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The issue of delivering capital to community-
based initiatives has been around for a long time
in Canada. Various levels of government have
traditionally funnelled vast sums of money in that
direction through social programs and development
initiatives. We have a long history of credit unions
and co-operatives earmarking capital in order to
generate social returns. Today, despite the time and
effort community-based organizations devote to
finding capital, however, the sector continues to be
undercapitalized relative to the needs and pressures
placed on it. And only a small percentage of capital
is “invested with intent” to fill this gap.

Social finance is the deliberate, intentional application of tools,
instruments, and strategies to enable capital to achieve a social,
environmental, and financial return. Essentially, social finance
addresses three separate but interconnected aspects of what we
call the social capital market – the supply of capital searching for
that“blended value” return, the demand for that capital, and the
intermediaries that link the two. This article focusses on the
supply side of social finance in Canada: the increasing number of
investors looking for opportunities to invest in mission-driven
organizations (nonprofit, for-profit, or a hybrid of the two) in
order to maximize the blended value returns on their investments.
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By Karim Harji

Discussions around social finance can often focus narrowly on
the capital needs of social enterprises, with the demand side as
the starting point. Recent research supports an alternate
interpretation of social finance as a sector driven by supply, with
investors as the primary actors. Using this perspective, social
finance describes an intent on the part of investors to achieve
financial returns (whether at market-rates or below-market rates)
as well as social and/or environmental impacts as a direct result
of their investments.

This perspective reveals a paradox. The amount of capital
available for intentional investment in search of a blended value
return we know to be very great.“The Financial Ecosystem of
Canada’s Social Economy” (see diagram on p. 12 of this edition)
indicates that a thriving, if fragmented, social capital market now
exists, with numerous sources, intermediaries, and transactions
through which money reaches organizations involved in social
economy initiatives.

In fact, capital itself may not be the binding constraint on
social finance; rather, there may be a misalignment between
plentiful supply and plentiful demand. What then can we do to
align the two more closely?
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An Overreliance on Grants

Social investors can be broadly separated into three types,
distinguished by the level of financial return they are prepared to
exchange for social and/or environmental outcomes, and by their
aversion to risk.

The first type requires a risk-adjusted market rate of return as
well as social and/or environmental returns. These investors first
consider the social and environmental impacts that the venture is
likely to generate. Once satisfied with these expectations, this
type of investor acts very much as any venture investor would.
Before deciding whether to invest, s/he evaluates the business
plan and the opportunities for growth, the expected financial
returns, and exit strategies. A full market or“reasonable rate of
return” of 8-10% is sought.

between, a range of instruments can yield below-market financial
returns to full market returns.

Despite the broad spectrum of instruments theoretically
available for social finance, in practice an inordinate amount of
attention has come to settle on a single one: the grant. There are
too many organizations providing grants and relatively few
provide other forms of capital; or, to view things from a supply-
side, most of the incentives for social investment appeal to only
one of the three types of social investor. For most jurisdictions in
Canada, a charitable tax deduction is the only value that
a donor or investor may get from community investment. Except
for the tax incentives that Québec, Nova Scotia, Manitoba, and,
most recently, Prince Edward Island have made available to
community investors (see“Equity Tax Credits as a Tool of CED,”
p. 21), there is little to attract the attention of private investors in
search of a truly blended value return.

For the financing of some community-based organizations,
subsidies and grants will always be the vehicles of choice. But for
many others, there is a need to rethink the balance and nature of
funding that is required to sustain operations over the long-term.
To organizations that are more mature or are looking to scale
their operations, grants and subsidies may be inadequate.
Instruments such as patient capital and quasi-equity may offer
capital in a more appropriate volume and form, but from
investors who expect a greater return (financial, social and/or
environmental), commensurate with the greater risk they are
taking.

Among the potential providers of capital, large institutional
investors such as pension funds have emerged as a group whose
engagement could significantly stimulate the flow of capital
seeking a blended value return. According to the Social
Investment Organization (SIO), socially responsible investment
(SRI) accounts for nearly 20% of assets under management in
Canada, signifying more than $600 billion in what the SIO terms
“Core and Broad SRI strategies.” Their sheer size (assets under
management) and their ability to influence policy and social
outcomes have made them a consistent focus of supply-side
discussions.

SRI, defined as the integration of environmental, social, and
governance parameters into the investment decision-making
process, has three components:

financial

3

4

Engage Large Institutional Investors

�

�

Screening

Shareholder advocacy,

, or the evaluation of investment opportunities on
the basis of social, environmental, and good corporate
governance criteria.

in which investors, like owners, play an
active role in an enterprise, including“dialoguing” with
companies about social, environmental, or governance
concerns.

The second type of social investor is willing to accept below-
market financial returns in exchange for greater social/
environmental returns. As a result, these investors may decide to
assume more risk in order to achieve higher levels of social
impact. The third type of social investor seeks 100% social return
and no financial return. The mission and social impact of an
enterprise are the investor’s primary considerations, although its
business fundamentals are also of interest, as they indicate how
successfully the organization can deliver on its mission.

The instruments available to social investors reflect a similar
spectrum of trade-offs between expected types of return and
acceptable levels of risk. Capital for social ventures can be
supplied in the form of grants, donations, tax credits, fee-for-
service revenue, loans, and quasi-equity and equity investments.
On the“traditional end” of the spectrum, we find community-
based organizations primarily financed through government and
philanthropic grants. Here, the investor is motivated by social
returns only, and the expected financial return is zero or a tax
deduction in the case of charitable donations. At the other end,
large institutional investors invest private equity in community-
based initiatives in order to generate market rates of return. In

In fact, capital itself may not be the binding
constraint on social finance; rather, there
may be a misalignment between plentiful
supply & plentiful demand. What then can
we do to align the two more closely?
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� Community Investment that directs equity and debt capital to communities that are
underserved by traditional financial institutions.
Of the three, financial institutions have commonly practiced the first two in their SRI

strategies, but not the third, community investment. Yet it is this very category of
investments that presents significant opportunities to“invest for impact.” One notable
example is Meritas Mutual Funds, that has committed to allocating up to 2% of its assets
to community investment, namely to microfinance and microenterprise in developing
countries.

New approaches to portfolio management may help large institutional investors to
engage in this way. An increasing number of institutional investors are also engaging in
SRI in the understanding that a good record on social and environmental performance
can serve the long-term best interests of investors. Such investment can yield market rates
of return in addition to social impacts. (See the article“Engaging Institutional Investors
in Social Finance,” p. 32 this edition.) Prominent institutional investors have embraced
responsible investing, notably through the United Nations’ Principles for Responsible
Investing (UNPRI), with the expectation of both market rates of return and social
impacts. Several excellent legal opinions now stress the importance of factoring
environmental, social, and governance considerations into institutional investor decision-
making and how such considerations can be taken into account under fiduciary duty.

These developments profile social finance as not merely an optional and socially
rewarding activity, but rather as an essential component of any investment strategy –
something that public pension funds and other large institutional holders can ill afford
to ignore.
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CAUSEWAY

CAUSEWAY is a national collaboration

hosted at MaRS Discovery District in

Toronto and incubated by Social Innovation

Generation (SiG). Our goal is to fast-track

Canada’s adoption of social finance,

ensuring there is a healthy social finance

marketplace supported by mainstream

financial institutions serving a national

constituency of social enterprises, social

economy entities, community economic

development institutions, co-operatives,

and the enterprising nonprofit sector.

Through a focussed public policy agenda

and a targeted mainstream finance

engagement strategy, CAUSEWAY has made

significant in-roads in only its first year of

operation. We have had public policy

representation in both the provincial and

federal governments and are in the early

stages of development of new capital

market vehicles with multiple constituents.

CAUSEWAY’s steering committee is

comprised of people from: JW McConnell

Family Foundation, SiG@MaRS, Carleton

Centre for Community Innovation, PLAN

Institute, The Canadian Cooperative

Association, Social Capital Partners,

Community Foundations of Canada,

Wellesley Institute, the University of British

Columbia Sauder School of Business,

Philanthropic Foundations Canada, and

Ashoka Canada.

CAUSEWAY is a sponsor of this Special Edition

of .Making Waves

Get More out of Endowments

The Canada Revenue Agency takes a very conservative view of charitable activity. Its
disbursement quota requires that charitable organizations annually spend 3.5% of the
value of their property not used directly in charitable activities or administration (their
endowments, in other words). The idea is to ensure that charities put their funds to
charitable use and not just accumulate them. But this rule does little to encourage the
innovation of financial instruments that can leverage the full range of a foundation’s
assets in the service of its mission. Which other form of organization would allocate only
3.5% of its resources towards the achievement of its primary objectives, and leave the
other 96.5% to have at best a neutral effect on them – and at worst, to work in direct
contradiction to them?

One way to put more endowment capital to work is through mission-based or
“program-related” investments (PRIs). They leverage philanthropic dollars to support

We have to reduce the fragmentation in the supply side of the social
capital market, so that all three types of social investor have the
opportunity to co-invest in new ways. Rather than viewing each of
these groups as having divergent objectives, there are opportunities
to allow each party to leverage their respective strengths.



social ventures that offer a potential return on capital within an established time frame.
Since they offer financial and social returns, and can include loans, loan guarantees, real
estate mortgages, and equity investments in social enterprises or social businesses, PRIs
have things in common with both traditional grants and with investments. Essentially,
PRIs enable a foundation to carry out its mission with a wide range of financial
instruments in addition to grants, and to amplify its social impact beyond traditional
grantmaking.

However, a number of factors still systemically discourage foundations from PRIs.
Within foundations, a bifurcation exists between philanthropy (for impact) and
investment (for returns). The optimization of each is sought independently of the
other. Investment committees strive to maximize financial returns, a mandate that is
not linked to (and may even be at odds with) the foundation’s program objectives.
These are the domain of grant review committees. Compounding this situation, risk-
averse investment committees commonly (and inaccurately) suspect that PRIs will
compromise their duty to be“prudent.”

Despite these barriers, there are some recent, encouraging developments. An
inventory and needs analysis survey commissioned by the SIO has highlighted key
education and training resources for foundation staff and trustees. The Community
Foundations of Canada have engaged their top seven foundations in a Responsible
Investing Pilot Project, and the McConnell Foundation recently announced that 5% of
its corpus would be allocated to PRI. University endowments represent another
significant pool of capital that through PRI could be tapped for blended value returns.
This is not something many Canadian universities have embraced to date, though
experience in the U.S. may encourage similar movement in Canada.

We have to reduce the fragmentation in the supply side of the social capital market, so
that all three types of social investor have the opportunity to co-invest in new ways.
Single transactions have to encompass larger amounts of capital and wider investor
interests, and thereby reduce risk and transaction costs per dollar of investment. Rather
than viewing each of these groups as having divergent objectives, there are opportuni-
ties to allow each party to leverage their respective strengths, and actually allow deals to
be structured at a scale that would not have been the case without the participation of
the other players.

Cross-sectoral collaboration is one approach to this: devising ways to leverage
private, public, and foundation money for different aspects of a single initiative. The
Great Bear Rainforest Fund is an example. This public-private-philanthropic partner-
ship is structured to allow private funds ($60 million) to flow to a conservation
endowment fund and public funds ($60 million) to be invested in ecologically sustain-
able business ventures within First Nations territories or communities in B.C.’s Great
Bear Rainforest. The presence of public and philanthropic dollars goes a long way to
“de-risking” participation in the venture by more commercially-oriented capital.

There is also a need for more prominent and creative deal structures that increase
incentives to investors. Tiered or“tranched” capital structures can allow commercial and
social investors to co-invest in ways that meet their respective investment preferences
while differentiating returns on the basis of risk tolerance. For example, foundations can
provide“first loss capital” or loan guarantees that can leverage more senior debt. This
requires an increased sophistication in the capability of intermediaries so that they may
identify potential partners and structure creative deals that blend the various
risk/reward expectations of different investors in a relatively seamless manner.
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Defragment Supply
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Vancity Community
Foundation

Together, more
becomes possible

Vancity Community Foundation is a public

charitable foundation associated with

Canada’s largest community-based credit

union headquartered in Vancouver, British

Columbia. Recently celebrating our 20th

Anniversary as a separate organization,

the Foundation has grown to include more

than 100 different donor-advised funds

and approximately $40 million in assets

governed by an independent Board of

Directors.

Building on the core values and

financial strength from our connections to

a $14.5 billion dollar financial cooperative

with more than 400,000 members, Vancity

Community Foundation has pioneered a

number of innovations in Canadian

philanthropy and maintained a clear focus

on supporting development rather than

just aid. Ethical investment screens have

been applied to all of the Foundation’s

assets since our inception, including

allocations for direct loans to community

organizations (one of the first Foundations

to do this in Canada), and different

mechanisms for shareholder engagement

and private equity.

With a particular focus on our core

program areas of Housing and

Homelessness, Addressing Economic

Inequity, and Non-profit Social enterprise,

Vancity Community Foundation works to

build community assets in everything we

do. Leveraging our own granting and

lending capacity together with advocacy,

technical assistance and a broad range of

engaged community partnerships, we

strive to build capacity and enable change.

We also directly undertake charitable

program work, hosting initiatives such as

Enterprising Non-Profits (ENP),

Demonstrating Value, and the Surrey

Homelessness and Housing Fund.

Vancity Community Foundation is a sponsor of

this Special Edition of .Making Waves



Improve Intermediation

The greatest challenge to the growth of the social investment
sector may in fact be a lack of intermediaries that can effi-
ciently direct capital to the products that deliver the blended
value returns sought by its providers. The range of social
finance intermediaries is vast. They include credit unions,
community loan funds, SOLIDEs, community investment
trusts, foundations, Aboriginal capital corporations – any
institution that acts to connect the demand for blended value
returns with a supply of investment opportunities. It is a vital
role, yet we have lagged in the development of institutions that
can perform this role fully.
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This is due to a number of factors. Social finance is currently
at a nascent stage in its evolution, characterized by“uncoordi-
nated innovation” in response to market needs or policy
incentives within different jurisdictions across the country. As a
result, identifying and putting together deals entail high search
and transaction costs respectively, which have to be borne by the
social investors themselves. An alternative approach, similar to
what we have in the private sector, would consist of a network
of intermediaries that can perform due diligence on projects and
build the infrastructure required to allow investors to allocate
finance in a more efficient manner.

In some cases (though not always), a subsidy or subsidy-type
incentive may be required to catalyze the development and
sophistication of these intermediaries, since their sunk costs
may take time to recover. For example, the transaction costs of
setting up community loan funds that disburse relatively small
individual loans may not seem to be favourable economics in the
short term, despite the potential long-term blended value
returns of building a strong portfolio. In this instance, a role for
government could include providing seed capital, loan guaran-
tees, or technical assistance grants.

Investments such as these (unlike the direct investments in
community programs and organizations that governments and
many other investors find so attractive) are essential if we are to
improve intermediation – to accomplish all of the foregoing, in
fact. They are investments in the“enabling infrastructure” of a
functioning social capital market. Regulatory reform and the
development of dedicated social finance networks like

are two other examples.
Financial and social performance data for community initiatives
is a third example. This must improve drastically. It is often
difficult to access this information, and social impact data (for
valid reasons) tends to be non-comparable. The tendency to
ignore, oversimplify, or even overcomplicate measurement plagues
the sector and makes due diligence a challenging and expensive
exercise for investors.

Accurate performance measures would help community-based
initiatives to“crack the capital curve” as for-profit enterprise has,
so that different types of investor know where exactly to find the
blend of risk and return that they can tolerate. A couple of
“homegrown” examples of this already exist: the Demonstrating
Value project (see p. 19, this edition) and the efforts of the
Réseau d’investissement social du Québec (see p. 46). At the
global level, the Global Impact Investing Network is spearheading
the recognition of the Impact Reporting and Investment
Standards (IRIS) backed by prominent institutions including the

CAUSEWAY (see sidebar, p. 7)

The greatest challenge to the growth of the
social investment sector may in fact be a lack of
intermediaries that can efficiently direct capital
to the products that deliver the blended value
returns sought by its providers. We have lagged
in the development of institutions that can
perform this role fully.



Rockefeller Foundation, Acumen Fund, and B Lab. This signals
an encouraging level of alignment between various categories of
social investor about the measures they will use to describe the
blended values in which their organizations want to invest.

Social finance in Canada has long been analyzed from the point
of view of the organizations looking for capital. As a result, our
analysis has emphasized the inadequacy of the supply of capital
to the demands of community-based initiatives. While this
understanding has its merits, it downplays the great volume of
capital that is looking for blended value returns, or would, with a
little encouragement. This outlook has also tempted community
organizations to become very reliant on government grants and to
overconcern themselves with clarifying their legal status (that is,
whether they are or should be tax-exempt) rather than their
purpose and function (what is it they are trying to do, and why).

These, and other factors, have contributed to the lack of
development of the Canadian social capital market, and in
particular the intermediaries that connect the demand and supply
aspects of this market. Social investors are not able to calibrate
risk and opportunity adequately, contributing to the paucity in
the range of financial instruments and intentional flow of finance
to this sector. A supply-side analysis is a necessary complement to
demand-side analysis if deliberate investment to realize social,
environmental, and financial returns is to become a major fixture
in our economic house.

Taken even further, the supply-side perspective could in fact
catalyze new instruments for raising capital with which to
address society’s most pressing issues. One emerging innovation
in the U.K . is the social impact bond. It encourages social
investors to find organizations that are delivering a demonstrable
public benefit and provide the capital needed to scale up opera-
tions and impact. For instance, a community-based healthcare
program delivers better outcomes (higher quality service at a
lower cost) than an equivalent government-operated program.
Under a government contract, bond-holders in the community
program realize a portion of the money that taxpayers are saving,
thanks to the program. In fact, the more the community organi-
zation reduces public expenditure, the greater the return to the
investors who risk their capital on the organization’s ability to
deliver on its mission.
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It is essential to overcome the barriers to social finance if
Canada’s communities are to grow more viable and sustainable. It
will take new financial models, social innovation, and political
will, but it can and must be done.
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Jed Emerson’s Blended Value Proposition forms the basis for a coherent
approach to understanding and communicating the true value generated by
community-based organizations. See J. Emerson, ”The Blended Value
Proposition: Integrating Social and Financial Returns,”

, 45,3 (Summer 2003); 10 March 2010
<http://www.blendedvalue.org/media/pdf-proposition.pdf>.

See K. Harji and T. Hebb,“The Quest for Blended Value Returns: Investor
Perspectives on Social Finance in Canada” (draft; Ottawa: Carleton Centre for
Community Innovation, November 10, 2009). 9 March 2010
<http://www.carleton.ca/3ci/3ci_files/Documents/
Social_Finance_in_Canada.pdf>.

Mercer Canada,
(Toronto: Social Investment Organization, November 2009). 13 March 2010
<

A. Boshyk et al., (Toronto:
Social Investment Organization, March 2009). 9 March 2010
<http://www.socialinvestment.ca/documents/caReview2008.pdf>.

K. Harji,“Investing in Communities: Meritas Mutual Funds” (Ottawa:
Carleton Centre for Community Innovation, 2008), p. 1.

See the UNPRI website , 10 March 2010
<http://www.unpri.org>.

See the 2005“Freshfields Report” (“A legal framework for the integration of
environmental, social and governance issues into institutional investment,”
UNEP Finance Initiative, October 2005) and the follow-up report“Fiduciary 2”
(“Fiduciary responsibility: Legal and practical aspects of integrating environ-
mental, social and governance issues into institutional investment,” UNEP
Finance Initiative, July 2009).

K. Fulton and J. Freireich,
(Monitor Institute, January 2009).

B. Martin and C. Strandberg,
(Toronto:

Social Investment Organization, September 2009).
For example, the Responsible Investment Coalition

(http://www.endowmentethics.org).
Go to

, 15 March 2010
<http://iris-standards.org>.

California Management
Review

Best Practices in Responsible Investment for Canadian Pension Funds

Canadian Socially Responsible Investment Review 2008

Principles for Responsible Investment

Investing for Social and Environmental Impact: A Design
for Catalyzing an Emerging Industry

Education and Training on Responsible Investing for
Canadian Foundations and Endowments: An Inventory and Needs Analysis

Impact Reporting and Investment Standards: Creating a Common
Language for Assessing Social and Environmental Impact

http://www.socialinvestment.ca/documents/
PensionsReport_Nov2009_ENGL.pdf>.
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Our Community Investment Fund focuses on supporting initiatives that contribute to economic

revitalization of our communities and improved access and inclusion for all. For information

on our community programs, email us at communityinvestment.fund@coastcapitalsavings.com

or call 1-888-517-7000 and ask to speak to a member of the Community Investment Team.

Leaders for a Changing World

MBA in Community Economic Development

Program Value - a popular program that provides advanced skills in
business, development, leadership, and international management.

Accessible - learners in Kingston, Sault Ste Marie, Oshawa, Ottawa,
Saskatoon and Edmonton can complete the program by attending classes
on alternate weekends in their city and complete the courses over 22
months.

Learners across Canada opt to take classes in July only, over three
summers, on campus in Cape Breton.

Advanced Standing - recognition of past learning and career knowledge
through Prior Learning Assessment.

For additional information:

mba@cbu.ca ~ (902) 563-1467
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