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More money than ever is flowing into impact investing, yet many
entrepreneurs creating companies that serve the poor still find it difficult to raise
capital, particularly at the early stages of their company’s growth.   
By Sasha Dichter, Robert Katz, Harvey Koh, & Ashish Karamchandani 

Bihar is far from
the economic growth 
that has transformed 
Indian megacities like 
Mumbai, Delhi, and 
Chennai. It has the low-
est rate of economic ac-
tiv it y of any Indian 
state ($430 a year GDP 
per resident); between 
80 and 90 percent of its 
villages have no electric-
ity; and many of these 
villages are so remote 
that the government has 

declared them unreachable with the conventional electrical 
grid, consigning millions of people to darkness and poverty.

Gyanesh Pandey, Ratnesh Yadav, and Manoj Sinha knew 
there had to be a way to address this issue. In 2005, costs 
for producing renewable energy had been dropping glob-
ally, and they believed this represented an opportunity for 
Bihar to become part of India’s story of economic trans-
formation. They experimented with different sources of 
renewable power and ultimately settled on rice husks. Bihar 
is in India’s rice belt, and the husk left over from milling 
rice grains is not only plentiful, it is generally considered 
a waste product as well. By developing their own small, 
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Husk Power Systems, a grow-
ing social business, burns 
rice husks to generate power 
and provide electricity to 
low-income Indian villagers.
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low-cost, rice husk-fired power generators, the team believed they 
could produce reliable, renewable, and affordable electricity for the 
70 million people who were off the grid.

The first plant the three social entrepreneurs built in 2007, using 
their own personal savings, looked modest. It produced just 30 to 
35 kilowatts of power, required three operators to keep it running 
eight hours a day, and delivered power to about 400 homes in the sur-
rounding village over low-voltage power lines strung up on bamboo 
poles. The economics of delivering power through this system were 
attractive, and the team believed that this new, small-scale design 
and mini-grid could be the key to lighting up rural India.

Although excited about the promise of the business, the team’s 
personal bank accounts were nearly depleted by the cost of devel-
oping and building this plant. With a business plan in hand, in 2007 
they entered and won three business plan competitions at the Uni-
versity of Texas, the University of Virginia, and the Massachusetts 
Institute of Technology, netting them $97,500 in prize money. They 
used this money to construct and operate a second power plant, pay 
their growing team, and continue their research and development.

The three entrepreneurs also began talking to potential investors 
about investing in their company, named Husk Power Systems. Al-
though there was some interest, the feedback they got was that the 
business was at an early stage and too risky for investment. The team 
was at an impasse. Between their personal savings and prize money 
they had invested nearly $170,000 into the company. They had two 
pilot sites up and running, providing about 800 customers in Bihar 
with access to clean and affordable power. But they still couldn’t 
raise the capital they needed to grow their business.

Husk’s story is not unique. Many other companies whose mis-
sion is providing the poor with critical products and services face 
similar challenges. Despite the growing numbers of impact inves-
tors and the billions of dollars pouring into social impact funds, 
entrepreneurs like Pandey, Yadav, and Sinha still have a tough time 
raising the money they need to grow their businesses. Philanthropy 
and prize money will only get them through the seed stage of devel-
opment and is not enough to adequately fund an ongoing business, 
yet few investors will fund a company like Husk in the early stages.

Although many impact investors care about social impact, their 
primary goal is to generate a significant return on their investments. 
And despite its social promise and the huge demand for its service, a 
social business like Husk faces a daunting set of challenges: poor in-
frastructure, customers with limited ability to pay, the challenges of 
attracting talented managers, and nonexistent supply chains. These 
barriers mean additional costs and additional risks, and early-stage 

investors will very rarely realize high financial returns on their in-
vestments to compensate them for taking on these risks.

As a result, most investors, even those who care about impact, 
choose either to avoid these companies altogether or to invest at a 
later stage when the execution risk is lower or when the risks are 
better understood. This means that early-stage companies like Husk 
find it difficult to raise capital to grow their business. This hampers 
the growth of the market, and, ultimately, keeps poor people from ac-
cessing high-quality goods and services that can improve their lives.

In many ways, the Husk story reminds us of the early days of 
microfinance: a social entrepreneur (Muhammad Yunus) willing 
to look beyond conventional wisdom and experiment with market-
based approaches (loans, not charity) to serve the poor (Bangladeshi 
women). It’s easy to forget how revolutionary an idea microfinance 
was, and how much time and money it took to go from the seed of 
an idea to a global industry that today serves hundreds of millions 
of poor people with a critical service to improve their lives.

The question that entrepreneurs, impact investors, and every-
one who believes that business can play a role in alleviating poverty 
must answer is this: What will it take to replicate the successes of 
microfinance in other critical areas such as drinking water, power, 
sanitation, agriculture, health care, housing, and education?

Rise of impact investing

Interest and activity in impact investing is booming. Since 2010, many 
of the major development agencies and development finance institu-
tions have either launched their own calls for impact investing pro-
posals or accelerated their direct investments into impact investment 
funds. In 2011 the Global Impact Investing Network and J.P. Morgan 
published a report predicting nearly $4 billion of impact investments 
in 2012, and as much as $1 trillion in the coming decade. At the 2012 
Giving Pledge conference, whose billionaire attendees have pledged 
to donate at least half their wealth to charity, impact investing was 
the “hottest topic,” according to The Economist. And a 2012 Credit 
Suisse report affirmed J.P. Morgan’s claim that impact investing is a 
$1 trillion-plus market opportunity. Although these predictions are 
at a minimum ambitious, and at a maximum wildly inflated, there is 
no doubt that impact investing has captured the world’s imagination 
much as microfinance did before it.

The promise of impact investing is undeniable, but we believe there 
is a growing disconnect between the difficult realities of building in-
clusive businesses that serve the poor and the promises being made 
by many of the newer, more aggressive funds and financial institu-
tions. Part of the reason for this disconnect is definitional. Clearly, 
when J.P. Morgan and Credit Suisse talk about a $1 trillion impact 
investment market they are using the broadest of definitions. Much 
of the capital that now qualifies as “impact investing” is invested 
in more traditional businesses in developing markets (such as real 
estate, large-scale infrastructure, shopping malls, and aluminum 
factories), a trend that has been going on for decades and that has 
accelerated because of the strong economic growth in many devel-
oping countries. In addition, there’s been a huge growth in clean 
tech investing (which some include in their definition of impact 
investing): According to a 2012 McKinsey & Co. report, up to $1.2 
trillion could be invested in solar alone over the next decade. But 
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We pored over reams of data, including detailed social, opera-
tional, and financial performance information from Acumen’s port-
folio as well as detailed reports on capital sources, including grants 
and subsidies. With early data in hand, we tested our hypotheses 
and initial findings by conducting extended interviews with more 
than 60 sector experts—investors, entrepreneurs, policymakers, 
and donors. Because we had access to the full Acumen database, we 
conducted deep-dive investigations into more than 20 companies, 
the first time an impact investor has submitted its portfolio results 
for this kind of external analysis.

Building an inclusive Business

One of the first things we learned is that creating and growing a 
company like Husk is difficult, much more difficult than building a 
traditional business. These social entrepreneurs are truly pioneers. 
Not only are they aiming to provide new products and services to 
customers with both low incomes and an appropriate aversion to 
changing long-standing practices, these entrepreneurs also need to 
overcome the additional challenges of poor physical infrastructure, 
underdeveloped value chains, and thin pools of skilled labor to build 
their businesses. As a result, costs rise, time horizons lengthen, and 
roadblocks come up—all of which can be overcome, but it takes 
time and money to do so.

For Husk, for example, building a mini power plant that could 
generate energy from burning rice husks was challenging enough. 
But to make the innovation commercially viable the company had 
to develop a consistent source of rice husk, string wires on bamboo 
poles to connect every house in the village, create an electronic me-
tering and payment system for customers with no credit history, and 
create Husk Power University to recruit and train the mechanics, 
engineers, and operators needed to run the plants. Although a new 
power company in a developed market would just build a plant or re-
brand and resell power, Husk had to build a fully vertically integrated 
company that does everything from sourcing feedstock to produc-
ing power to deliver to people’s homes to collecting payment. Each 
of these pieces of the value chain is critical to Husk’s commercial 
viability, but they layer on additional direct costs and add degrees 
of difficulty to the successful execution of the company’s business 
plan. From an investor’s perspective, that means higher costs and 
more execution risk without larger financial returns, because Husk’s 
customers, even if there might be millions of them, have a limited 

ability to pay for power.
To better understand Husk’s evolution, 

consider the four stages of development 
that a new, pioneering enterprise under-
goes: blueprint, validate, prepare, and scale. 
(See “Scaling a Business” at left.) Pioneer-
ing social entrepreneurs have an idea and 
develop plans—a rough blueprint—for 
a business that could disrupt the status 
quo and make a dent in a big problem. The 
entrepreneurs then take their ideas and 
begin market tests that require multiple 
rounds of trials to prototype, refine, and 
validate the business model, to learn that 

only a small subset of these funds is investing in social businesses 
like Husk that target low-income customers in developing countries.

A broad definition of impact investing is in many ways appropriate 
because nearly all of this capital has the potential to create positive 
impacts on society. But a broad definition also masks the fact that 
most funds—even those that talk about fighting poverty—bypass 
the more difficult, longer-term, and less financially lucrative invest-
ments that directly benefit the poor, and instead gravitate toward 
the easier, quicker, and more financially lucrative opportunities that 
target broader segments of society.

Today, only a small subset of impact investing funds are willing to 
take on the high risks and low- to mid-single digit annual returns that 
come with investing in these markets. This is particularly surprising 
given the actual track record of the global venture capital industry. 
According to a recent study by the Kauffman Foundation analyzing 
the investment returns of its $250 million invested in 100 venture 
capital funds, only a third of these funds exceeded the returns avail-
able in the public markets and, as an overall conclusion, “the aver-
age venture capital fund fails to return investor capital after fees.” 
If Kauffman’s experience is representative, it suggests that venture 
capital investing has not adequately compensated limited partners 
for the high risk and low liquidity of these investments. Nevertheless 
the rhetoric in impact investing is that “market” rates of net return 
should be 10 to 15 percent per year or higher.

Realities on the gRound

To better understand the subsector of impact investors and other 
funders that focus primarily on supporting companies that directly 
address long-standing social inequities, especially global poverty, 
we undertook a research project funded by the Bill & Melinda Gates 
Foundation. Specifically, we wanted to understand the sources of 
capital available to early-stage entrepreneurs focused on low-income 
markets, why it is still so difficult for them to raise money, and what 
it takes to scale up new businesses in these markets.

Our starting point was the research that Monitor Inclusive Mar-
kets (a unit of Monitor Group) had already undertaken of more than 
700 businesses in India and sub-Saharan Africa. We then conducted 
a broad overview of the impact investing market—mostly at the fund 
level to understand investment strategies—and then undertook an 
in-depth look at Acumen Fund’s $77 million investment portfolio in 
71 companies in India, Pakistan, and East and West Africa.

Scaling a Business
1. BluepRint 2. validate 3. pRepaRe 4. scale

● Understand cus-
tomer needs

● Develop initial cus-
tomer proposition

● Develop business 
plan

● Develop core tech-
nologies and prod-
uct or service 
prototypes

● Conduct market 
trials

● Test business model 
assumptions

● Refine business 
model, technolo-
gies, and product or 
service

● Stimulate customer 
awareness and 
demand

● Develop supply 
chains upstream and 
downstream

● Build organizational 
capability to scale up 
systems, talent, and 
plant

● Move into new geog-
raphies and market 
segments

● Invest in assets and 
talent

● Enhance systems 
and processes

● Exploit scale 
efficiencies

● Respond to 
competitors

http://www.kauffman.org/research-and-policy/we-have-met-the-enemy-and-he-is-us.aspx
http://www.mim.monitor.com/downloads/Blueprint_To_Scale/From%20Blueprint%20to%20Scale%20-%20Case%20for%20Philanthropy%20in%20Impact%20Investing_Full%20report.pdf
http://www.mim.monitor.com/
http://www.mim.monitor.com/
http://www.acumenfund.org/ten/
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the product or service works and that customers are willing to buy it 
at a price that will provide a sufficient return to support the company 
in the long term. Next, the company needs to prepare for growth, both 
internally (for example, strengthening the executive team, board, 
governance, and operating systems) and externally (for example, 
stimulating customer demand for its products and establishing effec-
tive distribution channels to get its products to the customer). Only 
then is the company in a position to scale up the business.

the pioneeR gap

One of the most striking findings of our research is that few impact 
investors are willing to invest in companies targeting the poor, 
and even fewer are willing to invest at the early stages of the cre-
ation of these businesses, a problem that we call the Pioneer Gap. 
Monitor found that only six of the 84 funds investing in Africa of-
fer early-stage capital. This finding was confirmed by interviews 
we conducted with nearly 30 impact investors: The overwhelming 
majority of these funds and advisors expressed a strong preference 
for investing in the later stage of a company’s development—scale—
after commercial viability had been established and preferably once 
market conditions were well prepared for growth.

The reason this happens is twofold. The first is ideological, the 
belief that by definition anything that uses investing tools must hit 
market rates of return—without a clear definition of which market 
those returns are based on. The second reason is structural: Most 
of the money going into impact investing still relies on traditional 
fund structures with traditional return expectations. Funders look 
to investors to realize significant financial returns and create social 
impact, but in practice the financial returns nearly always come first 
for funds with external sources of capital.

What our research uncovered is that although there certainly are 
many businesses with positive social impact and promising financial 
prospects, businesses that directly serve the poor nearly always oper-
ate in environments that make outsized financial returns extremely 
unlikely. At Husk, for example, the costs of building out each piece 
of the supply chain may never provide financial returns for inves-
tors, and yet without Husk or someone else taking on these costs, 
the business will never grow and millions of Biharis will continue 
to live without power.

Viewed through a purely financial lens, the decision not to in-
vest in Husk at a very early stage makes sense. The early stages of a 
social business are beset with complexities—all the challenges of a 
traditional startup, multiplied by the very difficult operating envi-
ronment—and a potential investor will be unlikely to realize out-
sized financial returns within an acceptable time frame (typically 
five to seven years). Viewed through an impact lens, however, this 
approach makes no sense. Impact investing was meant to fill the gap 
faced by companies like Husk. And although there is certainly much 
more capital available than there was just five years ago, most of it 
is for later-stage investing.

Understanding these limitations, early-stage social businesses tend 
to look to other sources of funding, particularly grants. Our analysis 
shows that most social businesses—whether in Acumen’s portfolio or 
in the broader landscape surveyed by Monitor—had received mean-
ingful grant support early in their development. Of the 71 companies 

in Acumen Fund’s portfolio, 67 received grants at the blueprint, vali-
date, or prepare stages. These grants paid for the market development 
costs that companies serving the poor must meet in order to function.

Husk provides an excellent example of the role strategic grants 
play in building an early-stage social business. Pandey, Yadav, and 
Sinha had established a blueprint for providing off-grid power in 
Bihar, but were having limited success raising early-stage capital to 
complete the validate stage of their growth. In 2008, with two power 
systems up and running, the Husk team met Simon Desjardins, pro-
gram manager of the Shell Foundation’s Access to Energy program. 
Desjardins’s goal was to bring modern energy to low-income com-
munities by backing promising ventures in emerging economies, 
and Husk seemed to fit the bill.

Fortunately for Husk, Desjardins was not a traditional program 
officer, and Shell was not a traditional grantmaker. Rather than 
simply make a grant to Husk to help it provide power to more vil-
lages, Desjardins asked an atypical question: How could grants help 
Husk get to a point where it would be more attractive to investors? 
Desjardins and the Husk team set out to determine what investors 
would need to see in order to fund Husk. They agreed that investors 
expected the team to have more plants in place, to lower the cost of 
each plant, and to demonstrate the ability to build plants and sign 
up customers more quickly and efficiently.

So Shell’s grants were tied to Husk hitting a series of operational 
milestones. The first grant called for Husk to build three additional 
plants in six months—faster than they had built them before—and 
maintain consistent uptime at each plant. Later grants pushed the 
company to reduce the cost of building a plant, develop a proprie-
tary payment system, build local mini-grids, create and implement 
health, safety, and environmental safeguards, and establish Husk 
Power University. In total, Shell gave Husk Power $2.3 million in 
grants between 2008 and 2011 to hit these milestones.

In addition to the Shell grants, Husk benefited from a new policy 
by the Indian Ministry of New and Renewable Energy to give a capi-
tal subsidy to companies providing power to off-grid villages. This 
significantly reduced Husk’s out-of-pocket costs to build a plant 
and helped individual plants reach profitability within an accept-
able time horizon.

Meanwhile, from 2007 to 2009 Husk stayed in active conversa-
tion with Acumen and other potential investors. By late 2008, with 
10 plants in place and having hit nearly all of the milestones called 
for in the early Shell grants, Husk was finally ready to attract impact 
investors. The company was still small—with fewer than 10 plants 
serving a few thousand households—and years away from profit-
ability, so the risks were still high. Yet Husk had enough of a track 
record to attract a $1.65 million pre-Series A round of investment led 
by Acumen Fund, with participation by LGT Venture Philanthropy, 
Bamboo Finance, and Draper Fisher Jurvetson.

Since 2009, Husk has grown from 10 to 75 plants and is on track 
to open hundreds more in the coming years. Strategic grants, a well-
executed public subsidy program, and investor capital came together 
to help Husk’s team reach these impressive milestones.

enteRpRise philanthRopy

Husk’s early growth required a combination of founder money, 

http://www.shellfoundation.org/pages/core_lines.php?p=corelines_inside_content&page=excelerate&subpage=Special%20Feature
http://www.mnre.gov.in/
http://www.lgtvp.com/
http://www.bamboofinance.com/
http://www.dfj.com/


Winter 2013  • Stanford Social innovation review     41

targeted grants aimed at achieving specific operational milestones, 
public subsidy, and impact-focused investors willing to take an early 
bet on a promising young company. Across the Acumen portfolio 
we see the most successful companies walk a similar path, balanc-
ing the needs of multiple stakeholders and finding creative ways to 
attract different types of capital at different stages of their growth. 
(See “Successful Enterprise Grantmaking” above.)

One of the most critical sources of funding at the early stages of a 
company’s growth was from what we call “enterprise philanthropy.” 
This kind of philanthropy—exemplified by the grants given by the 
Shell Foundation—provide grants along with ongoing, hands-on 
support to help companies move from the blueprint through the 
validate stage of their development. Enterprise philanthropists are 
not only willing to make grants, they are also willing to invest time 
and money in social businesses at the early stage of their growth. By 
doing so they are helping firms bridge the Pioneer Gap.

Not every grant to a company qualifies as enterprise philanthropy. 
A successful enterprise grant will accelerate the development of a 
social business and position the business to take on investor capital. 
Enterprise philanthropy, as distinct from traditional grantmaking, 
has four distinct characteristics: an aligned purpose; a focus on a 
profitable proposition; clear progression through operating milestones; 
and persistence through the many cycles of iteration of a new busi-
ness model. (See “The Four P’s of Enterprise Philanthropy” on p. 43.)

In our research we saw examples of successful enterprise grants 
as well as other grants to companies that clearly failed. When the 

grants failed, it often was because there wasn’t an alignment of pur-
pose between grantmaker, investors, and the company, or the grant 
did not help the company get to a profitable proposition. Enterprise 
grantmaking is difficult in practice. It requires a high degree of en-
gagement and successful management of previously strange bedfel-
lows (donors, entrepreneurs, and investors).

It is therefore not surprising that giving grants to a business is not 
something that most philanthropists are used to doing. If anything, 
enterprise grantmaking runs counter to traditional philanthropic 
practice. In Shell’s case, grant money was used to build a local tal-
ent pool, develop metering systems, and create safety standards and 
practice—costly investments in the value chain that a traditional 
power company in the developed world would not have to make. 
Although Shell understood the potentially catalytic effect of these 
targeted grants, most grantmakers would not feel comfortable giv-
ing grants that don’t have a direct impact on villagers’ lives.

BRidging the pioneeR gap

The reason the Pioneer Gap exists is the persistent misalignment 
between the demands of investor capital and the economic reali-
ties of building businesses that serve low-income customers. The 
risks of investing in these types of businesses are simply too high 
and the financial payoffs too low to consistently realize funds’ ex-
pected returns.

Philanthropy and other grant capital, including public fund-
ing, have an important role to play in closing this gap. As the Husk 

Successful Enterprise Grantmaking
company company 

descRiption
gRant type gRant descRiption outcomes

gulu agricultural 
development  
company (Uganda)

Cotton ginnery 
with extensive 
smallholder farmer 
outreach

Training & 
development

Grant from the Danish International 
Development Agency used to train and 
certify 10,000 smallholder cotton and 
sesame farmers as organic

Farmer incomes increased by an  
average of 140 percent 

visionspring 
(Global) 

Manufacture and 
sales of low-cost 
reading glasses

Business model 
innovation

Grants from the Mulago Foundation, 
the Jasmine Charitable Trust, IADB, and 
others focused on piloting optical shops 
and mobile eye vans in addition to the 
original “Vision Entrepreneur” model

90 percent of optical shops’ costs  
covered by sales

Mobile van sales increased 200 
percent

lifespring  
hospitals (India) 

Low-cost, high- 
quality maternal 
care hospital chain

Training & 
development; process 
improvements

Grants from the Nike Foundation and 
the Rockefeller Foundation to study 
clinical practices and train nurses more 
effectively

Incidence of cesarean section reduced 
50 percent

Increased retention of skilled nurses

Western seed  
company (Kenya)

Plant breeders and 
producers of hybrid 
maize seed and 
dissemination to 
smallholder farmers

Market creation Grants from the Africa Enterprise 
Challenge Fund to create a direct 
access sales program that reached 
farther into rural areas, bringing access 
to previously unserved farmers

More than 40,000 farmers reached 
through the direct access sales 
channel

national Rural  
support  
programme 
(Pakistan) 

Agricultural  
microfinance bank

Technical assistance Grants from the Bill & Melinda Gates 
Foundation and IFC helped NRSP 
successfully spin off a for-profit 
microfinance bank in 2010

NRSP Bank has provided agriculture  
financing to more than 120,000  
smallholder farmers since 2010

international  
development  
enterprises–india 
(India)

Promotes agricultural 
technologies for 
smallholder farmers

Market creation Grant from the Bill & Melinda Gates 
Foundation paid for extensive 
marketing efforts in rural areas to 
create demand for drip irrigation

Significant sales increases for drip 
irrigation and manually operated pedal 
pump

http://www.acumenfund.org/investment/gulu-agricultural-development-company.html
http://www.acumenfund.org/investment/gulu-agricultural-development-company.html
http://www.acumenfund.org/investment/gulu-agricultural-development-company.html
http://um.dk/en/danida-en/
http://um.dk/en/danida-en/
http://www.visionspring.org/home/home.php
http://www.mulagofoundation.org/
http://www.jasmine.org.nz/
http://www.iadb.org/en/inter-american-development-bank,2837.html
http://www.lifespring.in/
http://www.lifespring.in/
http://nikeinc.com/pages/the-nike-foundation/
http://www.rockefellerfoundation.org/
http://www.westernseedcompany.com/
http://www.westernseedcompany.com/
http://www.aecfafrica.org/
http://www.aecfafrica.org/
http://nrsp.org.pk/
http://nrsp.org.pk/
http://nrsp.org.pk/
http://www.gatesfoundation.org/Pages/home.aspx
http://www.gatesfoundation.org/Pages/home.aspx
http://www1.ifc.org/wps/wcm/connect/corp_ext_content/ifc_external_corporate_site/home
http://www.ide-india.org/
http://www.ide-india.org/
http://www.ide-india.org/
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example illustrates, direct grants to the company and a government 
subsidy program both played significant roles in accelerating the 
growth of the business without distorting the end market for af-
fordable power in rural Bihar.

The big question is whether enterprise philanthropy can grow 
large enough to meet the need. Enterprise grantmaking is hard to 
do, it often requires hands-on support and high engagement, and it 
is different enough from traditional grantmaking that it will feel very 
foreign to most grantmakers. It is hard to imagine a world in which 
billions or tens of billions of dollars of enterprise philanthropy flow 
into the sector as direct grants. The challenge is not just the avail-
ability of philanthropic capital and the mindset shift that would 
have to occur on the part of grantmakers, it is also that an entire 
infrastructure of enterprise grantmakers, on the ground and able 
to work directly with companies, would have to be built globally. 
This is certainly possible, but it is daunting.

A complementary solution to addressing the Pioneer Gap is to 
increase the supply of impact investment capital whose risk/return 
profile is aligned with the realities of early-stage companies in remote, 
underserved markets. Despite the rhetoric of the impact investing 
sector, our interviews affirm that most impact investors won’t invest 
in the early stage. And why would they? Most impact investment 
funds are backed by limited partners who expect returns of 10 to 
15 percent per year or higher. Although there’s no doubt that some 
risky early-stage ventures with huge potential social impact will offer 
these levels of financial return, our research shows that most of these 
early-stage companies do not offer a sufficiently attractive invest-
ment proposition to hit this financial benchmark across a portfolio.

The clear solution is to create more investment funds that have 
more moderate financial return targets—for example, 5 percent 
per year or lower. These funds, whether investment capital or phi-
lanthropy, would be designed to look for the highest social return; 
those structured as investment funds would hit a minimum thresh-
old of financial return. This orientation would be the exact opposite 
of what is predominantly happening in today’s impact investing 
market, where financial returns are paramount and firms must hit 
minimum social impact targets.

What might such funds look like? The simplest and most attrac-
tive approach is for limited partners to make their social impact the-
sis more rigorous and explicit and then offer capital to investment 
funds that will commit to hitting these social targets while offering 
a more modest rate of financial return. To make this work, the in-
vestment committees of the major institutional funders—many of 
them government bodies funded by public monies—would have to 
be comfortable having a subset of their investment capital explic-
itly structured to tolerate lower financial returns in order to achieve 
more aggressive social impact targets.

Another approach would be to build more blended investment 
funds that combine investment capital with philanthropic or techni-
cal support funding. For example, a new $50 million investment fund 
could also raise a $10 million philanthropic fund—this approach is 
similar to the recent fund raised by Grassroots Business Fund. The 
advantage of this structure is that it gives the investors freedom to 
deploy targeted grant capital to their investees, much like the Shell 
Foundation did for Husk Power Systems. In addition, by having the 

investor provide both the grant and investment capital, getting align-
ment of purpose toward creating a profitable business proposition 
is a more straightforward undertaking. The challenge of course is 
that most investors are not adept at raising philanthropy, and many 
philanthropic funders do not want to feel they are subsidizing inves-
tors’ returns. So, although conceptually attractive, this approach has 
some limitations in practice unless individual investors prove more 
willing to provide both investment and grant capital.

Finally, at the most aggressive end of the impact spectrum, more 
funds could be created that are backed by philanthropic capital. Acu-
men Fund is one such model, as is any fund created from private 
capital that doesn’t have an explicit return expectation to external 
investors. Such philanthropically backed funds have the most flex-
ibility to take early-stage risk and to test the limits of where markets 
will work to solve some of the toughest social issues.

Although it is easy to describe each of the three solutions above, 
it is difficult to make more of this funding materialize in practice. 
Investment committees are slow to change their investment theses 
and their risk tolerance, and it is challenging for a limited partner 
thousands of miles away from an investment to be able to distin-
guish between the kinds of impact different funds will actually 
have on the ground—meaning higher-return funds can look like 
they represent limited trade-offs in terms of impact. Harder still is 
to increase the supply of philanthropy, both because philanthropy 
is always difficult to raise and, more challenging still, because the 
growing orthodoxy is that impact investing can and should be 
funded by traditional investor capital.

One way to attack this problem is to have more fund managers 
and more funders experimenting with fund structures that more di-
rectly and appropriately align fund partners with the fund’s impact 
objectives: rather than use traditional fund structures that provide 
incentives to maximize fund returns (through carry), create funds 
that explicitly aim to maximize social impact while requiring a lower 
minimum return on invested capital. For example, a fund could 
have a bonus structure whose sole payout mechanism is a function 
of hitting social impact targets, instead of specific financial targets.

More broadly, the sector needs a mindset shift. For the impact 
investing sector to reach its potential, it needs to return to first 
principles and articulate what kind of impact we aim to create for 
which populations. Our research has shown us that unless we create 
a structural shift in the supply of capital, the Pioneer Gap will persist; 
businesses that most aggressively target the most difficult-to-reach 
people and the toughest social problems will continue to struggle 
for funding; and “impact” will be loosely defined rather than a core 
purpose of nearly all impact investing funds.

the futuRe of impact investing

The growing interest in impact investing is a sign of an emerging 
consensus: the time has come to use the tools of business and invest-
ing to achieve social good. In the froth of excitement surrounding 
impact investing, however, we worry that a limited notion of the 
tools of impact investing may be hamstringing its goal: to build and 
scale organizations that help to solve big social problems.

A close look at impact investing reveals myriad investing goals, 
theories of change, and financial return expectations. It is early enough 
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in the life of the sector that no one philosophy or approach can con-
fidently claim to achieve the greatest impact per dollar invested. But 
for any of these approaches to flourish, we need much more clarity 
about our definitions of success. Impact investing was created as a 
reaction to the limitations of single bottom line investing, yet ironi-
cally many of the newest impact investing funds have traditional 
private equity fund structures that expect high financial returns 
and that compensate fund partners on these financial returns with-
out any explicit aim or incentive for achieving social impact targets.

At Acumen, the investing in impact investing has always been a 
means, not an end in itself. For most other funds that cannot be the 
case because of investor demands for high financial returns. One of 
the risks we face is that more and more of the capital coming into 
impact investing has impact as a secondary goal. Our research in-
dicates that it is difficult if not impossible to have impact as a pri-
mary goal while generating consistent capital growth for limited 
partners. Driven by the traditional fund structures and return ex-
pectations, many fund managers will have no choice but to screen 

out all investments that promise anything 
less than significant capital growth. With 
that as a first screen they will quickly dis-
cover that they cannot invest in many of 
the most innovative, early-stage, high-
potential businesses.

The result will be that the Pioneer Gap 
will persist, and many of the most promis-
ing social businesses will have to improvise 
to raise money. Philanthropic grants can 
play an important role in funding early-
stage companies, but we worry that they 
do not have sufficient funds to meet the 
needs of the sector. Targeted government 
subsidies and funding can also play a role, 
but they have to date also proven to be 
insufficient. Without a structural change 
in the capital market for social businesses 
that attracts more impact investors, many 
will fail to bridge this gap.

The problem is not one of will. Many 
new and existing impact investors are do-
ing this work because they care profoundly 
about social impact. But there are two ma-
jor barriers to creating a well-functioning 
impact investing marketplace. The first is 
ideology—the simple notion that any in-
vestment involving trade-offs or submarket 
rates of return inherently is bad investing 
and is unsustainable. The second is a lack 
of imagination on the part of funders to 
create products that match the real needs 
in the marketplace.

Over the course of our study we heard 
a lot of frustration. Impact investors are 
frustrated that there are not enough in-
vestment-ready companies, which makes 

it hard for them to meet their stated financial and social goals. So-
cial entrepreneurs are frustrated because in the early stages of the 
company’s development, when they need money most, impact in-
vestors won’t invest. The market has incredible potential, but this 
potential will be realized only if investing capital can align itself 
with the realities on the ground. And until the enabling environ-
ment for pioneering social businesses changes radically—until we 
have better infrastructure, deeper talent pools, and more proven 
business models—investors will not be financially compensated 
for the risks they take.

Impact investing has come far as a sector. Just a decade ago, the 
notion that philanthropy could be used for investment was unheard 
of. The idea that direct grants to a for-profit company could be a 
mainstream strategy to fight poverty would have seemed absurd. 
The idea that pursuing social impact could be incorporated in an 
investing strategy—whether in public or private markets—was seen 
as a fringe notion. So much has become mainstream, so much more 
is possible, but only if we realize that we are just at the beginning. n

The Four P’s of Enterprise Philanthropy
All the stakeholders who fund a new enterprise must be aligned in their purpose. 
This isn’t always the case. For example, in 2007, Acumen co-invested in a promis-

ing microinsurance business in Pakistan, the First Microinsurance Agency (FMiA) along with 
the Aga Khan Agency for Microfinance and the Bill & Melinda Gates Foundation. These three 
organizations’ seemingly complementary motivations weren’t closely enough aligned to create 
a successful enterprise. The Gates Foundation grant allowed the business to grow quickly with-
out compelling the company to be financially viable. Aga Khan was primarily focused on pro-
viding quality insurance coverage to a geographically focused clientele, which made it difficult 
for the company to refocus when the business opportunity in Karachi seemed more promising. 
Ultimately, the business suspended operations and was acquired by New Jubilee, a large insur-
ance provider. Poor alignment of purpose among FMiA’s three main capital providers was part 
of what kept this business from thriving on its own.   

Grants can play an important role in covering certain costs as-
sociated with startup and market creation, but using grants to 

directly subsidize the end price of the product to consumers will undermine the long-term vi-
ability of the business. In the case of Husk, the Shell Foundation grants were never used to sub-
sidize the price of power to the end user. Even the capital subsidy from the Indian government, 
which shortened the breakeven time for individual plants, required the company to set a price 
that covered all plant operating costs and corporate overhead.  

Enterprise philanthropy can help a firm along the path from blueprint to scale 
by using milestones to chart the progress toward viability. At Husk, the Shell 

Foundation grants were made in four tranches: before the next tranche could be released, the 
company had to show progress toward specific business milestones. Of course, it is not always 
easy to toe the line on progression—Husk came close to running out of money a number of 
times along its way. But the company’s ability to hit these milestones was crucial to its ability to 
make a convincing pitch to the first round of impact investors. 

Developing new business models in any market is hard work. The microfinance 
model took many years and billions of dollars of subsidy before it took hold as a 

financially self-sustaining, even profitable, business. Why, then, do many impact investors expect 
their portfolio companies to achieve breakeven and profitability in a short time, often two or three 
years? The challenge of building a new business serving customers who have never had a func-
tioning market for many products and services is that time horizons can be long. The question in-
vestors and entrepreneurs must answer is how to demonstrate enough progress to know that a 
new, innovative solution has the potential to become a sustainable business serving millions.
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