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Moving Mainstream
The European Alternative Finance Benchmarking Report
Robert Wardrop, Bryan Zhang, Raghavendra Rau and Mia Gray
February 2015
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MOVING MAINSTREAM

Executive summary

S

ince the global financial crisis, alternative
finance – which includes financial
instruments and distributive channels
that emerge outside of the traditional
financial system – has thrived in the US,
the UK and continental Europe. In particular, online
alternative finance, from equity-based crowdfunding
to peer-to-peer business lending, and from rewardbased crowdfunding to debt-based securities, is
supplying credit to SMEs, providing venture capital
to start-ups, offering more diverse and transparent
ways for consumers to invest or borrow money,
fostering innovation, generating jobs and funding
worthwhile social causes.
Although a number of studies, including those
carried out by the University of Cambridge and
its research partners2, have documented the rise
of crowdfunding and peer-to-peer lending in the
UK, we actually know very little about the size,
growth and diversity of various online platformbased alternative
finance markets
in key European
countries. There
is no independent,
systematic and
reliable research
to scientifically
benchmark the
European alternative
finance market,
nor to inform
policy-makers, brief regulators, update the press
and educate the public. It is in this context that the
University of Cambridge has partnered with EY and
14 leading national/regional industry associations
to collect industry data directly from 255 leading
platforms in Europe through a web-based
questionnaire, capturing an estimated 85-90% of
the European online alternative finance market.

“

The European
alternative finance
market grew by
144% last year

”

Rapid growth across Europe
The first pan-European study of its kind, this
benchmarking research reveals that the European
alternative finance market as a whole grew by 144%

last year – from €1,211m in 2013 to €2,957m in
2014. Excluding the UK, the alternative finance
market for the rest of Europe increased from €137m
in 2012 to €338m in 2013 and reached €620m in
2014, with an average growth rate of 115% over the
three years. There are a number of ways to measure
performance across the various markets. In terms of
total volume by individual countries in 2014, France
has the second-largest online alternative finance
industry with €154m, following the UK, which is
an undisputed leader with a sizeable €2,337m (or
£1.78bn3). Germany has the third-largest online
alternative finance market in Europe overall
with €140m, followed by Sweden (€107m), the
Netherlands (€78m) and Spain (€62m). However,
if ranked on total volume per capita, Estonia takes
second place in Europe after the UK (€36 per
capita), with €22m in total and €16 per capita.

Peer-to-peer leads the way
In terms of the alternative finance models,
excluding the UK, peer-to-peer consumer lending
is the largest market segment in Europe, with
€274.62m in 2014; reward-based crowdfunding
recorded €120.33m, followed by peer-to-peer
business lending (€93.1m) and equity-based
crowdfunding (€82.56m). The average growth rates
are also high across Europe: peer-to-peer business
lending grew by 272% between 2012 and 2014,
reward-based crowdfunding grew by 127%, equitybased crowdfunding grew by 116% and peer-to-peer
consumer lending grew by 113% in the same period.
Collectively, the European alternative finance
market, excluding the UK, is estimated to have
provided €385m worth of early-stage, growth and
working capital financing to nearly 10,000 European
start-ups and SMEs during the last three years, of
which €201.43m was funded in 2014 alone. Based
on the average growth rates between 2012 and 2014,
excluding the UK, the European online alternative
finance market is likely to exceed €1,300m in 2015.
Including the UK, the overall European alternative
industry is on track to grow beyond €7,000m in
2015 if the market fundamentals remain sound and
growth continues apace.
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The new IRR: Impact,
Risk and Return

A NEW 3-D WAY OF LOOKING AT INVESTMENTS
There is no such thing as a free lunch. Or, when talking about
long term investing, no return without risk. In the Netherlands,
a debate is going on about the risk appetite of pension funds.
To what extent does regulatory pressure limit their ability to
generate sufﬁcient returns? The CIO of one of the largest
pension fund openly questioned the Dutch Central Bank’s policy
to freeze the risk proﬁles of some pension funds whose asset
value had sunk below the required coverage ratio. He argued –
rightfully so - that this would be counter effective. In the current
low interest rate environment, a conservative investment policy
emphasizing traditional ﬁxed income instruments will yield
low returns hence will not help to improve coverage ratios.
Investment decisions tend to be based on the internal rate of
return (IRR) of an investment opportunity. IRR is the annual rate
of return on an investment considering its original cash outﬂow
and its ultimate outcomes in terms of cash inﬂow over time.
IRR analysis is a commonly used method to compare investment
opportunities and support (or even lead) investment decision
making. Much has been written about the limitations of this
method, and I will happily stay away from too much detail here.
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But this wouldn’t be an article about a new IRR if I wouldn’t
address at least one of the limitations of the old one: the
uncertainty or volatility of return. If the future cash inﬂows
cannot easily or reliably be quantiﬁed, IRR analysis will not work
and an investment may not even be considered. As a result,
many investments are never made nor considered. Uncertainty
becomes a disqualiﬁer – while in fact all ﬁnancial outcomes are
uncertain! And as mentioned before, no return without risk.
And then there is another issue in my view: the deﬁnition of
return. Cash inﬂows and the assumed cash associated with a
residual value are included in IRR calculations. But what about
non-ﬁnancial or indirect forms of return?

THAT’S WHY I ADVOCATE FOR A NEW IRR:
LOOKING AT EVERY INVESTMENT TAKING INTO ACCOUNT
ITS IMPACT, RISK AND RETURN.
All investments have an impact. At FMO, the Dutch development
bank, the impact we are looking for is the positive impact that
successful private enterprise can have on emerging market

economies, on people and on the environment they live in. In
2014 alone, our new investments were expected to create and
support at least 500,000 jobs, touching the lives of millions of
people. By focusing our new investments on renewable energy
projects and other ‘green’ initiatives, greenhouse gas emissions
avoided amount to the equivalent of a million tickets from
Amsterdam to Nairobi.
All investments carry some degree of risk. And as a reward
for taking that risk, investors want to realize a commensurate
ﬁnancial return.
SO HOW DO IMPACT, RISK AND RETURN COME TOGETHER?
In my view, they are interlinked concepts and should be seen in
relation to each other. Many investors associate impact investing
with high risk products such as venture capital or private equity. In
the Netherlands, where regulatory pressure is highest in relation
to illiquid investment categories, mainstream institutional
investors are hesitant to pursue impact investing. In other
cases investors struggle with apparently conﬂicting mandates:
“please build an impact investing portfolio, and please stay away
from illiquid investments...”. However, as impact investing
offers opportunities across asset classes, different products
exist to meet risk-return requirements of different investors.

A HIGHER IRR OPTION:
Private equity funds-of-funds in general offer a highly diversiﬁed
form of private equity investment. In emerging markets,
private equity funds tend to focus on growth equity which has
tremendous impact as it allows entrepreneurs to grow their
business. This focus on growth equity also lowers the risk, as
you are not exposed to the typical leverage risk associated with
private equity in the US and Europe. So when looking at higher
risk products, dig deeper to understand the true risk proﬁle
which may not always be as high as you think!
Clearly, investing for impact is not a privilege available to
high risk seekers only, nor is it only suitable for the more
philanthropically oriented investor. Every investor should be
able to ﬁnd impact investing opportunities that ﬁt their speciﬁc
risk appetite. I sincerely hope that the notion of this new IRR
will help people realize there is more to investing than return
optimization only. It’s a new 3-dimensional way of looking at
investments.

If you are wondering what types of impact investing options
are available, let me just mention a few:
A LOW RISK OPTION:
Green bonds offer impact investment opportunities with
substantial liquidity. The market for green bonds is developing
very quickly. Critical investors have driven increased transparency
and consistency in the use of proceeds by the issuers, leading to
improved realization and reporting of impact. FMO and others
offer green or sustainability bonds on a regular basis.

Anna van Saksenlaan 71
2593 HW The Hague
The Netherlands
+31 (0)70 314 96 96
fmo-im@fmo.nl
www.fmo-im.nl

A MODEST IRR OPTION:
Emerging markets loans are another interesting impact
investment theme. Especially through pooled vehicles, the risk
proﬁle is relatively modest while return potential is much more
attractive than traditional EMD products. By selecting the right
vehicle the impact can be very positive: creating jobs for many,
improving labour conditions and promoting ‘green’ businesses.

FMO Investment Management offers professional investors access to FMO’s expertise in
responsible emerging market investing. We match investors’ appetite with FMO’s experience
in selected sectors, products and regions. The resulting fund propositions each aim for a
diversiﬁed portfolio, where each investment we make should generate an attractive ﬁnancial
return and meaningful development impact. Our offering builds on more than 45 years’
experience resulting in a portfolio of EUR 8 billion portfolio spanning over 85 countries. FMO
Investment Management is part of FMO, one of the larger bilateral private sector development
banks globally.
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It also provides investors with a compelling
opportunity: to align their investment strategy
with their societal values, to spot areas of rapid
growth (supported by a favourable policy
environment) and even to identify potentially
less correlated investment propositions.
To solve problems on a global scale, we need
global capital pools to respond. This means that,
alongside the pioneering investors already
allocating for impact, we need impact investment
to find its formal place within institutional
portfolios.

Despite increases in aggregate
global wealth, levels of
inequality and environmental
degradation in many countries
continue to rise. To help tackle
this, impact investment1 aligns
the positive power of private
capital with the social and
Impact investment aligns the positive
power of private capital with the social and
environmental needs of society at-large.
It is for this reason that this report has
two key audiences: both investors and
policymakers.

environmental needs of society
at large. This makes impact
investment a critical tool for
the policymaker, bringing
cost-effective solutions and
incremental capital to some
of our most intractable societal
challenges, from life-saving
vaccines to affordable housing.

This will happen when Chief Investment Officers
and Investment Managers recognise that
a diversified and thoughtful allocation to
impact investments can fit with their fiduciary
responsibilities, and when governments use
well-designed policies to encourage and support
such allocations.
This paper presents a series of frameworks to help
both investors and policymakers do just that.
In Chapter 1, we describe the various features
that make impact investment an attractive
proposition, for both governments and investors.
In Chapter 2, we clarify the various terms used in
the market and position the investment choices
available. This chapter aims to help investors
identify the opportunity set that can best meet
their societal and financial goals. It also provides
policymakers with a view of the impact investment
universe, which they can influence and incentivise
to meet their development agendas.
In Chapter 3, we propose a framework for
including impact investments across a balanced
investment portfolio, without compromising the
financial goals and fiduciary responsibilities of
Chief Investment Officers and investment
managers. This chapter is clearly relevant for
investors but it is also aimed at policymakers,
since it lays the groundwork for later policy
recommendations.
In Chapter 4, we assess the key barriers to
making impact investments for a wide range of
investors and intermediaries. These barriers fall
into three main categories, relating to conflict of
duty, to the nascent stage of the industry and to
increased risk factors.

1 Throughout this report, the terms ‘impact’ and ‘societal’ encompass both social and environmental impact
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Finally, in Chapter 5, we present a series of
actionable policy recommendations that can
address these barriers, illustrated through
examples of equivalent policies already at work
around the world. These recommendations call
for governments to act in three key ways:

2. MARKET PARTICIPANT

1. MARKET STEWARD

• Provision of catalytic capital, such as matching
investment, first loss protection or guarantees

• Clarification of fiduciary duty
Use of fiscal incentives
• Requirement for regulated financial institutions
and foundation endowments to articulate their
contribution to impact investment
• Requirement that impact investment be included
as an optional percentage of pension fund
offerings
• Requirement that banking institutions lend to
priority sectors

• Issuance of Requests for Proposals to encourage
development of impact investment products
• Stimulation of the intermediary market to
produce more bundled/ multi-asset products
at-scale

3. MARKET BUILDER
• Support for placement and distribution platforms
• Support for an impact investment rating system
Taken together, we hope that the various
frameworks and policy recommendations
presented in this report have the potential to
unlock the financial power of global portfolio
investors, bringing widespread solutions to some
of our most pressing societal challenges.

About the authors
This report is the product of a series of discussions
by the Asset Allocation Working Group of
the Social Investment Taskforce, established
established under the UK’s presidency of the G8
(see Acknowledgements for details).
The Working Group is chaired by Harvey McGrath
of Big Society Capital.
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Global Social Finance
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04 May 2015

Executive Summary
This report presents the findings of the fifth annual impact investor survey conducted
by The Global Impact Investing Network (GIIN) and J.P. Morgan. We have
maintained core questions on investor activity and perspectives, and also included
additional specific topics such as loss protection, technical assistance, impact
management and measurement, and exits. Throughout the report, we complement the
survey questions with some of our own desk research presented in “Zooming In”
sections. Below, we present a summary of the survey’s key findings.
Sample characteristics
! The sample size this year is 146, a 17% increase from last year.
! Seventy-eight percent of respondents have their headquarters (HQs) in Northern
America and WNS Europe. However, 48% of current assets under management
are in emerging markets, even though 90% of capital is managed by DM-HQ
investors.
! The sample is about half fund managers (57%). The rest of the sample is asset
owners, with foundations making up 18%, diversified financial institutions/banks
7%, and development finance institutions (DFIs) 5%.
! Just over half of the sample (55%) principally targets “competitive, market rate
returns”, with the remainder of the sample split between “below market rate
returns: closer to market rate” (27%) and “below market rate returns: closer to
capital preservation” (18%).
Investment activity and allocations
! As Table 3 shows, the group reports having committed USD 10.6bn in 2014 and
intends to invest 16% more – USD 12.2bn – in 2015.
Table 3: Number and size of investments made and targeted

Mean
Median
Sum

In 2014
Number
(n=146)
37
7
5,404

USD, mm
(n=146)
72
10
10,553

2015 target
Number
USD, mm
(n=145)
(n=144)
44
85
8
14
6,332
12,241

Source: GIIN, J.P. Morgan.

! The 82 organizations that responded both last year and this year reported a 7%
growth in capital committed between 2013 and 2014 and a 13% growth in
number of deals.
! Collectively, our respondents are managing a total of USD 60bn in impact
investments today, 35% of which is proprietary capital and 65% managed on
behalf of clients.4
! Fund managers manage 63% of this total AUM while DFIs – who make up just
5% of our sample – manage 18% of total assets (Figure 1).

4

Total impact investment assets under management represents 145 respondents and not the
total 146 due to one respondent not providing this data.
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Figure 1: Total AUM by organization type
n = 145; AUM-weighted average; Total AUM = USD 60bn

Fund manager

2%
2%

Development finance institution

0.01%

6%
9%

Diversified financial institution / Bank
Foundation
18%

Other

63%

Pension fund or Insurance company
Family office
Source: GIIN, J.P. Morgan.

! Investments directly into companies represent a much larger proportion of assets
under management (74%) than do indirect investments (20%).5
! Capital is diversified across regions, with about half invested in emerging
markets and half in developed markets (Figure 2).
! Housing accounts for 27% of respondents' assets under management, as do
Microfinance and Financial Services (excluding microfinance) combined. A
further 10% is allocated to Energy, while Healthcare and Food & Agriculture
account for 5% each (Figure 3).
Figure 2: Total AUM by geography

Figure 3: Total AUM by sector

n = 145; AUM-weighted average; Total AUM = USD 60bn

n = 145; AUM-weighted average; Total AUM = USD 60bn
Housing

Northern America

Other

3%

SSA
LAC
EEC

6%

0.2%

2%

6%

2%

1%
2%

1%
0%

Energy

8%

40%

Education

10%

5%

Healthcare
Food & agriculture

27%

5%
10%

Information and communication technologies

South Asia

Manufacturing

Other
MENA

2%

Financial services (excluding microfinance)

WNS Europe
ESE Asia

1%

Microfinance

11%

14%

Oceania

11%

Infrastructure

17%

Habitat conservation
Water & sanitation

16%

Arts & culture

Source: GIIN, J.P. Morgan. See Table 2 for region codes used in the text.

Source: GIIN, J.P. Morgan. NB: Some of the “other” categories reported include forestry, land
conservation, sustainable agriculture, arts & culture, and manufacturing

5

A small group of respondents chose "other" to denote investments in structures that are
neither companies nor funds (these respondents specified, for example, real assets and NGOs).
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! Private Debt and Private Equity are the most prominent instruments, accounting
for 40% and 33% of assets under management, respectively. Eight percent is
allocated to Equity-like Debt while less than 1% is allocated to Pay-forperformance instruments (Figure 4).
! Most capital managed today – 91% – is invested in companies post-venture stage,
with 28% allocated towards companies at the Growth Stage, 52% in Mature,
Private and 11% in Mature, Publicly-traded companies. Nine percent is
committed to Seed/Start-up companies or Venture Stage businesses (Figure 5).
Figure 4: Total AUM by instrument

Figure 5: Total AUM by stage of business

n = 145; AUM-weighted average; Total AUM = USD 60bn

n = 145; AUM-weighted average; Total AUM = USD 60bn

Private debt
Private equity
Equity-like debt

5%

3%

0.2%

3% 3%2%

11%
Seed/Start-up stage

6%

Public debt

Venture stage

40%
Public equity

6%

8%

28%

Growth stage
Mature, private

Real assets

52%

Mature, publicly-traded

Other

33%

Deposits & cash equivalents
Pay-for-performance instruments (e.g., social
impact bonds)

Source: GIIN, J.P. Morgan.

Source: GIIN, J.P. Morgan.

Planned asset allocations going forward
! The region to which the highest number of respondents plan to increase their
allocations is SSA (29 respondents), followed by ESE Asia (28 respondents) and
LAC (27 respondents). A relatively low number of respondents plan to increase
allocations to MENA, WNS Europe, EEC and Oceania (Figure 6).
! The sectors to which the highest number of respondents plan to increase their
exposure are Energy and Food & Agriculture (38 respondents each), followed by
Healthcare (37 respondents) and Education (33, Figure 7).
Figure 6: Change of allocation planned for 2015, by geography

Figure 7: Change of allocation planned for 2015, by sector
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Market development and pipeline
! Respondents indicated progress across the board on several key indicators of
market growth, including: collaboration among investors, availability of
investment opportunities, usage of impact measurement standards, and number of
intermediaries with significant track record. Compared to 2013, respondents
seemed to see more progress in 2014 on the availability of investment
opportunities at the company level.
! However, certain challenges remained consistent in investors’ views. “Lack of
appropriate capital across the risk/return spectrum” ranked first among a set of
challenges this year, and “shortage of high quality investment opportunities with
track record” ranked second (Table 4).
Table 4: Challenges to the growth of the impact investing industry today
n = 146; Respondents ranked top three
Rank

Score

Available answer choices

1

193

Lack of appropriate capital across the risk/return spectrum

2

174

Shortage of high quality investment opportunities with track record

3

115

Difficulty exiting investments

4

97

Lack of common way to talk about impact investing

5

87

Lack of innovative deal/fund structures to accommodate investors’ or portfolio companies’ needs

6

76

Lack of research and data on products and performance

7

67

Inadequate impact measurement practice

8

57

Lack of investment professionals with relevant skill sets

Source: GIIN, J.P. Morgan. See scoring methodology in the Methodological and Analytical Notes section on page 3.

! When evaluating potential government policies, respondents indicated that the
most useful policies would be those that improve the risk/return profiles of
investments, either through credit enhancement or tax credits or subsidies.
! About two-thirds of respondents perceived the market for impact investments to
be at least somewhat competitive, with most citing a limited number of investable
ventures or scalable business models as the chief source of competition.

Figure 8: Performance relative to
expectations
Number of respondents is shown under
each category; some respondents chose
“not sure” and their responses are not
considered here.
Outperforming
100%

In line

Underperforming

2%

9%

90%
80%
70%
60%

71%
78%

50%
40%
30%
20%
10%

27%

0%
Impact expectations
n=139

14%

! At the same time, nearly 9 out of 10 respondents indicated that co-investors are
either important or critical to their investment decisions.
! Indeed, referrals from co-investors or portfolio companies were identified as the
most effective sources of identifying potential deals.
Performance and exits
! Survey participants reported that their portfolios are performing mostly in line
with both their impact expectations and financial return expectations (Figure 8).
! Twenty-seven percent of respondents reported outperformance against their
impact expectations and 14% reported outperformance against their financial
return expectations. Conversely, only 2% reported underperformance on impact,
while 9% reported financial underperformance relative to expectations.

Financial expectations
n=139

Source: GIIN, J.P. Morgan.
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! Private equity impact investors reported on their most recent exits, totaling 77
exits in our sample, 61 of which happened since 2012. Seventeen exits were in
Microfinance, and nine each in Financial services (excluding microfinance),
Healthcare and Food & Agriculture (Figure 9).

Figure 9: Sample private equity
exits by sector
n = 76 exits
Microfinance

! Twenty-one of these exits were in South Asia, while 11 each were in SSA and
WNS Europe.

17
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! The majority of these exits took place by selling either to a strategic or financial
buyer, and most exits took place more than five years after investment.
! In order to mitigate exit risk, over 50% of private equity investors include “tag
along” and “drag along” clauses in their investment terms.

9

ICT

8

Housing

4

Habitat
conservation

2

Energy

2

Education

Risk and loss protection
! "Business model execution & management risk" once again emerged as the
largest contributor of risk to respondent portfolios, as shown in Table 5.

2

Manufacturing

1
0

5

10

15

FS= Financial services excluding microfinance
ICT= Information and communication technologies

Source: GIIN, J.P. Morgan.
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Table 5: Contributors of risk to impact investment portfolios
n=146
Rank
1
2
3
4
5
6
7

Score
288
132
115
106
98
91
34

Business model execution & management risk
Liquidity & exit risk
Country & currency risk
Market demand & competition risk
Financing risk
Macroeconomic risk
Perception & reputational risk

Source: GIIN, J.P. Morgan.

! In order to manage downside risk, 34% of respondents participated in a
transaction with a loss protection feature, such as a first-loss reserve or a
guarantee, over the last year.
! However, the majority of respondents see loss protection as something that’s
either a “nice to have” or necessary only in certain cases, but not critical to
making impact investments.
! The risk of mission drift at exit is important to impact investors, with 61% taking
measures to mitigate this risk, either by selecting an investee in whose mission
impact is embedded and/or by selecting an acquirer that will protect the mission.
Impact performance management
! Ninety-nine percent of respondents measure the social/environmental
performance of their investments, through a range of standardized and proprietary
metrics and frameworks, with the majority aligning with IRIS.
! Most respondents seek to achieve impact by investing in organizations that either
sell products or services that benefit a target population or provide employment to
target populations.
! Respondents generally put high importance on measuring outputs and outcomes,
while they are less focused on putting a dollar figure on impact.
! While the vast majority of respondents track impact performance because it is
part of their mission, nearly two-thirds also believe the business value of such
information to be of high importance.
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! Only 20% of respondents have a standalone team for impact measurement; twothirds rely on their investment teams for this.
! About one-third of respondents explicitly target gender equality as an impact
theme, while just over half target environmental conservation as an impact theme.
Technical assistance
! Seventy-three percent of respondents provide technical assistance to investees,
either in-house and/or through third parties.
! The most common use of technical assistance is general management support,
followed by assistance with accounting and financial systems, industry-specific
skills enhancement and impact measurement.
! While most respondents who provide technical assistance do so during the
investment period, a notable proportion does so pre-investment as well.
The intermediary market
! The fund managers that participated in our survey reported having raised USD
4.7bn in 2014 and target raising USD 7.1bn in 2015 (Table 6).
! Fund managers reported current impact investment assets under management of
USD 38bn, 32% of which comes from Diversified financial institutions/Banks,
19% from Pension funds or Insurance companies and 18% from Development
finance institutions.
Table 6: Capital raised for 2014 and targeted for 2015
Mean
Median
Sum

Raised in 2014 (n=52)
90
22
4,702

Target raise for 2015 (n=65)
109
50
7,082

Source: GIIN, J.P. Morgan. Note: excluding funds that did not answer or reported “0” for the
calculation of mean and median

Figure 10: Primary investors in terms of percentage of total capital
n = 80; AUM-weighted average; Total AUM = USD 38bn
Diversified financial institution/Bank
2%

Pension fund or Insurance company
Development finance institution

8%

1%

1%

6%

Family office/HNWI
Retail investor
Foundation

32%

13%

Fund of funds manager
Endowment (excluding foundations)
Other

18%

19%

Source: GIIN, J.P. Morgan.
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Understanding the current status,
trends, opportunities, and challenges
in BANGLADESH, INDIA, MYANMAR,
NEPAL, PAKISTAN, and SRI LANKA

TI

THE LANDSCAPE FOR
IMPACT INVESTING
IN SOUTH ASIA

SETTING THE SCENE
Introduction and objectives
In recent years, impact investing has gained prominence on the global stage as an
approach to deploying capital with social/environmental goals as well as ﬁnancial
return objectives. Deployed in both developing and developed markets, impact
investments are made across a range of sectors and asset classes.
South Asia* is home to more than 1.6 billion people and has
experienced signiﬁcant economic growth over the last decade.
However, this rapid growth, while changing some economies
dramatically, has been uneven between and within countries;
about a quarter of the region’s population continues to live on
less than USD 1.25 per day.1 Nonetheless, the region presents
enormous opportunities as a large market with a signiﬁcant share
of its population being young and potentially economically
active; approximately 30%2 of the population is currently
under the age of 15, creating a future demographic bulge that
presents an opportunity to develop human capital and nurture
entrepreneurship.

*South Asia, for the purposes of this
study, includes

Within South Asia, we see enormous variation between countries
• Bangladesh
• Nepal
in terms of population size, economic growth and market maturity,
• India
• Pakistan
entrepreneurial activity, and indeed, investing activity (both
• Myanmar
• Sri Lanka
impact and conventional). The impact investing model is most
well established in India, with pioneers such as Aavishkaar and
Map is based on UN map.
Acumen active since the early 2000s. The industry has grown
Source: UN Cartographic Section.
dramatically with almost 50 funds now active in the market, a huge
range of impact enterprise models of varying scales and across
many sectors, and a vibrant and robust ecosystem to support these
actors. Pakistan, Bangladesh, and Sri Lanka also have markets that are sizeable in their
own right, while investors are actively thinking about opportunities being presented
in Nepal and Myanmar—two countries going through fundamental political and
economic transformations.
With the population of India at 1.2 billion in 2012, and the additional combined
populations of Bangladesh, Myanmar, Nepal, Pakistan, and Sri Lanka at close to 450
million people, South Asia represents an enormous potential market for products and
services. South Asia also presents a particular set of needs and opportunities for the
so-called base of the pyramid (BoP) populations3 who largely lack access to quality

1

Weighted average calculated with the latest country data (2010–2012) from World Bank Development
Indicators; Myanmar ﬁgures are not included in the weighted average.

2

Weighted average calculated with the latest country data (2013) from World Bank Development
Indicators.

3

In this report, we use “base of the pyramid (BoP)” as a general term to refer to poor or low-income
populations, with no speciﬁc threshold in terms of income level.
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social services, ﬁnance, energy, and infrastructure as well as to affordable consumer
products. The opportunity for impact through the deployment of capital into
organizations and enterprises that increase incomes, create jobs, and provide access
to essential services is signiﬁcant, and the status of the impact investing industries in
these countries is worthy of attention.
The objective of this study is to develop an understanding of the status of the impact
investing markets in these countries, as a critical input to future investments and
engagement to build and grow these markets. The key themes explored include the
current status and trends in terms of the types of active investors, capital deployment,
opportunities for and challenges to investing, the demand for impact capital,
challenges to accessing capital and opportunities for enterprise growth, and the
vibrancy and scale of the supportive ecosystem for the industry.

Deﬁning key terms and concepts
THE SUPPLY SIDE: WHO IS AN IMPACT INVESTOR?
As deﬁned by the Global Impact Investing Network (GIIN), impact investments are
“investments made into companies, organizations, and funds with the intention
to generate social and environmental impact alongside a ﬁnancial return.”4
The three key characteristics of an impact investor are as follows:
1. Expectation of a ﬁnancial return that can range from the return of capital to riskadjusted market-rate returns and that can be derived from investments in a range
of asset classes. Impact investors may also earn fees from the provision of catalytic
instruments such as guarantees.
2. Intent to generate positive social and/or environmental impact through
investments. For example, investors may seek to use investments to increase
access to ﬁnancial services, education, healthcare, affordable housing, or quality
employment by underserved populations. Investors may also invest in solutions
aimed at mitigating the negative effects of climate change and environmental
degradation.
3. Commitment of the investor to measure the social/environmental performance of
the underlying investments.
This report focuses signiﬁcantly on the impact investing landscape in each of the
six countries covered. Various terms may be used to refer to the impact investing
landscape, including “impact capital” and “impact funds,” depending on the context.
For the sake of ﬂuency, the modiﬁer “impact” will be dropped when the context is
clear.
While the central goal of this study is to map the current landscape of impact
investing activity in South Asia, there is also signiﬁcant investment activity on the

4 For more details, refer to the GIIN website, www.thegiin.org.
THE LANDSCAPE FOR IMPACT INVESTING IN SOUTH ASIA
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Impact Assessment in Practice
Experience from leading impact investors
! Impact assessment is a key component of managing an impact investment
portfolio, and many investors today are building methodologies that bring value
beyond simply reporting outcomes.
! For many investors, the impact goal is the common thread across a portfolio of
various sector, geography and instrument types and this diversification can
make choosing an impact assessment methodology challenging. As such, the
process for developing a methodology is often an iterative one, refined with
experience and data over time.

Social Finance
Yasemin Saltuk
(44-20) 7742-6426
yasemin.x.saltuk@jpmorgan.com

Ali El Idrissi
(44-20) 7134-6938
ali.el.idrissi@jpmorgan.com
J.P. Morgan Securities plc

! To help inform that iterative process, this research presents sixty-eight case
studies from twenty-one leading impact investors that share best practice and
debated viewpoints on impact assessment along the investment process. The
report builds off prior work in A Portfolio Approach to Impact Investment,
which we recommend for broader coverage of impact portfolio management.

www.jpmorganmarkets.com
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Executive Summary
Impact investment portfolios are generating a growing set of impact data and
investors are increasingly looking to move from basic impact reporting frameworks
to impact assessment that creates value for management. This report presents our
findings from interviews with twenty-one leading impact investors and related desk
research on current impact assessment practices. Critical to the report are sixty-eight
case studies featuring real examples of how investors address specific question in
their assessment methodologies. In the executive summary, we capture the high-level
process that emerged from those conversations, and present the general overview of
our findings. Readers can find case studies for each point below in the main report.
Figure 1: Report structure follows investment process

Why assess impact?
In order to best understand what led the investors we interviewed
to choose their current assessment frameworks, we asked them to
explain why they make the assessment and how they plan to use
the results.
To learn what works and inform investment management
Most impact investors assess the impact of their portfolios to
understand the effect of the organization’s work against the social
and environmental goals they set, as a means of holding
themselves accountable towards those goals. Further,
interviewees increasingly want to utilize impact assessment data
to drive value creation at the level of the investee, the investor
and/or the broader market.
An investor’s perspective across three levels
The report follows the structure of the investment process, as
shown in Figure 4, and we use this structure to highlight
perspectives at each of the organization, portfolio and investment
levels.

Source: J.P. Morgan.

Set organizational goals
Develop the impact thesis as a tool for screening opportunities
Impact investors allocate capital towards positive social and/or environmental
change. Many investors articulate a specific “impact thesis” or “theory of change”
they wish to support through their capital. Some investors utilize a single overarching
impact thesis for their portfolio; while others operate across several impact theses,
with different portfolios for each. For most, the impact thesis serves as the mission
towards which the portfolio is driving.
Make the link from the theory of change to the relevant metrics upfront
A theory of change is most useful when it can be linked to the specific outputs of the
intended investments. Several investors make this link upfront, either at the time of
articulating their theory of change or when considering investment opportunities.
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Screen and due diligence opportunities
Assess management’s commitment to impact and the business model link
Just as impact investors balance the dual purpose of social or environmental change
with financial return, it is critical to align this balanced view with the management of
the investee. This alignment becomes particularly important over time when
decisions arise that put the financial and impact goals in contrast to one another.
Use scorecards to rank opportunities
Several investors use scorecards to quantify the evaluation of an opportunity based
on the above factors. The scorecards can be impact-specific or cover a range of
impact and financial considerations. As part of our own deal assessment, we use a
scorecard to evaluate both the fund manager and the types of underlying companies
that the manager intends to invest in. Figure 2 illustrates the thematic areas that we
assess on a weighted basis. This assessment results in a spider graph like the one
shown, which can then be compared between the pre-investment state and the current
state over the life of the investment. Other examples are included in the main report.
Figure 2: J.P. Morgan Social Finance impact assessment
The categories of assessment used in the scorecard for pre-investment and ongoing assessment for the J.P.
Morgan Social Finance Principal Investment portfolio, which is a portfolio of impact investment funds.

Source: J.P. Morgan

Evaluate impact risk along with the return potential
Investors also assess opportunities for the risk that the impact intended may not be
delivered to the degree expected or that the investment will result in a negative
impact. Some investors use the due diligence report to identify risks to impact
delivery and rank opportunities against different impact risk considerations to
determine an impact risk score.
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Confirm terms and invest
Ensure relevance to the business: Plan to learn from impact data and use it
Most investors we interviewed agreed that the most successful impact assessment
revolves around impact goals that relate back to the business success. Not only does
the output information become more useful to the running of the business, but also
management at the investee is more aligned to collecting the data because of the
value beyond simply reporting back to their investors. Investors can also use welldesigned impact data as a management tool and feed insight gained through the
process back into the management of that company or others in the future.
Consider what is in investee's control and what is not
Several investors emphasized that assessment should focus on outputs or outcomes in
the investee’s control. In other words, investors can ask their investees to monitor the
immediate outputs of their work – like number of female borrowers – but should be
more wary of committing investees to delivering or measuring more remote
information – like whether those customers have increased levels of savings.
Standardize core metrics, overlay individualized metrics for more detail
Several investors referenced that at least some of the metrics they use are standard
across all of the investments they make. Metrics that can apply across regions or
sectors, though, are usually by nature higher-level or more generic measures. This
does not necessarily make them less valuable, but it highlights the reason that several
investors use some standard metrics across much of the portfolio, and add investment
or sector-specific metrics to complement with more detail on individual deal or
sector performance (Figure 3).
Figure 3: Metric selection is an iterative process
This can apply to both the investee metrics and the investor metrics

Source: J.P. Morgan.

Set targets to benchmark performance
Once metrics are selected, some investors and investees will then set numerical
targets for what those metrics’ readout might be in the future. For example, investors
might set the goal of one million low-income consumers reached or one thousand
native-species trees planted. These numerical targets could then be used at a future
time to judge whether the outputs had been achieved as planned or not.
Document impact assessment terms
While some investors prefer to keep impact targets out of legal documentation to
allow more flexibility for the investee, others do utilize legal documentation of
impact goals. Some confirm target outcomes in a side letter with the investee, others
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draft covenants within the investment documents themselves that are linked directly
to impact goals. Investors might also ask investees to become signatories in the UN’s
Principles for Investors in Inclusive Finance or obtain a GIIRS rating, leveraging
third-party tools to help cement investees’ commitment.

Data-driven investment management
Share learnings with investees, make it more than data collection
Many investors engage investees in the process of choosing the metrics by which
their impact would be assessed. Further, giving investees access to the results of the
assessment can align incentives along over the life of the investment and ensure that
the investee sees value in thorough, efficient data collection.
Responding to poor performance
In the event of poor impact performance, investors initiate a conversation to explore
the cause and gain insight into the current state of operations at the investee. Impact
data can prompt this exploration, which can also reveal risks to the financial
performance. Ideally, an impact assessment results in information that informs future
allocations and other market engagement strategies. Investors hope to use the outputs
of their analyses in this way, though many are yet to implement this transfer of
knowledge as their portfolios are still young and the information too little as yet.

Organization-level assessment
What and how an investor reports depends often on why they report. Investors that
manage proprietary capital will have more discretion over their reporting, while
investors that manage money on behalf of clients will need to consider the interests
of their investors as well. While some investors might collect impact data on a
monthly or quarterly basis, most of the investors we spoke to report the impact of
their investments on an annual basis. Many of the investors featured in this report
have produced public impact reports and we refer readers for examples.
Attribution
In representing impact at the level of the investor, some investors calculate the
portion of their investees' impact that they feel is attributable to their portion of the
funding. There were divergent views on the benefit of making such a calculation:
some focus on checking that they made a contribution rather calculating the size of it,
while others scale the impact they report by the proportion of capital they provided.
Attribution
In social science, the term “additionality” is used to indicate that an intervention
delivered an outcome that otherwise would not have occurred. Some of the most
rigorous impact assessments analyze whether an intervention brought an additional
result that would not otherwise have occurred. However, we found differing views on
the value of assessing additionality at either the investment or the investor level.
Several investors do not assess additionality, some due to cost while others are
unconvinced of the value of such an assessment. Others do assess additionality to
know that their capital is being used effectively, either qualitatively or quantitatively.
Consider whether and how to aggregate across a portfolio
Across the investors we interviewed, few had a system in place today for aggregating
the impact of a portfolio beyond simply reporting the total number of lives touched
or total jobs created. Others did not see that aggregating impact data at the portfolio
level would bring much value, and chose not to make the analysis.
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PGGM – Investing in solutions

Country
The Netherlands
Type of fund/organisation
Pension fund administrator and investment manager
Total assets
€ 182 billion (US$ 207 billion) as at December 2014

Introduction
PGGM is a pension fund administrator and investment
manager that invests on behalf of five Dutch pension
funds. Responsible investment is a central tenet of
its investment philosophy. PGGM is guided by a com
prehensive set of responsible investment policies1 that
it applies to all asset classes. It uses a variety of
responsible investment approaches, including integration
of environmental, social and governance (ESG) issues,
voting and engagement, as appropriate.

1. http://www.pggm.nl/english/what-we-do/Pages/Asset-Management.aspx
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“PGGM is one of the first large
institutional investors to begin
to systematically gather and
structure information on the
environmental and social impacts
of its investments.”

In addition, it has 31 investments that currently meet
its definition for Investments in Solutions, totaling
€ 4.7 billion (US$ 5.4 billion).
In 2011, PGGM began a pilot project to understand
the expected added societal value of its investments
in solutions, based on an academic literature review –
a ground-breaking exercise for an investor of its size and
type. In 2012, it developed the first pilot report for its
clients outlining the actual impacts of these investments.

This case study outlines how PGGM goes about under
standing the direct and wider impacts of its investments
in solutions, illustrated using examples of how it applies
its approach to microfinance investments. It is one of a
series of case studies produced by the PRI Initiative’s
Environmental and Social Themed Investing Work Stream.

Key Points
PGGM’s impact measurement methodology is
designed to assess whether and how its investments
in solutions yield the positive impacts they were
designed to deliver.
It has developed a standard template, applicable
to investments in solutions in all asset classes,
to collate impact information and report to clients
annually. The template has a clear logic: it establishes
the global environmental and/or social challenge an
investment is intended to address, sets out the
process by which the fund expects to deliver the
desired impacts (the ‘theory of change’), and, based
on the theory of change, defines investment-specific
output metrics that each fund manager is asked to
report on.
The reporting template also covers: whether and
how each investment has generated additional direct
impacts and contributed to wider sector development;
the policies and procedures the manager uses to
manage ESG issues, including negative ESG effects
and risks; and any potential issues of concern to
PGGM and what the manager is doing about them.
PGGM faces several challenges, most of which relate
to the innovative and complex nature of what it is
trying to do. But as it – and other asset owners and
investment managers – gain experience and
increasingly request and receive good impact
information from their managers, demonstrating
the real environmental and social contribution of
these funds should become easier.

Rationale
PGGM and the pension funds whose money it invests
share the belief that financial and social returns can
go hand-in-hand. Investing responsibly delivers both
high-quality pensions and a better future for PGGM’s
beneficiaries, through the contribution that these
investments can make to solving the world’s
environmental and social problems.
PGGM invests according to several responsible invest
ment policies, using a range of established strategies.
It views ESG issues as potential sources of investment
risk and opportunity, and factors them into all of its
investment processes and activities.

Type and structure of investments
In 2012, PGGM tightened its definition of targeted ESG
investments. It now defines them as Investments in
Solutions, investments that meet standard financial
criteria for their asset class and target clear and
convincing measurable goals which address environ
mental and social challenges.
Thirty-one mandates in the infrastructure, corporate
bonds, microfinance, private equity, listed equity and real
assets sectors meet the new criteria with a total value
of € 4.7 billion (US$ 5.4 billion) or around 3% of its total
assets under management.2 PGGM’s ambition is to
increase this amount in the future.

Approach
PGGM is one of the first large institutional investors to
begin to systematically gather and structure information
on the environmental and social impacts of its
investments. This case study focuses on how PGGM
captures and reports this information to its clients.3
PGGM is rolling out its approach gradually, asset class by
asset class, using a two-page template it has developed
to collate information from its investee funds and
companies. Each section of the template is described
below, with examples drawn from microfinance to
illustrate how it works in practice. The first three sections
of the template are also used in the due diligence
process for new investments in solutions.

2. Responsible Investment Annual Report 2014, PGGM
3. In 2011, PGGM worked with the Erasmus Centre for Strategic Philanthropy (ECSP) at Erasmus University Rotterdam in a first attempt to get
insight into the expected societal value of its investments in solutions, based on existing academic research, see “Measuring the impact of
targeted ESG investments, ECSP Insight, 3rd Quarter 2012.”
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1. The global challenge the investment is designed to
address: PGGM first categorises each investment in
solutions according to the global challenge or
challenges it is designed to help to solve. These
include climate change, water scarcity, healthcare,
food security, and safeguarding human rights.
2. Theory of change: For each investment, be it a fund of
funds, an individual fund or a project, PGGM explains
how that investment is intended or expected to address
the specified challenge(s). This means describing the
outputs PGGM expects to be generated and sometimes
the related outcomes (or impacts), although it is often
not possible to capture outcomes. The theory of change
is investment-specific and based on input from experts
and academic research. A key element of this approach
is that the theory of change makes it possible to
identify proxy indicators. These indicators do not
measure impact as such, but provide a practical way
to track progress towards realising an intended impact.
These proxy indicators fall more directly within the control
of the fund or company than the actual impact (where
external factors and dependencies also play a role).
3. List of output (or outcome) metrics: Based on
appropriate existing ESG measurement frameworks,
as described above, PGGM then defines around five to
ten high-level ESG output or outcome metrics that it
asks each fund manager to report on. With respect to
its microfinance investments, PGGM draws its metrics
from well-established social performance reporting
frameworks such as those developed by the Social
Performance Task Force.4 These include output
measures such as the total number of active clients
that a microfinance institution has supported, the
total number of active borrowers, and the percentage
of clients who live in urban and rural areas and/or are
classified as poor or very poor and/or are women.
Specific outcome measures, such as the number or
percentage of clients’ daughters who attend primary
school as a result of their mothers receiving the
microfinance loan, are not requested by PGGM.
The proxy indicators are designed to provide an
adequate understanding of whether the investment
is on track in achieving its outcome measures,
as formulated in the theory of change.
4. Additional impacts: In addition to the key metrics, PGGM
also aims to capture important additional impacts
generated by each investment. With respect to microfinance, these could include an improvement in the
quality of the products and services offered by a microfinance institution the fund invests in, its contribution

4. http://www.sptf.info/
5. www.unpri.org/piif
6. http://www.smartcampaign.org/
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to building capacity in the sector through educating
such institutions, or the empowerment of beneficiaries.
5. How investment leads to development in the sector:
This section is more qualitative. It outlines wider
positive impacts the investment has led to. In the
microfinance field this might include contributing to
the development of sector standards and principles
(e.g. the Principles for Investors in Inclusive Finance
(PIIF)5; transferring knowledge to clients; or providing
in-kind support to a microfinance institution, perhaps
by contributing to new product development (e.g.
micro-insurance or sanitation loans).
6. Procedures and management systems: This section
of the template sets out the manager’s standard
policies, procedures and systems for addressing ESG
issues overall, including, importantly, ESG risks. While
these funds are designed to deliver certain positive
environmental and social impacts, they can also
generate negative impacts and present ethical and
governance issues. PGGM wishes that these funds
manage all such issues and impacts effectively.
With respect to microfinance, the report might capture
whether the manager is a signatory to the PIIF or uses
a standard social performance platform to collate
impact measures and/or additional internal systems.
7. Potential issues: The final part of the template outlines
any potential ESG issues the manager or PGGM
foresees, any discussions that PGGM has had with a
manager about these concerns and how the manager
is responding to them. For each sector or asset class
this generally focuses on topics covered by relevant
international standards. For microfinance, this might
be the Smart Campaign’s Client Protection Principles
in Microfinance6 relating to over-indebtedness,
excessive interest rates, fraud risk and tax avoidance.

Challenges
Impact measurement relies on fund managers’ capability
and cooperation: PGGM does not yet include in its
Investment Management Agreements the requirement to
report on ESG impacts, as the approach outlined above is
still in its pilot phase. This means that PGGM has to rely
on discussions with managers to secure their agreement
to report this information. Moreover, ESG data provided
by managers may be limited at first. PGGM expects that,
over time, as all parties become familiar with the impact
reporting concept and template, data quality and
completeness will improve.

Measuring the impact of large and/or diversified funds:
Investments in individual projects or in concentrated
portfolios lend themselves more easily to ESG impact
measurement. But identifying a core set of measurements
for highly diversified funds, funds with a large number of
holdings or a fund of funds is more difficult. In the private
equity sector, for example, there is no agreed framework
for measuring ESG impacts. PGGM is responding to this
challenge by devoting a significant amount of its large
internal responsible investment team’s time to identifying
an appropriate set of ESG impact metrics for such funds.
It then plans to communicate clear expectations to the
relevant fund managers of what they should report. Over
time, PGGM hopes to move towards defining appropriate
standardised measurements for each type of fund.
How much social return on investment is sufficient?
PGGM has already noticed a big difference in the social
impact achieved by different investments of the same
size: some generate more social impact or ‘social return
on investment’ than others. It could be argued that
the amount of impact does not matter as long as the
investment is delivering the positive expected impacts
outlined in the ‘theory of change’. But an argument could
also be made that investment should be directed towards
entities that deliver the greatest positive impact – the
biggest ‘social bang for the buck’. This is a challenge
PGGM is debating, but it does not expect a clear answer
to emerge soon.

Delineating impacts: While PGGM is starting to report
the environmental and social impacts of its investments
in solutions to its clients, a key question is ‘whose impact
is it reporting?’ PGGM is in fact reporting selected
impacts of a whole project, fund or company (depending
on what the underlying investment is). PGGM is typically
only one of multiple investors in a company or fund, and
its ability to influence the nature and magnitude of the
impact of each one varies considerably.
For example, PGGM may hold 2% of the free float of a
listed company and have relatively little influence over the
impacts generated. But where PGGM is the sole investor
in forestry or farmland assets, it can exert significant
influence over how these resources are managed and the
positive (or negative) impacts generated. Disentangling
PGGM’s influence from that of others is a particularly
thorny problem – and one that is faced by all investors
working to understand and advance the field of impact
measurement.

This is an edited version of a case study written by PRI, published in 2013.

PRI Disclaimer
The information contained in this report is meant for the purposes of information only and is not intended to be investment, legal, tax or other advice,
nor is it intended to be relied upon in making an investment or other decision. This report is provided with the understanding that the authors and
publishers are not providing advice on legal, economic, investment or other professional issues and services. PRI Association and the PRI Initiative
are not responsible for the content of websites and information resources that may be referenced in the report. The access provided to these sites or
the provision of such information resources does not constitute an endorsement by PRI Association or the PRI Initiative of the information contained
therein. Unless expressly stated otherwise, the opinions, recommendations, findings, interpretations and conclusions expressed in this report are those
of the various contributors to the report and do not necessarily represent the views of PRI Association, the PRI Initiative or the signatories to the
Principles for Responsible Investment. The inclusion of company examples does not in any way constitute an endorsement of these organisations
by PRI Association, the PRI Initiative or the signatories to the Principles for Responsible Investment. While we have endeavoured to ensure that the
information contained in this report has been obtained from reliable and up-to-date sources, the changing nature of statistics, laws, rules and
regulations may result in delays, omissions or inaccuracies in information contained in this report. Neither PRI Association nor the PRI Initiative is
responsible for any errors or omissions, or for any decision made or action taken based on information contained in this report or for any loss or
damage arising from or caused by such decision or action. All information in this report is provided “as-is”, with no guarantee of completeness,
accuracy, timeliness or of the results obtained from the use of this information, and without warranty of any kind, expressed or implied.

PGGM
Noordweg Noord 150
Postbus 117, 3700 AC Zeist
Telefoon (030) 277 99 11
www.pggm.nl
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RobecoSAM
Sustainable Water Strategy

A parched landscape exposes need
for new solutions
Sierra Nevada Snow water equivalents (Inches)
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At a meeting with farmers from California’s Central Valley in 2014,
Barack Obama called for widespread action to manage the impacts
of the ongoing drought and announced USD 183 million in federal
aid for drought relief. The persistent drought in California really
started some ten years ago, and the situation is not expected to
improve in the near future.
California’s two main water sources are showing signs of distress.
Runoff from the Sierra Nevada snowpack, which provides a steady
flow during spring and summer and helps replenish the aquifers, has
been affected by climate change: in January 2014 the snowpack had
only reached 12 % of its normal depth for that time of the year. The
Colorado River, which supplies water to California and four other
Southwestern states, has also been increasingly under pressure. The
water level at Lake Mead, the biggest reservoir on the river and in the
entire US, has dropped in recent years. The magnitude of this decrease has prompted Las Vegas, which relies on Lake Mead for 90 %
of its water, to start construction of a new USD 816 million supply
pipe as the water level drops below the existing pipe.
The drought is also threatening the delicate balance between
the state’s different water requirements for agricultural, municipal
Sierra Nevada Snow water equivalents (Inches)
and industrial use. California’s Central Valley produces around
30 %–50 % of all produce in the US, making it the largest agricultural
producer in the country. But with a water withdrawal rate of 80 %,
it is also the state’s largest water consumer. It will be increasingly
difficult for the agricultural sector to continue to consume water at
this rate without impacting other stakeholders, and will eventually
need to increase its contribution to the costs.
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Source: California Data Exchange Center; US DoI, Bureau of Reclamation

To address California’s water woes, a combination of solutions will
have to be implemented along the entire water supply chain. Distribution companies such as American States Water will have to increase water conservation efforts through differentiated tariffs and
infrastructure development. Farmers will need to use ever smarter
technologies to reduce water needs, such as Trimble’s GPS solutions,
which help them identify specific areas that need to be irrigated.
Finally, new water supply solutions will need to be put in place, such
as the construction of desalination plants, some of which are already
in progress, or water reuse projects offered by Suez Environnement.
Continue reading on the following pages to find out more about how
we invest in companies offering products and services that address
challenges related to the quantity, quality and allocation of water.

“The Increasingly threatening drought situation
will force all Californian water consumers to rethink their water usage, and innovative companiesMead
alongaverage
the water
value
chain (Feet)
that offer soluLake
annual
elevation
tions to help relieve some of the effects of the
drought are expected to benefit.”

Important legal information: The details given on this page do not constitute an offer. They are given for information purposes only. No liability is assumed for the correctness and accuracy of the details
given. Copyright © 2015 RobecoSAM – all rights reserved. RobecoSAM Josefstrasse 218 · 8005 Zurich · Switzerland · T +41 44 653 10 10 · F + 41 44 653 10 80 · www.robecosam.com · info@robecosam.com

Trading water for fuel
Oil & Gas industry: Growth in water & wastewater treatment equipment market

Quelle: GWI, Global Water Market 2014
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Water-intensive shale gas production creates huge
demand for water treatment and recycling
technologies
The oil & gas sector is one of the most water-intensive industrial
sectors. This is particularly true in the natural gas industry. The abundance of shale gas reserves h as led to a boom in the exploration and
production of natural gas, particularly in the US. Water plays an
extremely important role the extraction of shale gas and the rapid
expansion of this unconventional energy source is adding to the
growing demand for water in the sector.
A typical well with horizontal drilling and hydraulic fracturing re
quires about 15 to 20 thousand cubic meters of water. To free the gas
trapped in shale layers over 4,000 feet (1500 meters) below the
Earth’s surface1, the rock is drilled vertically and then horizontally.
Next, a mixture of water, sand and chemicals is injected into the
drilled well, opening up cracks in the rock and releasing the natural
gas. The trapped gas then flows upwards.
Each year, an estimated 70–140 billion gallons (265–530 billion liters) of water are used in the 50,000 wells in the US – enough to
fill 150,000 Olympic swimming pools. Given the concentrated time
frame of the drilling and extraction process, it can place dispro
Sierra Nevada Snow water equivalents (Inches)
portionate stress on local water resources, particularly in some of
the shale plays located in water stressed areas.
Not only does shale gas production require huge volumes of water,
approximately 10–40 % of the fluid flows back to the surface . T his
generates vast amounts of wastewater containing fracking chemicals

that need to be treated. Effective treatment of flowback water and
increasing water reuse in the shale gas industry will therefore play an
important role in protecting local water resources and reducing water
consumption.
With intensifying demand for water from the gas industry and tightening regulations on water standards, the wastewater treatment
market for the oil & gas industry is expected to grow from USD
1.3 billion in 2011 to USD 3.6 billion in 2025 – a compound annual
growth rate of 15 %, offering investment opportunities. Com
panies such as Veolia, Newalta and Ecolab provide wastewater treatment solutions to the oil & gas industry, enabling higher rates
of water reuse, ensuring proper treatment of waste sludge for disposal, and providing environmental remediation services to
the industry, and are expected to benefit from this growing market.

“The rapid expansion of shale gas exploration is
creating opportunities for companies offering
water treatment and recycling technologies and
services.”
Lake Mead average annual elevation (Feet)

Thomas Guennegues, CFA
Senior Equity Analyst
RobecoSAM Sustainable Water
Strategy

1 http://www.waterworld.com/articles/wwi/print/volume-27/issue-2/
regional-spotlight-europe/shale-gas-fracking.html
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A Powerful Case for Local
Currency
Utilities generally sell their power into domestic markets
earning revenues in local currency, yet independent
power projects (“IPP”s) in Sub-Saharan Africa are mostly
financed in US dollars. The resulting exchange rate risk
is borne by consumers and taxpayers. This article takes
a look at that model and considers circumstances that
might justify an alternative approach in certain cases1.

Per van Swaay
Senior Vice President
TCX Fund
Per van Swaay is Senior VP
Structuring at TCX Fund, based in
Amsterdam where he is responsible
for origination, structuring and
product development. Prior to
joining TCX Fund in 2010, Per
was a senior investment officer
at FMO, the Development Bank
of the Netherlands, where he
was responsible for generation
and execution of project finance
transactions in Africa. Per holds
an MBA from the Instituto de
Empresa in Madrid in 2010 and
a Master degree in law from the
University of Amsterdam.

The USD based IPP model
Historically Sub-Saharan African power projects had been financed mostly with a
mix of concessional debt by multilaterals and host government funding. In the early
1990’s, prompted by the World Bank with a view to attracting private investment
to the sector, the IPP framework emerged. The IPPs that were subsequently
developed had financing requirements that could not be accommodated by
domestic capital markets due to illiquidity and lack of long-term products.
As a result, long-term funding had to come from off-shore, mostly from
development finance institutions (“DFI”s). The DFIs typically had no capacity to
take exchange rate risk under their charters. As long-term hedging instruments
for African currencies were not available either, the DFIs had no ability to offer
their funding in local currency. Consequently hard currency financing became the
norm and, with it, the need to allocate the resulting exchange rate risk. To ensure
project bankability this risk had to be assumed by utilities and host governments.
To achieve that, power purchase agreements (“PPA”s) between the IPPs and local
utilities were denominated in, or effectively linked to, the US dollar2.

Exchange rate risk in the power sector
Sub-Saharan African currencies tend to depreciate against the US dollar over
time. For example the Kenyan Shilling (“KES”)3 lost approximately 400% of its
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1

The observations on currency mismatches with regard to IPPs generally apply equally to public sector
funded projects.

2

Since 1990 over 20 IPPs have been developed in SSA, and all are financed at least partially with hard
currency debt.

3

Many of the examples given apply to Kenya. Kenya has been very successful in attracting IPPs and its relatively
liquid capital markets are more able to provide local currency financing than many other SSA countries.
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value against the US dollar since 1990. With the exchange
rate risk allocated to the host country, depreciations and
the resulting increase in local currency terms of US dollar
denominated obligations must be fully absorbed by the
system. While costly, the exchange rate induced hikes in
debt servicing costs might be manageable if depreciation
occurred gradually and steadily. However, as currencies in
Sub-Saharan Africa exhibit very high volatility, the pace,
timing and steepness of depreciations are hard to predict
and can be dramatic.
For example, as also illustrated by the graph4, in the period
between 1995 and 2005, the KES lost 75% of its total value
and the average annual depreciation was 6%. However, in
the years 1996, 1998 and 2000, annual depreciation was
24%, 15% and 18% respectively. Besides the cost impact of
actual losses as they occur, these patterns contribute to
uncertainty and unpredictability. Often, sharp depreciations
are purely the result of external shocks. For example, the

shilling lost 15% in the last quarter of 2008 following the
Lehman crisis. In the course of 2011, it lost up to 20%, which
was largely attributed to the EU debt crisis. In the US dollar
PPA model, the costs of such depreciations are in one way
or the other shouldered by taxpayers and consumers in the
host country.
Kenya has adopted a much applauded model which allows
the utility to transfer exchange rate related increases
in costs directly to consumers through tariff increases.
This contributes to cost-reflectiveness of the tariff and
to financial sustainability of the utility. However it also
leads to erratic tariff increases that must be absorbed
by households and companies. Tariff surcharges to cover
exchange rate losses have peaked at 11-12% in single
months in times of crisis5. Electricity costs often represent
a large portion of household and firm expenditures and
any tariff surcharges will likely have a material impact on
budgets and economic activity6.

4

The spike in 1993 concerns the (lead up to) replacement of a dual exchange rate system by a free float.

5

The tariff in Kenya includes a variable Foreign Exchange Rate Fluctuation Adjustment (FERFA), to cover exchange rate losses suffered by the utility. Between 11/2008 and
3/2013, the FERFA averaged 5.7% of the aggregate tariff for domestic users assuming average consumption. It peaked at 12,5% in October and November 2011 and again
at 11% in late 2012.

6

If fossil fuels are (a large) part of the energy mix, the FX charge impact is compounded by the rising cost of fuel imports. The tariff in Kenya includes a variable Fuel Cost
Charge (FCC), to cover fuel import costs of the generators. Between 11/2008 and 3/2013, the FCC averaged 33% of the aggregate tariff for domestic users assuming
average consumption.
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These consequences are no fault of the utility or government.
Faced with the need to manage the exchange rate risk, a
choice must be made between transferring the cost to
consumers and absorbing the cost itself, putting pressure
on the utility’s or the state’s finances. It is unfortunate that
the requirement to absorb losses is typically greatest at
a time that the currency is at its weakest and accordingly
that government and consumers are probably experiencing
stressful economic times. It is also ironic that higher
tariffs and increased government expenditure have an
inflationary impact and therefore contribute to further
currency weakness and losses, fuelling a cycle of permanent
instability of the system.

FX crises
There are many examples of how exchange rate risk can
unfold. Recent focus has been on the impact of the 2008
financial crisis on former Soviet countries where foreign
currency lending had been excessive, driven by the lure
of low nominal Euro interest rates. The significance of this
crisis lies also in the response of the regulatory community.
The avoidance of excessive foreign currency lending and
the need to develop domestic capital markets is placed
firmly on the global reform agenda, as evidenced by the
G20 Action Plan and the 2010 ERSB recommendations on
FX lending7.

The Asian crisis of the late 1990s and the Argentinian peso
crisis also demonstrate the potential impact of sustained
hard currency borrowing. In the Asian crisis the currency
depreciation faced by countries like Thailand, Malaysia,
Indonesia and the Philippines was around 35%. The
World Bank8 observed that the currency denomination
of electricity payments was a key determinant of the
impact of the crisis. In Indonesia and the Philippines,
where wholesale electricity tariffs for IPPs had been
denominated in hard currency, the cost of utilities’ off-take
obligations ballooned. In Malaysia however, where these
payments had been denominated in local currency, the
cost of private power rose by less than 10%. Accordingly,
in countries where the sector was USD funded the crisis
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led to defaults and restructurings. In Argentina in 2002,
the peso devaluated by some 70%. In its effort to control
inflation the government froze tariffs, effectively forcing
utilities to default under their USD PPAs.
While these crises each feature unique circumstances, they
both illustrate the downside of placing unlimited exchange
rate risk on host governments.

Reasons to reconsider?
Exchange rate risk is a harmful by-product of the reliance
on off-shore savings to finance African infrastructure
development. As Africa’s infrastructure needs are expected
to substantially outstretch its savings and financing capacity
for the foreseeable future, this dependency will remain.
And, in the absence of viable alternatives the associated
exchange rate risk must also be endured. However, while
many constraints that led to the prevailing model persist,
efforts to reduce dependencies have also been made. We
identify two categories:
Improved access to domestic financing and savings
capacities
1. Local debt markets are deepening with banks providing
greater volumes and longer tenors. This trend is
supported by the development of capital markets and
growth in domestic sovereign and corporate bond
issues9. The issuance by national generator KenGen
in 2009 of a 10 year Kenyan Shilling bond that was
substantially oversubscribed is an illustration of what
is possible.
2. The wider availability of sovereign credit ratings for
Sub-Sahara African countries, increasing from 4 in 2002
to 20 in 2012, also supports corporate bond markets
as they contribute to price discovery and liquidity.
The push to develop local currency bond markets has
received new impetus from the Global Reform agenda10,
which highlights the importance of local currency bond
markets in absorbing capital flow shocks and reducing
currency risk.
3. Multilaterals like the African Development Bank and
the IFC are increasingly issuing bonds in local markets,
providing an alternative source of long-term local

7

Recommendations of the European System Risk Board of 21 September 2011 on lending in foreign currencies.

8

Private Sector Note No. 146 – The East Asian Financial Crisis - Fallout for Private Power Projects.

9

In Kenya, bonds represented half of total government debt issues in 2002 (the other half T-Bills), but 80% in 2012. Corporate bonds were 0,1% of GDP over 1990-2000 and
0,5% over 2000-2010 (IMFWP 13/12).

10

The importance of local currency bond markets is stressed in the “G-20 Action Plan to Support the Development of Corporate Bond Markets” and the FSB Report on
“Financial Stability Issues in Emerging Market and Developing Economies”.
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currency funding for their clients while developing
markets by stretching the yield curve and setting
new benchmarks.
4. The specialised vehicle GuarantCo11, facilitates longterm local currency funding for infrastructure projects
by domestic lenders and bondholders. Applying credit
enhancement guarantees, GuarantCo can assist domestic
institutions in increasing single obligor limits and
extending loan tenors, thereby enabling them to meet the
needs of infrastructure projects.
Improved management of exchange rate risk
5. TCX Fund was established by the DFI community to
hedge long term local currency risk in frontier markets.
By hedging the long-term local currency loan activity
of a geographically spread shareholder base, TCX Fund
achieves significant diversification and economies of
scale. TCX enables the DFI lenders to provide local
currency loans in currencies and tenors where previously
they could only offer US dollar funding.
6. Certain domestic hedge markets have deepened with
more players offering longer swap tenors. This presents
an opportunity for local banks and international hedge
providers, like TCX, to jointly syndicate hedge deals,
accommodating larger volumes where TCX can take
the longer end of a hedge beyond the appetite of the
local banks.
Both for an individual project and for the sector as a whole,
funding in local currency presents immediate and longterm structural advantages over US dollar funding. The
substantial financing requirements of the sector cannot
be met by local currency sources alone. However, the
mentioned sources of local currency, by themselves or
collectively, can account for at least a substantial portion
of most projects’ funding needs.

Is hard currency funding cheaper?
There are several dimensions to this question. One is
that exchange rate risk can be easily misunderstood and
underestimated. Local currency rates, whether sourced
from domestic capital markets or from off-shore DFIs
that have hedged with TCX, reflect inflation rates and
depreciation risk. Interest rate differences between local
currency and USD funding are therefore a measure of
expected loss. To make a valid comparison, hard currency
interest rates should therefore be increased with expected
annual depreciation levels to arrive at the real interest
rates. The potentially debilitating impact of possible
shock devaluations, of constant volatility in earnings and
consumer tariffs, of increased uncertainty and of reduced
system resilience, should also be quantified. In other words,
while nominal local currency rates may appear higher,
when factoring in all consequences of the hard currency
alternative, the analysis and conclusions reached are most
likely very different.

Conclusion
The funding of African energy projects with foreign
currency burdens the host country with the need
to manage and absorb exchange rate risk. Where
currencies tend to depreciate heavily and movements
are very volatile, the associated cost and uncertainty
can be substantial, adding pressure to utilities and
consumers alike. Fortunately, due to the advancements
made in hedge markets and domestic capital markets,
local currency can now be considered and accessed for
most African power projects. An increased share of local
currency financing contributes to greater resilience and
stability of the individual projects concerned and of the
country’s energy system as a whole. Associated benefits

The fact that a substantial component of most projects’
expenditure is generally in hard currency, does in principle
not impact this analysis. The choice of funding currency
should be primarily driven by the source of revenue.
The hard currency required to finance expenditures can
generally be purchased on spot markets or, to the extent
funding is sourced from off-shore lenders, will generally be
provided by these lenders under synthetic local currency
loan structures12.

are an improved investment climate, a deepening of
domestic capital markets and a more stable macroeconomic performance.
While considering all options to minimize currency risk
is a prudent strategy for any power project, an especially
compelling case can be made for sustainable local
currency financing structures for renewable projects.
See the box on the next page.

11

GuarantCo was established by the Private Infrastructure Development Group (PIDG), a consortium of donor agencies from the UK, the Netherlands, Switzerland
and Sweden.

12

“Synthetic” refers to a local currency loan that is denominated in local currency and hedged by TCX Fund or another source, while all disbursements and debt service
payments are done in hard currency.
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Local currency and renewables.
A stable fit.
The potential and the need for renewable development
in Africa are well documented13. Cited key benefits are
the modularity of renewables that can accommodate
rural off-grid solutions, the vast wind, geothermal and
solar resources available and the continuing decrease of
development costs of renewable technologies.
In the context of exchange rate risk, another key benefit
is the removal of exchange rate volatility through the fuel
channel, often a significant source of volatility for thermal
projects. Financing a renewable project with local currency
would eliminate that other main source of project volatility.
The result would be substantially more reliable and stable
cash flows though the life of the project.
A further benefit of renewables in this context is their
potentially modest size. While sources of local currency

13

funding and hedging are increasing, in absolute
capacity they remain wholly insufficient to meet all
investment requirements of the sector. However, the
funding requirements for a smaller renewable project
(say 0-50MW), should be well within reach of local
currency sources, whether they are domestic bank and
bond markets or off-shore funding hedged with TCX, or
a combination of such sources.
Renewable policies could be designed to promote
a push towards local currency PPAs and tariffs that
can (also) accommodate local currency financing.
This would result in projects that are not only
environmentally sustainable but also financially far
more stable and resilient. The reduction in tariff
volatility would imply greater certainty for utilities
and consumers. Besides, the increased demand for
local currency funding from a budding renewable
sector, would contribute to the further deepening
of domestic local capital markets and to improved
financing conditions for the sector.

UNEP Finance Initiative report February 2012: “Financing Renewable Energy in Developing Countries”

Kokerboom , Richtersveld – South Africa (SA-33)
– by Glen Green
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“Toniic’s very valuable E-Guide has the tools to start or enhance your investment strategy whether
your goal is to build value close to home or around the world”.
—Elizabeth Littleﬁeld, CEO and President, OPIC

“For many impact investors, “impact” is the shortest line between capital and community. With this
guide, Toniic offers those interested in walking that line meaningful guidance and tools based upon
the actual experience of its members making early-stage investments in communities around the
world. The Guide walks readers through each stage of an effective investment process from strategy
development to term setting and monitoring of the impact investment. It is a real step forward in
building our common body of knowledge for moving from good intent to good investing”.
—Jed Emerson, Chief Impact Strategist, ImpactAssets

“The Toniic E-Guide provides actionable frameworks and concrete insights for how investors who are
interested in helping grow to scale early-stage impact enterprises can do well by doing good. What
I really like about it is that it takes the reader from the starting point of setting priorities for an
impact investment strategy all the way through to the end goal of holding accountability over
performance metrics, and along the way highlights the potential pitfalls and opportunities of which
investors should be mindful”.
—Abigail Noble, Head of Impact Investing Initiatives, Investors Industries, World Economic Forum

“Toniic’s E-Guide: Early-Stage Global Impact Investing is a must-read for both impact investors and
those who would like to attract early-stage impact investments. This guide delivers a trifecta of wins
to its readers—an analytical framework, case studies and regional guides”.
—Deborah Burand, Director, International Transactions Clinic, University of Michigan Law School

“This E-Guide from Toniic provides vital information to help those looking to invest in social
enterprises that beneﬁt the poor or vulnerable. The diverse case studies contained within this guide
come from around the world, and demonstrate the power of layering grant and investment capital
to propel the impact investing industry forward. These examples bring valuable perspective from
those working on the frontline, and show impact investing in action”.
—Zia Khan, Vice President, Initiatives and Strategy at The Rockefeller Foundation

“A valuable guide for impact entrepreneurs and investors”.
—Sir Ronald Cohen, Chair of Big Society Capital
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About the Guide

What is Toniic and Why an E-Guide?
Toniic is a global impact investor network
and platform whose members promote
a sustainable economy by investing in
entrepreneurs, enterprises, and funds that
seek to change the world for the better. This
guide brings together lessons from Toniic
members and their impact investor peers, who
have collectively invested tens of millions of
dollars into impact enterprises worldwide.

Additional Guide Resources
Case Studies detail several syndicated
investments made by the Toniic network that
involved multiple rounds of capital and longterm engagement.

The goal of this e-guide is simple: to help those
with an interest in investing in early-stage
impact enterprises learn how this work is being
done by their peers from wherever they are in
the world. Using “The 7-Step Framework”, this
guide aims to help investors, especially those
exploring how impact investing compares to
their current investment practice, go from
learning to action as global practitioners in
impact investing.

The 7-Step Framework
Step 1: Developing an Investment Strategy
Step 2: Sourcing an Investment Pipeline
Step 3: Conducting Due Diligence
Step 4: Getting to Deal Terms

Step 5: Managing Investments for Mutual
Success
Step 6: Assessing and Achieving Performance
Step 7: Cultivating Lessons for Impact Investing

Short Regional Guides help investors
understand some of the legal and practical
challenges in investing in major regions around
the globe, as well as providing some contacts
and lessons from a featured deal in Asia,
Europe, India, Latin America, Sub-Saharan
Africa and the United States.
Read About Us to learn more about Toniic,
as well as CASE i3, the research partner who
helped write this guide. This section includes
acknowledgements for our funders, partners,
members and friends without whom this work
would not have been possible.

What Is Impact Investing?
Impact investing is the act of investing

Step 7: CULTIVATING LESSONS
Step 6: IMPROVING IMPACT
Step 5: MANAGING INVESTMENTS
Step 4: GETTING TO TERMS
Step 3: CONDUCTING DUE DILIGENCE
Step 2: SOURCING PIPELINE
Step 1: DEVELOPING AN INVESTMENT STRATEGY

Toniic E-Guide to Early-Stage Global Impact Investing Fall 2013
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Impact investing – an investment approach intentionally seeking to
create both financial return and positive social impact that is actively
measured – has been lauded as an emerging investment approach
with the potential to reconcile key shortcomings in traditional financial
markets. Yet with less than US$ 40 billion of capital committed
cumulatively to impact investments out of the tens of trillions in global
capital, it is no surprise that many have labelled impact investing “a
hype”.
At its Annual Meeting in Davos in January 2012, the World Economic
Forum brought together mainstream investors, impact investors and
social entrepreneurs to discuss how to harness the potential of impact
investing. What emerged was a list of constraints the sector faces,
such as the perception that a social impact responsibility conflicts with
a fiduciary duty, the fragmentation of the impact investing universe
with small intermediaries and small deal sizes, and the lack of an
established track record of exits for investors in double bottom line
companies. While the list of reasons why impact investing would
remain niche seemed overwhelming, bringing it into the mainstream
was too important an opportunity not to pursue.
Impact Investing is a multistakeholder issue. It engages governments
as impact investments offer opportunities for more efficient delivery
of public services. It engages civil society, from the non-profits that
design and implement projects to individual recipients of social
programmes. And it involves businesses, ranging from entrepreneurs
and lawyers to consultants and investors. Clearly, for impact investing
to reach its potential, it must be considered from the perspective of all
stakeholders. The focus of this report is the mainstream investor angle,
which offers the biggest opportunity to scale the sector at this stage.
With this context in mind, the World Economic Forum launched the
Mainstreaming Impact Investing initiative in 2012. This initiative builds
on the Forum’s 2011 report Accelerating the Transition towards
Sustainable Investing, which sought to stimulate the integration of
environmental, social and governance (ESG) factors into mainstream
investment analysis, as well as the 2011 Schwab Foundation for Social
Entrepreneurship report, The Social Investment Manual, which sought
to build absorptive capacity among prospective impact investees.
Undoubtedly, a number of leading global publications on impact
investing have graciously laid the foundation for this. What makes this
report different is the World Economic Forum’s access to the senior
most decision-makers and portfolio managers of the largest and most
innovative investors in the world; this uniquely helped facilitate a more
realistic vantage point on the challenges in scaling the sector. Working
with this group will also be instrumental in raising awareness and
knowledge among key stakeholders for taking impact investing from
the margins into the mainstream.
We recognize there remain many sceptics of impact investing. But,
we believe that the best way to develop and mature this promising
sector is through constructive criticism. So whether you believe impact
investing will inevitably be mainstreamed or believe it to be merely a
bellwether for what is not working in the economy, we look forward
to hearing from you. It is in this spirit that we offer this report not to be
filed in the archives of a library, but to start the journey to transform our
financial paradigms for the better.
For more information on the Impacting Investing initiatives of the World
Economic Forum, please contact us by e-mail at impactinvesting@
weforum.org.
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1. Introduction to the
Mainstreaming Impact
Investing Initiative
1.1 Executive Summary
Over the last few years, much excitement has been generated
around the term “impact investing” – an investment approach that
intentionally seeks to create both financial return and measurable
positive social or environmental impact. Despite the buzz, there is
limited consensus among mainstream investors1 and specialized
niche players on what impact investing is, what asset classes
are most relevant, how the ecosystem is structured and what
constraints the sector faces. As a result, there is widespread
confusion regarding what impact investing promises and ultimately
delivers.
This report is a result of engaging over 150 mainstream investors,
business executives, philanthropic leaders and policy-makers
through interviews, workshops and conference calls. The overall
objective of the Mainstreaming Impact Investing initiative is to
provide an initial assessment of the sector and identify the factors
constraining the acceleration of capital into the field of impact
investing. The report is divided into five key sections.
Section 1 outlines the motivation, focus and scope of the initiative.
It concludes that the primary asset owners that are allocating
capital to impact investments today include development finance
institutions, family offices and high-net-worth individuals,2 but
that the sector can only realize its potential if other types of asset
owners will allocate additional capital towards impact investments.
Section 2 defines impact investing, and most importantly, identifies
areas of confusion in an effort to clarify how impact investing is
different from traditional investing. It cites two examples of largescale asset owners that are allocating capital towards investments
that intentionally seek to create social or environmental value in
addition to generating financial return.
Section 3 provides a snapshot of the state of the sector. It
identifies the participants that are most actively involved in
the impact investing ecosystem, and describes how these
organizations are making investments across the various asset
classes. It concludes with the observation that although the growth
in impact investing has been driven largely by niche players,
leading mainstream investors have now begun to allocate relatively
small pools of capital to impact investments.

Section 4 describes the constraints that asset owners face when
considering allocation of capital to impact investments. Most
of these constraints can be attributed to one of the four broad
overarching challenges: early-stage ecosystem, small average
deal size, fit within asset allocation framework and double bottom
line. The objective of this section is to identify and isolate the most
prevalent challenges so that they can begin to be addressed and
overcome by leading investors in the impact investing ecosystem.
Section 5 outlines key recommendations that various participants
should take to advance impact investing out of the margins
and into the mainstream. It concludes that mainstreaming
impact investing will require a concerted effort and collaborative
coordination among many participants, including impact
investment funds, impact enterprises (investment targets),
philanthropists and foundations, governments and financial
intermediaries. The appendix recognizes that mainstream investors
have a potential role to play as well, and outlines ideas for how
investors that are interested in becoming more active in the impact
investing sector could get started.

1.2 Motivation
The intended audience of this report will be investors interested
in clarifying what impact investing is and what it is not, what the
current sector landscape looks like and what is required for the
sector to progress into the mainstream. The impetus for the World
Economic Forum’s Mainstreaming Impact Investing initiative and
publishing of this report is four-fold:
First, private investment to address social challenges can create
tremendous societal change. Social issues continually present
significant fiscal challenges for governments of developed,
emerging and frontier economies; these challenges are particularly
difficult when government budgets are declining as a result of
burgeoning debt and fiscal austerity.3 Philanthropic organizations
– while noble and needed – will not be able to solve the most
pressing social problems alone due to their limited resources.
Given the nature of how resources are distributed in the world,
private investors have a potential role to play in addressing social
challenges, including development of impact enterprises, economic
development more broadly, and adjustment to major challenges
such as climate change, urbanization and wealth inequality. Impact
investing offers an opportunity to creatively fund projects that may
otherwise go unfunded, while also helping to scale organizations
with viable business models that meet pressing social or
environmental challenges.

1

Mainstream investors include asset owners (e.g. pension funds, insurance firms, etc.) and asset managers (e.g. private equity firms, mutual funds) that are not actively investing
in impact investments nor are informed about this emerging approach to investing.
2
Statement refers to global markets, more broadly; this may not be true for all individual markets or geographies.
3
Accenture and Oxford Economics projected total government spending on public services through 2025 and found an expenditure gap ranging from 1.3% to 5.4% of GDP for
the 10 countries included in the assessment (expenditure gap occurs when demand for public services outpaces expected delivery). (Source: Delivering Public Service for the
Future: Navigating the Shifts (2012), Accenture)
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Second, asset management is in a state of flux. Over the next 40
years, Generation X and the Millennial Generation will potentially
inherit an estimated US$ 41 trillion from the Baby Boomer
Generation.4 These generations have grown up in a culture that
calls on business to play a more active role in society. In fact, in a
recent study of 5,000 Millennials5 across 18 countries, respondents
ranked “to improve society” as the number one priority of business
(see Figure 1). This does not imply that the next generation of
investors will not seek market returns. Indeed, the investment
industry thrives as a result of the pursuit of investment returns, and
businesses are not sustained without a profitable revenue model.
However, the emerging generation of investors is also likely to seek
achievement of social objectives in addition to financial returns.

Impact investing is part of our
multifaceted commitment to responsible
investment; it serves as a brand
distinction as well as fulfils our
participants’ demand for both financial
and social outcomes.

Amy O’Brien, Managing Director, Teachers Insurance and Annuity
Association College Retirement Equities Fund (TIAA-CREF), USA
Third, impact investing offers an opportunity to carve out a distinct
competitive advantage. As part of this initiative, the research
team interviewed a number of different institutional investors who
explained that their active participation in the impact investing
sector has helped to engage and motivate investment teams,
signal to shareholders an emphasis on long-term value creation,
and most importantly, drive higher investor commitments as

a result of their knowledge of the organization’s investment
approach. Although more work needs to be done to understand
the direct and indirect benefits that impact investing achieves for
the investor, mainstream investors agree that impact investing has
the potential to drive a distinct competitive advantage.
Fourth, there is widespread confusion regarding what impact
investing is. Since JP Morgan and Rockefeller Foundation
collaborated on the seminal report in 2010 which claimed that
the impact investment sector could reach US$ 1 trillion by 2020,6
a tremendous amount of buzz has been generated around the
term “impact investing”. It was a topic on the public panel for the
first time at the World Economic Forum Annual Meeting 2013 in
Davos, Switzerland, was a key area of focus by David Cameron,
Prime Minister of the United Kingdom, at the G8 meetings in
June 2013, and was a leading topic among the Giving Pledge’s
2012 convening.7 Furthermore, according to a survey by First
Affirmative Financial Network, impact investing was cited as the
aspect of responsible investing that will grow the fastest over the
next 12 months.8 Yet despite this buzz, the term “impact investing”
elicits mixed, and often inconsistent, responses from different
participants. In fact, in a survey conducted by the CFA institute,
66% of financial advisers claimed to be unaware of impact
investing.9 There is an obvious need for defined clarity about the
term itself.

To the extent that there is
demand from my investors,
we would participate in
this market.

Colin Teichholtz, Senior Portfolio Manager,
Pine River Capital Management, USA

Figure 1: Primary Purpose of Business According to the Millennial Generation, % of Survey Respondents
Source: Deloitte
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John J. Havens and Paul G. Schervish (2003): Why the $41 Trillion Wealth Transfer Estimate is Still Valid: A Review of Challenges and Questions, Boston College Social Welfare
Research Institute. Note: The US$ 41 trillion is the researchers’ low-growth scenario estimate and assumes 2% real secular growth in assets. It will result in an approximately
US$ 5 to 10 billion transfer per annum. (Source: Arthur Wood (May 2013): Impact Investing: Potential Tool for Development, Total Impact Advisors)
5
“Millennials” are born after January 1982; those included in the study were Millennials from 18 countries who have a degree and are in full-time employment. Survey conducted
by Deloitte in 2012. To learn more, visit: http://www.deloitte.com/view/en_GX/global/about/global-initiatives/world-economic-forum/annual-meeting-at-davos/8182b8e049b3c3
10VgnVCM3000003456f70aRCRD.htm#.UeRCrvlOSSo
6
Nick O’Donohoe, Christina Leijonhufvud, Yasemin Saltuk, Antony Bugg-Levine, and Margot Brandenburg (2010): Impact Investments: An Emerging Asset Class, JP Morgan,
Rockefeller Foundation, and the Global Impact Investing Network.
7
The Economist (19 May 2012): Spreading Gospels of Wealth: America’s Billionaire Giving Pledgers Are Forming a Movement; Bloomberg BusinessWeek (6 June 2013): G8
Leaders Embrace Impact Investing with New Funds.
8
First Affirmative Financial Network, LLC (September 2012): 2013 To Be the Year of “Impact Investing”.
9
Usman Hayat (11 July 2013): Do Investment Professionals Know About Impact Investing? , CFA Institute.

From the Margins to the Mainstream

46

1.3 Focus and Scope
The focus of this report is on the supply side of the capital
equation and intends to answer the question: What constraints
do mainstream investors face when approaching the impact
investment sector? In this context, mainstream investors include
asset owners (including pension funds, insurance firms, sovereign
wealth funds, university endowments, foundations and family
offices) and asset managers (including private equity firms,
mutual funds, hedge funds and asset management divisions
of banks), which adhere to conventional wisdom when making
investment decisions and which are not actively investing in impact
investments. Throughout the report, special emphasis is given to
asset owners. It should also be noted that the focus of the report is
primarily on the institutional investor and not the retail investor.
Although many exceptions exist, the leading asset owners that are
allocating capital to impact investments today include development
finance institutions, family offices and high-net-worth individuals
(Refer to Figure 2). However, relative to other sources of capital,
these investors hold only a small share of the global capital pool
(see Figure 3). This report will address the factors that constrain
other types of asset owners from allocating capital to impact
investments.

A risk in attempting to accelerate the supply of capital into impact
investments is the potential for good capital to chase bad deals
and potentially create a bubble. A key question that should be
asked is whether or not the sector actually needs additional capital,
and whether or not a lack of access to capital is constraining the
sector from reaching its potential. There must be enough investable
organizations within key sectors across various geographies to
justify a surge in capital flow. This risk is an important one and
hinges on one’s definition of impact investing, which is discussed
at length in Section 2.

Impact investing is currently growing
linearly. In order for it to grow
exponentially, we need to find a way to
incorporate mainstream investors into the
mix.

Randall Kempner, Executive Director, Aspen Network of
Development Entrepreneurs, Aspen Institute, USA

Figure 2: Source of Funds for Impact Investment Fund Managers,
2012

Figure 3: Distribution of Global Asset Ownership, by Investor Type,
2011

Source: GIIN, J.P. Morgan

Note: Omitted from the analysis include Mutual Funds, Asset Management Divisions of Bank and
Fund Managers (Private Equity, Hedge Funds, etc.)
Source: OECD, Foundation Center, NACUBO, Overseas Development Institute, Deloitte Analysis
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Over the past few years, the World Economic Forum has conducted extensive
research on the opportunities and challenges of impact investing – ﬁrst with
an objective assessment of the sector as well as the challenges holding the
sector back,1 second through curating, synthesizing and disseminating the
best practices of impact investing practitioners,2 and third through offering
customizable roadmaps with which institutional and private investors can deﬁne
a competitive strategy for impact investing.3
One of the most important insights we have gleaned is that while investors chose
to enter the impact investing sector for a variety of reasons, successful impact
investors are clear upfront about their intended impact as well as the metrics
they will use to measure it. Moreover, as it is an investment strategy and not
a rigidly deﬁned asset class, impact investments vary widely not only in their
impact proﬁle, but also in how the opportunity is sourced, selected and managed
for success. Investors’ motivations, operational contexts and goals for impact
investing are also highly diverse – there is no model that ﬁts every investor. As
such, there is no science to being an impact investor; it is more of an art. With this
in mind, the location for this report launch is apt – during Miami Art Basel (and
at the World Economic Forum’s convening of next generation of wealth holders).
The goal of this report is to help family ofﬁces ask the right questions as they
contemplate their path into impact investing. It is important to recognize that
impact investing may not suit all investors. There will be family ofﬁces which
conclude impact investing is not appropriate at this stage for them.

27 Endnotes
29 Acknowledgements

While we are passionate about the potential of impact investing, we acknowledge
the best future for the sector is where each investor can make informed choices
about their own best interest. Each investor and investment institution needs to
evaluate if impact investing ﬁts with its needs, interests and unique context.
It is with that in mind that we offer this report as a resource and tool that family
ofﬁces can use to begin the conversations internally, to craft and design their
own engagement strategy on impact investing with family members, advisers
and potential investees, as well as to ensure that not only is their wealth growing
in value, but also that their wealth can reﬂect their values.
We look forward to hearing about your interest in impact investing. Please share
your experiences and feedback with us at impactinvesting@weforum.org.
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Introduction

Impact investing4 is an investing approach that intentionally seeks
to create both financial return as well as positive social and/or
environmental impacts that are actively measured. In the past
year, impact investing has received increased attention within
mainstream audiences, including the G8 Social Impact Investing
Taskforce, Pope Francis and the World Economic Forum.
Despite the “buzz” surrounding impact investing, with an estimated
$50 billion of assets under management,5 the sector remains a
small proportion of the estimated $13.5 trillion of global funds
invested in sustainable and responsible strategies and an even
smaller percentage of tens of trillions in global assets under
management.6
While impact investing is becoming a more frequent topic of
discussion among global leaders, asset owners and asset
managers, few individuals or institutions have the expertise, tools
and understanding of how to put it into practice.
For a more in-depth discussion of the impact investing sector and
trends, download the World Economic Forum report:
From the Margins to the Mainstream – Assessment of the Impact
Investment Sector and Opportunities to Engage Mainstream
Investors.7
Family ofﬁces act as responsible stewards of the wealth of highnet-worth and ultra-high-net-worth individuals, their families and
their heirs. Yet after wealth is generated by one generation of a
family, an estimated 60% lose that wealth by the end of second
generation, and a staggering 90% by the end of third.8 Many
multi-generational family ofﬁces are now exploring whether impact
investing is a way to unite families around values and positive
legacies, thereby more closely involving family members in
responsible long-term investing.
Impact investing enables families to be explicit about their
shared values and to reﬂect them in their investment and wealth
management decisions. In addition, an impact investing strategy
aligned with family values can help to engage a younger generation
in the leadership and management of a family ofﬁce.
According to a 2013 Financial Times survey, family ofﬁces that
are already active in impact investing cite intergenerational wealth
transfer, contribution to sustainable economy, contribution to
community, family values, risk management and succession
planning as top motivations for engaging in impact investing.
On average, family ofﬁces allocated 17% of their assets under
management to impact investments with a broad spectrum of
exposure from 1% to 100% for some single family ofﬁces in the
US, UK and Switzerland.9

In light of the fact that some family ofﬁces are making impact
investments, there are still many more on the sidelines. However,
many investors and thought leaders believe that family ofﬁces are
well-positioned and necessary to inﬂuence the maturation and
success of the impact investing sector for a number of reasons.
First, family ofﬁces have greater discretion and independence in
investment decisions compared to other asset owners that may
be subject to policy regulation (e.g. pension funds, insurance
companies) or that have mandated trusts which limit decisionmaking (e.g. large foundations). This means that family ofﬁces can
be ﬂexible in their consideration of investments of varied sizes,
geographies and asset classes.
Second, family ofﬁces are guided not only by ﬁnancial
considerations, but also qualitative factors such as their standing
in the community and inter-generational legacy. In many cases,
this makes the discussion about investing for multiple bottom lines
easier to have with family ofﬁces than with other asset owners.
Third, family ofﬁces can play a role in ecosystem building by
sharing knowledge, serving as role models and even ﬁnancing
organizations dedicated to sector-building. Estimates show that
single and multi-family ofﬁces represent roughly $1.6 trillion in
assets under advisement in North America.10 In short, family ofﬁces
can play a catalytic role in the impact investing sector.
While impact investing may not suit all family ofﬁces, for those
that choose to become involved, there is a shortage of expertise,
tools and frameworks to enable engagement. As a result,
despite growing interest, many struggle with the initial steps of
engagement. One of the main goals of this primer is to help family
ofﬁces interested in impact investing to begin to understand how
they can put it into practice.11
The main target audience for this report is single family ofﬁces. It
offers useful frameworks and insights for multi-family ofﬁces, family
businesses, family foundations and high-net-worth individuals as
well as policy-makers and advisers. The goal of this primer is to
help interested family ofﬁces ask the right questions and take the
ﬁrst steps as they contemplate their path into impact investing.
Each family ofﬁce’s motivations, operational contexts and goals
for impact investing are unique – there is no standard course that
ﬁts every family. While this creates a daunting array of potential
engagement opportunities, it also allows for a wide variety of
opportunities to engage in impact investing. Thus, rather than
prescribing a single approach, the primer offers high-level
frameworks and disseminates insights that are the result of
extensive conversations with family ofﬁces, family businesses,
family foundations and advisers.
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Spotlight: Statistics and trends that may affect family ofﬁces’ entry into impact investing
Several demographic, business and socio-environmental trends will affect impact investing over the coming decades:
Rising wealth and increased demand from Millennials
• Increased wealth: Over the past 30 years, the wealth within the Forbes top 400 has increased from $125 billion $2.29 trillion
today.12 The number of high-net-worth and ultra-high-net-worth individuals has grown; between 2008 and mid-2014 there
was a 54% rise in the number of millionaires and more than double increase in the number of billionaires.13
• Among the ultra-high-net-worth individuals, a growing percentage are self-made billionaires: The composition among the
ultra-high-net-worth individuals has shifted from predominantly inherited wealth to self-made billionaires.14 Of the 29 people
listed on the Forbes under-40 billionaires list (which represent roughly $119 billion in net wealth), 13 people (slightly less than
half) are self-made billionaires.15
• Wealth transfer from baby boomers to Millennials: Over the next four decades, it is projected that the Millennial generation will
inherit an estimated $41 trillion from the baby boomer generation.16
• When wealth is inherited, the inheritee switches advisers: It is estimated that 98% of the time when the next generation
inherits wealth, he or she switches advisers.17
• Younger wealth holders are more socially and environmentally conscious: According to the 2014 Deloitte Millennial survey,
nearly 30% of Millennials believe the number one priority of business should be to improve society. They believe business can
do more to address society’s challenges of resource scarcity (56%), climate change (55%) and income inequality (49%).18
Nearly 40% of GenX/Y millionaires give more than $30,000 annually to charity versus 6% of the baby boomers.19
Increasing demand from women
• Among the ultra-high-net-worth individuals, a growing percentage are women: Women control almost half of all US estates
valued at more than $5 million.20 Of the $41 trillion in intergenerational wealth transfer over the next four decades, women will
inherit 70%.21 And, 45% of American millionaires are women and by 2030 roughly two-thirds of private wealth in the US will
be held by women.22
• Attitude towards investing among women: Roughly half of afﬂuent women are interested in environmental or socially
responsible investments (compared to one-third of men).23 Social, political or environmental impacts in evaluating investments
were considered “somewhat” or “extremely” important by 65% of women, but only 42% of men.24
• Women making more investment decisions: 75% of female wealth creators say they are the primary decision-makers.25
• Attitude towards investing among female advisers: Female advisers report to be more interested than their male counterparts
in using sustainable investing funds by a margin of 59% to 34%.26
• When wealth is inherited, the inheritee switches advisers: When a spouse inherits wealth, 55% of the time he or she switches
advisers.27 Another study shows that 70% of women ﬁre their ﬁnancial adviser within one year of being widowed.28
The growth in impact investing opportunities
• Climate change makes environment a business imperative: UNESCO estimates that by 2030 the world will need 30% more
water, 40% more energy and 50% more food.29 The cost of climate change-related impacts on the environment, health and
food security could exceed $4 trillion by 2030. Climate change policy could contribute up to 10% to overall portfolio risk.30
• Rise of LOHAS consumers around the world represents growth sector for investment: Consumers want products reﬂecting
their values and positively inﬂuence society. The LOHAS (Lifestyles of Health and Sustainability) market, roughly $300 billion in
size, has grown over 10% annually since the early 2000s.31
• Government policies creating incentive and opportunities for impact investing: As governments design and implement
policies and programmes to incentivize capital to ﬂow into socially and environmentally impactful programmes, such as
wetlands mitigation credits, the set of opportunities to invest with impact and available instruments increase.32 Such projects
can be attractive to investors based on expectations of market-rate returns and low correlation with other investments.33
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