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ARTICLE INFO ABSTRACT

JEL codes: Impact investors pursue both financial and social goals and have become an important source of
G24 funding for social enterprises. Our study assesses impact investor criteria when screening social
131 enterprises. Applying an experimental conjoint analysis to a sample of 179 impact investors, we
I\G/Illls find that the three most important criteria are the authenticity of the founding team, the
G30 importance of the societal problem targeted by the venture, and the venture’s financial sustain-
Keywords: ability. We then compare the importance of these screening criteria across different types of

impact investors (i.e., donors, equity investors, and debt investors). We find that donors pay more

Impact investing | . . . . . . s
attention to the importance of the societal problem and less attention to financial sustainability

Entrepreneurial finance

Social enterprise than do equity and debt investors. Additionally, equity investors place a higher value on the large-
Conjoint analysis scale implementation of the social project than do debt investors. We contribute to the nascent
Screening criteria literature on impact investing by documenting how impact investors make investment decisions

and by providing a nuanced view of different investor types active in this novel market. Practical
implications exist for both impact investors and social enterprises.

1. Introduction

Impact investors pursue financial and social goals. Similar to traditional investors, impact investors aim for market-rate financial
returns through the provision of financial assets (e.g., Brest and Born, 2013; Louche et al., 2012). However, in addition to these
financial goals, impact investors aim for a positive environmental or social impact of their investment (e.g., Brest and Born, 2013; Harji
and Jackson, 2012). Impact investing has grown in importance, and impact investors are an increasingly important source of funding
for social enterprises (SE) (e.g., Geczy et al., 2019; The Economist, 2017). Since the advent of impact investing in 2007 (Rodin and
Brandenburg, 2014), the market has grown to include 1340 impact investment organizations, with USD 502 billion in assets worldwide
(Global Impact Investing Network (GIIN), 2019a). In addition, the increasing importance of impact investing has been accompanied by
a surge in scholarly interest (e.g., Barber et al., 2020; Bugg-Levine and Emerson, 2011; Chowdhry et al., 2019).

Thus far, however, we know little about the investment process of impact investors. In particular, we do not know which criteria
matter when impact investors screen SEs. This is an important gap in the literature that needs to be closed because SEs looking for
funding require knowledge about the criteria they should focus on when applying for funding from impact investors. Since the goals of
traditional investors differ from those of impact investors, the investment selection processes and the screening criteria of impact
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investors and traditional investors likely differ as well (e.g., Chowdhry et al., 2019; Hartzmark and Sussman, 2018). Hence, the
findings of the established literature on the screening criteria of traditional entrepreneurial finance investors (e.g., Block et al., 2019;
Gompers et al., 2020; Kaplan and Stromberg, 2004) cannot be applied to the context of impact investing. To close this gap in the
literature, our study assesses the following three research questions: Which screening criteria do impact investors use, what is their
relative importance, and how do they differ between different types of impact investors?

We use a multimethod design to investigate these research questions. First, we conduct 12 qualitative interviews with experts to
identify impact investors’ most important screening criteria. These criteria relate to the social impact (i.e., the importance of the
societal problem that is addressed by the SE and the large-scale implementation of the solution), the founding team (i.e., authenticity
and professional background), and the business (i.e., financial sustainability, degree of innovation, and proof of concept) of the SE."
Based on these screening criteria, we then conduct a conjoint experiment to quantitatively assess which of these criteria are most
important for impact investors. Our conjoint experiment covers 4296 investment decisions made by 179 impact investors who invest
directly in SEs.

We find that the authenticity of the founding team, the importance of the societal problem, and financial sustainability are the most
important screening criteria for investors. The least important criterion is the professional background of the founding team. Hence,
our results show that impact investors generally consider a mixed set of attributes when screening investment targets and making
investment decisions. Focusing on differences between different types of impact investors, we show that purely philanthropic impact
investors who provide SEs with donations differ in their selection processes compared to equity and debt investors. For example,
donors attach a higher weight to the importance of the addressed societal problem and less importance to financial sustainability.
Comparing the screening criteria of equity and debt impact investors, we find that equity investors place more importance on SEs’
scalability.

We contribute to different strands of the entrepreneurial finance literature. First, we contribute to the small but growing literature
on impact investing (e.g., Barber et al., 2020; Chowdhry et al., 2019; Geczy et al., 2019). Prior research is silent regarding the in-
vestment process of impact investors. Based on an experiment with a tightly controlled information environment, we identify how
much importance impact investors assign to each investment criterion. Our study provides an important first step towards a better
understanding of the screening and investment criteria of impact investors when selecting SEs for their portfolio. In this way, our study
is not only of theoretical importance but also has practical implications for both impact investing organizations and SEs that are
looking for funding. In addition to comparing the importance of particular screening criteria, our study also sheds light on the het-
erogeneity that exists within the group of impact investors. Equity providers, debt providers, and donors differ as investors and attach
different weights to specific screening criteria reflecting differences in their investment goals. By focusing on this within-group het-
erogeneity, our study connects to prior research on the screening process of debt and equity investors (e.g., Berger and Udell, 1998;
Mason and Stark, 2004; Ueda, 2004).

Second, our study contributes to the entrepreneurial finance literature that assesses the importance of both the funding team and its
characteristics for attracting funding from entrepreneurial finance investors (e.g., Bernstein et al., 2017; Block et al., 2019; Gompers
et al., 2020; Kaplan and Stromberg, 2004). Our results provide a mixed picture. While the authenticity of the founding team is critical
for the impact investors in our sample, the professional background of the founding team is of low importance. This finding seems to be
unique to the context of impact investing and is especially intriguing since prior research has found the professional background of the
funding team to be an important criterion of VC investors (e.g., Franke et al., 2008). In this way, our study connects to the ongoing
discussion of whether it is the ‘horse’ or the ‘jockey’ that matters when applying for funding with risk capital investors (e.g., Block
et al., 2019; Kaplan et al., 2009). Specifically, we extend this debate to the context of impact investing and show that a cut-and-dry
answer about the importance of the funding team in contrast to business and social impact characteristics is difficult to make.

Finally, our study has practical implications for the group of impact investors and for SEs that seek funding. An understanding of
impact investors’ screening criteria enables impact investors to benchmark themselves against both the industry as a whole and
important subgroups. Also, our results support SEs in their search for funding from impact investors by identifying the key attributes of
their projects that should be highlighted in an application process, particularly in the early stages of the fundraising process.
Furthermore, our results provide tips on how SEs can adjust and customize their applications for different types of impact investors. For
example, SEs seeking funding from an equity impact investor should emphasize their financial sustainability, whereas SEs seeking
funding from donors should emphasize the importance of the social problem.

2. Conceptual background
2.1. Venture philanthropy and impact investing

The concept of venture philanthropy encompasses investments that seek to achieve social goals by fostering socially-oriented
organizations (e.g., Bugg-Levine and Emerson, 2011). It distinguishes itself from conventional philanthropy by going beyond the
mere allocation of donations. Venture philanthropists are active investors who provide grants as well as high-engagement, long-term,

nonfinancial support to their portfolio companies (e.g., Grossman et al., 2013; Letts et al., 1997). This nonfinancial support leads to a
more intense relationship with funded organizations compared to that of traditional philanthropy (Van Slyke and Newman, 2006).

! The screening criteria used in this study are described in detail in Table 5.
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Examples of major venture philanthropy organizations are the Bill and Melinda Gates Foundation and the Keywell Foundation.

Impact investing is a domain of venture philanthropy that is closely connected to traditional venture finance (e.g., Geczy et al.,
2019; Grossman et al., 2013). Similar to traditional investors, impact investors provide various types of capital and funding (e.g.,
Barber et al., 2020; Gray et al., 2015). Channels of impact capital include, for example, impact investment funds, social banks, or
crowdfunding platforms (Social Impact Investment Taskforce, 2014). Furthermore, impact investors resemble traditional investors
with regard to their financial return expectations and their investment selection process and by providing value-added services and
access to networks to their portfolio companies (e.g., Brest and Born, 2013; Gordon, 2014).

2.2. Goals and types of impact investors

Despite these similarities, the goals of impact investors and traditional investors differ. In particular, impact investments strive to
create a social or environmental impact in addition to seeking financial returns (e.g., Chowdhry et al., 2019; Lee et al., 2020).? For
example, impact investors often invest in sectors that address global challenges, such as those that aim to reduce poverty or mitigate
climate change (e.g., Gray et al., 2015; Geczy et al., 2019). Therefore, impact investors do not solely assess the potential financial
return of portfolio ventures but also consider the social impact resulting from their investments. Prior research has also shown that
impact investors are willing to sacrifice financial returns to achieve social objectives (e.g., Chowdhry et al., 2019). This further dis-
tinguishes them from traditional investors, who are predominantly interested in financial returns.

Like traditional investors, impact investors are a heterogeneous group of investors who provide a wide range of investment types
(Bugg-Levine and Emerson, 2011). The GIIN (2019b) classifies different types of impact investments in a return-rate spectrum that
ranges from “below market” to “market rate”. Regarding the different forms of capital invested, impact investors can be subclassified as
investors who provide equity, debt, and donations. This heterogeneity likely influences the screening process of these investors.
Indeed, prior research on traditional investors has shown that debt investors, equity investors, and other types of investors differ
significantly in their selection processes (e.g., Block et al., 2019; Lerner et al., 2007). We extend these findings to the heterogeneous
field of impact investors since each impact investor type has distinctive return expectations and obligations for portfolio companies,
which are likely reflected in their screening criteria.

Equity investors are the most popular impact investor type and primarily invest through impact investment funds that seek
market-rate returns. These funds typically provide portfolio companies with equity and comprise entities such as venture capital or
growth equity funds (e.g., Barber et al., 2020; Bugg-Levine and Emerson, 2011). Equity investors have a clear financial interest since
their objective is to achieve market-rate financial returns through exit proceeds similar to traditional venture capital funding (e.g.,
Barber et al., 2020; Brest and Born, 2013; Gray et al., 2015).

Debt investors provide debt to portfolio companies. Typically, social banks grant this type of impact investment to SEs. Since the
financial crisis, these financial institutions have grown strongly worldwide. Other impact investors of this type are foundations or
public institutions. For example, the Calvert Foundation offers debt financing to nonprofits or small businesses in underserved
communities (Brest and Born, 2013). Although debt investors seek financial returns, their investments are often characterized by
below-market return expectations (Brest and Born, 2013).

Donors provide SEs with philanthropic donations or grants. Many SEs need this funding type to survive (Bugg-Levine et al., 2012).
Philanthropic donations are provided mainly by governments, foundations, or philanthropists. Impact investors of this type are not
concerned with market returns but rather concentrate on social goals. Thus, they are particularly attractive to SEs that are fully
committed to the social goals of their hybrid organization (Chowdhry et al., 2019).

2.3. Selection process and screening criteria in impact investing

The selection process is of major importance for the long-term success of venture finance investors (Gompers et al., 2020). In the
initial screening stage of the selection process, investment opportunities are evaluated based on a diverse set of criteria (e.g., Hall and
Hofer, 1993; Warnick et al., 2018). The initial screening decision is typically very fast (e.g., Cumming et al., 2010; Fried and Hisrich,
1994; Zacharakis and Meyer, 2000), while the subsequent due diligence phase takes months (e.g., Cumming and Zambelli, 2017;
Gompers et al., 2020). Gompers et al. (2016) argue that for every hundred opportunities, only 15 pass the initial screening stage and
are thus evaluated more deeply. Therefore, the main task in the initial screening phase is to identify “investment-ready” ventures based
on several screening criteria (e.g., Hall and Hofer, 1993; Mason and Harrison, 2004). Often, business plans are used to screen in-
vestment opportunities in the first step (Fried and Hisrich, 1994). Therefore, prior research has investigated which investment criteria
are most relevant to venture finance investors when screening a business plan (e.g., Gompers et al., 2020; Kaplan and Stromberg, 2004;
Zacharakis and Meyer, 2000). These criteria vary across investor types (e.g., Block et al., 2019; Lerner et al., 2007; Ueda, 2004). For
example, Gompers et al. (2020) suggest that the management team is of major relevance in a selection process of venture capitalists,
whereas Block et al. (2019) indicate that it is less important to leveraged buyout funds.

The structure of the investment process of impact investors is similar to that of traditional venture finance investors (e.g., venture
capitalists) (Miller and Wesley, 2010). Impact investors usually screen a large number of investment opportunities to identify a small

2 Due to the active searching by impact investors for positive changes, they also differ from socially responsible investors. Socially responsible
investors initially try to do no harm with their investments and therefore exclude negatively connotated sectors (e.g., Galema et al., 2008; Hong and
Kostovetsky, 2012; Renneboog et al., 2008; Riedl and Smeets, 2017).
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number of ventures for further consideration. However, the investment criteria of impact investors partly differ from those of tradi-
tional investors since they follow not only financial but also social objectives (Chowdhry et al., 2019; Hartzmark and Sussman, 2018).
Impact investors’ goal of having a social impact through their investments is reflected in their selection process. Thus, while the team-
related criteria and business-related criteria between venture finance investors and impact investors might overlap (e.g., the profes-
sional background of a team or profitability) (e.g., Gompers et al., 2020; Kaplan and Stromberg, 2001), the social impact-related
criteria represent a particularity of impact investors (Miller and Wesley, 2010). Due to the even more diverse set of relevant selec-
tion criteria, a recent study by Lee et al. (2020) shows that impact investors face particular challenges in their decision-making, and the
authors identify the need for further empirical research to better understand the selection processes of impact investors. For example,
there is a gap of knowledge regarding how specific investment criteria might be more or less important to impact investors compared to
traditional venture finance investors. Since Barber et al. (2020) show that impact investors are accepting lower IRRs, business-related
criteria might therefore also be of less importance for them. Furthermore, GIIN’s investor survey (2018) indicates that the amount of
high-quality investment opportunities is limited, which emphasizes the need to identify promising portfolio companies in the initial
screening decision.

3. Hypotheses
3.1. The importance of specific investment criteria

Against this background, we investigate the investment criteria of impact investors in the initial screening phase. Since impact
investors (and their portfolio ventures) pursue a hybrid goal set, we argue that these hybrid goals are reflected in their investment
criteria, and we distinguish between social impact, founding team, and business criteria.

3.1.1. Social impact criteria

Impact investors aim to address societal issues and strive for societal impact with their investments. Thus, the societal impact of
their portfolio ventures is an important precondition for achieving their own impact. However, the societal impact of investment
opportunities differs because not all SEs that are considered potential investments have the same potential to create societal impact (e.
g., Zahra et al., 2009). For example, an SE promoting musical education in a specific region arguably has a lower societal impact than
an SE that addresses climate change or global poverty. Accordingly, prior research has shown that the importance of the societal
problem addressed by the SE leads to a higher level of attention from stakeholders (Zahra et al., 2008). Thus, we postulate the
following hypothesis:

H1a. : Impact investors are more likely to select an SE that addresses a highly important societal problem than an SE that addresses a societal
problem of medium or low importance.

The scalability of an SE determines the societal impact that can be achieved. The different forms of social scalability have received
ample attention in prior research (e.g., Bloom and Chatterji, 2009; Dees et al., 2004; Shepherd and Patzelt, 2020; Tracey and Jarvis,
2007; Zahra et al., 2009). This research shows that societal needs can be regional, national, or even global. Hence, the potential to scale
the societal impact of an SE from a regional level to a global level may be an important criterion for impact investors (e.g., Grossman
et al., 2013). Thus, the following hypothesis should apply:

H1b. : Impact investors are more likely to select an SE with a high degree of scalability than an SE with a medium or low degree of scalability.

3.1.2. Founding team criteria

Prior research on entrepreneurial finance documents that investors consider management team characteristics as important in-
vestment criteria (e.g., Gompers et al., 2020; Kaplan and Stromberg, 2004). Typically, the characteristics considered refer to the
management team’s experience or educational background. For SEs, an important founding team characteristic is the authenticity with
which a founding team pursues its idea. In our case, authenticity refers to how credible a founding team is in solving a certain societal
problem. An explanation for the importance of authenticity is that authenticity often correlates with passion in the context of SEs (e.g.,
Radoynovska and King, 2019), which is an important motivational driver of venture success that investors typically seek in founding
teams (e.g., Chen et al., 2009). Additionally, authenticity is an important prerequisite that helps ventures obtain commitment from
other stakeholders, such as employees or customers (e.g., Radoynovska and King, 2019), thereby leading to growth. Indeed, prior
research has shown that a lack of authenticity can impede SE growth (e.g., Davies et al., 2019). Being an authentic founder sends a
strong and difficult to imitate signal to impact investors. Based on these arguments, we suggest the following hypothesis:

H2a. : Impact investors are more likely to select an SE which has a highly authentic founding team than an SE with a medium or low authentic
founding team.

The educational background of SE founders varies greatly. In addition to educational backgrounds in a technical field or business,
many social entrepreneurs have an educational background that is based in a social sector. This is the case because many social en-
trepreneurs identify their business opportunities through their own personal experiences (e.g., Renko, 2013; Yitshaki and Kropp,
2016). We shall argue that impact investors attribute more industry or field experience to social entrepreneurs with an education based
in a social sector and trust them to be better able to identify important societal problems and build an impactful social venture. We
propose the following hypothesis:
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H2b. : Impact investors are more likely to select an SE that has a founding team with an educational background in a social sector compared to
an SE that has a founding team with a business or technical educational background.

3.1.3. Business criteria

In addition to social impact goals, impact investors also pursue financial goals. Hence, SEs need to build a financially sustainable
business model. This is especially important due to the threat of grant and donation dependency, which SEs need to avoid (e.g., Chell,
2007). In line with this argument, earlier research in entrepreneurial finance has shown that economic or business criteria generally
constitute important investment criteria (e.g., Block et al., 2019; Gompers et al., 2020). Therefore, we argue that impact investors also
look for investments that can demonstrate financial sustainability, and we suggest the following hypothesis:

H3a. : Impact investors are more likely to select an SE that has a high degree of financial sustainability than an SE with a medium or low degree
of financial sustainability.

Innovation is an important characteristic of SEs. Almost by definition, SEs strive to solve societal problems in a new way. Prior
research by Grossman et al. (2013) notes that venture philanthropists support SEs that use innovations to break outdated patterns and
achieve social change. We argue that this preference for innovative solutions also applies to impact investors and expect that a higher
degree of innovativeness increases the likelihood of an investment by an impact investor. This leads us to our next hypothesis:

H3b. : Impact investors are more likely to select an SE that has a high degree of innovation than an SE with a medium or low degree of
innovation.

Due to their hybrid goals, SEs often have complex business models, which creates uncertainty. Hybrid business models can lead to
contradictions and create tensions within the organization (Smith et al., 2013). Like all investors, impact investors aim to reduce their
investment risk and, ceteris paribus, would like to invest in SEs with low levels of uncertainty. Achieving a proof of concept reduces this
uncertainty and marks an important milestone for an SE, as it indicates that both financial and social objectives can be aligned and
long-term impact can be achieved. Thus, we hypothesize the following:

H3c. : Impact investors are more likely to select an SE that can provide a proof of concept than an SE that cannot provide a proof of concept.

3.2. Differences across different types of impact investors

As mentioned above, the group of impact investors is very heterogeneous and consists of many different types. We distinguish
between equity investors, debt investors, and donors. These investor types differ in their financial return expectations and the
importance attached to social impact. We, therefore, assume that these differences are already reflected in the screening criteria of
impact investors. This is in line with previous research, which shows that the diverse goals of investors are reflected in their decision-
making and in the criteria used (Block et al., 2019). Equity and debt impact investors will emphasize business criteria as they also
expect a financial return (rather than only a social impact) for their investment. Donors, in turn, do not expect a financial return for
their investment but pursue primarily social goals. Accordingly, we expect donors to put comparatively more weight on social impact
criteria and less weight on business criteria compared to equity and debt impact investors. Hence, the following two hypotheses should
apply:

H4a. : In contrast to donors, equity and debt impact investors put more weight on business criteria.

H4b. : In contrast to donors, equity and debt investors put less weight on social impact criteria.

4. Research design
4.1. Data and sample

To assess impact investors’ screening criteria, we conducted a survey-based conjoint analysis. To construct our sample, we iden-
tified impact investors in the central European D/A/CH region (Germany, Austria, and Switzerland) in two steps. First, we conducted a
computerized search strategy since an established database of impact investors does not exist. Using the keywords “impact investing”,
“social investing”, “philanthropic investing” and “social entrepreneurship”, we identified impact investors from the social network
platforms LinkedIn and XING (which is a German professional social networking site). We provided the impact investors with indi-
vidual links to our experiment and survey.” In this step, we identified 763 individuals (67.6%) for our sample population. In the second
step, we identified an additional set of 366 (32.4%) investors through a manual search of impact investors’ and SEs’ websites. As an
incentive for participation, we donated 10 EUR from each participant to an SE (e.g., Africa GreenTec).? In total, we were able to

3 The translated survey is included in the Online Appendix (OA.III).
“ Information about the donations was provided on the introductory page of the experiment.
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Table 1
Assessment of a potential nonresponse bias and equality of distribution.
Variable (1) Non-respondents (N = 478) (2) Final sample (N = 179) (1) vs. (2) Kolmogorov-Smirnov test
Gender
Male 0.508 0.581 0.072 -
Age
<30 0.165 0.263 0.098 -
30-40 0.453 0.397 —0.056 -
40-50 0.243 0.223 —0.019 -
>50 0.140 0.117 —0.023 -
Level of education
High school graduation 0.023 0.045 0.022 -
Bachelor degree 0.138 0.117 —0.021 -
Master degree 0.677 0.670 —0.007 -
PhD 0.160 0.162 0.002 -
Age (categorical) 2.351 2.207 — —0.102%
Level of education (categorical) 4.987 4.939 - —0.031

To assess whether a nonresponse bias potentially influences our results, we compare non-respondents of our sample (N = 950) to our final sample (N
= 179) along with several characteristics. Because of missing values for the variables age and level of education, the sample of non-respondents is
reduced to N = 486. The first column reports the mean values in the initial population. The second column reports the mean values of our final sample.
The third column reports the difference between the mean values along with the significance of z-tests for proportions. The final column reports the
difference between the mean values along with the significance of a two-sided Kolmogorov-Smirnov test for equality of distribution. Significant values
indicate statistically significant differences. * < 0.10, ** p < 0.05, *** p < 0.01.

Table 2
Assessment of a potential late-response bias.
Variable (1) First half (N = 90) (2) Second half (N = 89) (1) vs. (2)
Gender
Male 0.656 0.517 0.139 (0.353)
Age
<30 0.267 0.270 —0.003 (0.984)
30-40 0.411 0.371 0.040 (0.787)
40-50 0.244 0.202 0.042 (0.778)
>50 0.078 0.157 —0.080 (0.595)
Level of education
High school graduation 0.044 0.056 —0.012 (0.937)
Bachelor degree 0.100 0.157 —0.057 (0.702)
Master degree 0.644 0.674 —0.030 (0.842)
PhD 0.200 0.112 0.088 (0.558)
Educational background
Business/economics 0.556 0.629 —0.074 (0.622)
Natural sciences 0.067 0.101 —0.034 (0.818)
Social sciences 0.300 0.202 0.098 (0.513)
Entrepreneurial experience 0.344 0.382 —0.038 (0.802)
Type of investment
Donations 0.689 0.607 0.082 (0.491)
Equity 0.344 0.404 —0.060 (0.688)
Debt 0.267 0.348 —0.082 (0.585)

To assess whether our results are affected by a late-response bias, we compare the first half of our respondents (N = 90) to the second half of our
respondents (N = 89) along with their individual characteristics. The first column reports the mean values in the first half of the participants. The
second column reports the mean values of the second half of the participants. The last column reports the difference between the mean values along
with the significance of z-tests for proportions. All variables are defined in Table 3. P-values are reported in brackets in the last column.

identify a population of 1129 impact investors, out of which 179° (response rate = 11.4%) participated in our experiment.

We conducted several tests to assess the representativeness of our sample. First, we compared the gender, age, and educational level
of our respondents with those of the nonrespondents. For the nonrespondents, we collected information for all variables manually. The
results of the nonrespondents’ test are displayed in Table 1, which reports the mean values of both populations and a z-test for equality

5 Compared with previous conjoint studies, the sample size of our experiment is appropriate (e.g., Franke et al., 2006, 2008; Shepherd and
Zacharakis, 2002). Particularly, the high amount of observations (4296), due to the amount of decisions that had to be taken by each participants,
further strengthens the reliability our results.
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Table 3
Descriptive statistics and definitions of the variables.
Variable Mean  S.D. Min. Max.  Description
Panel A: Characteristics of the individual impact investor
Male 0.59 - 0 1 Participant’s gender (dummy; 1 = male, 0 = female)
Age 3.19 0.96 1 5 Participant’s age (categorical; 1 < 20, 2 = 20-29, 3 = 30-39, 4 = 40-49, 5 > 49)

Level of education 3.91 073 1 5 Participant’s level of education (categorical; 1 = less than high school graduation, 2 = high
school graduation, 3 = bachelor degree, 4 = master degree, 5 = PhD)

Education: business/ 0.59 - 0 1 Participant has an educational background in business or economics (dummy; 1 = yes, 0 =
economics no)

Education: humanities 0.22 - 0 1 Participant has an educational background in humanities (dummy; 1 = yes, 0 = no)

Education: social sciences 0.25 - 0 1 Participant has an educational background in social science (dummy; 1 = yes, 0 = no)

Entrepreneurial experience 0.57 - 0 1 Participant has experience as an entrepreneur (dummy; 1 = yes, 0 = no)

Experience as investor 3.75 1.75 1 5 Participant’s experience as an investor (categorical; 0 = No decision made, 1 = 1 decision

made, 2 = 2-4 decision made, 3 = 5-10 decision made, 4 > 10 decision made)

Panel B: Characteristics of the impact investment organization

Number of employees 2.43 2.43 1 5 Impact investor company’s number of employees (categorical; 1 < 10; 2 = 10-49, 3 = 50-99,
4 =100-249, 5 > 249)
Impact investing as core 0.56 - 0 1 Impact investing is the main activity of the impact investor company (dummy; 1 = yes, 0 =
activity no)
Investment type: Equity 0.37 - 0 1 Impact investor company invests equity in portfolio companies (dummy; 1 = yes, 0 = no)
Investment type: Debt 0.31 - 0 1 Impact investor company invests debt in portfolio companies (dummy; 1 = yes, 0 = no)
Investment type: Donations 0.65 - 0 1 Impact investor company provides donations to portfolio companies (dummy; 1 = yes, 0 =
no)
Motive: Stakeholder 3.34 1.05 1 5 Impact investor company opinion on stakeholder expectations (ordinal; 1 = unimportant, 5
expectations = very important)
Motive: Financial interests 2.68 1.17 1 5 Impact investor company opinion on financial interests (ordinal; 1 = unimportant, 5 = very
important)
Motive: Reputation 3.25 0.99 1 5 Impact investor company opinion on reputation (ordinal; 1 = unimportant, 5 = very
important)
Motive: Employer Branding 2.82 1.03 1 5 Impact investor company opinion on employer branding (ordinal; 1 = unimportant, 5 = very
important)
Stage of development: Idea 0.48 - 0 1 Impact investor company invests in the idea development stage (dummy; 1 = yes, 0 = no)
development
Stage of development: Seed 0.53 - 0 1 Impact investor company invests in the seed stage (dummy; 1 = yes, 0 = no)
stage
Stage of development: Startup ~ 0.68 - 0 1 Impact investor company invests in the startup stage (dummy; 1 = yes, 0 = no)
stage
Stage of development: 0.47 - 0 1 Impact investor company invests in the expansion stage (dummy; 1 = yes, 0 = no)
Expansion stage
Stage of development: 0.27 - 0 1 Impact investor company invests in the establishment stage (dummy; 1 = yes, 0 = no)
Establishment stage
Stage of development: Exit 0.03 - 0 1 Impact investor company invests in the exit stage (dummy; 1 = yes, 0 = no)
stage
Social area: Environment 0.67 - 0 1 Impact investor company focuses on environmental-oriented companies (dummy; 1 = yes, 0
= no)
Social area: Health 0.36 - 0 1 Impact investor company focuses on health-oriented companies (dummy; 1 = yes, 0 = no)
Social area: Poverty reduction ~ 0.41 - 0 1 Impact investor company focuses on poverty reduction-oriented companies (dummy; 1 = yes,
0 = no)
Social area: Education 0.57 - 1 1 Impact investor company focuses on education-oriented companies (dummy; 1 = yes, 0 = no)
Social area: Social inclusion 0.44 - 0 1 Impact investor company focuses on social inclusion-oriented companies (dummy; 1 = yes, 0
=1no0)
Social area: Others 0.08 - 0 1 Impact investor company focuses on other-oriented companies (dummy; 1 = yes, 0 = no)

This table provides an overview of the full sample used in our analysis and displays descriptive statistics along with variable definitions. Panel A
describes variables related to characteristics of the individual impact investor. Panel B describes variables related to characteristics of the impact
investment organization. Panel C describes variables related to characteristics of the social ventures. The sample comprises of 179 participants.

of proportions. No statistically significant differences emerge across our variables, which suggests that no major differences exist
between the respondents and the nonrespondents. Furthermore, we considered listed members of the European Venture Philanthropy
Association (EVPA) in our experiment. In total, 45 respondents in our final sample work for EVPA organizations. These employees
represent 17 of the 31 EVPA member organizations located in the DACH region (54.8%). The remaining participants originate from
other organizations that invest in SEs, such as the Purpose Foundation, GLS Bank, or Invest in Visions.

Furthermore, we conducted a late-response bias test to determine whether the early respondents differed from the late respondents
(Graham and Harvey, 2001). We assessed this bias by splitting our sample into two samples—the first half of the respondents (N = 90)
and the second half (N = 89)—and we compared the mean values of their individual characteristics using a z-test. Table 2 shows the
results. In summary, we find no statistically significant differences between the characteristics of early and late respondents; thus, a
late-response bias is unlikely.
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Table 4

Descriptive statistics across different types of investors.
Variable Full sample (N = 179) Equity (N = 67) Debt (N = 55) Donations (N = 116) ANOVA
Panel A: Characteristics of the individual impact investor
Male 0.59 0.68 (+) 0.60 0.57
Age 3.19 3.33 3.21 3.20
Level of education 4.91 4.93 4.93 4.94
Education: business/economics 0.59 0.63 0.72 (+) 0.56 *
Education: humanities 0.22 0.15 (-) 0.07 () 0.29 (+) ek
Education: social sciences 0.25 0.21 0.18 0.28
Entrepreneurial experience 0.57 0.69 (+) 0.62 0.54 *
Experience as investor 3.75 3.97 (+) 3.67 3.74
Panel B: Characteristics of the impact investment organization
Number of employees 2.43 1.95 (-) 2.44 2.69 (+) ok
Impact investing as core activity 0.44 0.36 (—) 0.27 (-) 0.49 (+) wx
Motive: Stakeholder expectations 3.34 3.36 3.36 3.28
Motive: Financial interests 2.68 3.14 (+) 3.18 () 241 (-) ok
Motive: Reputation 3.25 3.28 3.51 () 3.21
Motive: Employer Branding 2.82 2.87 291 2.83
Stage of development: Idea development 0.48 0.34 (-) 0.42 0.52 i
Stage of development: Seed stage 0.53 0.51 0.53 0.55
Stage of development: Startup stage 0.68 0.67 0.65 0.72 (+)
Stage of development: Expansion stage 0.47 0.54 0.64 (+) 0.45 i
Stage of development: Establishment stage 0.27 0.25 0.18 (-) 0.32 ()
Stage of development: Exit stage 0.03 0.04 0.02 0.04
Social area: Environment 0.67 0.76 (+) 0.70 0.67
Social area: Health 0.36 0.42 0.43 0.34
Social area: Poverty reduction 0.41 0.42 0.53 (+) 0.40
Social area: Education 0.57 0.47 (=) 0.55 0.63
Social area: Social inclusion 0.44 0.36 0.40 0.50 (+)
Social area: Others 0.08 0.03 (-) 0.11 0.08 (+)

This table reports differences in the mean values across the different impact investor types included in our sample. While the first column demon-
strates the mean values of the full sample (N = 179 individuals), the following columns report descriptive statistics for impact investors providing
donations, equity, and debt. Panel A outlines differences across variables related to characteristics of the individual impact investor. Panel B outlines
differences across variables related to characteristics of the impact investment organization. The signs in brackets (+/—) demonstrate whether the
respective mean value is significantly larger (+) or smaller (—) than the mean value of the remaining sample. We conducted a t-test to calculate the
significance for each individual mean value. The final column outlines the significance level obtained from an analysis of variance (ANOVA),
indicating statistically significant differences across groups. All variables are defined in Table 3. * < 0.10, ** p < 0.05, *** p < 0.01.

4.2. Descriptive statistics

Each participant filled out a questionnaire containing individual-level and organizational-level questions. The following sub-
sections report the descriptive statistics for our sample and explore the particularities of the different impact investor types (i.e.,
donors, equity investors, and debt investors). Table 3 shows the descriptive statistics and describes each variable.

Regarding individual-level characteristics, the impact investors in our sample are mostly male (59%), between 30 and 40 years old
and have a master’s degree. This is in line with the results of Lee et al. (2020), who report that their impact investors are mostly male
(60-70%), have the same age range and have a high level of education. Furthermore, the average impact investor in our sample made
between 5 and 10 investment decisions, and more than half of the respondents (57%) had entrepreneurship experience.

Regarding organizational-level characteristics, Table 3 shows that the majority of impact investor organizations (56%) see impact
investments as their core business and are mostly motivated by stakeholders’ expectations. Additionally, the startup stage is the most
common investment phase (68%), and most impact investor companies focus on environmental-oriented or education-oriented SEs.

Table 4 shows an initial comparison of the impact investor types based on the variables described in Table 3. Table 4 reports the
mean values of our full sample (N = 179) in comparison to the mean values of each investor type. The brackets behind the mean values
(+/-) indicate the results of a t-test that shows whether the respective mean values of a certain impact investor type are significantly
larger (+) or smaller (—) than the respective mean values of the full sample. The final column demonstrates the results of an analysis of
variance (ANOVA), which indicates statistically significant differences across the three groups of impact investors.

4.2.1. Equity investors

Our sample contains 67 (37%) impact investors who provide SEs with equity. This investor group differs significantly from the
other investor types in many individual and organizational variables. For example, Table 4 reports that more equity investors are male,
and fewer of them have an educational background in humanities compared to debt investors and donors. Furthermore, we find that
69% of the equity investors have an entrepreneurship background, which is significantly higher compared to the other groups.
Furthermore, equity impact investors provide their investees with “smart money”. That is, in addition to capital, they typically provide
arange of value-adding activities to their portfolio companies. These activities are often based on past entrepreneurial experience (e.g.,
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Sapp and Tiwari, 2004; Sgrensen, 2007). Finally, equity investors in our sample have more investment experience as impact investors
than do other types of investors.

Regarding organizational characteristics, equity investor organizations are significantly smaller than other investor organizations
(i.e., lower number of employees). Additionally, only 36% of the equity investor organizations pursue impact investing as their core
activity, which suggests that to most equity investors, impact investing might only be a recently established segment (e.g., Hochstadter
and Scheck, 2015) that is treated as a side business. Because equity investors strive for financial returns through exit proceeds (e.g.,
Brest and Born, 2013; Louche et al., 2012), they have higher financial interests than those of investors without financial objectives.
Regarding the stage of development of funded SEs, equity investors differ only in terms of the first stage, “idea development,” in the
sense that this investor group invests much less in projects that are still outlining their idea. Finally, with an average of 76%, equity
investors focus on SEs that tackle environmental issues more often than debt investors and donors. In contrast, they invest less in
ventures active in the field of education.

4.2.2. Debt investors

Impact investors who provide SEs with debt represent the smallest group of investors in our sample (N = 55, 31%). Table 4
demonstrates that they differ substantially from equity investors and donors. First, individuals in this group more often have an
educational background in economics (72%). This result is in line with prior research that suggests that debt investors are more
interested than other investors in the financial aspects of a funded venture (e.g., Mason and Stark, 2004) and therefore need to have a
more sophisticated understanding of economics.

Debt investors try to achieve financial returns, similar to equity investors. In addition, debt investors rate reputational motives as
more important than the other investor groups. Combined with the result that only 27% of the debt investors regard impact investing
as their core activity, this suggests that several debt investors began to pursue impact investing as a side business due to reputational
reasons. Approximately 53% of the debt investors invest in SEs that try to solve poverty issues, which is significantly higher than the
percentage of equity investors and donors. Additionally, 64% of the debt investors in SEs are expanding their businesses. This finding is
in line with the findings of previous research, which shows that debt is provided at later stages than equity investments (e.g., Berger
and Udell, 1998).

4.2.3. Donors

Our subsample of impact investors who provide investments in the form of donations encompasses 116 individuals (65%). Table 4
documents that donors differ substantially from equity and debt investors. Most of these differences occur at the organizational level.
Specifically, donors differ with regard to company size, alignment, motives, investment time, and the social area on which they focus.
In contrast to other types of impact investors, donors’ organizations have more employees on average. Furthermore, 49% of these
impact investors state that impact investing is their core business, which is significantly higher than for the other types. Since donors
typically do not expect financial returns; their financial motives are weaker than those of equity and debt impact investors who are
seeking financial compensation. The donors in our sample tend to invest later than the other groups of investors. Thus, they invest in
more ventures that are active in the startup and establishment phase. Finally, donors invest more actively in SEs that operate in the
field of social inclusion. On average, half of the donors sampled invest in this field.

4.3. Design of the choice-based conjoint experiment

We conducted a survey-based conjoint experiment® to quantitatively assess the decision behavior of impact investors. Conjoint
analysis has been introduced in the marketing field to assess the relative importance of product attributes (e.g., Green and Srinivasan,
1990). Shepherd and Zacharakis (1999) transferred the experimental design to the assessment of venture capitalists’ decision making.
Conjoint experiments complement post hoc approaches (e.g., questionnaires or interviews), which have several limitations when
analyzing decision behavior (Shepherd and Zacharakis, 2018). For example, post hoc methodologies use past information that can
suffer from recall or rationalization biases (Zacharakis and Meyer, 2000). Thus, more valid results can be achieved through conjoint
analysis (Franke et al., 2006, 2008). Additionally, conjoint experiments are real-time experiments since information is collected while
decisions are being made, whereas other approaches collect data only after this process is complete. Therefore, conjoint studies are
more similar to the real decision-making behaviors of investors. Because investment decisions are made holistically by investors (e.g.,
Dane and Pratt, 2007), conjoint analyses are a useful tool for evaluating these decisions since the investment criteria can be measured
conjointly. This situation leads to an accurate representation of investors’ decision-making behavior (Block et al., 2019). Hence, every
decision for or against an investment involves making trade-offs between different criteria, which can be represented within a conjoint
experiment.

In light of these advantages, several studies in entrepreneurial finance have analyzed decision behaviors via conjoint experiments
(e.g., Block et al., 2019; Franke et al., 2006, 2008). Moreover, the studies of Bernstein et al. (2017) and Block et al. (2019) show that
experiments are gaining increasing popularity within the finance audience over post hoc approaches such as surveys (e.g., Bonini et al.,
2018; Gompers et al., 2016, 2020).

We used a discrete choice-based conjoint (CBC) experiment. Specifically, we asked impact investors to decide between two

6 The experiment was designed with “Sawtooth”. Sawtooth is a widely used tool to conduct and host conjoint analyses (e.g., Lohrke et al., 2010).
See https://www.sawtoothsoftware.com/.
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Table 5
Attributes and levels of the conjoint analysis.

Attribute Levels Label used in the experiment Definition and rationale for inclusion

Social impact criteria

Importance of the societal Low Describes the relevance and urgency of ~ The importance of the societal problem describes the extent of an
problem (3 levels — ordinal) ~ Medium solving the societal problem issue which a SE aims to solve. Thus, next to the attribute scalability

High this attribute covers the social impact which the SE wants to
achieve.

Scalability (3 levels — ordinal) Low Describes the possibility of transferand ~ The scalability covers the social impact the SE wants to achieve.

Medium large-scale implementation of the Hence, it shows the extent to which the social project of the SE can
High project be scaled to achieve a greater impact and reach more stakeholders
of the social part of the business.

Founding team criteria

Authenticity of the founding Low Describes the authenticity or credibility =~ Davies et al. (2019) argue that SEs have to maintain identity
team (3 levels — ordinal) Medium of the founders. authenticity; otherwise, barriers to growth could arise.

High Furthermore, several interview partners mentioned authenticity of
the founding team as an important attribute in their screening
criteria. It describes how credible the founding team is in solving a
certain societal problem. Finally, our attribute encompasses how
authentic or credible the founders present their business idea to
solve a societal problem.

Professional background of the Technical Represents the educational and Previous literature has shown that the professional background of
founding team (3 levels — Business professional background the founding team influences the selection processes in venture
nominal) Social of the founders finance (e.g., Franke 2006, 2008; Kaplan and Stromberg, 2004).

Therefore, this attribute describes whether the founding team has a
technical, social, or business educational and professional
background.

Business criteria

Financial sustainability (3 levels  Low Represents the extent to which the SE Describes how likely the SE will achieve financial goals in the future
— ordinal) Medium will be and not be dependent on external sources. Because of the hybrid

High able to finance itself in the foreseeable  nature of SEs, many of them are dependent on external support over
future the long term (e.g., Chell, 2007). Therefore, becoming financially
sustainable represents a great obstacle they need to overcome.

Degree of innovation (3 levels — Low Describes the novelty of the way to The innovativeness is an important component of the definition of
ordinal) Medium solve the societal problem an SE (e.g., Dart, 2004). It covers how the SE tackles a societal

High problem in a new way. Social innovation has become a large
governmental topic to tackle global problems and achieve the
Sustainable Development Goals (SDGs) (Eichler and Schwarz,
2019).

Proof of concept (2 levels — Not Proof of the feasibility of the project Describes whether a proof of concept is provided for the SEs’
ordinal) provided business model. Thus, it proofs the feasibility of the social and

Provided financial part of the SE.

hypothetical investment opportunities that differ in specific attribute levels (e.g., the authenticity of the founding team, financial
sustainability, and the degree of innovation). The idea behind this form of conjoint experiment is that participants (here defined as
impact investors) always have to make several choices between two different hypothetical investments. Because our experiment
presents hypothetical ventures to respondents, external validity may suffer. We address this issue in detail in the final section.

The experiment was explained to the participants in an introductory slide to ensure that they were evaluating the same SEs during
their decision (see the Online Appendix, OA.I). For example, prior research has suggested that investors look for a strategic fit between
the portfolio company and their investment strategy in early screenings (e.g., Fried and Hisrich, 1994; Gompers et al., 2020; Zacharakis
and Meyer, 2000). Therefore, the introductory slide clarified that the geographical and strategic orientation of each hypothetical
venture matches the interests of the investor (Franke et al., 2008). Furthermore, we explained to participants that the experiment
addresses the initial preselection of investment opportunities. This clarified that the experiment focuses on the screening stage of the
selection process of impact investors. In this initial screening phase, investors generally assess proposals in a very short time (Hall and
Hofer, 1993). Supporting this idea, previous literature has shown that applicants for venture finance have to pass an initial screening
followed by months of due diligence, with a low approval rate of approximately 20% of all requests (e.g., Cumming et al., 2010; Fried
and Hisrich, 1994; Zacharakis and Meyer, 2000).

The participants in our experiment were forced to make a discrete choice for each investment opportunity (investment: “yes” or
“no”). The advantages of this approach are that the investment criteria can be measured conjointly and that investors can be provided
with very detailed descriptions of the investment possibilities. As in any conjoint experiment, each participant made a series of de-
cisions on hypothetical investments (14 in our case) based on fixed screening criteria. Next to a description of their task, the infor-
mation presented to respondents included a description of the seven investment criteria used: (1) the importance of the societal
problem, (2) the scalability, (3) the authenticity of the founding team, (4) the professional background of the founding team the
importance of the societal problem, (5) the financial sustainability, (6), the degree of innovation, and (7) the proof of concept. Each
decision criterion has two or three different attribute levels.

10



J.H. Block et al. Journal of Corporate Finance 66 (2021) 101813

Table 6

Main effects of the conjoint analysis.* **
Model (€] 2) 3 “4)
Sample Full sample Equity Debt Donations

Attributes and levels

Log-odds (SE)

Log-odds (SE)

Log-odds (SE)

Log-odds (SE)

Social impact criteria

Hla: Importance of the societal problem: high 1.684 (0.123)*** 1.383 (0.193)*** 1.259 (0.215)%** 1.858 (0.153)***
Importance of the societal problem: medium 1.044 (0.097)*** 0.864 (0.173)*** 0.808 (0.162)*** 1.144 (0.129)***
(reference group: low)

H1b: Scalability: high 0.999 (0.103)*** 1.245 (0.194*** 0.629 (0.184)*** 0.946 (0.123)***
Scalability: medium 0.525 (0.088 0.518 (0.151)*** 0.210 (0.143)*** 0.645 (0.106)***
(reference group: low)
Founding team criteria

H2a: Authenticity of the founding team: high 1.804 (0.131)*** 1.968 (0.211)%** 1.914 (0.251)*** 1.789 (0.165)***
Authenticity of the founding team: medium 1.379 (0.112)*** 1.530 (0.179)*** 1.377 (0.205)*** 1.267 (0.139)***
(reference group: low)

H2b: Founding team background: social 0.096 (0.100) —0.044 (0.162) 0.227 (0.194) 0.088 (0.125)
Founding team background: technical —0.035 (0.090) 0.054 (0.135) 0.113 (0.175) —0.097 (0.109)
(reference group: business)
Business criteria

H3a: Financial sustainability: high 1.185 (0.122%** 1.105 (0.149)*** 1.622 (0.204)*** 1.411 (0.232)***
Financial sustainability: medium 0.771 (0.107)*** 0.725 (0.133)*** 0.934 (0.176)*** 0.956 (0.204)***
(reference group: low)

H3b: Degree of innovation: high 0.578 (0.100)*** 0.625 (0.125)*** 0.524 (0.128)*** 0.509 (0.170)***
Degree of innovation: medium 0.380 (0.092)*** 0.404 (0.111)%** 0.244 (0.147)*** 0.426 (0.193)***
(reference group: low)

H3c: Proof of Concept: provided 0.684 (0.095)*** 0.702 (0.118)*** 0.818 (0.149)*** 0.656 (0.185)***

(reference group: not provided)
N (decisions)
N (decision makers)

4.296
179

1.608
67

1.320
55

2.784
116

Notes: Estimated with robust standard errors.

The following table demonstrates the results of a clustered multilevel logistic regression with random intercepts and random slopes. The preference of
the decision maker serves as the dependent variable the independent variables are the attribute levels described in Table 5. Log-odds and standard
errors (clustered at the decision maker level) are displayed. Model 1 explores the full sample and shows that all attribute levels except the professional
background of the founding team are significantly influencing the decision of an impact investor (p < 0.001). The log-odds of each attribute level
indicate the importance impact investors attach to each criterion. For example, the attribute levels of the criterion authenticity of the founding team
have particularly high effect sizes. Models 2—4 use each impact investor type separately and enable an initial comparison of the investment criteria’s
importance for each investor type. We analyze impact investors providing donations, equity, and debt. For example, the Log-odd of 1.622 for equity
investors with regard to SEs showing high financial sustainability is much higher than the log-odd of 1.185 for the whole sample. This highlights that
being financial sustainable profitable is much more important for equator providers than for other types of impact investor. * < 0.10, ** p < 0.05, ***
p < 0.01.

The seven investment criteria were identified through expert interviews with impact investors who had investment experience in
all three impact investing areas (donations, equity, and debt). In total, we conducted 12 interviews with decision makers from impact
investing organizations located within the D/A/CH region. For our explorative interviews, we selected experts from the impact
investing field to obtain initial insights into the impact of investors’ investment criteria and selection processes. All the participants
hold a high position in their organization and have a high level of knowledge of the field (see the Online Appendix, OA. IV). We chose
this approach because research on the screening criteria of impact investors is still limited. The interviews were conducted until we
reached a sufficient number of different views that showed converged agreement between the participants on investment criteria. We
used a semistructured interview guideline to give impact investors the possibility to freely answer open-ended questions. The in-
terviews were conducted between November 2017 and March 2018. The interviews were transcribed and coded by two researchers to
ensure the reliability of the criteria.

Based on the results of previous research and based on our explorative interviews, we identified a set of investment criteria that
have a high level of importance in the selection processes of impact investors. Each attribute was explicitly explained by a brief label to
the participants (see Table 5). The different attribute labels were always visible throughout the experiment by a hover effect.
Furthermore, Table 5 illustrates the different levels of each attribute as well as our rationale for inclusion. For example, the attribute
levels of “financial sustainability” are “low”, “medium”, and “high”. These levels represent the extent to which the social venture will
be able to finance itself in the foreseeable future.

To ensure that the impact investors could assess the hypothetical investments in SEs holistically, we used a full-profile CBC, which
included all attributes listed in Table 5 (Franke et al., 2008). Based on our different attributes and attribute levels, we created a set of
500 unique experimental designs, in which each design presented a unique choice task consisting of different attribute level
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Fig. 1. Relative importance of attributes.
Notes: Calculated based on the coefficients of the main model (Table 6). Reading example: With a relative importance of 25.66%, social investors consider the authenticity of the founding team to be over

18 times as important as the attribute professional background of the founding team (relative importance: 4.2%). This value also signifies that the attribute authenticity of the founding team accounts for
25.66% of the decision maker’s total utility.
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combinations. In every design, the seven attributes (Table 5) were presented to the participants with randomly assigned attribute levels
for two different investment opportunities. The impact investors then had to decide in which of the SEs they would like to invest.
However, to ensure that the participants were not overwhelmed, we employed a reduced conjoint design (Chrzan and Orme, 2000),
which prevents participants from facing too many different task decisions. Thus, every participant had to make 14 decisions, which
included 12 randomly assigned tasks and two fixed tasks that were hold constant across all participants. “Fixed tasks” serve as a proxy
to estimate the test-retest reliability of respondents’ choices. In line with previous research, the average response time for a choice task
was 23 s, although the first task per respondent took over a minute (Johnson and Orme, 1996).

Since CBC studies are based on a specific order of investment criteria, they can suffer from diverse order effects (e.g., Block et al.,
2019; Chrzan, 1994). To account for these effects, we employed three different tests. First, to account for biases due to the order of
choice tasks, we randomly ordered the choice tasks within each of the 500 different experimental designs. Second, the two investment
opportunities within the 500 designs were also randomly ordered within each choice task to overcome negative order of options
effects. Third, to avoid an impact of the order of attributes within one respective choice task, we randomly crossed the presented order
of attributes to the participants but kept it stable for each respective participant. This approach eliminated the effect in which the
attribute presented at the top of the list achieves the highest individual importance. Furthermore, we conducted a pretest with 12
impact investors and four researchers to ensure the face validity of our experimental design (complexity, attributes, and number of
choices).

We analyzed the relative importance of impact investors’ investment criteria by applying a multilevel logistic regression. The
individual decisions (investment: “yes” or “no”) therefore served as our binary dependent variable, and the attribute levels represented
our independent variables. Because we have two levels in our data, we conducted a multilevel regression, which allowed us to nest
each participant (first level) with multiple decision observations (second level) (Aguinis et al., 2013). This step was necessary because
the two levels cannot be treated as unconnected and independent. We estimate the following regression equation:

Dij
e

i
with ﬂij =Y+ Ui

In this equation ¢;; represents the probability of a positive decision that is conditional on fj, for the choice i for respondent j. x;
represents the independent variables x for the choice i for respondent j. In the base models (Table 6), the independent variables are the
attributes used in the conjoint experiment that were displayed to the participants (see Table 5). One attribute is used as a benchmark
category.

The multilevel analysis enabled us to also assess cross-level interaction effects when the observations of investment decisions were
nested. Finally, we conducted multiple subsample analyses to compare the different types of impact investors.

5. Results and discussion
5.1. Relative importance of impact investors’ investment criteria

Table 6 shows the results of our clustered multilevel regression analysis. While Model 1 shows the results of our full sample of
impact investors, Models 2-4 present the results of each respective type of impact investor. The log-odds coefficients illustrate the
importance that impact investors attach to each investment attribute or attribute level.

Model 1 assesses the relative importance of the respective investment attribute levels. To enable a more accessible comparison
between the screening criteria and their perceived importance, we estimate the relative importance of each attribute by zero-centering
the utility values to reach 100 as the sum of all importance values (e.g., Block et al., 2019; Franke et al., 2008). Fig. 1 displays the
relative importance of each investment criterion. The higher the value of an investment criterion is, the higher its impact on the
decision of an impact investor. For example, the two most important investment criteria (i.e., authenticity of the founding team and
importance of the societal problem) explain almost 50% of the impact investors’ decisions. Thus, the opportunity for an SE to be
selected by an impact investor increases if an SE demonstrates high values in these two investment criteria.

Our results show that both social impact criteria have a significant impact on the investment decision of an impact investor. These
results support Hypothesis 1a and Hypothesis 1b. Moreover, the importance of the societal problem is the second most important
attribute overall. This finding reflects the goals of impact investors because they can only achieve their own social impact if their
investees have a decisive impact (e.g., Geczy et al., 2019; Gray et al., 2015).

We also show that impact investors value social impact criteria higher than business criteria when screening SEs. Barber et al.
(2020) indicate that impact investors accept lower returns to achieve a social impact. Our findings confirm this finding and show that
impact investors value social impact criteria higher than business criteria when screening SEs. This finding is in line with research by
Barber et al. (2020) and Chowdhry et al. (2019), who indicate that impact investors have higher stakes in investments with higher
levels of social output. Additionally, this finding confirms the assumptions of Miller and Wesley (2010), who suggest that impact
investors initially evaluate social criteria and only assess other criteria when a certain threshold is met by the social criteria.

Regarding the founding team criteria, we find that impact investors attach the highest relative importance to the authenticity of the
founding team. These findings document the importance of the founding team’s authenticity in the SE context (e.g., Chen et al., 2009;
Davies et al., 2019; Radoynovska and King, 2019) and support Hypothesis 2a. Additionally, this finding is in line with prior research
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Table 7
Results of the conjoint analysis with comparison across two types of impact investment.
Model m (2) 3) 4
Sample Donors vs. equity and debt Equity vs. debt Donors vs. equity Donors vs. debt
Hypotheses H4a & H4b - - -
Interactions Log-odds (SE) Log-odds (SE) Log-odds (SE) Log-odds (SE)

Social impact criteria

Importance of the societal problem: high
Importance of the societal problem: medium
(reference group: low)

Scalability: high
Scalability: medium
(reference group: low)

Founding team criteria

Authenticity of the founding team: high
Authenticity of the founding team: medium
(reference group: low)

Founding team background: social
Founding team background: technical
(reference group: business)

Business criteria

Financial sustainability: high
Financial sustainability: medium
(reference group: low)

Degree of innovation: high
Degree of innovation: medium
(reference group: low)

Proof of Concept: provided
(reference group: not provided)
N (decisions)

N (decision makers)

—0.079 (0.209)
0.385 (0.175)**

—0.145 (0.258)
—0.315 (0.215)

—0.073 (0.208)
—0.237 (0.191)

—0.480 (0.228)**
—0.289 (0.211)

0.120 (0.208)
0.092 (0.186)

0.033 (0.196)

3.600
150

—0.085 (0.396)
—0.201 (0.302)

1.116 (0.325)***
0.489 (0.273)*

—0.214 (0.452)
0.056 (0.363)

—0.739 (0.335)**
—0.110 (0.301)

0.282 (0.383)
—0.181 (0.354)

—0.131 (0.328)
—0.579 (0.317)*

0.292 (0.318)

1.488
62

0.433 (0.255)*
0.352 (0.198)*

—0.272 (0.218)
0.301 (0.197)

—0.023 (0.302)
—0.264 (0.236)

0.107 (0.210)
—0.082 (0.189)

—0.588 (0.249)**
—0.162 (0.223)

0.137 (0.206)
0.299 (0.187)

—0.170 (0.210)

3.456
144

0.909 (0.256)***
0.407 (0.213)*

0.081 (0.251)
0.403 (0.205)**

—0.226 (0.302)
—0.311 (0.241)

—0.182 (0.256)
—0.418 (0.224)*

—0.331 (0.270)
—0.357 (0.259)

0.158 (0.237)
—0.165 (0.234)

0.082 (0.240)

3.168
132

Notes: Estimated with robust standard errors.

The following table demonstrates the results of a clustered multilevel logistic regression with random intercepts and random slopes. The preference of
the decision maker serves as the dependent variable. The independent variables are the attribute levels described in Table 5. Log-odds and standard
errors (clustered at the decision maker level) are displayed. In each Model attribute levels are interacted with a respective type of impact investor. For
example, Model 1 compares donors with equity and debt impact investors. Therefore, we interact every attribute level with a dummy variable which
has the value 1 if the impact investor provides donations and 0 if not. Although the main effects are included in the analysis, they are omitted for
reasons of brevity so that the coefficients displayed here only refer to interaction effects. Exploring interaction effects enables us to identify whether
significant differences between two types of impact investors exist. Model 1 presents the results with regard to Hypotheses 4a & 4b and Model 2-4
shows our additional analysis and robustness checks. * < 0.10, ** p < 0.05, *** p < 0.01.

that identifies founding team characteristics as critical determinants of investment decisions (e.g., Gompers et al., 2020; Kaplan and
Stromberg, 2004). In contrast, we do not find support for Hypothesis 2b. We find that the field of background of the founding team has
no significant impact on the selection of an impact investor, indicating that impact investors do not favor a social, technical, or
economic background. Since the majority of impact investors from our experiment have an economic background (59%), our findings
contradict earlier research by Franke et al. (2006), who illustrate that venture capitalists preferably invest in teams that possess a
background similar to themselves. Overall, our findings suggest that the founding team is regarded differently in the screening process
of impact investors than it is during the screening process of traditional venture finance investors.

Our findings on business screening criteria are threefold. First, we show that higher financial sustainability increases an SE’s chance
to receive funding by impact investors. This supports Hypothesis 3a and is in line with research that highlights the importance of
economic criteria in the selection process of impact investors (e.g., Miller and Wesley, 2010; Yang et al., 2020). Furthermore, our
finding suggests that impact investors often pursue investments that jointly optimize economic and social returns (e.g., Barber et al.,
2020). Without financial sustainability, competitive financial returns are not achievable. Second, we find that SEs with a high degree of
innovativeness are more likely to be selected by impact investors than are SEs with a medium or low degree of innovativeness, which
supports Hypothesis 3b. This indicates impact investors see SEs’ innovativeness as a relevant condition for achieving financial and
social objectives. Third, we show that proof of concept is an important screening criterion of impact investors. A proof of concepts
shows that the SE is able to combine the sometimes conflicting social and economic goals to achieve a long-turn impact. A direct
comparison between the three business criteria shows that impact investors attach the highest importance to financial sustainability.
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5.2. Differences between equity investors, debt investors, and donors

Models 2-4 in Table 6 show the relevance of the respective investment attribute levels for each subsample of impact investors. A
comparison of the models suggests possible differences between the three impact investor types.

To assess these differences in an econometrically sound way, we compute interaction terms to compare the different types of impact
investors. Since the preferences of investors differ based on the form of capital they provide (Ueda, 2004), the relative importances
attached to the screening criteria might differ as well. Table 7 shows the results of these separate multilevel regressions. Each model
represents a comparison between two types of impact investors. For example, Model 2 shows differences between debt and equity
investors. The log-odd coefficients indicate whether significantly different criteria have a higher or lower importance for a particular
type of impact investor, thereby allowing us to identify outstanding impact investors. The following subchapters outline each model in
Table 7 in detail.

5.2.1. Particularities of donors

The first model in Table 7 compares the investment criteria of donors with those of equity and debt impact investors. We find that
donors attach a higher importance to the importance of the societal problem and a lower importance to the SEs’ financial sustain-
ability. No significant differences emerge with regard to the other investment criteria. Thus, these results partially support Hypotheses
4a and 4b. We show that donors in fact attach less weight to the business screening criteria of financial sustainability. However, we do
not find any significant differences concerning the criteria degree of innovativeness and proof of concept. Furthermore, we show that
donors place more weight on the social impact criteria importance of the societal problem, whereas the scalability of the SE is not
perceived as significantly more important by donors than by equity and debt investors.

An explanation for this pattern is that donors typically do not try to achieve any kind of financial return. Since the economic aspect
of investment is not important, the focus shifts towards social criteria. This is in line with the findings of Chowdhry et al. (2019), who
highlight that SEs should particularly seek donors that are fully committed to the social goals of their organizations as a source for
funding. Furthermore, donations are essential to the funding of nonprofit organizations that only focus on the importance of the
societal problem and do not follow any economic objectives. Overall, SEs often rely on this type of impact investment, particularly in
early company stages (Bugg-Levine et al., 2012). Finally, these results confirm the heterogeneous landscape of impact investors and
outline considerable heterogeneity among the investment criteria of impact investors.

5.2.2. Additional analysis and robustness checks

Model 2 of Table 7 compares the investment criteria of equity and debt investors. Both types of investors aim for financial returns
on their investments. However, we find that the two types differ with regard to two investment criteria. First, equity investors put less
value on the social background of a founding team than do debt investors. Second, equity investors consider the scalability of an SE to
be more important than do debt investors.

These results are in line with the finding of previous research on traditional debt and equity investments (e.g., Black and Gilson,
1998; Puri and Zarutskie, 2012). Even though equity and debt investors both seek financial returns, the way in which they achieve
these returns differs. While debt investors obtain regular interest payments on their investments, equity investors profit from exit
proceeds from scaled investments that end in an IPO, for instance. Thus, equity investors (e.g., VCs) aim for highly and easily scalable
ventures to achieve fast exits (Black and Gilson, 1998; Cochrane, 2005). Our results indicate that scalability is important for impact
investors, but more from a social than financial perspective. As shown in our descriptive results, debt investors care more about the
financial part of an investment, and equity investors more highly evaluate the social scalability. Furthermore, Franke et al. (2006) show
that equity investors are affected by similarity biases, which means that they tend to invest in venture teams that show high similarities
to themselves in terms of professional experience or other factors. Since VCs mainly have an educational background in business or
technology (e.g., Bottazzi et al., 2008; Franke et al., 2006, 2008), the similarity bias explains why equity investors attach less value to a
social educational background of a founding team compared to debt investors.

Model 3 and Model 4 of Table 7 display robustness checks. Model 3 shows that the differences between donors and the group of
equity and debt impact investors with regard to the criterion financial sustainability are especially driven by equity investors. A reason
for this result might be the type of impact organization. Thus, debt impact investors are, for example, social banks, which have low
financial return expectations (Brest and Born, 2013). Nevertheless, our findings contrast with the literature that indicates that equity
investors should be more risk-prone since their exit strategy is much riskier due to their continuation strategy (e.g., Ueda, 2004; Winton
and Yerramilli, 2008). Debt investors usually attach a very high value to the financial plans of a venture to ensure repayment (e.g.,
Mason and Stark, 2004). Therefore, it would be obvious to expect them to evaluate the financial sustainability of SEs higher than equity
investors.

6. Conclusion
6.1. Summary

Impact investing has transformed from a niche market into a global movement (e.g., Geczy et al., 2019; The Economist, 2017). This
study is one of the first to explore impact investors’ investment criteria when screening social enterprises. We analyze the screening
criteria of impact investors and compare their relative importance among three types of impact investors based on a CBC experiment

with 179 individual impact investors. This approach enables us to identify distinctive differences between donors as well as equity and
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Table 8
Summary of the main findings.
Rank  Attribute Relative Lowest relative Highest relative Main results (qualitative summary)
importance importance importance
1 Authenticity of the 25.7% 25.2% (DOs) 29.0% (DEs) No major differences across the three types of impact investors.
founding team
2 Importance of the 24.0% 18.2% (EQs) 26.1% (DOs) Major differences across impact investor types: less important to
societal problem equity and debt investors, and more important to donors.
3 Financial 16.9% 15.5% (DOs) 21.4% (DEs) Minor differences across impact investor types: less important to
sustainability donors, and more important to equity investors.
4 Scalability 14.2% 9.5% (DEs) 16.4% (EQs) Minor differences across impact investor types: less important to
debt investors, and more important to equity investors.
5 Proof of Concept 9.7% 9.9% (DOs) 10.7% (EQs) No major differences across the three types of impact investors.
6 Degree of innovation 8.2% 6.9% (EQs) 8.8% (DOs) No major differences across the three types of impact investors.
7 Founding team 1.4% 0.7% (EQs) 3.4% (DEs) Minor differences across impact investor types: social
background background is less important to equity investors, and more

important to debt investors.

This table demonstrates the summary of our main findings. We rank the attributes according to the results of Table 6. Column 3 shows the mean values
across all types of impact investors, while columns 4 and 5 display the investor type with the lowest and highest importance. The final column is based
on Table 7 and contains a brief qualitative summary of the main findings of our comparison across the three types of impact investors. All attributes
are defined in Table 5. We consider donors (DOs), equity investors (EQs), and debt investors (DEs).

debt investors. This study extends the knowledge within the financial literature since the research thus far lacks an understanding of
the investment criteria of impact investors within the screening phase of their selection processes, as well as an understanding of how
impact investors differ across specific types of investors.

Table 8 summarizes our main results. Impact investors attach the highest relative importance to the team-related criterion of the
authenticity of the founding team, the social impact criterion of the importance of the societal problem, and the business criterion of the
financial sustainability. Further, we compare different types of investors (i.e., equity investors, debt investors, and donors). For example,
we find that the investment criteria of impact investors are particularly different when the group is separated in terms of its financial
return expectations. Hence, impact investors with return expectations (equity investors and debt investors) evaluate the financial
sustainability of an SE higher and the importance of the societal problem lower than those without return expectations (donors). In
addition, we find that further differences exist between equity and debt providers. For equity investors, it is more important that an SE
is scalable and less important that the founding team has a social background.

Our study also has implications for practice, particularly policy-makers, impact investors, and SEs that seek funding. For policy
makers, a better understanding of the heterogeneous field of impact investing is beneficial since public authorities need to adopt
policies or guidelines for own impact investment programs. For example, hybrid fund approaches such as the recently developed
European Social Innovation and Impact Fund (ESIIF) that provides equity impact investments to SEs can use our results to compare
their clearly defined screening criteria with those of other equity impact investors. Impact investing organizations can use our findings
to benchmark their own organizational policies with those of other impact investors. Finally, for SEs that seek funding, we demonstrate
the key attributes of their ventures that should be highlighted when seeking funding from impact investors.

6.2. Limitations and future research

A first set of limitations relates to our CBC experiment. Since the investment criteria used in the experiment needed to be defined in
advance, we were unable to consider additional attributes after the experiment was launched. Thus, our study disregards other at-
tributes that could be of additional importance to impact investors. In general, conjoint studies can therefore suffer regarding construct
validity and can have a preselection bias (Shepherd and Zacharakis, 1999). However, to minimize the risk of selecting the inappro-
priate criteria, we conducted expert interviews before selecting the criteria. Furthermore, since conjoint experiments confront par-
ticipants with hypothetical ventures, external validity may be an issue. However, previous research has provided evidence for the
external validity of conjoint studies under certain conditions (e.g., Shepherd and Zacharakis, 2018). One condition is that the tasks
given to the participants should be as representative as possible for the participant’s real-life tasks (Shepherd and Zacharakis, 2018).
Prior studies show that real decision-making behavior often correlates strongly with the estimated decision behavior. To address
external validity, we conducted a pretest with experienced impact investors to confirm our selection of attributes and attribute levels.
Another limitation of the forced CBC experiment is that decision-makers might sometimes perceive two investment opportunities as
equally attractive but are still forced to choose one of them. This weakness could be eliminated through other conjoint models, such as
a rating-based conjoint experiment. However, previous research has indicated that the results between both approaches are highly
similar (Elrod et al., 1992).

Since we investigate impact investors from the D/A/CH region, future research could test whether our results hold for impact
investors globally. Previous research has suggested that traditional investments differ between Europe and the US (Hege et al., 2009).
Such differences might similarly exist between impact investors from Europe and the US, especially because the concept of social
entrepreneurship differs between both markets (Defourny and Nyssens, 2010). Future research might find it interesting to explore such
differences between Europe and the US. Furthermore, research on impact investing is still in the early stages, which allows for many
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future research directions. For example, based on our study, future research could investigate whether selection processes differ among
impact investors with regard to the investment stage in which they invest.
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