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Abstract

Impact investing is defined as making investments with the intention to achieve quantifiable social and
environmental impact as well as achieve financial returns. During the last decade, India has become a significant
player in the global impact investing world with both domestic and international investors. This paper traces the
origin of impact investing in India and its evolution. The landscape of impact investing includes new regulations
from SEBI and the challenges it faces for future growth. The paper identified severe roadblocks and offers
solutions for the future.

LITERATURE REVIEW

Impact investing has become a key financial approach that combines quantifiable social and
environmental impact alongside financial return. This investment model is based on theoretical
frameworks that combine social impact and economic value, blurring the lines of traditional
distinctions between profit-oriented investments and philanthropic activities. The Blended
Value Proposition (BVP), proposed by Jed Emerson (2000), contends that all capital can create
economic, social, and environmental value at the same time. This proposition refutes traditional
financial models that emphasize financial returns with social impact relegated to philanthropy.
Similarly, Modern Portfolio Theory (Markowitz, 1952), which traditionally emphasizes the
balance between risk and return, has been modified in impact investing by incorporating social
and environmental returns as additional dimensions of investment performance. Stakeholder
Theory (Freeman, 1984) further reinforces the idea that corporations should maximize value
for all stakeholders, including communities and the environment, aligning with the core
principles of impact investing.

The industry, according to the Global Impact Investing Network (GIIN, 2021), has received
significant capital inflows, especially in emerging economies where financing gaps slow efforts
towards the United Nations Sustainable Development Goals (SDGs). The United Nations
estimates that to meet the SDGs, it will need investments of $5-7 trillion per year, with
developing nations needing about $4 trillion yearly. Impact investing has emerged as a key tool
to close this funding gap by directing private capital into high-impact areas like healthcare,
education, renewable energy, and financial inclusion. India has been a top impact investing
market because of its large population, strong economic growth, and developing regulatory
environment. The industry has seen a compound annual growth rate of 26%, with $10.8 billion
invested in more than 586 social enterprises from 2010 to 2019, according to McKinsey (2020).
(GIIN, "Annual Impact Investing Report, 2020").

Investments have traditionally been focused on financial inclusion and microfinance, but in
recent years there has been a shift into other high-impact areas such as renewable energy,
healthcare, education, and agritech. The growth of impact investing in India has also been
fueled by technology advancements and government-sponsored initiatives such as the Social
Stock Exchange (SSE), which is designed to provide a formalized platform for social
enterprises to raise capital. Though it has grown, some challenges still exist in India's impact
investing landscape. One of the most important obstacles is the absence of standardised impact
measurement frameworks. Though there are global standards like IRIS+ and ESG reporting
standards, their use in India is not uniform.
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As pointed out by GIIN (2022), most investors find it difficult to measure social impact in
addition to financial returns, which poses problems in benchmarking and reporting.
Furthermore, the exit options for impact investors are still underdeveloped. In contrast to
conventional startups that have private equity buyouts or IPOs, social enterprises tend to lack
clear exit options for investors. McKinsey (2019) identified that more than 50% of impact
investors in India consider liquidity issues to be a significant challenge, highlighting the
importance of creative exit mechanisms like revenue-sharing models or secondary markets for
impact- oriented businesses. Another key area requiring further research is the difference in
impact investment performance between rural and urban enterprises. However, rural enterprises
often face unique challenges such as infrastructural deficits, lower consumer purchasing power,
and a lack of skilled labor. Understanding these differences is essential for designing investment
strategies that effectively cater to both urban and rural markets.

Likewise, gender lens investing is still an untested space in India, although studies have shown
that women- led businesses create more social impact returns. Presently, only 5-7% of impact
capital is directed to female- led business ventures, hinting at more research on the financial
tools that can be used to enhance gender- balanced investing. In the future, India's impact
investing space is also expected to see a dramatic increase, with estimates suggesting it has the
potential to grow to $6-8 billion a year by 2025. The combination of artificial intelligence,
blockchain, and big data analytics for impact measurement and transparency would further
increase investor confidence and simplify reporting processes. Climate finance is also likely to
emerge as a prevailing theme in the years to come with more capital flows towards renewable
energy, carbon credit markets, and climate adaptation efforts. Policymakers will also have a
pivotal role in defining the ecosystem by streamlining regulatory frameworks, implementing
tax incentives, and enhancing public-private partnerships. In summary, though India has
emerged as a world leader in impact investing, key challenges like standardization of impact
measurement, gender inclusion, and exit liquidity are still pending.

Subsequent research needs to address these lacunae to help impact investing scale up while
holding on to its fundamental purpose of providing tangible social and environmental
outcomes. Through innovative financing structures and a strong policy framework, India can
further strengthen its position as a center of sustainable finance and inclusive economic
development.

Impact Investing in India: An Overview

Impact investing is a smart way of putting money into businesses that do more than just make
a profit. It also means helping society or the environment. This type of investing defines impact
investing as investments that make the world better.

This idea is a bit different from ESG investments. ESG investments are about not investing in
bad companies. But Impact Investing goes further. It's about finding companies that are
excellent at helping with things like sustainability. This is also called sustainable investing. It
means putting your money into companies that care about the future of our planet and its people.
It's an excellent way to make sure your money is working positively, now and in the future.

This approach sits between traditional philanthropy (which prioritizes social impact) and
commercial investing (which prioritizes financial returns), focusing instead on scalable
business models that address poverty, access, affordability, and livelihood challenges while
leveraging market principles. In India, impact investing is particularly focused on for-profit
social enterprises serving low-income communities.
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The evolution of impact investing in India represents a transformative journey in the nation's
financial landscape. This section examines the growth trajectory, sectoral distribution, and
geographical patterns that have shaped the market.

Evolution Phases (2010-201G)
The development of impact investing in India can be understood through three distinct phases:

Foundation Phase (2010-2014): During this period, impact investing established its roots in
India, characterized by:

e Initial focus on microfinance institutions, which served as proof of concept for the viable
combination of social impact and financial returns

e Annual investment growth rate of 15%, reflecting cautious but steady market
development

e Deal sizes ranging from $2-5 million, indicating early-stage market maturity

e Limited investor participation, primarily from specialized impact funds and
development finance institutions

Acceleration Phase (2015-2017): This period marked a significant acceleration in market
development:

e CAGR increased to 26%, demonstrating growing investor confidence

e Expansion beyond microfinance into multiple sectors including healthcare, education,
and clean energy

o Average deal sizes grew to $7-12 million, reflecting maturing business models

e Entry of mainstream investors including venture capital firms and corporate investors
Maturation Phase (2018-2019): The market showed signs of maturity with:

e Total investment reaching $10.8 billion across 550+ enterprises

e Average deal sizes of $15-20 million, indicating scale-up potential

e Sophisticated investment structures including blended finance and outcome-based
funding

e Development of secondary markets and exit opportunities
Global Context

The global impact investing market has grown significantly over the past decade, driven by
increasing awareness of social and environmental challenges and the rise of sustainable
development goals (SDGs). According to the Global Impact Investing Network (GIIN), the
industry now represents a significant portion of global capital flows, with investors seeking
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both financial returns and positive societal outcomes. The United Nations estimates that
achieving the SDGs requires $5—7 trillion in annual investments globally, with developing
countries needing approximately $4 trillion annually. Impact investing has emerged as a critical
tool to bridge this financing gap.

India’s Relevance: Why India is a critical market?

India is a critical market for impact investing due to its large population of low-income citizens,
rapid economic growth, and evolving regulatory environment. With 65% of its population
under 35 years old and 490 million beneficiaries impacted by social enterprises, India presents
a unique opportunity to address unmet social needs through scalable, market-based solutions.
The country’s SDG financing gap is estimated at $565 billion annually, particularly in sectors
like agriculture, healthcare, education, and financial inclusion. Impact investing in India has
grown at a 26% CAGR over the last decade, with $10.8 billion deployed into 550+ enterprises.
This growth is driven by innovative business models and technology adoption, making India a
global leader in impact investing.

A few factors showcasing India’s appeal:
1. Diverse Sector Spread
2. Larger Investment Sizes
3. Alignment of Investment Objectives
4. Role of the Impact Investors Council (I1IC) in India

Overall, India is highly appealing for impact investing due to a combination of high economic
growth, a large, underserved population, government support, and increasing investor
interest in sustainable businesses.

Groups like the 11C are key in helping investors and creating a space for ethical, ESG-friendly
investing. These factors collectively contribute to India being a prime ground for impact
investing.

Exhibit 1: Annual investments over the last decade

Total no. of deals

Average ticket size
{in USD'Mn)

Growth Trends

Impact investing in India has witnessed remarkable growth since 2010. The cumulative
investments have reached approximately $5.2 billion, with annual investment increasing
significantly, reaching $1.1 billion in 2016. (Impact Investors Council, "The India Impact
Investing Story, 2020").
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The Average Deal Size has also seen a substantial rise, growing from $7.6 million in 2010 to
$17.6 million in 2016, indicating increased investor confidence and larger capital deployment
per investment. (GIIN, "Annual Impact Investing Report, 2020").

Key Sectors

Impact investments have been directed towards critical sectors that align with India's
development needs. The major focus areas include:

e Financial Inclusion: Expanding access to banking, insurance, and credit.

e Healthcare: Investments in affordable diagnostics, telemedicine, and health insurance.
e Education: Growth of edtech platforms and vocational training.

e Agriculture: Digital solutions for market access and productivity enhancement.

e Clean Energy: Increased focus on solar, wind, and energy-efficient technologies.

In 2016, approximately 64% of total deals were concentrated in financial inclusion and clean
energy, reflecting investor confidence in scalable and high-impact sectors. (British
International Investment, "Investing for Impact in India, 2021").

Geographic Focus

Impact investments in India are distributed across both urban and rural areas, addressing
diverse socio- economic challenges. Key regional hotspots include:

e Maharashtra: A leading hub for financial inclusion and healthcare investments.
e Gujarat: Significant investments in renewable energy and industrial innovation.
e Karnataka: A growing center for edtech and agri-tech startups.

e Rural Investments: A substantial portion of funds has been allocated to agriculture and
clean energy

solutions, addressing rural electrification and sustainable farming needs.
Key Players and Investment Models

Impact investing in India involves multiple stakeholders, including venture capital firms,
development finance institutions, philanthropic organizations, and corporate investors. Key
players include:

e Impact Investors: Aavishkaar, Omidyar Network, Acumen, Lok Capital, and Elevar
Equity.

e Development Finance Institutions (DFIs): British International Investment (BII), IFC,
and USAID.

e Government Initiatives: Social Stock Exchange (SSE), Priority Sector Lending (PSL)
mandates, and blended finance initiatives.

e Corporate Social Responsibility (CSR) Funds: Leveraging CSR budgets for impact
investments.
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Investment models

e Equity Investments: Venture capital and private equity funding.

e Debt Financing: Green bonds, social impact bonds, and concessional lending.

e Blended Finance: Public-private partnerships and hybrid capital structures.
Types of Investors

e Impact-Focused Funds: Organizations such as Acumen, Impact Partners play a
crucial role in providing capital to mission-driven enterprises focused on social and
environmental impact.

e Traditional PE/VC Firms: Investors like Sequoia Capital and SAIF Partners have
started integrating ESG and impact-driven investments into their portfolios.

e Corporates and High Net-Worth Individuals (HNIs): Large conglomerates such as
Tata and Reliance

actively invest in impact-focused ventures through CSR funds and direct equity investments.
Funding Models

e Debt and Equity Investments: A mix of venture capital, private equity, and
concessional debt is used to fund impact enterprises.

e Grants: Philanthropic organizations and government-backed initiatives provide grants
for early-stage impact ventures.

e Social Impact Bonds (SIBs): India saw its first Social Impact Bond in 2019,
demonstrating an innovative results-based financing model.

e Role of Accelerators and Incubators: Organizations like Villgro and 1IM-A
Incubator provide crucial mentorship, capital, and market access to early-stage impact
startups.

Challenges and Barriers
1. Regulatory Hurdles

Navigating India’s regulatory framework is a significant challenge for impact investors. The
Securities and Exchange Board of India (SEBI) has introduced guidelines for social impact
funds under the Alternative Investment Fund (AIF) regulations, but complexities in compliance
deter some investors. Additionally, tax incentives for impact investments remain unclear,
making it difficult for funds to align with social enterprise goals while ensuring financial
sustainability.

2. Exit Strategies

One of the major barriers for impact investors is the lack of well-defined exit strategies. The
Initial Public Offering (IPO) market for social enterprises is underdeveloped, and
secondary markets offer limited liquidity. Unlike traditional startups that attract private equity
buyouts or strategic acquisitions, social enterprises often struggle to provide competitive exit
options, leading to extended investment horizons for impact funds.
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3. Impact Measurement

Measurement mostly comprises of outreach metrics as these are easier to measure while depth
of impact is harder to capture and standardize. Standardizing impact measurement remains a
challenge. While frameworks such as IRIS (Impact Reporting and Investment Standards)
and GIIN’s Impact Reporting Standards exist, their adoption in India is inconsistent.
Investors often face difficulties in quantifying social and environmental impact alongside
financial returns, making benchmarking and comparisons across impact enterprises less
effective.

4. Perception Gaps

There is a widespread misconception that impact investments yield lower financial returns
compared to traditional investments. Many institutional investors still perceive impact
investing as a trade-off between financial and social returns, despite evidence suggesting
that well-structured impact investments can generate competitive market returns. Addressing
these perception issues requires robust case studies and success stories that highlight financial
and social impact synergy.

CASE STUDIES
Healthcare: Artemis Hospitals

Artemis Hospitals has pioneered innovative financing models to make healthcare more
accessible and affordable. By leveraging impact investments, they introduced low-cost
financing options for patients, partnered with insurance providers, and expanded
telemedicine services to rural areas. The hospital's focus on technology-driven solutions, such
as Al-assisted diagnostics and remote consultations, has improved healthcare delivery in
underserved regions.

Exhibit 1: Annual investment in healthcare from 2010-19
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Clean Energy: Husk Power Systems

Husk Power Systems is a leader in solar microgrids, bringing clean and reliable energy to
rural India. By combining solar power with biomass and battery storage, Husk provides
affordable electricity to households, businesses, and schools. The company’s community-
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driven model ensures local engagement, creating jobs and reducing dependency on fossil fuels.
Its scalable approach has attracted international impact investors, helping it expand operations
across multiple states.

Education: Ek Step

Ek Step, an EdTech initiative, aims to improve educational outcomes for underserved
students. By utilizing Al-driven adaptive learning platforms and mobile-based interactive
content, Ek Step has made quality education accessible to millions of children. The platform’s
open-source model enables schools and NGOs to customize and integrate learning materials,
fostering widespread adoption and scalability.

Exhibit 1: Annual imvestment in education from 2010-1%
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Success Factors

e Scalability: Each initiative has demonstrated the ability to expand operations across
multiple regions.

e Technology Adoption: Use of Al, mobile platforms, and renewable energy has enhanced
efficiency.

e Community Engagement: Strong local involvement ensures sustainability and long-
term impact.

Future Outlook and Trends
Growth Projections

According to McKinsey, the Indian impact investing market has the potential to reach $6-8
billion annually by 2025, driven by increasing investor interest and government support.

Emerging Themes

e Tech-Driven Solutions: Al, blockchain, and big data analytics are being leveraged
to improve transparency and efficiency in impact investments.

e Climate Finance: Investments in renewable energy, carbon credits, and climate
adaptation strategies are gaining momentum.

e Gender Lens Investing: More funds are focusing on empowering women entrepreneurs
and gender- equitable economic participation.
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Government Initiatives

Programs like Atal Innovation Mission and Startup India are fostering a more supportive
ecosystem for impact-focused startups, encouraging innovation and entrepreneurship in key
sectors.

Role of Philanthropy

Philanthropic capital is increasingly being blended with impact investments to de-risk early-
stage ventures and catalyze sustainable growth. Foundations and CSR funds are playing a
pivotal role in scaling high-impact social enterprises.

Recommendations for Stakeholders

e Investors: Expand allocations to underserved sectors and enhance impact
measurement frameworks.

e Policymakers: Strengthen regulations, increase incentives, and refine social impact
measurement standards.

e Entrepreneurs: Focus on scalable, tech-driven solutions to enhance financial
sustainability.

CONCLUSION

India has emerged as a frontrunner in impact investing, demonstrating its ability to combine
financial growth with sustainable and inclusive development. The country’s diverse and rapidly
expanding impact investment ecosystem, backed by strong government support and a dynamic
entrepreneurial culture, positions India as a global leader in impact investing. The increasing
participation of domestic and international investors further reinforces India’s potential to scale
social enterprises and drive economic transformation. However, to fully harness this
potential, collaborative efforts among investors, policymakers, and entrepreneurs are
essential. Investors need to diversify their portfolios, support early-stage impact ventures, and
adopt rigorous impact measurement frameworks. Policymakers must create a more enabling
regulatory environment, offer financial incentives, and facilitate blended finance solutions to
attract more capital. Entrepreneurs should focus on scalable and technology-driven solutions
that can effectively address India’s pressing social and environmental challenges.

A call to action is necessary for all stakeholders to work towards a more inclusive and
sustainable economy. Increased transparency, improved governance structures, and continued
innovation in financial instruments can help bridge existing gaps and accelerate the growth of
impact investing in India. By fostering stronger partnerships between the public and
private sectors, India can establish itself as a model for other emerging economies and lead the
way in achieving the Sustainable Development Goals.
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