate many of 

challenges for the disadvantaged populations with around 40% of the population still 

living in extreme poverty and has remained constant between 2006 and 2012 206. 

Consequently, Kenya remains in the classification as a country with a low human 

development, and it is said that even large sums of the population living above the 

poverty line are continuously deprived from basics in education, health and general living 

standards207. Thus, it is evident that national economic growth on its own has been 

insufficient in creating social change and reducing poverty for the Kenyan context and 

exploiting the potential of investment capital could instead be a liable option208. 

At the same time as economic growth, Kenya and especially its capital Nairobi 

has become a continuously growing hub for social investing and social enterprises within 

the East African Community and has even been described as one the global impact 

investment centers209 being ranked 50th in the world as of innovative capacity210. In this 
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sector, social enterprises have been most successful in attracting the private sector as 

main source of financing, although Kenya has a relatively high share of funding coming 

out of the third sector (volunteer) and a surprisingly small amount of public funding. 

Both the third sector and public sector has seen a slow development of moving into the 

social venture sector, but their importance is lower and cannot be compared to that of the 

private sector, which is generally more prone to taking risks due to their entrepreneurial-

like practices and nature. Within the financing structure of social enterprises in Kenya, 

most of them only make use of one type of financing source, while around 28% combine 

financing from two different types (cross-sectoral funding sources)211; equity being the 

principal and preferred choice of investment instrument212. 

The immense growth in the economy and growing interest in social impact show 

that there is possible data available on how capital is redirected into social ventures and 

their potential social impact in the region. Kenya, especially, is first of all a relevant case 

as the amount of social enterprises and social investors in the region makes it a good 

sample of how these actors might behave under sub-Saharan and especially East African 

circumstances. The low ranking on the human development index implies that there is 

plenty of potential and room for improvement enabled by the social investment sector. 

The current policy development, the preference for private equity and the sizeable 

amount of angel investors in the country further enables of the study of this project. 

 

4 METHODOLOGY 
 

4.1 RESEARCH PHILOSOPHY213 
Defining research philosophy is extremely important; it will help one to understand one’s 

own underlying and inherent assumptions and perceptions about what is “true” and what 

is “real”. By being aware of one’s own assumptions from the get-go, one can try to 

uncover and minimize potential biases that would have occurred as the research is 
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undertaken. Essentially, this is concern with a discussion around ontology and 

epistemology. 

  

Positivism is one of the most prominent research philosophies founded in the 

realm of unshakable science. Researches and scholars within this philosophy argue 

societies function within a general set of innate laws. In opposition to this philosophy is a 

range of theoretical perspectives belonging to interpretivism (or anti-positivism), which 

argues that the real world and the essence of truth are not universal and objective, but 

instead individual and subjective in nature. 

A positivist would rely on deductive methods, where quantitative methods are 

used to either reject or verify a theoretical model based on already-existing theories and 

observations. Observing and categorizing behaviors and systems would lead a positivist 

to create models which they believe will function worldwide due to the perception that 

numbers and facts exist externally and objectively of the social world. Anti-positivists 

hold the position that truth is a negotiable size and will instead rely on extensive 

qualitative data and thoroughly reject the use quantitative data such as questionnaires, 

structured interviews, and secondary sources. While I believe that the two philosophies 

can attribute to the understanding of phenomena in valuable ways, they are both in the 

extreme end of the scale. This is to say that I do not understand the world solely made up 

by the interpretations of individuals nor in a purely mathematical manner. This is also 

noted in the work written by Morgan and Smirich, which identifies several classifications 

within the two extreme positions214. 

Within the continuum, we find more moderate versions of objectivism, which will 

be applied to this project. A dual utilization of both objective and subjective 

philosophical approaches also make sense when doing case studies, such as in this 

project. Case studies often entail in-depth interviews, which are traditionally seen as 

qualitative methods, but for an explanatory study, as defined by Yin, hypotheses or 

propositions can be designed for a qualitative interview structure215. An explanatory case 

study approach will allow to organize and to make sense of behaviors in order to reject or 
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verify the hypotheses at hand. This allows the project to develop and make sense of 

nature without having to completely disregard the importance of measurements that 

might be somewhat intangible or subjective. 

 

4.2 RESEARCH METHOD 
The outcome of the literature review above is a collection of hypotheses or propositions, 

which this project sets out to explore with the aim of complementing existing works in 

the cross field between social impact literature and corporate finance theory. Although 

the academic research into social ventures and their environments is still emerging, this 

project pursues an explanatory research method as it seeks to explain and understand the 

nature of certain relationships that exist in the identified hypotheses216. An explanatory 

research method allows for investigating causal relationships through theory testing217, 

and allows the project to consider all relevant data, including individuals’ perceptions, 

attitudes, views, and feelings, without it being immediately quantifiable in a standardized 

way. For this purpose, semi-structured interviews were conducted218. 

This is on the background and definition provided by Yin. He states that there 

must be three conditions in order for an explanatory study to be conducted; research 

questions must be asking the “hows” and “whys” of phenomena, be a contemporary 

issue, and the researcher must have no control over the phenomenon219. He also states 

that explanatory case studies are appropriate when seeking answers through presumed 

causal links in real-life intercessions that are too complex for simply conducting a survey 

or through experimental strategies. In order to create more valuable results based on 

theory, a multiple-case study has also been chosen in order to make comparisons and 

strengthen the acceptance or rejection of the derived hypotheses (called propositions by 

Yin). As arguments are based on research literature, the projects aim at extending theory 

through analytical generalization220. 
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4.3 DATA COLLECTION & DATA ANALYSIS 
The research includes two main aspects, namely primary and secondary data, for the 

purpose of ensuring triangulation of data221. 

The primary data consist of semi-structured conducted with investors particularly 

involved with the impact investment scene in the Republic of Kenya. Questions vary in 

formulation but cover the same topics in line with the research question. The questions 

are divided into three main themes; intentionality and motivation, ownership and capital 

structure as well as issues related to exits. The questions are intended to shed light on the 

proposed hypotheses, and therefore angel investors in Kenya with current investment in 

social ventures were sought out to back up this study. Other primary data is gathered 

from official statements and websites related to each of the investors. 

Due to issues concerning the lack of proximity, the interviews were conducted 

either over the telephone or through video-call application such as Skype. Each interview 

were contacted per e-mail introducing them the subject as well as assuring them 

confidentiality if needed – this was both to establish a basic level of trust222 as well as to 

initiate their own thought processes on the topic in order to increase the value of the 

interviews223. In only in one case the interview was recorded, transcribed and added as 

appendices, while the other two did not allow for recording; instead notes were taken 

during the phone interviews and later formulated into interview notes, which are also 

added as appendices. It should be said here that since this is not a project on linguistics 

nor does it require in-depth linguistic text analysis, handwritten notes are arguably more 

acceptable for those interviews where interviewees did not wish to be recorded224 also to 

insure their trust. For the recorded interview, the denaturalized mode of transcription was 

chosen leaving out needless fillers unfinished sentences225. 

Secondary data was also indispensable, not only for the formulation of derived 

hypotheses, but also because it can be important as it delivers understanding and insight 

into entities to which I would alternatively have no or little access226. Keeping in mind 
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that it is important to find literature of high quality, I would also search for case studies 

and papers online e.g. through journal search engines and databases such as the ones 

provided by Copenhagen Business School. When actively searching out literature, I 

would carefully keep in mind research question, key findings as well as methodological 

considerations when looking at each paper. Quality second hand data will help guide the 

formulation of valid suggestions from possible findings. 

Due to time and cost restrictions of such a project, this project used the computer 

software called NVivo. NVivo is especially designed to handle large amount of 

qualitative data as it facilitates the coding, summarizing and categorization of qualitative 

data gathered from interviews as well as general literature. Using a database helps to 

secure reliability of data, as it enables a researcher to easily organize raw material.  

 

4.3.1. PARTICIPANTS 
As this projects attempts to investigate social impact investors’ effect on mission of 

social ventures, several investors were contacted as possible candidates for the case study 

and chosen in accordance with a variety of criteria in order to ensure a valuable sample. 

Firstly, they had to be directly involved with early-stage financing scene in Kenya and 

furthermore have invested or be about to invest in social ventures. Diversity in terms of 

industry or experience play little importance to this study, as the primary focus is 

motivation for investment; rather randomness of the sample helps to ensure mixture of 

the sample that could then help to either reinforce or reject the notion of a “social impact 

investor.” For those participants who wished confidentiality no names or other 

connotations well be mentioned, whereas others will appear openly. All candidates were 

first approached electronically either through e-mail or LinkedIn, and later interviews 

were conducted via the online video call application skype. For those who wished to be 

recorded, transcriptions are provided as appendices while summaries are provided for 

those who declined. 

 The first interview was conducted with Erik Hersman (EH) who was raised in 

Sudan and Kenya, and currently lives there as well. He is specialist in the impact and 

application of technology throughout Africa, but also known as a blogger, commentator 

and entrepreneur himself. He is the founder of iHub, Nairobi’s tech innovation hub, co-
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founder of BRCK, and in 2007-2008 he co-founded Ushahidi, which is a crowdsourcing 

website created to map incidents of violence during the Kenyan crisis, which has since 

also been used to report violence in Madagascar and monitor election in Afghanistan. 

Collectively, these projects have raised millions of US dollars. BRCK has also 

established BRCK Education, which is a program that envisions to help millions of 

children in schools among emerging markets. 

 Second interviewee is Isaac Waithaka (IW). He is born in Nairobi, but currently 

located in Mombasa. He is also both an entrepreneur and investor. He started his first 

company right after college, and is currently the owner of HomeView Adventures as well 

as Goblis Group; besides that he is actively involved in Afrisol, Ndewa, Trots Foundation 

and Africanist Dream not taking into account his own investments on the side. The 

businesses cover a wide range of industries from tourism, real estate, consultancy and 

social mission ventures concerned with primarily children’s education. 

 Last interview was with Yaniv Gelnik (YG) who has been a strategic consultant 

and angel investor for more than 10 years with a background in Fortune 50 companies 

and has deep experience in startup leadership as well as investing experience. He is 

engaged in companies across Israel, Kenya and the States. He is involved in a variety of 

sectors and also works with mentoring individual angels, angel networks and others about 

activities in East Africa. He was also the founder of Kenya’s first talent incubator. 

 

5. RESULTS 
In this section, the results will be presented in order to answer the research question, 

“how do early-stage investors, particularly angels, in Kenya affect preservation of 

mission for social ventures reflected in control structures as well as exit strategies?”, by 

looking at the derived hypotheses. 

 

 

5.1. PERCEPTION OF SOCIAL MISSION, (1)H- 
The first hypothesis is formulated in order to suggest that since both parties (investors 

and investee) need to show strong social purpose in order to foster preferable future 
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circumstances for the social venture. Literature suggests that true social impact investors 

need to will actively seek out ventures with a strong social mission, and thus it is 

assumed that social ventures with vaguely defined social missions will be less successful 

in attracting investors who consider social mission as important. 

Both EH and IW were not particularly concerned with social mission of the 

venture. While EH said that it would be great if the venture had a strong social mission, 

he did not see this neither as a must nor something that was necessarily desirable. He 

portrayed a very negative image of those who call themselves social investors and said 

that he did not identify himself as necessarily a “social impact investor” although his 

investments had a very positive social impact. EH saw positive social impact as a 

spillover affect of normal business. Thus, it could be clearly seen that he does not possess 

the intentionality to create social change. YG expressed the same attitudes towards social 

investment; he did not pay special attention to social mission, but rather if the project 

excited him. Rather, YG saw the social ventures that he supported through investments 

more as charities, as he did not expect a financial return. His motivations for investing in 

social missions were however altruistic in the sense that they were purely out of “want” 

and had little to do with business opportunities. 

IW was a lot more geared towards social mission and did not just regard social 

mission a spillover effect, but instead affirmed intentionality for social change; he 

affirmed that in his personal conviction, all businesses are there to serve the people and 

communities. At the same time, however, he also confirms that not all businesses that he 

is looking into have a social mission, and thus it indicates that he is not proactively 

looking for ventures with a solely social mission. 

It is problematic to reject to either reject or confirm the hypothesis at this point. 

First of all, it can be discussed whether or not EH and YG are social impact investors at 

all. By the definition proposed that a social investor need the intentionality and not “just” 

make investments into ventures with a social mission, they would not be. IW had a very 

strong willingness to do good for the community, but did not disregard making 

investment into regular business models whatsoever. Thus, the result is diffused. 

However, what can be said is that although companies present a strong social mission, 

such as seen with some of the investments for EH and YG, or even if some companies do 
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not present a social mission, such as in some cases for IW, it seems to be no obstacle for 

receiving funds, which in general indicates a very weak relationship between the 

existence of a social mission and what kind of investors they will attract. On that 

background, hypothesis 1 will need to be rejected. 

5.2. TRADEOFFS & MEASUREMENT TOOLS, (2)H- & (3)H- 
This hypothesis postulated that investors who saw themselves as social investors would 

not perceive an ultimate tradeoff between social and financial returns, but instead 

prioritize the blended value proposition. This assumption is build on literature that 

suggests that since social investors are actively seeking to make social impact 

investments, they will understand the dynamics of the 3BL, and be positively stemmed 

towards “sacrificing” financial return (not necessarily meaning financial loss), since 

social return will be measured fittingly. This is thus a part of “self-identification” that has 

a direct impact, negatively or positively, on business operations. 

 None of the three interviewees indicated the use of standardized measurement 

tools for social impact. While EH and YG completely rejected the use of measurement 

tools for social impact in their investments and the only success criteria being financial, 

IW indicated that the measurements were not necessarily legally employed, but in his 

own assessment of success, it was not merely regarded in financial terms, and he showed 

a willingness to sacrifice financial return for a time in order to achieve social benefits, as 

well as a willingness in general to give back to the community, which he was a part of. 

As suggested in the literature review, investors who reject sacrifice of financial 

goals for social benefits and thereby also measurements thereof, would base it on the 

logic that there should be a tradeoff between financial and social goals. Only YG directly 

said that social and financial mission was properly not achievable at the same time, where 

perhaps surprisingly, neither EH or IW, however, believed that there needed to be a 

tradeoff between social mission and financial duties. Thus, this means a clear rejection of 

hypothesis 2, while hypothesis 3 remains plausible. 

5.3. EQUITY - CONFIDENCE OR CONTROL, (4a)H+ & (4b)H- 
Said in a simple way, different kind of investors have a tendency to apply different types 

of capital for different kinds of purposes; one of these could be equity. Equity is 
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important for many reasons, one of them being that is the most popular form of 

investment for social ventures in sub-Saharan Africa. Equity has certain characteristics 

that could be either beneficial or counterproductive for the mission preservation of social 

ventures. If shareholders employ equity as a tool for ownership and thereby control, it can 

possibly have a negative effect on social mission preservation if these investors are not 

tuned into the same goals. However, equity when provided by true social impact 

investors can create favorable circumstances for social ventures that need flexibility and 

an understanding for their long-term perspective. 

 Both EH and IW indicated two “preferences” for investment tools. If they were 

receiving investment into their own businesses, they preferred debt. They both pointed 

towards the fact that they did not want anyone else to have a say in their businesses, thus 

showing understanding of the underlying power that equity can possible imply. 

 When performing investment into other companies, both respondents also said 

that they would prefer to utilize equity. This choice, for EH, comes from the position that 

equity is the most available investment tool and by far the easiest to employ. EH was 

very aware of the “entrepreneurial mind” and contended that he understood the 

importance of letting entrepreneurs keep control and ownership over their own businesses 

to a certain extent. At the same time, he also indicated that his decision-making power 

through equity is not something that he would hold back on using if companies did not 

live up to their financial performance goals, and one of main challenges when investing 

in Kenya is that entrepreneurs do not understand that getting investments means sharing 

ownership with your investors. 

While IW was fully aware of power hold by equity, he did not explain any 

specific reason for providing equity, although asserting that he was very prepared to take 

the risk that come alongside. In terms of the long-time perspective, however, IW stated 

that he was willing to give companies around two years in order to “prove” their results 

for then to reconsider his investment. While it might seem like a short period of time, he 

confirmed that “results” were not a form set in stone, and that the investments he made 

had no particular expiration date. 

YG expressed preference for convertible notes, as equity often caused problems 

between investor and investee when trying to agree on a valuation of the firm. He would 
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only apply equity at later stages if the company mission progressed positively. He did not 

give any indication of control as being a reason for the type of investment tool applied, 

and stated that he could not recall any situation where it had been necessary to assert 

control over a mission. 

Hypothesis 4a can thus be partially accepted as we see, in the case of IW, that 

there are not necessarily predefined conditions for his ROI as he understands the long-

term perspective for social entrepreneurs and the fact that there might not be a quick fix 

when it comes to ROI in such sectors. Hypothesis 4b can neither be confirmed or rejected 

as data collected is insufficient; while we see that both angel investors firmly understood 

that equity could be an effective tool for claiming control over a company, they both 

seemed sympathetic towards the idea of leaving control and mission in the hands of the 

ventures themselves. 

5.4. TRUST AND CONTRACT FORMULATION, (5)H+ & (6)H+ 
Especially literature on stewardship provides the grounds to believe that trust and 

contracts are direct substitutions. Thus, it was assumed that mutual relationship building 

and heightened trust in each other, investor-investee, would lead to less reliance on 

formal measures and detailed contracts. As a direct result from the direct efforts from 

investor-side to create a higher level of trust, one would be able to observe transfer of a 

variety of nonfinancial services, such as mentoring. 

 EH, IW and YG all agree that mentorship and knowledge transfer from investor to 

investee is one the most important assignments for angel investors in Kenya. They have 

to provide the entrepreneurs with all types of knowledge in order to build on their 

strengths and capabilities. However, while many references to the practical possibilities 

related mentorship, there was no mention of mentorship as being a relationship-building 

function. Cultural understanding did not necessarily seem to be a significant factor either 

in trust building. 

EH goes on to say that trust is most likely the most important part of a 

relationship between investor and investee in order to close a deal. He attributes this to 

the weak governing laws present in Kenya that necessities it – it is not a personal 

preference – thus trust will also have no impact on contract formulation and thereby not 

determine the how detailed they will be or not. 
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The latter is confirmed by IW, who also says that the governing law, or the lack of 

same, is one of the main challenges for doing business in Kenya. IW gives a quite 

scattered answer. First he says that contracts are quite different for social ventures in the 

sense that he only respects returns, whereas with other ventures he would respect 

principal amount plus profit, but at the same time says that equity are the more formal 

agreements due to legal requirements. 

YG mentioned this as a prerequisite for making investment in the first place – 

before making an investment he would make sure that he could himself be a value-adding 

asset to the venture through either mentorship or other practical methods. He, too, 

confirmed the notion of trust being a way to avoid uncertainties and make sure that the 

deal would go through. He further said that in reality it did not really matter whether or 

not the contracts were less or more detailed due to Kenya’s weak laws that made the 

contracts unenforceable anyway.  

This finally means that both hypotheses 5 and 6 will have to be rejected. For 

hypothesis number 5, nevertheless, it is hard to say what it would have looked like under 

different conditions if Kenya had stronger business laws in general, but at this moment 

trust does not lead to less detailed, but it is understood as an inevitability. While 

mentoring in itself is understood as pivotal to the relationship, it is related to other 

reasons than trust-building ones. 

5.5. SCALABILITY, (7)H- 
In literature review the issue of scalability is touched upon with some disagreement. 

While scalability is the base for economic growth and future survival of the firm, it could 

be said that some social missions are so highly fitted to a local context that scalability can 

potentially become a great concern. However, combined with social impact investors’ 

motivation to create social change, this project proposes that scalability will be less of an 

issue to those investors who are socially oriented. 

 To EH, there is no doubt; scalability is everything and without it, there is no 

reason to invest. However, that is mainly preoccupied with the tech-sector might render 

scalability “obvious” as the tech-sector in general has immense potential for scalability. 

YG, too, mentions this as a precondition for making investments in the first place; if the 

business does not have good options for scalability, he is not interested. IW on the other 
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hand seemed put more emphasis on quality over quantity. He is more socially-minded 

and also mention that something that he values greatly when investing is that him and the 

investee should be of the same idea about the world, they should share a vision – that is 

the most important to him. Thus, we confirm hypothesis 7; that there seems to be a 

plausible link between less attention given to scalability and the emphasis social returns. 

 

5.6. EXITS AND MISSION PRESERVATION, (8)H- & (9)H+ 
The last point that this research model wanted to look at was the implications that social 

ventures and social impact investors may encounter at the time of exit. First proposition 

would be that social impact investors would be less prone to creating detailed contracts as 

allowing for trust and the flexibility of social ventures. Social impact investors would 

also be less concerned with financial return and the time horizon of exiting and 

investment. Thus, this project suggested that social impact investors would not formulate 

legal implications or predefined exit strategies. At the same time, social impact investors 

would pay attention to the specifics of the exit strategies that they use in order to 

accommodate to the social ventures’ need for retained ownership and mission 

preservation – and not the other way around. 

 For EH does not predefine when exit should be through contracts. He would 

consider the thoughts of the venture owners at a possible exit, but overall he considers it 

mostly a commercial transaction and does not pay attention to other considerations per se. 

Asked about management buyback, which is often what gives social ventures the best 

possibility to retain ownership, he said that it was not a liable option due to financial 

expectations. YG also views exit as a commercial transactions with no thought to what 

will necessarily happen to mission preservation; however, he also said that this is for 

commercial business, since for the investments he has made into social ventures, he does 

not really care about whether they exit or not because of his opinion as them as charities 

more than anything else. 

IW, too, does not define exits contractually. He emphasized that his way of 

thinking about time horizon of exits had changed with time; while in the beginning he 

would go for speedy exits, he realized with time that sometimes it is best to give the 

companies time to establish and stabilize themselves, which can be a lengthy procedure. 
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He also said that if investments are doing well, then he does not have any immediate need 

for exit, but would instead be keen on supporting missions further by adding even more 

capital into them. 

 Hypothesis 8 can be partly confirmed. However, it is not clear from this study 

whether or not this is something “normal” to social impact investors and “irregular” for 

other types of investors, as both investors here indicate a preference for non-contractual 

agreements on exit. For hypothesis 9, there are vague indications that it can be confirmed 

as IW, the more socially-oriented investor, seemed to think of exits in a way where he 

would at least consider the immediate further implications if he exited the investment, but 

did not talk much about the considerations for post-exit. EH seemed not be concerned 

with post-exit implications for mission preservation.  

 

6. CONCLUDING REMARKS 
This case study explored how early-stage investors affect mission preservation of social 

ventures in Kenya. Through the literature review it was established that intentionality for 

social change by investors was pivotal to preserving social mission. Whether or not 

investors will have this intention inherent in their investment strategies affect the 

procedures and practices they will employ when financing social ventures. 

The results revealed that none of the investors interviewed, whether socially or 

less socially oriented, proactively sought out social ventures specifically. They regarded 

social impact as something that was “nice to have”, but not a must-have. This was despite 

a general consensus that there did not necessarily have to be a tradeoff between financial 

and social missions; however, only one were willing to give up possible financial return 

for social return, and none of them had a measurement tool in place of social impact nor a 

plan of getting it soon. 

 The application of equity generally had little to none with the needs of social 

venture needs to do (provision of patient capital), but essentially for practical or control 

reasons. Interviewees also indicated that equity was preferable when investing in others, 

while receiving debt when invested in, as a consequence of wanting to keep the 

ownership in own hands. This shows high awareness of the attributes of equity as a 
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control tool. Furthermore, results also showed that scalability was not less important to 

them in their decision making, actually it was one of the most important prerequisites for 

investing in the first place.  

 Literature suggested that angel investors might have financial and nonfinancial 

reasons to operate with trust, but this study shows that nonfinancial tools, such as 

mentoring, were not cited to be important in this regard. Trust was essentially a major 

factor for all investors, but as a necessity. Cultural practices and weak Kenyan laws force 

investors to build “trust” with the investee whether they want to or not. Thus, trust was 

not a tool for circumventing agency cost, but rather a practical tool tied to weak 

governing structures. Finally, exits’ effect on mission for social venture was not a big 

concern to them, as exit is seen as a commercial transaction; social ventures and exits 

were seen often as irrelevant or more as a charity, where exits are irrelevant per se. 

 

What emerges from these results is first and foremost a very negative depiction of how 

investors will operate social ventures towards more financial measurements, increasing 

the likelihood of them neglecting social mission duties. On the other side, this essentially 

raises the question about whether or not the interviewed angel investors are truly impact 

investors. According to the definition that stresses intentionality, they are not. For YG 

and EH who were characteristically more oriented towards the commercial side, their 

negative connotations of social missions and social ventures spiraled down through to 

how they deal with ownership and eventually exit, relying more heavily on traditional 

investment mechanisms. IW was perhaps the most socially oriented, and he seemed 

inclined to allow for more preferable conditions for social businesses’ mission 

preservation. It is thus evident from this study that investors can actually have a huge 

affect on social venture mission already from the early stages and essentially have the 

power to steer the company towards either mission preservation or erosion. 

However, it prompts another consideration; while social ventures might be an 

emerging sector and growing quickly in numbers, have the investor-side done the same? 

This project could indicate that while the numbers of social ventures have grown 

aggressively within the last decade, an emergence of social impact investors might not 

exist other than in academia – not even in the regional hub of Kenya. 
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7. LIMITATIONS AND FURTHER RESEARCH 
This section discusses the limitations of this research project, its methodology and results. 

Both limitations and results offer the chance to recommend suggestions for future 

research. 

 

Yin identifies four determinants that should be the criteria for judging research value; 

internal validity, external validity, reliability and generalizability227. Firstly, internal 

validity is the notion of how well a test is executed. According to Yin this is only 

important for explanatory studies such as this, which tries to identify casual relationships 

between different actors. Semi-structured qualitative interviews allow for the flexibility 

needed in order to get personal opinions and self-identification in terms social impact 

investing, and permitted contextualization with literature available. However, as bias is 

connected to reliability, the interviewer needs to watch out that he does not impose his 

view on the interview when conducting semi-structured interviews. Replication of semi-

structured interviews is extremely difficult as it results can be dependent on the very 

specific context, and consequently reliability is hard to guarantee. Moreover, one has to 

consider if there are other factors that might have influenced the casual relationships in 

this study228. Moreover, one significant limitation was the fact that not all interviewees 

allowed recording of the interview; even though some argue that not recording your 

interviewees can lessen anxiety for them, audio-recording is undoubtedly a more precise 

technique. For handwritten notes, it is impossible for the interviewer to write down every 

word and will consequently become more subjective as one has to make a choice about 

what is critical to get down on paper and what is not. There, too, will be some level of 

rephrasing, and it will be nearly impossible to check its validity229. 

 External validity is about whether or not the findings are generalizable beyond the 

cases observed here in this project. I set to conduct a multiple-case study approach in 

order to arrive at conclusions that are more universally generalizable, something that is 

																																																								
227 Yin, R. K., 2009 
228 Saunders, M. et al., 2009 
229 Sim, J. & Wright, C., 2000 
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inappropriate for a single case study230. However, analytical generalization is valid here 

as it is supported by a strong linkage between the findings to already existent theory and 

literature.   

For this study, there were several implications for data collection. One obvious 

challenge was that of proximity, since conducting face-to-face interviews are often the 

most appropriate method231. First of all, it can be difficult to access information and 

contact angel investors, as they are often private persons investing relatively small 

amounts compared to more public personalities or larger public companies. The process 

of getting a hold of angel investors was thus relatively difficult, and many of those I got 

in contact with initially ended up cancelling or not replying along the way. Another 

limitation was that these interviews in two cases were not recorded, and thus selection 

how what is “important” to write down when doing handwritten notes can never be 

anything but a subjective decision. However, as justified in section 4.3, handwritten notes 

might have a positive effect of reducing anxiety and enhancing with trust with some 

interviewees. 

 

Since the case study is small, it calls for more attention to literature on social impact 

investors and their attributes in order to support or debunk the findings that are presented 

here so far. Another interesting point for future research could be to look closer at the 

composition of stakeholders for social ventures. As suggested in section 2.4.1, then 

stakeholders seem like a very muddled term, as many categories within primary 

stakeholders seem to emerge in their business models. It was the suggested that focusing 

on primary stakeholders could be profitable for the company, while social issue 

participation could lead them astray. If this is true, and the secret behind social ventures 

might be their ability to monetize their primary stakeholders, it may also very well be the 

reason they can still thrive under current conditions that seem to the favor traditional 

bottom line. 

  

																																																								
230 Yin, R. K., 2009 
231 Easterby-Smith, M. et al., 2012	
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APPENDIX 1: Interview Guideline 
 

General: 
The general questions will first try to create an overview of your profile as an investor 
according to factors such as: 

- Location 
- How many years have you been angel investing in Kenya? 
- How many Kenya or sub-Saharan based/focused ventures have you supported 

over this period? 
- What is your average size of investment? 
- What are your active investments in Africa at the moment? 
- Which sector(s)? 

Financial Services, Health, Tech, Agriculture, Education, Energy, 
Renewable Energy, Natural Resource Management, Telecom, 
Infrastructure, Real Estate, Tourism, Water & Sanitation, Transportation, 
Others 
 

Motivation/Definition: 
- In your personal view, how would you define a social venture? 

o Any particular circumstances for the Kenyan context? 
 

- Which were your primary motivations to enter the social investment sector? 
 

- How important is the social mission to you in your investment decisions? 
o How elaborated do you expect social mission to be at the pre-investment 

stage?  
o How willing are you to sacrifice potential financial returns over social 

returns? Have you done so in the past? 
o Will there inherently be a tradeoff? 
o In your opinion, how does one define a social impact investor? 

 
- Which criteria are valued when assessing possible investments in social ventures? 

o How much attention is given to the scalability for the social venture? 
o To what degree do the characteristics of the individual social entrepreneur 

play a role? 
  

- How would you assess the importance of angel investments in early-stage social 
ventures in Kenya? 

o What do angel investors provide to the social ventures? What is the most 
vital role other than providing capital if any? 

o What role does local knowledge play in this aspect? 
 

- What challenges, if any, have you faced as an angel investor in Africa? 
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Examples such as: Pipeline, Access to deals once identified, Syndicating 
investments with other investors, Communicating with management team, 
Investment management/Following up with team, or other. 

o What do you believe to be the cause of such conflicts? 
o How important has local knowledge of the market and the culture been in 

managing and solving these? 
 
 

Ownership/Control: 
- In your current investments, what has been your preferred investment tool? 

o Equity? Debt? Mezzanine? Other? – why? 
§ When choosing this investment tool, what was the rational? 

• Long-term perspective? Financial incentives? Control? 
Risk minimization? Needs of social venture? 

o Is that something that has changed over time/with experience? 
 

- When formulating contracts with early-stage social ventures, what have been 
important factors to you? 

o Has detailed contracts been more reliable than relying on trust, local 
knowledge, personal ties and own experience or vice versa? 

- How important is legally binding commitment to social mission to you as an 
investor? 

o How is the multidimensional returns accounted for and secured? 
- Has it any point been necessary to assert ownership/control over social ventures in 

order to achieve social mission or/and commercial goals? 
o Why? How? What was the outcome? 

 
Exit Strategies: 

- Have you exited from any investments? 
o How long did it take to execute the deal? 

- Are you looking to exit from an existing investment? 
o What is your reason for exiting? 

- Where exit strategy decided on pre- or post-investments? 
- Which has so far been your preferred mechanism for exit? And why? 
- What are your greatest challenges in exiting from your investments? 
- Do you consider the continuation of the social venture’s mission post exit? 

o How about exit possibilities’ effect on venture ownership? In which ways? 
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APPENDIX 2: INTERVIEW NOTES 1, ERIK HERSMAN 
 

General and Motivational Factors: 1	

As the conversation starts, I ask EH if he has had a chance to look at the questions I have 2	

sent him (read: his assistant, Faith Watta) prior the Skype meeting, but he tells me that he 3	

has not received anything. 4	

 5	

EH hold me that he has had his investments in Kenya for at least around half a decade 6	

and that the average size of his investments truly varies from time to time. However, in 7	

general these investments will be very low, and he has around 18 of them in the region 8	

right now. 9	

However, he is very familiar with the Kenyan scene, as he grew up in Sudan and Kenya. 10	

He said that for him being born in Kenya makes it home, and not necessarily more than 11	

that. While recognizing that Kenya is indeed for some reason a hub for social mission 12	

ventures in the region, but does not think that cultural understanding necessarily means 13	

something positive in this context. Instead, EH thought that proximity is very important 14	

for a lot of other reasons than just the investment itself; face value and showing up 15	

personally in the in African context is extremely valuable. 16	

 17	

As for my question about how he would personally define a social venture, he said that 18	

he thought that there must be a common agreement around the world by now about what 19	

a social venture is; that it is a for-profit entity that tries to do good in the world, while it 20	

tries to make a profit. I interrupt by revealing that literature suggests that there is not 21	

common agreement on the terms of what a social venture entails exactly. 22	

 He agrees that there is some sort of spectrum from NGO-like social ventures to 23	

more commercial ones, and says that he is mostly interested in the commercial side of 24	

this spectrum. He usually pays less detail to social mission. 25	

 I ask him about the company that he co-founded, Ushahidi, as well as BRCK, 26	

since they both have a very clear social purpose incorporated in their mission. 27	

 28	
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EH agrees that it was a very socially driven company. EH also said that essentially that 29	

he does not really regard himself as a social impact investor per se. He told me that I 30	

would have to understand that first and foremost he was a entrepreneur – he builds 31	

companies and successful business. That’s what he does and who he is – and which also 32	

makes him look at the investments he makes with eyes and mind of an entrepreneur and 33	

not necessarily that of an investor. Even though many of the investments that he is 34	

making has a strong social mission – and as he said “if they have that, that’s great” – he 35	

would define “social impact investors” as investors who just sit around there without 36	

really doing real investment, or without really taking action, and said that he would not 37	

employ any sort of tools to measure social impact in his investments, contractually or 38	

implicitly. 39	

However, he does not necessarily believe that there will be a tradeoff between 40	

social and financial mission, but he sees social impact as a spillover effect – something 41	

that just happens on its own 42	

 In this context, he also gave me an example of a company where he had been in 43	

the board. The company had a very strong social mission and it was observed that they 44	

were drifting too far away from financial responsibilities. EH then stated that you then 45	

have to ask yourself the question “is it above all a social venture or a 46	

business/commercial business?,” and by the end of the day it is a business; a profit-47	

making business, or at least the underlying mechanisms are the same. Thus, the board had 48	

to step in an assert control in order for the company to stay with the goals of 49	

shareholders. In this incidence, the two founders ended up leaving the company. 50	

 51	

Consequently, EH stated that he does not care about the fact whether or not social 52	

mission is highly or vaguely defined at the beginning stages. What he puts most emphasis 53	

on is the individual entrepreneur and the characteristics that they possess, especially 54	

leadership skills. He is not willing to sacrifice financial return over social return, or said 55	

more correctly he said “not much”, just because it’s not an issue for him per se. He 56	

doesn’t pay attention to it, when initiating an investment at least. 57	

Noted that I had to be aware, that he was an entrepreneur first and foremost before an 58	

investor, which is also why he puts much emphasis on entrepreneurial skills. When it 59	
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comes to control, he said he pays more attention to and also understands that the 60	

entrepreneur needs some control and ownership themselves. 61	

 62	

Aside from entrepreneurial skills, scalability was really important to him at the beginning 63	

stages when assessing an investment – “why else would you invest? Scalability is 64	

inherent to the tech sector, investing in the tech sector is always about scalability.” 65	

Scalability is thus not necessarily “disregarded”, but not as important as it’s almost 66	

inherently present in the tech sector. 67	

For the start-up phase, EH thinks that angel investors and seed investors are really 68	

important in Kenya. There are not that many local angel investors at the moment. But the 69	

most important thing that they provide besides financing is mentorship. 70	

 71	

One of the main challenges that EH identifies for angel investors in Africa is that it 72	

makes a big difference whether or not people are local or international/outside investors. 73	

There seem to be more challenges/conflicts with management teams when investors 74	

come from the outside. There can also be some problems with syndicating investments. 75	

One of the main issues recognized by EH is also that entrepreneurs forget that 76	

letting others investment in your company also means that shareholders will have a 77	

say/have control. There tends to be a lot of discussion and disagreement due to the fact 78	

that venture owners have to give up ownership to investors. 79	

  80	

Ownership control: 81	

For preferred investment tools, EH mentioned two types of investments that he would 82	

use; equity and convertible debt. He would use debt when letting others investing in his 83	

firms, as he understands that debt keeps ownership and decision-making power with him. 84	

“But I am concerned with control and ownership; for my own companies I tend to first 85	

deploy convertible debt, as I like to keep ownership to myself and not give it to others.” 86	

 He prefers equity when investing in other firms, because it is the easiest type of 87	

capital to employ and the most available investment tool – “it’s actually very simple as 88	

that. Easy to deploy.” 89	

 90	
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When formulating contracts, EH does not take account of the social return. He justified 91	

that by repeating that he sees most investments as inherently having somewhat of a good 92	

social impact/effect. It is a spillover effect. 93	

However, he would say that contracts are fairly detailed and mostly due to the 94	

governing law. In the Kenyan context, he observes that the laws are not necessarily as 95	

strong or allows for as much security and flexibility as in the US or European context, 96	

and thus returns to the point that creating trust and the relationship between investor and 97	

investee is one of the most important things. He, however, refutes that this relationship 98	

built on trust should have any influence on contract formulation; instead the reason why 99	

trust and relationship building are significant factors between investor and investee in 100	

general for seed-stage ventures, but especially in Kenya or the African relationship, is 101	

that it secures ones investment. He sees it prompted not by altruistic motives, or passion, 102	

but because of the weak governing law of Kenya, there is not much one can do. It is a 103	

necessity. 104	

 105	

Exits: 106	

He does not necessarily pay that much attention or put that much emphasis on when exit 107	

should be defined. He says that acquisitions are the most likely to happen. IPO has shown 108	

to be doable, but harder to achieve. 109	

 When I asked into the possibility of management buyback, which has been 110	

prompted in literature as being the most normal way, he said that he does not really 111	

regard management buyback as exits since the financial returns on investment are simply 112	

too small; “it might also be more liable if financial expectations are lower, but in the tech 113	

sector you often expect a 10x return on your investment, or at least 3x return. It’s a purely 114	

commercial thing.” 115	

 116	

When asked about his considerations to what happens to a venture post-exit, he said that 117	

it was not a big concern to him, “not per se”, since to EH the exits are commercial 118	

transactions and should be seen as such in financial terms. 119	

 When asked directly to what degree he consider changes in ownership through 120	

acquisitions or other exit strategies, he said that he would take it into consideration, listen 121	
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to the investees and their needs, but ultimately it was primarily a commercial transaction 122	

to him. 123	
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APPENDIX 3: INTERVIEW 2, ISAAC WAITHAKA 
 

I can see that you’re the founder of HomeView Adventures, and I’m going to ask 1	

you more about that as well, but first I would like to know more about the current 2	

investment that you have in Kenya at the moment? 3	

Currently, I have this group of companies; it’s called Goblis Group. It has sseveral 4	

companies actually, I have invested in them. One is of course HomeView Adventures. 5	

The other one is Afrisol. The other one is Ndewa. There are some other ones coming up. 6	

These, these are the ones that are online, but I expect by the end of the months, the other 7	

sites will be up; amounting to 8 companies. But the Goblis is the founder of all, all of 8	

them will be under Goblis. So currently, I don’t really work under the title of HomeView, 9	

I have hired someone else manage HomeView Adventures. 10	

 11	

So can you tell me more about exactly what Goblis Group does? 12	

Yes, it is an investment group. Actually, there is this brilliant idea, the website is still 13	

under construction, but Goblis Group is about investing into other companies. I own 14	

100% of Goblis Group, and then I invest into some other companies, I buy shares. But 15	

then the idea that I have now is about like, where I can mentor, I want to have something 16	

like business and grouping division. I have space ready. Right now I’m in Mombasa, 17	

actually I’m not in Nairobi. Here I have an office and also I live in the same building – I 18	

have a quite big space. So Goblis, it will be like mentoring; we will get someone who has 19	

a very innovative business idea, these people don’t have funds, and then we mentor them 20	

for like three months and then we actualize their idea. We invest some amount, mostly no 21	

less than 30%, and then the person with the innovative idea can invest the rest or invite 22	

some other guys. So, Goblis Group is an investment company but itself will be scouting 23	

for business opportunities as well as mentoring. 24	

 25	

Will you be looking into specific sectors? 26	

Not specific, it’s general business, general business ideas. But of course they must 27	

somehow way they will have to incorporate ICT. It doesn’t necessarily have to be in the 28	
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ICT sector, for example if you are selling in a supermarket you can also have need for 29	

ICT - so in general IT. 30	

 31	

Going back to HomeView Adventures – when looking at your webpage under 32	

“About Us” and under “Core Values”, you talk about educating the traveler and the 33	

development of communities. How important is this to you in your business? 34	

It’s very important. If you look at Trots Foundation, you will find that I’m executive 35	

director of that organization. Also at Goblis Group we also have Goblis Group 36	

Foundation. Generally, I think it comes from my background actually – I was also 37	

educated through sponsorship. I value supporting children in Kenya; you know the 38	

situation, people live in poverty, and as a part of investment philosophy I believe that 39	

investment is there for the community. It means that I’m not doing the investment for 40	

myself, but generally business is there to support the community, to offer and provide 41	

services and products to the community, and the community should be the end beneficial. 42	

But you might find that the kind of services we are offering, not everyone has finances to 43	

subscribe, to buy or maybe to own any product, then we find a different way of 44	

supporting these community members, and my focus are usually children and the youth. 45	

And especially for Goblis Group, you will see that I structure it in a way, where you 46	

know, people have ideas but they don’t have capital – and I don’t want to e.g. find 47	

something with an idea and then own the whole idea – so I want to establish a program of 48	

the Goblis Group Foundation, where we will be able to provide that capital to those 49	

people who have brilliant and yet they are unable to establish successful businesses and 50	

enterprises, because they have no funds. If I may give you an example, I think you know 51	

M-Pesa, the mobile money; that guy who came up with that brilliant idea, he never 52	

benefited from it. Reason, he was just in college and then comes up with this idea and 53	

then somebody else patented the idea. You know how much he got for idea? He only got 54	

about 500 euros, yeah, imagine. Then he went to court and later he got around 10,000 55	

euro, because there was no contract and so forth. So, ideally… Currently my ventures are 56	

not worth that much, but I’m still doing what I can through the existing ventures and my 57	

existing returns to help the community. 58	

 59	
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I’m assuming here that the Goblis Group will not only support companies with a 60	

social mission, but also supporting other types of business idea? 61	

That is correct. 62	

 63	

How would you define a “social mission” in your personal opinion? 64	

Social mission to me is that everyone should be happy, and I believe in that whatever 65	

products I’m developing, that it should be there to serve the people. It’s just to make 66	

everyone happy. Generally, I strive to serve those people who have less opportunities. 67	

 68	

In more business terms, in your investment, have you ever experienced or would 69	

you be willing to sacrifice financial gain if you see that the social benefit is larger? 70	

I have been doing that, so.. Like now, the Trots Foundation; we have 50 children. I 71	

sacrifice per month about 1000 dollars to the organization. I also provide space and I give 72	

them stuff, so it will not be paid by the organization. Of course, I’m inside in the 73	

organization; I have to know where the school fees will come from, the children will eat 74	

stuff and I’ll pay it. That’s why I say that everyone should be happy, whether you have 75	

money or not, that’s it. The businesses are there to support the community. I’m very 76	

willing to contribute a particular part of my income or returns to the community. I have 77	

been doing that for the past five years and I will still continue that. When business 78	

performs better, I give 30% after tax. Usually around 40%. 79	

 80	

From the business you’re involved with, do you see a tradeoff between the two goals 81	

financial returns and social benefit? 82	

They can coexist. Okay, you know, in the continent of Africa, here in “the South”. Our 83	

systems, our social systems, are quite different. You will find that there is no way a 84	

business venture would exist without being a “social venture”. This all being, over 50% 85	

in Kenya, live under the poverty line. What I mean is that they live for und 2 dollars a 86	

day. In whatever case, they will have to coexist. 87	

 88	

When you get a proposal for a new for a possible investment, what kind of criteria 89	

will you look at in the early stages? 90	
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Generally it’s about the philosophical believe of the proposal. Because e must be of the 91	

same idea, we must have like-mindedness. And also, the kind of practical skills of the one 92	

who is proposing it. It means a lot. Some people can just speak, but not actualize ideas at 93	

all. So practicality and the philosophical idea behind. 94	

 95	

When you say practical skills, do you mean educational background or you 96	

referring to something else? 97	

I don’t believe in education. Not in general terms, but there are so many people here who 98	

have bought fake university papers and we also have very many bogus universities here. 99	

It’s usually, it’s “what your belief?” and “how are you willing to actualize your belief?” – 100	

yes, you must have a certain level of education and for Kenya I think that at least high 101	

school. Meaning that you will have spend 8 years in primary school, after elementary, 102	

and then four years post primary school, but I believe it’s enough. Because, like now, if 103	

you look into the Kenya market, you will find those who have employed university 104	

graduates are those who just went for a 2-year diploma, they went and started very 105	

successful social ventures, you know. For example, the CEO of Safaricom, he never went 106	

to any university and now he is the CEO of the most successful company in Kenya, even 107	

one of the best performing in Africa. For me, as long as you have that knowledge of 108	

doing what is good and what is hurt?hard?, and you can be able to understand the ideas, 109	

goals and implications, that’s all. I want to see if you believe in working for towards 110	

achieving particular goal and are you able to actualize that? For me, I actually just cleared 111	

high school and that’s when I set my first company, and then I went to college. Even I 112	

started HomeView before going to college, and also I had another company beforehand, 113	

it was focused on investment, and my focus will now be in that again soon. 114	

 115	

How do you regard scalability when you assess companies with especially social 116	

missions? 117	

Actually, for me, I’m usually open-minded. Whether big or small, what matters a lot is 118	

the impact on the ground. You will find some very big companies with very poor 119	

services, and sometimes some small companies tend to offer best services and products. 120	
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In terms of scalability, I just believe in service, but I tend to have small ventures who will 121	

offer quality. 122	

 123	

In your role as angel investor, what do you perceive as the most important in your 124	

role? 125	

Generally, knowledge transfer. Knowledge transfer is very, very important – and usually 126	

that’s the most important thing, because before you invest some cash into a particular 127	

project, you must insure that this particular person has the capacity. If the idea is brilliant, 128	

but then the person does not have capacity, you have to impact that knowledge. So 129	

usually, you impact them with new knowledge, built capacity, and then from that, they 130	

will be able to handle a successful venture. 131	

 132	

In this sort of relationship building, how important do you think that having local 133	

knowledge is? 134	

There is something that you have to know. Although I’m Kenyan, in Kenya we have 42 135	

tribes, which means that when I go to another particular area, it’s like I’m a foreigner to 136	

them. But in terms of culture and cultural thinking, yes it could have in impact when 137	

trying to perfect on any project. 138	

 139	

So you don’t believe that having local knowledge gives you an advantage? 140	

Of course, you have to understand the people, so you can customize a particular project 141	

for that culture. Cause what can work in Denmark, cannot work in Kenya – if it works in 142	

Europe, it never works in Kenya. Having that local knowledge is quite important. 143	

 144	

What types of challenges do you then face in your angel investments? 145	

Generally, you’ll find that one of the challenges is human capital. You will find people 146	

that are not what you expected to find. I have a venture now that is only three months old, 147	

and we already now we had to fire some people, because they turned out to be 148	

disappointments. You can find out that people you are working with are disappointments, 149	

and you can also sometimes see that it can take a lot of time before people get to access 150	

your profile. It can sometimes to be a challenge to find proper capital, as it takes a lot of 151	
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capital to stabilize new projects. Sometimes, there will also be language barriers; not 152	

everyone understands English or not everyone understands Kiswahili, which are our 153	

national languages. Also competition, you will find here we have a very crude way of 154	

opposing your competitors; you’ll find for example, you put up a billboard, tomorrow 155	

when you go there it’s not there. You had some posters, there gone too.  You find it 156	

challenging for your competitors to accept you. And of course, the government policies 157	

here, we have very poor government policies, although they have been improved in the 158	

past three years, but there is still a lot to go. You’ll find that here we have two levels of 159	

government; we have country government and national government. Each level of 160	

government expects to be paid royalties, e.g. the business permit, and the national 161	

government require different permits. Let me give you an example from an IT company, 162	

it requires the authorities and then you apply with a 100 euros, and then for the permit 163	

itself you pay 1000 euros. And then for the local government, they expect you of course 164	

to pay permit for the space. Like now, I had to spend 500 euros more. These policies 165	

really tend to be a barrier. 166	

 167	

I’m now going to start out with moving into another type of questions related more 168	

to ownership and control. If you can start out by telling me, what kind of preferred 169	

investment tool do you use in your current investments? 170	

Currently, I prefer debt. The reason you will find is that equity comes with a lot of, what 171	

can I say, you will find that one has a lot of demands when it’s equity. For example, if 172	

there are disagreements. If it’s equity and the company does not do well, both will lose. 173	

But when it’s loans, it means that I will lose, the investor won’t lose, so currently I prefer 174	

loans a lot, because my company is not that big, so for now loans, when I consider how to 175	

finance my own companies. 176	

 177	

Do you prefer debt as well when it’s you performing the investments? 178	

I prefer equity when I invest. A minimum of 30% when I invest in new ventures. I think 179	

about the risks a lot, and that’s why, as I say said, initially, I have to kind of spend of 180	

money by doing capacity building. I have to build this capacity to reduce risk. Usually in 181	

business you have to accept there is risk, but the only thing you can do to reduce that is 182	
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by building capacity. But for me, I usually just invest in new business ventures, so it 183	

means more risk, so I’m usually not afraid of risk, and I have lost a lot. For example last 184	

year, I lost over 30,000 euros just last year, and the insurance company paid very little. It 185	

was a great loss. 186	

 187	

So you have a lot of diversified business projects and investments going on. In your 188	

experience, do contracts for social ventures and regular business venture look the 189	

same? 190	

They are not the same at all. When one is investing into a company, it is a loan, the 191	

principal amount is expected plus profit. On the other hand, if social venture, I only 192	

expect returns, or you can say, there may be returns, there may be loss, so usually they’re 193	

not the same. 194	

 195	

Would you say that one type is more detailed than the other? 196	

The one for equity is more detailed, cause it involves a lawyer. The other one is not a 197	

must, it depends on who are you, for example if we have never met and it happens you 198	

want to invest in me, you can import a lawyer, but if we have met before and you’re 199	

going to invest, you don't need to, we just do a formal agreement. But when it’s equity, 200	

and it will mean that it’s a big part and percentage of that company, so it’s detailed, 201	

because it will have to go through the government and you have to pay duties, that is 202	

more detailed. 203	

 204	

How do you consider social return in your investment? Do you set up measurement 205	

tools? 206	

Actually, not just a spillover effect. When I’m investing in a new company, it means that 207	

I become a part of that particular company, and usually consider not less than 10 % that 208	

goes for corporate social responsibility. But when one is investing into one of my 209	

companies, it’s up to them; I cannot force them, because it’s just a normal loan. It means 210	

they invest into my company, my company also have responsibility to create a social 211	

return, usually about 30 or for most of the time 40 % after tax, but if I invest in other 212	

companies usually around 10 %. 213	
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 214	

Moving on to the last part, I want to ask you a little bit about you experience with 215	

exits. Basically, I want to start out by asking you at what stage you define exits? Do 216	

you consider exit strategies before or after capital infusion? 217	

Actually, I do not define them. Initially, I had that idea that I wanted to exit quickly, but 218	

in our days I’m of the idea that it’s indefinite. Reason, it will always never work as you 219	

expected, so you will find something which you never thought about, something 220	

completely unexpected – it could be a loss or an over performance. For example, if you 221	

over-perform you have to able to contain the situation, because of that pressure of 222	

demand being higher than supply. Sometimes it’s opposite and you have to keep 223	

adjusting all the time. So therefore, no fixed exit strategies in the contract formulation. 224	

 225	

What would you say up until now has been your preferred exit strategies? 226	

Actually, if the companies perform poorly, I mean for example, if somebody is investing 227	

into my company in terms of loans, for this one, there is an exit strategy, of course, it 228	

matures after 7 years. But no, when I’m investing, it means there’s no particular exit. We 229	

can only exit when the business is not performing well and we move on somewhere else; 230	

but if the business is performing well, why exit – actually I will prompted and need to 231	

add more capital. 232	

 233	

At the time of planning and performing exits, to what extent do you consider a 234	

firm’s further control over its ownership or mission? 235	

Actually, when I invest in a business, it means even I have a tendency of owning more 236	

although I believe in spreading risks, but when the business is not performing well after 237	

two years, I can exit. Surely, I don't have definite or specific division, but usually I give it 238	

two years, a maximum of two years. If it performs well, well and good, it can pump more 239	

investments, if it doesn't, I exit. But usually it’s not definite, I have to look at the market 240	

and consider various situation and then make a decision. 241	

 242	

And two years are also the usual time frame for social ventures? 243	

Yes, around two years. 244	
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 245	

And when you say perform well, you mean in financial terms? 246	

Not necessarily financial. It’s about the mission, for example, if a company is providing 247	

clean water somewhere, and I’m processing the marketing, has it obtained that goal. 248	

Because sometimes you know, the first and second year, you will never realize finances 249	

back, so you have to see if the effect has been felt from your product and that's when now 250	

you can start thinking about finances and getting your finances back – but for two years it 251	

focuses on marketing penetration. 252	

 253	

Have you experienced that after this period of two years, one of the companies had 254	

drifted away from one of the goals – either financial or social? 255	

Sometimes it attends. It was a social factor, where they had taken it too far. It became 256	

more of helping than a business. But I have also tried where after, you know, I invested 257	

3,000 dollars in a social venture, and in two months it had produced the capital invested; 258	

it was an extraordinary case, but yes it happens and it has happened before, and you feel 259	

good when the impact from such a company is being felt. 260	

 261	

I mean, have you experienced before that one of these social ventures have been, 262	

what can I say, too occupied with the social benefits that they forgot their financial 263	

duties? 264	

I think one company I know, Africanist Dream, the website is also down, but it should be 265	

up in maybe one week, and you can search and you will have it. It focuses on buying 266	

souvenirs, so you go somewhere in interior, maybe, to the Masais, you go there, and there 267	

is less development; they have very nice products, but nowhere to dispose of them. I 268	

think they are good at balancing it. So when you go there, you just buy, they will be able 269	

to feel an impact somewhere. You find that the communities are living there in poverty. 270	

As long as you don't make a loss, and then the impact is felt somewhere, then you are 271	

good to go. It will be an online shop. It is in order to help creating a market for these local 272	

communities.273	
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APPENDIX 4: INTERVIEW NOTES 3, YANIV GELNIK 
 

General Factors and Motivation: 1	

YG has been doing angel investing for more than 10 years in total, mostly in Israel, but 2	

has only been involved in the Kenyan angel investing scene for about 2 years. Before this 3	

he was in the Valley as well as Israel and the move to Kenya was based on personal 4	

decisions and not necessarily business opportunities; although he mentioned that after he 5	

got to Kenya, he also heard about the many opportunities available business-wise in the 6	

region. 7	

YG currently has no active investments in Kenya – not because he did not want to 8	

however, but because he did not find any potential companies so far to invest in. Instead, 9	

he started his own incubator, which eventually got acquired by another Kenya tech 10	

company; through that he met a lot of entrepreneurs and ventures, but still did not find 11	

potential investments that he found necessarily found interesting enough. He is, 12	

nonetheless, active in the angel-investing scene through mentoring investors in Kenya – 13	

especially angel investors and angel networks. 14	

 15	

In his own words, he is usually pretty agnostic when it comes to investment decisions. He 16	

has invested several times in ventures that had strong social mission, such as but not 17	

limited to, a company that developed software in order to help autistic kids, and a 18	

company that helped struggling student find other peers in the field of study, a peer-to-19	

peer system. While he likes hearing stories where someone has figured out how to make 20	

money while doing good, for him personally, it is not a criterion in his investment 21	

decisions. He said that he could find business opportunities with or without a social 22	

mission equally exciting. 23	

 However, he says that when investing in companies that has a very strong social 24	

mission, it is not necessarily motivated by commercial interests, but more in connection 25	

to liking the project or not. In this regard, he stated that he does not really see investing in 26	

such firms as investments, but in his belief it was more like charity. He said that on a 27	

spectrum of his different investments, then in the one end of extreme there would be 28	

investments in social cases where he did not expect to get his money back, and thus he 29	
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did not particularly see them as relevant to his investment thinking. He would not count 1	

these types of investments towards the “well-being” of his portfolio. 2	

  For the definition of a social impact investor, he thought of it as illusive. YG 3	

stated that he had a lot of discussions about “social impact investing”. He mentioned a 4	

discussion he had about the term with an investment fund that came to him in Kenya and 5	

proclaimed that they were all about impact and return, but after they talked the 6	

possibilities and implications through, they were admittedly looking more fore 7	

investments with the highest financial returns without them minding doing good also. He 8	

further commented on the fact that he believes that anything in that region is an impact, 9	

as any sort of business will create something positive in the region. 10	

 He further contended that he thinks that what is happening is some sort of shift 11	

from charity to social impact investment (on the investor-side); wealthy people who 12	

would before give millions of money to charity now instead put these amounts into social 13	

impact investing. YG stated that he thought that this was happening since these people 14	

will rationalize that by putting your money into business conditions, the businesses will 15	

be better at leveraging the money and not “come back asking for more” as with charity 16	

organizations. 17	

 18	

When assessing an investment, characteristics of the founder are everything to YG. He 19	

said that he believes more in people than in ideas; if he meets a person that he believes in 20	

and is impressed by, he will help them regardless of that person yet knows what he will 21	

do with the money, but he will be confident that that person will figure out what to do 22	

with them. He said that he used to invest in ideas rather, but learned that sometimes after 23	

a short period of times, these people would then realize that their ideas were not viable, 24	

and then leave it. Thus, idea is less important, people are. 25	

 Another important factor for YG when assessing investments is the size of the 26	

opportunity. He exclusively looks at businesses with good scalability options and 27	

solutions that can address really big problems; also because he finds that kind of 28	

investments more exciting. 29	

 Lastly, he said that when assessing an investment, it was vital to him that he could 30	

see that he had something to offer to that entity, that he would be able to add value to the 31	
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business; opening doors, networking or that he possesses knowledge over the specific 1	

industry etc. In addition he said that the last point, mentoring and knowledge transfer, 2	

was pivotal to the angel investor role, as good introduction can take you very far, social 3	

venture or not. 4	

 5	

As a founder, he had experienced that lack of local knowledge could be issue, but not as 6	

an investor, or thought that it would necessarily give you an advantage. He gave the 7	

example of Safaricom, a powerful company in the region with great knowledge of local 8	

markets, conditions and culture; with their fund, Spark Fund, they had only invested into 9	

projects owned by non-Africans so far. 10	

Pipelines were not seen as a challenge either. He said that in the developing 11	

countries “there are few places where people can go”. As a newcomer it can be difficult 12	

in the beginning as you might not have “networking power”, but he said that it probably 13	

took him around a year or so before he felt like he had gained a good knowledge of the 14	

network and processes in Kenya; in developing countries, the pool of people in power is 15	

just smaller. 16	

 17	

Ownership control: 18	

Here he said that his preferred investment tool was convertible notes; I will not do debt, 19	

“cause early stage companies should not take debt, it is like throwing your money way”. 20	

Equity was also a no-go, since there were often problems with investors and investees 21	

agreeing when it came to valuation of the firm; he had seen that a lot in Kenya. He 22	

mentioned that it might be available to convert it into equity later, if he liked what the 23	

venture did. YG did not give any indication in this part of the interview that the reasons 24	

for preferred investment tools were anything but practical; no indication of investment 25	

tools as a tool for control. 26	

 He also sees trust a necessity in investment. Not because of the relationship-27	

building attributes that could potentially lead to less detailed contracts, but because the 28	

law in Kenya is weak. He said that in general contracts in Kenya are both really weak and 29	

also cannot be “forced”. Trust is thus a measure to make sure what you agreed upon 30	

really happens. YG gave the example of construction worker not living up to his 31	
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contracts, but would not get penalties, since the laws could not be properly enforced. 1	

Thus, as he saw it, it does not matter whether the contracts are very vaguely formulated 2	

or very detailed as long as the governing law is so weak that they will not be able to 3	

apply it. 4	

 5	

Exits: 6	

He would never consider defining exits beforehand as he says it is possible to predict 7	

what kind of exit will be appropriate later. He said that it is “nice” if a company can 8	

present some sort of idea about how they will exit in the beginning, “but only so we can 9	

laugh about it later.” 10	

 He saw exits as commercial transactions, and thus never really gave thought to 11	

further possibilities for mission erosion or preservation/change in ownership at the time 12	

of exit per se. However, he linked this back to his view of what a social investment is and 13	

what it is not; saying that when he invests in a company with a good and strong social 14	

mission, he does not really care about if they exit; he does not expect a return per se, but 15	

see it more as charity. 16	
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