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INSIGHTS FROM ABROAD: IMPACT INVESTING IN EMERGING MARKETS       
Randall Kempner, Executive Director, and Alexander Pan, Program 
Coordinator, Aspen Network of Development Entrepreneurs

The Aspen Network of Development Entrepreneurs (ANDE), a policy 
program of the Aspen Institute, is a global network of organizations that 
propel entrepreneurship in emerging markets. ANDE members provide 
FULWLFDO�ÀQDQFLDO��HGXFDWLRQDO��DQG�EXVLQHVV�VXSSRUW�VHUYLFHV�WR�VPDOO�DQG�
growing businesses (SGBs) based on the conviction that SGBs will create 
jobs, stimulate long-term economic growth, and produce environmental 
DQG�VRFLDO�EHQHÀWV��8OWLPDWHO\��ZH�EHOLHYH�WKDW�6*%V�FDQ�KHOS�OLIW�FRXQWULHV�
out of poverty.  
 
0HPEHUV�RI�$1'(�LQFOXGH�ERWK�IRU�SURÀW�DQG�QRQSURÀW�LQYHVWPHQW�IXQGV��
capacity development providers, research and academic institutions, 
GHYHORSPHQW�ÀQDQFH�LQVWLWXWLRQV��DQG�FRUSRUDWLRQV�IURP�DURXQG�WKH�
world. Launched with 34 members in 2009, ANDE now comprises over 200 
members who collectively operate in more than 150 countries. 

From our perspective at ANDE, we have seen impact investing become an 
increasingly important tool used to support small and growing businesses in 
the developing world that are capable of creating jobs, stimulating long-term 
economic growth, and generating social impact. However, impact investing is 
still very much an emerging tool. If it is to scale and become a viable solution 
WR�VRFLDO�LVVXHV�LQ�WKH�8QLWHG�6WDWHV��WKHUH�DUH�VHYHUDO�NH\�OHVVRQV�IURP�WKH�
international context that the industry should consider. 

To start, it is important to note that impact investing actually makes up a very 
small portion of the approximately $80 trillion dollars in assets under management 
globally. At $46 billion, impact investing comes to about 0.06 percent of total 
assets under management.1 And the total in deals completed is only $9 billion, or 
roughly 1/100th of 1 percent of the total.

So impact investing still clearly has a lot of room to grow, but let us not be 
overly negative: $9 billion in investments dedicated to social impact is still a 
considerable sum of capital and indicates the burgeoning interest in this sector. 
Moreover, with at least $35 billion in impact capital waiting to be invested, the 
sector is poised for launch.2 

But for the moment, there are not enough good deals, at least in emerging 
PDUNHWV��:KLOH�WKHUH�DUH�PDQ\�LQYHVWRUV�LQ�WKLV�VSDFH��WKH�ÀUVW�WKLQJ�WKH\�JHQHUDOO\�
complain about is the lack of investment-ready opportunities. Conversely, 
entrepreneurs complain that they have trouble connecting with impact investors 
and that these investors are not willing to take enough risks. This results in a large 
number of stagnating social businesses. Bridging this gap between investors and 
entrepreneurs is absolutely essential if impact investing is going to succeed in any 
SDUW�RI�WKH�ZRUOG��6R��LW�LV�ZRUWK�H[SORULQJ�ZK\�WKLV�JDS�H[LVWV�LQ�WKH�ÀUVW�SODFH��

1J.P. Morgan & Global Impact Investing Network. (2014). Spotlight on the Market: The Impact Investor Survey. New York: J.P. 
0RUJDQ�7KLV�ÀJXUH�OLNHO\�UHSUHVHQWV�D�YDVW�PDMRULW\�RI�LPSDFW�FDSLWDO��LW�LV�QRW�LQWHQGHG�WR�EH�D�FRPSUHKHQVLYH�ÀJXUH�DQG�OLNHO\�
XQGHUFRXQWV�WKH�WUXH�DPRXQW�RI�LPSDFW�FDSLWDO�
2�,ELG�



THE BOTTOM LINE: INVESTING FOR IMPACT ON ECONOMIC MOBILITY IN THE U.S. 115

POINT OF VIEW
The Two Talent Gaps

7KH�ÀUVW�LVVXH�LV�KXPDQ�FDSLWDO��$V�DOPRVW�DQ\�YHQWXUH�LQYHVWPHQW�SURIHVVLRQDO�ZLOO�
tell you, the most important thing they look for in an opportunity is the quality of 
the entrepreneur and his or her management team. However, in the emerging 
PDUNHW�FRQWH[W��LQYHVWRUV�RIWHQ�ÀQG�WKDW�PDQDJHPHQW�WHDPV�ODFN�WKH�QHFHVVDU\�
business skills and training. 

To address this issue, a range of capacity development providers have emerged, 
including numerous incubators and accelerators, that aim to augment the 
business skills and general capacity of an enterprise. While ANDE believes in 
the potential of these organizations, most are start-ups themselves with little 
track record. There is a clear lack of understanding of best practices in business 
incubation, even in the developed world. ANDE is working to better understand 
the impact of acceleration and establish an understanding of what works and 
what does not through its research initiative.3 

:KLOH�WKHUH�LV�VWLOO�PXFK�PRUH�UHVHDUFK�WR�EH�GRQH��WKHUH�DUH�WZR�VDOLHQW�ÀQGLQJV�
IURP�RXU�LQLWLDO�UHVHDUFK��7KH�ÀUVW�LV�WKDW�DQ�LQFXEDWRU·V�VHOHFWLYLW\�PDWWHUV��
Incubators with lower acceptance rates have a higher proportion of successful 
JUDGXDWHV��,Q�DGGLWLRQ�WR�WKH�REYLRXV�ORJLF�WKDW�EHWWHU�ÀUPV�LQ�OHDG�WR�EHWWHU�ÀUPV�
out, there seems to be added value in having interaction and “cross-fertilization” 
of ideas and contacts with higher quality participants. The second is that an 
LQFXEDWRU·V�DELOLW\�WR�GHYHORS�SDUWQHUVKLSV�ZLWK�ORFDOO\�EDVHG�FRPPHUFLDO�
investors is a key determinant of success. For many accelerator graduates, the 
QH[W�VWHS�LQ�ÀQDQFLQJ�PD\�QRW�FRPH�IURP�LPSDFW�LQYHVWRUV��EXW�UDWKHU�IURP�ORFDO�
commercial investors who have a strategic interest in the impact objective of 
WKH�LQFXEDWRU·V�JUDGXDWHV��%\�HQJDJLQJ�WKHVH�SRWHQWLDO�LQYHVWRUV��LQFXEDWRUV�FDQ�
greatly increase their likelihood of obtaining funding for their graduates.4 

In addition to the lack of talent on the venture side of the equation, there is a 
talent shortage on the investment side as well. Many limited partners complain 
that they cannot recruit or retain skilled fund management teams. This is not 
entirely surprising, as the impact investment industry is still rather new, and 
investment managers with extensive impact investing experience are nearly 
nonexistent. The talent shortage is further exacerbated in emerging markets, 
where the indigenous talent pool of well-trained investment managers tends to 
PLJUDWH�WR�JOREDO�ÀQDQFLDO�FDSLWDOV�VXFK�DV�/RQGRQ�RU�1HZ�<RUN��7KLV�LQGLJHQRXV�
talent, however, is critically important to facilitating deals, as natives tend to 
have a much more nuanced understanding of the local context, have more 
extensive networks in the local impact investing ecosystem, and can more easily 
develop a good rapport with the investees. Without this indigenous investment 
management skill, the cost of conducting due diligence can skyrocket and 
WKH�DELOLW\�WR�XQGHUVWDQG�D�SRWHQWLDO�LQYHVWPHQW·V�SRVLWLRQ�LQ�WKH�ORFDO�FRQWH[W�
is impaired. While this problem is particularly acute in emerging markets, the 
importance of locally rooted investment teams should not be overlooked in the 
Global North. 

3�,Q�DGGLWLRQ�WR�SXEOLVKLQJ�WKH�UHSRUW�%ULGJLQJ�WKH�3LRQHHU�*DS��$1'(�LV�FXUUHQWO\�FROODERUDWLQJ�ZLWK�(PRU\�8QLYHUVLW\�DQG�9LOODJH�
&DSLWDO�WR�EXLOG�D�UREXVW�DQG�KROLVWLF�GDWDEDVH�RI�LQFXEDWRUV�DQG�WKHLU�FOLHQWV�WR�DVVHVV�SHUIRUPDQFH��
4 /DOO��6���%DLUG��5���	�%RZOHV��/����������%ULGJLQJ�WKH�´3LRQHHU�*DSµ��7KH�5ROH�RI�$FFHOHUDWRUV�LQ�/DXQFKLQJ�+LJK�,PSFDW�(QWHUSULVHV��
:DVKLQJWRQ��'&��WKH�$VSHQ�1HWZRUN�RI�'HYHORSPHQW�(QWUHSUHQHXUV�
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Managing Investor Expectations on Both Ends of the Impact 

Spectrum   

'HVSLWH�LPSDFW�LQYHVWLQJ·V�SURPLVH�RI�VRFLDO�LPSDFW�ZLWKRXW�D�UHGXFWLRQ�LQ�
ÀQDQFLDO�UHWXUQV��IRU�WKH�YDVW�PDMRULW\�RI�LPSDFW�LQYHVWLQJ�GHDOV��WKHUH�LV�VWLOO�D�
WUDGH�RII�EHWZHHQ�VRFLDO�DQG�ÀQDQFLDO�LPSDFW��7KLV�UHÁHFWV�ERWK�WKH�KLJKHU�
cost structure associated with managing impact investing funds and the fact 
that the industry is still nascent. But expectations need to be realistic to avoid 
disappointment and bubbles. 

Managing expectations should not be hard for the large number of impact 
investors driven by philanthropic goals. For grant-making institutions, the potential 
WR�FUHDWH�PRGHVW�ÀQDQFLDO�UHWXUQV�ZKLOH�VHHGLQJ�RUJDQL]DWLRQV�ZLWK�VXVWDLQDEOH��
scalable impact should be attractive. On the other side of the spectrum, for 
WKRVH�ZLWK�D�ÀQDQFLDO�ÀUVW�SHUVSHFWLYH�ZKR�KDYH�H[SHFWDWLRQV�IRU�IXOO\�ULVN�
adjusted returns, this reality is harder to swallow. 

+RZHYHU��LQ�WKH�FRQWH[W�RI�GHYHORSHG�ÀQDQFLDO�PDUNHWV�OLNH�WKH�8�6��DQG�:HVWHUQ�
(XURSH��WKHUH�PD\�EH�LQFUHDVLQJ�RSSRUWXQLWLHV�WR�KLW�ÀQDQFLDO�UHWXUQ�JRDOV��
New tools like social impact bonds (SIBs) offer returns that are competitive with 
WUDGLWLRQDO�LQYHVWPHQW�UHWXUQV��,Q�1HZ�<RUN·V������SULVRQHU�UHKDELOLWDWLRQ�6,%��
*ROGPDQ�6DFKV�ZDV�WKH�PDMRU�EX\HU��GHPRQVWUDWLQJ�WKDW�ODUJH�ÀQDQFH�ÀUVW�
commercial investors can play a major role.

Investment Structure

To date, a majority of impact investors have utilized traditional venture capital 
fund structures, with 2 percent management fees and a 20 percent carried 
interest. However, this fund structure may not be a viable option for supporting 
social businesses.

$V�GHWDLOHG�LQ�0RQLWRU�*URXS·V�)URP�%OXHSULQW�WR�6FDOH, enterprises pioneering 
new business models for social change shoulder tremendous upfront burdens, 
DV�WKH\�DUH�RIWHQ�IRUFHG�WR�UHÀQH�EXVLQHVV�PRGHOV�WKURXJK�WULDO�DQG�HUURU��EXLOG�
PDQDJHPHQW�WHDPV��ÀQG�FXVWRPHU�EDVHV��DQG�DVVHPEOH�FRPSOH[�VXSSO\�
chains.1�7KLV�RIWHQ�DGGV�WR�WKH�FDSLWDO�UHTXLUHG��WKH�WLPH�KRUL]RQ�WR�SURÀWDELOLW\��
and the management support needed from investors. Furthermore, as these 
enterprises pioneer new business models and operate in new or hard-to-reach 
markets, the cost of conducting due diligence on these investment opportunities 
rises. These factors reduce the likelihood of quick and lucrative deals. 

There is also a growing realization that the traditional straight equity deals may 
not be a viable impact investment mechanism, especially in emerging markets. 
First, many founders who are committed to ensuring social impact are hesitant 
to give up their controlling equity stake in their businesses. Further, most emerging 
markets lack established stock exchanges, which precludes the possibility of an 
H[LW�YLD�,32�DQG�OHQJWKHQV�WKH�LQYHVWPHQW·V�WLPH�KRUL]RQ��PDNLQJ�LW�GLIÀFXOW�WR�XVH�
traditional time-bound equity funds.

To overcome the limitations of straight equity, impact investors in emerging 
markets have developed a variety of innovative “quasi-equity” investment tools, 
many of which may prove to be important mechanisms for the domestic impact 
investing sector. For example, convertible debt instruments allow lenders to make 
a loan with a built-in conversion option that allows the lender to convert the 

1�.RK��+�.���.DUDPFKDQGDQL��$���	�.DW]��5����������)URP�%OXHSULQW�WR�6FDOH��0RQLWRU�*URXS�
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outstanding principal into an equity stake. Royalty-based vehicles are also being 
successfully utilized as a debt investment, but they exchange more favorable 
repayment terms for a predetermined share of revenue. These are only a few of 
WKH�LQQRYDWLYH�ÀQDQFLDO�WRROV�WKDW�DUH�KHOSLQJ�WR�RYHUFRPH�WKH�OLPLWDWLRQV�RI�SXUH�
HTXLW\��$V�LPSDFW�LQYHVWLQJ�WDNHV�RII�LQ�WKH�8QLWHG�6WDWHV��LW�ZLOO�EH�LPSRUWDQW�WR�
FRQVLGHU�VLPLODUO\�LQQRYDWLYH�ÀQDQFLDO�LQVWUXPHQWV��

Knowledge Sharing as the Way Forward 

In a sense, impact investing as a mechanism faces the same type of 
pioneer gap as the ventures it is trying to support. There is a great deal of 
experimentation, trial and error, and management development required before 
the industry can begin to function more effectively. While some of the lessons 
from the emerging market context may transfer to the developed world, the 
most salient takeaway is the importance of knowledge sharing to overcome 
gaps.
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