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SPOTLIGHT
A Primer on Impact Investing with Madeira Global's Christina Alfonso

Christina Alfonso, founder and chief executive

officer of , spoke with BloombergMadeira Global

Brief reporter Hema Parmar about impact

investing concepts. The New York-based

investment adviser focuses on aligning financial

returns with social or environmental objectives. It

co-manages an impact investing hedge fund with

Brevet Capital. Alfonso's comments have been

edited and condensed.

Q: What types of impact investing
strategies are there?
A: There are really two kinds. We divide
them into proactive and reactive
strategies. The reactive ones say
'negative screening is sufficient for us,'
meaning avoiding investing in things that
are negatively impactful, like weapons,
alcohol and tobacco. In the case of the
proactive strategy, they're saying 'we are
willing to forgo allocation to traditional
investments to exclusively concentrate on
those which are intentionally seeking a
social or environmental benefit.' Impact
investment managers are increasingly
emerging in the second space. They’ve
often chosen either venture capital or
private equity type structures. That tends
to be long lockup periods in the five-year
to 10-year range.

Q: Do investors prefer proactive or
reactive strategies?
A: Globally, negative screening has a
higher adoption rate simply because it's
easier to do. You can do that in long-short
strategies and there's more optionality.
Increasingly, you're finding investors very
clearly stating that they are specifically
looking for proactive strategies. For those
that seek it, there are very few options
available to them. That's changing, but it
will be slow to change.

Q: Tell me about the impact investing
hedge fund that your firm co-manages.

 A: This particular fund is a short-duration
debt vehicle. Some of the industries we
focus on are renewable energy,
sustainable agriculture, education,
affordable health care and affordable
housing. To my knowledge, we are one of
the first impact hedge funds to have been
structured.

 

Q: How do you choose investments?
 We work with the manager so it will beA:

entirely based on the parameters of that
particular fund's strategy. We're there to
exist in the negative screening and the
proactive impact investing management.
So assessing those investments to
identify which ones are high impact and
then reporting to investors the ESG
performance of those investments.

Q: When did you see demand increase
for impact investing?
A: In the last 10 years, even more in the
last five, we've seen global banks,
pension funds, insurance companies and
funds of funds entering the space.

Q: What role do traditional financial
institutions play?
A: Global banks have not been
incentivized to take on risk in recent
years. So, they haven’t quite figured out
how they're going to make money off
these new impact products. So, they’ve
been reluctant to enter full force. I think
that that’s where these smaller
investment managers have really had the
opportunity to gain traction.

Q: What returns do you get comparing
impact versus traditional investing?
A: Anything from well below market to
market and above. It depends on what
the fund is targeting — debt or equity,
early-stage businesses versus mid-stage
or more mature. So they run the gamut. A
lot of impact investment managers have
struggled to solidify their claim that you
could make an attractive financial return
and also show real impact. I'd like to think
that over the next couple of years, as we

get better and refine goals and financial
products, we will create more attractive
returns, in line with traditional investor
expectations.

 Q: How else do you see this space
changing over the next five years?

We are seeing a shift towardA: 
technology. Technological innovations
that can help feed our way to solutions
that will catalyze social or environmental
change. I think we will continue to see
more of that in the next five years. I can
say with a good deal of certainty that
we're going to continue to see more
diversification and broadening of the
institutional players that are entering the
impact investment space. Many of the
impact investors today are smaller firms
that have grown outside of the global
banks. I think that over time, you will see
a consolidation play in the market,
whether global banks absorb some of
these smaller firms or smaller firms
who've had success choose to partner or
share core competencies to create more
scale-able, more commercially viable
platforms. 

Q: What other trends are you seeing in
this space?
A: Another shift that we've seen is that
about 10 years ago, a lot of investors
really only considered it to be impact if it
was in a frontier market — for example,
education in Rwanda. Over the last few
years, certainly since 2007 and 2008,
we've seen this return to our own
backyard: 'I'd like to see impact, but I
believe that there's impact right here in
America and I'd like to prove that I can do
it here first.'
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