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Impact investing

I believe that  
companies are, 
above all, agents  
of transformation.
 Guilherme Leal, businessman (1950–)
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Dear readers,

Mark Haefele
(MPCBM�$IJFG�*OWFTUNFOU�0GŖDFS

UBS Wealth Management

5IF�XBZ�CVTJOFTTFT�PQFSBUF�IBT�B�QSPGPVOE�FšFDU�PO�
society and the environment. This impact has become an 
increasing focus for UBS stakeholders, from clients and 
employees, to shareholders and the nations where we do 
business. Around the world, there is a growing interest in 
market solutions to ensure that companies have a positive 
impact, and more investors are incorporating environmental, 
social, and governance factors into their investment deci-
sions. As a result, sustainable investing is becoming a force 
UP�CF�SFDLPOFE�XJUI�BOE�XF�FYQFDU�UIF�ŖOBODJBM�DPNNV-
nity to play an ever more important role in contributing to 
B`NPSF�SFOFXBCMF�TPDJFUZ��

To help clients better appreciate and navigate this growing 
area, we launched our educational report series on sustain-
able investing last year. So far we have covered two of the 
three basic approaches to sustainable investing, namely 
exclusion and integration (see To integrate or to exclude: 
approaches to sustainable investing, July 2015). 

In this report, we turn to the third approach, impact invest-
ing, which explicitly aims to achieve a positive impact on 
TPDJFUZ�PS�UIF�FOWJSPONFOU�JO�BEEJUJPO�UP�B�ŖOBODJBM�SFUVSO��
While still comparatively small, the impact investing industry 
is growing fast, and is currently one of the most innovative 
BOE�WJCSBOU�TFHNFOUT�PG�UIF�ŖOBODJBM�NBSLFUT��5IJT�SFQPSU�
sheds light on the what, why, and how of impact investing. 
We believe UBS is a global leader in this fast-growing area, 
and invite you to dig deeper into this topic with us.

Stephen Freedman

Mark Haefele

Stephen Freedman
Head of US Thematic and Sustainable 

Investing Strategy
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Impact investing in  
the broader sustainable  
investing landscape

6#4�$*0�EFŖOFT�TVTUBJOBCMF�JOWFTUJOH�BT�B�TFU�PG�
investment strategies that incorporate material 
environmental, social and governance (ESG) con-
siderations into investment decisions. Sustainable 
JOWFTUNFOU�TUSBUFHJFT�VTVBMMZ�TFFL�UP�GVMŖMM�POF�PS�
more of the following objectives: 

1) achieve a positive environmental or social 
JNQBDU�BMPOHTJEF�ŖOBODJBM�SFUVSOT��

2) BMJHO�JOWFTUNFOUT�XJUI�QFSTPOBM�WBMVFT��BOE�

3) improve portfolio risk/return characteristics. 

Assets managed according to sustainable invest-
ing criteria are growing more quickly than the 
ŖOBODJBM�JOEVTUSZ�BU�MBSHF��"�LFZ�ESJWFS�JT�TPDJFUZÁT�
changing attitudes regarding the sustainability 
and transparency of business models, particu-
MBSMZ�JO�UIF�XBLF�PG�UIF������ŖOBODJBM�DSJTJT��"O�
emerging view that the private sector, not just 
governments or philanthropic organizations, can 
and should contribute to solving global chal-
lenges has underpinned this growth. The atti-
tudes of consumers, investors and civil society at 
large are changing perceptibly, with many now 
demanding more accountability from the recipi-
ents of their invested capital. 

In a 2014 survey of 30,000 respondents across 60 
DPVOUSJFT�DPOTVNFS�SFTFBSDI�ŖSN�/JFMTFO�GPVOE�
that 55% of participants are willing to pay extra 
for products and services from companies that 
are committed to positive social and environmen-
tal impact, and 67% would prefer to work for a 
socially responsible company.

These same trends are underpinning greater 
investor interest in approaches that incorpo-
rate sustainability into the investment process. 
Interestingly, the drivers behind this growth are 
OPU�POMZ�UIF�EFTJSF�UP�NBLF�B�EJšFSFODF�PS�UP�
sleep well at night. Investors are also recogniz-
ing that performance and an overall more robust 
investment process can be achieved by focusing 
thoughtfully on sustainability-related trends, risks 
and opportunities.

However, despite growing popularity, there has 
been industry-wide ambiguity on sustainable 
investing generally and impact investing more spe-
DJŖDBMMZ��8F�WJFX�JNQBDU�JOWFTUJOH�BT�POF�PG�UISFF�
TQFDJŖD�BQQSPBDIFT�XJUIJO�UIF�CSPBEFS�VNCSFMMB�PG�
sustainable investing (see Fig.1, p. 6). 

Exclusion: This traditional and still most com-
monly used approach involves excluding individ-
ual companies or entire industries from portfolios 
JG�UIFJS�BSFBT�PG�BDUJWJUZ�DPOŗJDU�XJUI�BO�JOWFTUPSÁT�
personal values. This process, called exclusion-
ary or negative screening, can rely either on stan-
dard sets of exclusion criteria or be tailored to 
investor preferences. For instance, investors may 
wish to exclude companies with 5% of sales or 
more generated from alcohol, weapons, tobacco, 
adult entertainment or gambling – so-called “sin 
stocks.” Exclusion is generally applied through 
QVCMJDMZ�MJTUFE�TUPDLT�BOE�CPOET��*U�JT�PŝFO�DSJUJ-
cized for reducing the investable universe. 

*UÁT�FBTZ�UP�NBLF�B�CVDL��*UÁT�B�MPU�UPVHIFS�UP�NBLF�B�EJŠFSFODF�

Tom Brokaw, TV journalist (1940–)
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Integration: This approach encompasses tech-
niques that combine environmental, social and 
HPWFSOBODF�	&4(
�GBDUPST�XJUI�USBEJUJPOBM�ŖOBO-
cial considerations to make investment decisions. 
Having gained traction in recent years, it is based 
on the premise that additional ESG information 
OPU�DPWFSFE�CZ�USBEJUJPOBM�ŖOBODJBM�BOBMZTJT�IBT�BO�
JNQBDU�PO�UIF�MPOH�UFSN�ŖOBODJBM�QFSGPSNBODF�
of a company. Integration involves understand-
ing how companies handle environmental, social 
BOE�HPWFSOBODF�SJTLT�UIBU�DPVME�FOUBJM�TJHOJŖDBOU�
costs or damage their reputations. It also involves 
BTTFTTJOH�XIFUIFS�ŖSNT�BSF�XFMM�QPTJUJPOFE�UP�
capture opportunities arising from major sustain-
ability-related themes and trends, which might 
give them a competitive edge. Integration is gen-
erally applied through publicly listed stocks and 
bonds, and can answer some of the shortcomings 
of exclusion screening. 

Impact investing: 5IJT�TUSBUFHZ�EJšFST�GSPN�UIF�
previous two in its explicit intention. While exclu-
sion removes companies which do not comply 
XJUI�JOWFTUPSTÁ�WBMVFT�BOE�JOUFHSBUJPO�BQQMJFT�
ESG considerations to security selection, impact 
investing explicitly aims to make a measurable 
positive environmental or social impact through 
the capital invested. Impact investing engages 
directly with companies and/or funds, generally 
through private market solutions, that intend to 
create measurable positive social or environmen-
UBM�PVUDPNFT�BMPOHTJEF�ŖOBODJBM�SFUVSOT�UIF�MBU-
ter being of utmost importance.

In the next section, we address in detail what we 
believe impact investing is – and is not – as well 
as dispel common misconceptions.

Source: UBS

Fig. 1: Approaches to sustainable investing
Three basic pillars can be combined

Exclusion
Avoid controversial
activities

$$ $
$

Integration
Use relevant
sustainability
information

Impact investing
Positive impact and 
ÎOBODJBM�SFUVSO
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Impact investing seeks to generate a positive 
TPDJBM�PS�FOWJSPONFOUBM�JNQBDU�BMPOHTJEF�B�ŖOBO-
cial return. This explicit strategy spans asset 
classes. Whether investing venture capital in 
an application that provides educational mate-
rial for under-resourced schools, or funding a 
social impact bond that aims to reduce recidivism 
BNPOH�KVWFOJMF�PšFOEFST�UIJT�BQQSPBDI�TFFLT�
commercial solutions to social and/or environ-
mental challenges.

"U�6#4�$*0�XF�EFŖOF�JNQBDU�JOWFTUNFOUT�BT�
UIPTF�UIBU�ŖOBODF�DPNQBOJFT�PSHBOJ[BUJPOT�
and funds with the intention of generating social 
PS�FOWJSPONFOUBM�JNQBDU�BMPOHTJEF�B�ŖOBODJBM�
return. As illustrated in Fig. 2, impact investing 
adds a third dimension to traditional investing, 
OBNFMZ�UIF�JODMVTJPO�PG�OPO�ŖOBODJBM�DSJUFSJB�JO�
evaluating opportunities. In practice, we consider 
three criteria alongside the generation of desir-
BCMF�ŖOBODJBM�SFUVSOT�UP�EFMJOFBUF�XIBU�RVBMJŖFT�
as impact investing.

a. Impact investing criteria

• First, we explore intent. We require that the 
parties structuring the investment solution 
have a stated and explicit intention to generate 
positive social and/or environmental impact, in 
BEEJUJPO�UP�TVTUBJOBCMF�ŖOBODJBM�QFSGPSNBODF�

• Next, we consider impact measurement. It 
JT`JNQPSUBOU�UIBU�UIF�PVUDPNFT�PG�UIF�JOWFTU-
NFOU�CF�UJFE�UP�TQFDJŖD�NFUSJDT�BOE�NFBTVSFE�
against a base case or benchmark. Examples of 
TQFDJŖD�NFUSJDT�NJHIU�CF�UIF�OVNCFS�PG�KPCT�
DSFBUFE�PS�MJUFST�PG�XBUFS�QVSJŖFE�

• Last, we require WFSJŖDBUJPO. This means estab-
lishing proof that the invested capital itself is 
positively correlated with the intended out-
DPNF��1SPPG�PG�WFSJŖDBUJPO�SFRVJSFT�TDJFO-

UJŖD�BOE�PS�TUBUJTUJDBM�UFTUT�MJOLJOH�JNQBDU�UP�
PVUDPNF��'PS�FYBNQMF�JG�UIF�TUBUFE�CFOFŖU�
is cleaner drinking water, and measurement 
includes the number of liters of available clean 
water, supporting data showing proof that the 
investment made (i.e. in better quality pipes) led 
to this outcome, would be important.

b. Impact investing by asset class

At present, impact investing is predominantly 
found in illiquid asset classes such as private 
equity and private debt, which comprise our 
focus. Although there is a trend in the market-
place toward including impact investing in public 
equities and debt markets, this remains contro-
versial. In particular, such investments do not 
OFDFTTBSJMZ�GVMŖMM�PVS�UISFF�DSJUFSJB�BOE�SJTL�XBUFS-
ing down the concept of impact investing. For 
instance, unless the investment in a public equity 
JT�TJHOJŖDBOU�JO�TJ[F�BDUJWJTU�JO�OBUVSF�BOE�UIF�
company itself is smaller and more  malleable, ver-
JŖDBUJPO�JT�OPU�QPTTJCMF�

What is impact investing?
The only limit to your impact is your imagination and commitment. 

Tony Robbins, motivational speaker (1960–)

Social /Environmental
impact

Fig. 2: Adding a third dimension to investing

Source: UBS
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1SJWBUF�NBSLFUT�	1.
�PšFS�B�OVNCFS�PG�XBZT�UP�FOHBHF�
in impact investing. These strategies include private 
equity, private debt and private real assets. They prin-
cipally involve making unlisted equity and debt invest-
ments in private businesses or assets. Investments are 
typically made through commingled funds managed by 
third-party fund managers. Noteworthy features of PM 
vehicles are:

Legal structure
PM vehicles are usually structured as limited partner-
ships, whereby a general partner (GP), the fund man-
ager, can invest its own funds as well as funds raised 
from investors, the limited partners (LP).

Illiquidity
1.�TUSVDUVSFT�JOWPMWF�TJHOJŖDBOU�JOWFTUFE�DBQJUBM�
lockup. Terms typically range from 5–15 years. These 
investments are illiquid in nature and are most appro-
priate for investors with a long time horizon and no 
foreseeable need for the committed capital.

Capital commitment
Funds are not raised and invested all at once. Instead, 
EVSJOH�B�EFŖOFE�JOWFTUNFOU�QFSJPE�BT�JOWFTUNFOU�
opportunities arise, the fund manager can call on the 
investors to transfer successive fractions of their com-
mitted capital. These so-called capital calls require 
careful cash management on the part of the investor.

"TTFU�DMBTT�TQFDJÎD�GFBUVSFT�
Private equity (PE) investments usually involve varying 
EFHSFFT�PG�PQFSBUJPOBM�BOE�TUSBUFHJD�JOŗVFODF�CZ�UIF�
GP on the companies in which positions are taken. The 
most typical forms of PE in impact investing are venture 
DBQJUBM�¾�UP�ŖOBODF�TUBSUVQT�¾�BOE�HSPXUI�DBQJUBM�¾�UP�
fund rapidly growing businesses. Private debt involves 
non-traded debt investments in listed or unlisted busi-
nesses. Private real assets include private real estate, 
infrastructure, farmland, timberland and natural 
resources.

Private markets investing basics

Private markets funds have established themselves 
BT�B�QSFGFSSFE�ŖOBODJBM�TUSVDUVSF�GPS�JNQBDU�JOWFTU-
ing, with fund managers adapting their existing 
lens to pursue and report impact goals. Such pri-
vate markets structures, i.e. private equity funds, 
are well suited to impact investing through their 
ability to direct and verify impact on the privately 
held business or project with the capital invested 
and the active management of the investment. 
0UIFS�CFOFŖUT�PG�QSJWBUF�NBSLFU�PQQPSUVOJUJFT�BSF�
the long-term nature and structure aligning the 
goals of investors (i.e. private clients) and those 
employing the capital (i.e. fund managers) to cre-
BUF�CFOFŖUT�GPS�TPDJFUZ�BOE�PS�UIF�FOWJSPONFOU���

1) Private equity: Private equity, including venture 
capital, is a common investment instrument 
used by impact investment funds. Approximately 
17% of all impact investing assets are invested 
WJB�QSJWBUF�FRVJUZ�BT�QFS�B`�����(**/�TUVEZ���

2) Private debt��8JUI�B�TJHOJŖDBOU�QPSUJPO�PG�"6.�
from impact investing coming from micro- and 
small- and medium-size enterprise (SME) debt 
ŖOBODJOH�QSJWBUF�EFCU�JT�B�MBSHF�ESJWFS�PG�UIF�
impact landscape, with approximately 35% 
of global impact assets. Selective debt invest-
ments in private enterprises can range from 
working capital loans to larger private debt 
ŖOBODJOH�

3) Real assets: Impact investments exist within 
real assets, whose value is derived from physi-
cal properties, managed to produce long-term 
value to society and the environment, such 
as sustainable housing, infrastructure assets 
including cold storage facilities, and clean 
energy assets.

4) *OOPWBUJWF�ÎOBODJBM�TUSVDUVSFT� See following 
section for more information.
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c. Innovation in impact investing

*NQBDU�JOWFTUJOH�PŝFO�SFRVJSFT�B�IJHI�EFHSFF�PG�
ŖOBODJBM�JOOPWBUJPO�BT�DPOWFOUJPOBM�JOWFTUNFOU�
solutions are typically structured such that posi-
tive impact is at best a byproduct of the invest-
ment process rather than a targeted outcome. 
Examples of innovations that have emerged 
within impact investing include:

#MFOEFE�ÎOBODF�TUSVDUVSFT� combining pri-
WBUF�ŖOBODJBM�SFUVSO�PSJFOUFE�TPVSDFT�PG�DBQJ-
tal with either public sector or philanthropic 
GVOET�XIFSFCZ�UIF�MBUUFS�PŝFO�BTTVNF�B�
more junior, loss-absorbing or credit-enhanc-
ing position in the capital structure in order to 
entice more participation of the former

Social impact bonds (SIBs): addressing soci-
FUBM�JTTVFT�JO�B�DPTU�FšFDUJWF�NBOOFS�GPS�HPW-
ernments by relying on private funding (see 
box)

Impact investing aimed at funding new, 
untested business models: supporting new 
products or funds which due to their nature 
have risk characteristics that are less well 
understood by industry professionals, thereby 
pushing the boundaries of the market

To further describe this rapidly evolving segment 
PG�UIF�ŖOBODJBM�JOEVTUSZ�XF�ŖOE�JU�IFMQGVM�UP�GVS-
ther divide impact investments into “mainstream” 
and “catalytic” categories based on the scope 
and scale of the opportunity. 

Catalytic�PQQPSUVOJUJFT�BSF�PŝFO�VOUFTUFE�BOE�
complex in structure, incorporating non-conven-
tional investment relationships between seemingly 
disparate stakeholders, for example, governments, 
banks, charities and private investors, under one 
TUSVDUVSF�CVJMU�UP�EFMJWFS�EJšFSFOU�PVUDPNFT�	J�F��
SFWFOVF�TUSFBN�GPS�JOWFTUPST�TPDJBM�CFOFŖUT�UP�
governments and charities, etc.). Also, catalytic 
PQQPSUVOJUJFT�BSF�PŝFO�NPSF�OBSSPX�JO�UIFJS�UBS-
HFU�TFFLJOH�UP�FšFDU�DIBOHF�XJUI�SFTQFDU�UP�B�
focused region or issue. These characteristics can 

Impact investing is an approach that 
invites the development of innovative 
ŖOBODJBM�TUSVDUVSFT�UP�NFFU�UIF�SFRVJSF-
ments of investors and demands of invest-
ees with disparate needs and in sectors 
XIFSF�QSJWBUF�ŖOBODJOH�IBT�QSFWJPVTMZ�OPU�
ventured, for example in health, educa-
tion, conservation and human rights. 

Social impact bonds (SIBs) are innovative 
ŖOBODJBM�JOTUSVNFOUT�EFTJHOFE�UP�SBJTF�
private capital for prevention programs 
addressing areas of pressing social need. 
Investors are only repaid if and when 
improved social/environmental outcomes 
BSF�BDIJFWFE��4*#T�BSF�PŝFO�TUSVDUVSFE�BT�
public-private partnerships, where savings 
to the governing body are used to repay 
this investment. For example, a problem 
such as diabetes, which is preventable 
but costly to government services with 
each patient, can be addressed through 
an SIB that funds a health intervention 
program, and the government entities 
remunerate investors based on the num-
ber of successfully prevented cases.

*OOPWBUJWF�ÎOBODF

Source: UBS

Fig. 3: Sustainable investing approaches and
implementation options

Sustainable Investing (SI) 

Integration Impact investingExclusion

Public equity Public debt

Private
equity,
Venture
capital

Private
debt

Real
assets

Innovative
financial
structures

Public markets Private markets
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make catalytic investments less straightforward to 
replicate and scale as compared with mainstream 
investments. 

Mainstream investment opportunities gener-
ally operate within common fund structures (e.g. 
(1�-1�QSJWBUF�FRVJUZ�TUSVDUVSFT
�BOE�BSF�PŝFO�
sizable in terms of invested assets. Mainstream 
JNQBDU�JOWFTUNFOUT�PšFS�JOWFTUPST�UIF�PQQPSUV-
nity to create a larger magnitude of social and/
or environmental change while also providing 
returns commensurate with comparable invest-
ments. Mainstream investments are generally 
linked to larger global opportunities, whereas 
DBUBMZUJD�JOWFTUNFOUT�BSF�NPSF�PŝFO�MJOLFE�UP�
localized opportunities driven by geography, 
demography, societal and/or environmental 
issues.  

Both have an important role to play in the future 
of impact investing. Mainstream opportunities 
draw capital from a broader investor base, and 

create awareness of impact investing as a via-
CMF�TPMVUJPO�GPS�UIPTF�TFFLJOH�ŖOBODJBM�SFUVSOT�
BOE�CFOFŖUT�UP�TPDJFUZ�BOE�PS�UIF�FOWJSPONFOU��
Meanwhile, catalytic impact investing opportu-
OJUJFT�SFRVJSF�JOOPWBUJWF�ŖOBODJBM�TUSVDUVSFT�UIBU�
operate outside the norm and push the bound-
aries of traditional investment solutions. Cata-
lytic impact investment oppor tunities, given their 
innovative nature, act as powerful enablers of 
transformational change. Over time, as they are 
SFQFBUFE�UIFZ�DBO�CF�SFQMJDBUFE�NPSF�FGŖDJFOUMZ�
and gain recognition, evolving into mainstream 
impact investment opportunities.

d. Common misconceptions about
impact investing

Impact investing is a relatively new segment 
XJUIJO�UIF�ŖOBODJBM�JOEVTUSZ��"T�TVDI�JU�JT�TVCKFDU�
to a number of misconceptions that can dampen 
its growth and are worth dispelling.  

iS
to

ck
/b
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go

gn
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1PSUGPMJP�QSPÎUT�BOE�JNQBDU�BSF�NVUVBMMZ�FYDMV-
sive – some individuals and institutions view their 
investment portfolios in two distinct  buckets: one 
dedicated to returns and one to philanthropy, 
the former subsidizing the latter. Impact invest-
JOH�PšFST�BO�JOWFTUNFOU�BQQSPBDI�XIJDI�TFFLT�UP�
EFMJWFS�CPUI�EFTJSBCMF�SFUVSOT�BOE�B�EFŖOFE�TPDJBM�
impact, negating the binary “make impact or 
NBLF�QSPŖUÄ�NFOUBMJUZ��

Impact investing is philanthropy – Impact invest-
ing is investing with an inherent expectation of 
ŖOBODJBM�SFUVSO��*U�JT�OPU�HJWJOH�NPOFZ�BXBZ�UP�
solve social or environmental problems. It is nei-
ther philanthropy, nor based on grant-making. 
It is also not dedicated to funding public sector 
QSPKFDUT��)PXFWFS�JU�DBO�DBUFS�UP�EJšFSFOU�SJTL�
return preferences within the same structure and 
draw investors from both the public and private 
TFDUPST�	CMFOEFE�ŖOBODF
�UP�DBUBMZ[F�JOOPWBUJPO��

*NQBDU�JOWFTUJOH�JNQMJFT�ÎOBODJBM�TBDSJÎDFT – 
*NQBDU�JOWFTUJOH�OFFE�OPU�FOUBJM�TBDSJŖDJOH�ŖOBO-
DJBM�SFUVSOT�GPS�TPDJBM�PS�FOWJSPONFOUBM�CFOFŖUT��"�
SBOHF�PG�FYQFDUFE�ŖOBODJBM�SFUVSOT�GSPN�NBSLFU�
rate to concessionary, can be targeted depending 
on the particular investment and predicated on 
UIF�JOWFTUPSTÁ�SFRVJSFNFOUT�BT�EJTDVTTFE�JO�TFD-
tion titled .BSLFU�EFWFMPQNFOU�BOE�ÎOBODJBM�QFS-
formance (starting on page 13).

High returns imply low impact�¾�)JHIFS�ŖOBODJBM�
SFUVSOT�OFFE�OPU�IBWF�B�OFHBUJWF�FšFDU�PO�UIF�
quality of the impact investment. For example, 
B`�����TUVEZ�CZ�(SBCFOXBSUFS�BOE�-JFDIUFOTUFJO�
GPVOE�UIBU�JU�DBOOPU�CF�JNQMJFE�UIBU�ŖOBODJBM�
returns are inversely correlated with impact gen-
FSBUJPO��$POWFSTFMZ�JU�JT�PŝFO�BSHVFE�UIBU�NPSF�

sustainable business models generating more 
HPPET�PS�TFSWJDFT�QPTJUJWFMZ�CFOFŖUJOH�B�HSPXJOH�
set of clients will outperform, implying a posi-
tive correlation between the social/environmental 
JNQBDU�BOE�ŖOBODJBM�SFUVSOT��8IJMF�JOEFFE�DPN-
pelling, there is not yet statistically  relevant data 
to fully substantiate this claim. 

Impact investing is only in poor countries – While 
poverty is more glaring in rural Sub-Saharan 
Africa than in Western Europe, developed coun-
tries also have challenges that impact invest-
JOH�DBO�BEESFTT��'PS�FYBNQMF�UIF�ŖOBODJBM�DSJTJT�
resulted in high rates of youth unemployment 
JO�QBSUT�PG�&VSPQF�DVU�Pš�DBQJUBM�UP�TNBMM�CVTJ-
nesses, and reduced investing in critical infra-
TUSVDUVSF��5IFSF�BSF�BMTP�TJHOJŖDBOU�FOWJSPONFOUBM�
challenges in developed markets around the 
XPSME��5IFTF�QSPCMFNT�BSF�PŝFO�MFTT�WJTJCMF�UIBO�
contaminated water supplies in India or slum 
dwellings in Brazil, but impact investing can focus 
on any social or environmental problem/market 
FGŖDJFODZ�SFHBSEMFTT�PG`HFPHSBQIZ��
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a. What attracts investors and industry
UP�UIJT�ŖFME 

The term “impact investing” was coined by the 
Rockefeller Foundation in 2007 referring to “a 
worldwide industry for investing for social and 
environmental impact” (Rockefeller Foundation 
2012). 

Impact investing is emerging at a time when 
aggregate private wealth has never been so high: 
JO������UPUBM�HMPCBM�ŖOBODJBM�BTTFUT�HSFX�UP�
64%�����USJMMJPO�USJQMF�UIF�XPSMEÁT�(%1�	.D,JO-
sey Global Institute 2014). Global high net worth 
wealth reached a peak of USD 52.6 trillion in 
2014, and a Capgemini study found that contrib-
uting to social impact is important for 92% of 
high-net-worth individuals, led by younger inves-
tors (under 40 years) and by those in emerging 
markets. 

Changing demographic trends
5IF�SJTJOH�JOŗVFODF�PG�UIF�.JMMFOOJBM�HFOFSBUJPO�
– those born between the early 1980s and early 
2000s – and their sustainability and impact-moti-
WBUFE�CFMJFGT�BSF�IFMQJOH�ESJWF�B�TIJŝ�JO�TPDJFUBM�
expectations, and in the way capital is directed. 
Having grown up in a digital age with a con-
TUBOU�ŗPX�PG�FBTJMZ�BDDFTTJCMF�JOGPSNBUJPO�BOE�
JODSFBTFE�USBOTQBSFODZ�.JMMFOOJBMTÁ�FYQFDUBUJPOT�
of public and private organizations are higher 
UIBO�QSFWJPVT�HFOFSBUJPOTÁ��:PVOHFS�XFBMUI�IPME-
ers are more socially and environmentally con-
scious, and expect others to act accordingly. A 
2014 Deloitte Millennial survey reports that nearly 
30% of Millennials believe the number one prior-
ity of business should be to improve society. They 
CFMJFWF�CVTJOFTT�DBO�EP�NPSF�UP�BEESFTT�TPDJFUZÁT�
challenges of resource scarcity (56%), climate 
change (55%) and income inequality (49%). A 
SFDFOU�IFBEMJOF�HSBCCJOH�FYBNQMF�PG�UIJT�TIJŝJOH�
NJOETFU�JT�'BDFCPPL�GPVOEFS�.BSL�;VDLFSCFSHÁT�

2015 announcement to distribute the majority 
of his fortune, currently around USD 45 billion, 
to have a positive impact on the world. Unlike 
Zuckerberg, most Millennials do not yet control a 
large share of investable assets, but they are fore-
cast to inherit USD 30 trillion over the next sev-
eral decades from parents and grandparents in 
North America alone, and believe in their poten-
tial to transform the world (Accenture 2012). This 
JT�DPOŖSNFE�CZ�%FMPJUUFÁT�EBUB�UIBU�TIPXT�OFBSMZ�
40% of GenX/Y millionaires give more than USD 
30,000 annually to charity, versus 6% of their 
predecessors, the baby boomers. Impact invest-
ing is expected to be but one manifestation of 
.JMMFOOJBMTÁ�FOEFBWPS�UP�MFWFSBHF�UIFJS�XFBMUI�JO�
new and innovative ways.

Public and private sector
Driven not just by consumers and private inves-
tors, impact investing is also increasingly recog-
nized within the policy agenda of governments 
and international organizations. In 2013, the 
G8 established a dedicated taskforce for impact 
investing. At the same time, the World Economic 
Forum launched an initiative to build the ecosys-
tem of the industry by contributing to knowledge 
and sharing best practices. 

In addition to public policy developments, impact 
investing is also gaining traction among global 
ŖOBODJBM�JOTUJUVUJPOT�JODMVEJOH�6#4�BT�XFMM�BT�
J.P. Morgan, Credit Suisse and others. In 2008, 
JO�UIF�XBLF�PG�UIF�ŖOBODJBM�DSJTJT�UIF�3PDLFGFMMFS�
Foundation launched the Global Impact Investing 
/FUXPSL�	(**/
�BO�JOEVTUSZ�MFBEJOH�OPOQSPŖU�
knowledge-sharing network to further develop 
this sector, which in 2014 counted almost 200 
NFNCFST��6#4�XBT�BNPOH�UIF�ŖSTU�HMPCBM�ŖOBO-
cial institutions to become a member of this 
thought leadership platform.

Impact investing – why now?
Nothing is as powerful as an idea whose time has come.

Victor Hugo, author (1802–1885)



Impact investing   May 2016    13

Impact investing

C��.BSLFU�EFWFMPQNFOU�BOE�ŖOBODJBM
performance

Not surprisingly, against the backdrop of growing 
investor demand, the size of the impact investing 
industry has been growing. Assets under man-
agement (AUM) are expected to continue ris-
ing as investors become increasingly familiar and 
comfortable with the investment approach. In 
terms of market size, a recent 2016 GIIN survey 
of 158 investors reported USD 77bn of impact 
JOWFTUNFOU�SBJTFE��*O������UIJT�ŖHVSF�XBT�KVTU�
USD 10.3bn. Survey participants were required 
to have a minimum USD 10m deal size and at 
MFBTU�ŖWF�JNQBDU�JOWFTUJOH�USBOTBDUJPOT��8IJMF�
based on self-reported data and representing 
POMZ�SPVHI�FTUJNBUFT�UIFTF�ŖHVSFT�DBO�QSPWJEF�B�
broad indication of market size (i.e. volumes), and 
growth potential (volume delta).

• 8IJMF�NJDSPŖOBODF�VTFE�UP�CF�UIF�EPNJOBOU�
sector for impact investing allocations, today 
NJDSPŖOBODF�SFQSFTFOUT�����PG�"6.�CFIJOE�
IPVTJOH��5IJT�SFŗFDUT�IPX�JNQBDU�JOWFTUJOH�
has matured and continues to diversify across 
sectors.

• *OWFTUFE�DBQJUBM�JT�EJWFSTJŖFE�BDSPTT�SFHJPOT�
with about half invested in developing markets 
and half in developed. North America domi-
nates developed market AUM, while Sub-Saha-
ran Africa dominates as the target market for 
developing market impact investing.  

• In terms of instruments, private debt, real 
assets and pri vate equity are the most promi-
nent instruments, accounting for 35%, 25% 
and 17% of assets under management, 
respectively.

Return expectations, requirements, and 
ÎOBODJBM�QFSGPSNBODF�
"T�EFŖOFE�FBSMJFS�JNQBDU�JOWFTUNFOUT�BSF�NBEF�
with the explicit intention of generating a posi-
UJWF�JNQBDU�BMPOHTJEF�B�ŖOBODJBM�SFUVSO��5IBU�TBJE�
UIF�RVFTUJPO�PG�ŖOBODJBM�QFSGPSNBODF�TUJMM�HFO-
erates debate, largely due to the lack of robust 
research-based evidence. From this perspective, 
the creation of the Impact Investment Benchmark 
by Cambridge Associates and GIIN in 2015, the 
ŖSTU�DPNQSFIFOTJWF�BOBMZTJT�PG�JNQBDU�JOWFTUNFOU�
funds, is a step toward advancing the industry. 

Source: GIIN, as of 2016

Fig. 4: Impact investing by geography
Percent of total assets under management by target region
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Fig. 5: Impact investing across asset classes
Percent of total assets under management by instrument
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According to the GIIN, there can be a range of 
return expectations, from below market (some-
times called concessionary) to risk-adjusted mar-
ket rates, depending on the asset class and type 
of impact investment in question. Assuming that 
most investors are seeking market rate returns for 
comparable investments in the same universe, we 
focus the following analysis on funds at the mar-
ket-return end of the spectrum, namely private 
debt, venture capital and private equity. 

Considering private equity and venture capital, 
we highlight the results from the 2015 Cam-
bridge Associates-GIIN study, which broadly con-
ŖSNT�UIBU�JNQBDU�JOWFTUNFOU�GVOET�DBO�BDIJFWF�
ŖOBODJBM�SFUVSOT�JO�MJOF�XJUI�USBEJUJPOBM�GVOET�
without impact objectives. The study consid-
ered a sample of 50 private equity impact funds 
MBVODIFE�BŝFS������XJUI�B�TUBUFE�TPDJBM�JNQBDU�
objective. It found that those impact invest-
ment funds launched between 1998 and 2004, 
for which returns are largely realized, outper-
formed funds in a comparable universe of con-
ventional private investment funds. However, 

for funds launched between 2005 and 2010, for 
which returns are not realized, impact invest-
ments underperformed their peer group. For the 
full sample, impact investments underperformed 
their peer group by an amount that would not 
BQQFBS�UP�CF�TUBUJTUJDBMMZ�TJHOJŖDBOU�HJWFO�UIF�
large performance variability across funds, fund 
types and time periods. 

Separately, in October 2015, the Wharton School 
of the University of Pennsylvania released a report 
showing that 53 private equity impact funds 
achieved returns in line with their targets and 
executed successful, mission-aligned exits. 

0WFSBMM�XF�JOUFSQSFU�UIFTF�EJšFSFOU�SFTVMUT�BT�
evidence that private equity impact investment 
funds that set out to achieve market returns can 
and do, on average, broadly succeed in meeting 
this goal. An important takeaway, though, is that 
thorough manager due diligence and selection is 
LFZ�JO�EFUFSNJOJOH�ŖOBODJBM�QFSGPSNBODF�NPSF�
so than whether or not the manager has a social 
impact objective.

*NQBDU�JOWFTUNFOU�GVOET�DBO�BDIJFWF�ŖOBO�DJBM�SFUVSOT�JO�MJOF� 
with traditional funds without impact objectives. 

Note: The impact funds only include private equity and venture capital funds
with a social focus.
Source: GIIN, Cambridge Associates, as of 2015

Fig. 6: Impact investing performance
Impact funds versus the comparative universe by vintage year, in %
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Part of what makes impact investing unique 
and compelling is what happens when inves-
tors “look under the hood,” e.g. actually mea-
sure and report on the achieved impacts. At UBS 
CIO, we believe that the following model can be 
relied on to evaluate the quality of impact invest-
ment ideas, typically in the form of funds. This 
“Impact Compass” can be used to gauge the 
alignment of impact investing opportunities with 
our impact criteria, ensuring that investments 
are appropriately evaluated and compared objec-
tively and systematically. We propose a set of six 
factors against which impact investments can be 
FWBMVBUFE��UISFF�BSF�CBTFE�PO�PVS�EFŖOJUJPO�PG�
impact investing (intention, measurement, and 
WFSJŖDBUJPO
�XIJMF�UISFF�PUIFST�DBQUVSF�CSPBEFS�
features of impact investments – additionality, 
ŖOBODJBM�SPCVTUOFTT�BOE�NBOBHFS�FYQFSJFODF�¾�
that we deem important to the assessment of 
quality. Each factor can be scored on a scale of 
0–3. The higher the score, the better the invest-
ment aligns with our criteria. This gives us the 
following spider web diagram (Fig. 7 with sam-
ple inputs for demonstration) that can be used 
to guide impact investing decisions, as well as 
an average score that can be compared across a 
set of alternatives or portfolios. This qualitative 
framework can help investors identify the most 
suitable projects for “impact” depending on 
UIFJS�WBMVFT�BOE�ŖOBODJBM�HPBMT�

Intent: Does the investment manager have the 
TUBUFE�JOUFOUJPO�UP�HFOFSBUF�QPTJUJWF�OPO�ŖOBODJBM�
CFOFŖUT �5IJT�JT�B�TVCKFDUJWF�DSJUFSJPO�FWBMVBUFE�
BDDPSEJOH�UP�UIF�JOWFTUNFOU�GVOEÁT�NBOBHFNFOU�
team, and how impact has been articulated in 
marketing and communications, for example, in 
setting impact outcome objectives ex-ante. 

Measurement: Is the impact measurable? A test 
of this is whether or not quantitative metrics can 
be assigned. What will be measured, and how, 
and according to which metrics (i.e. number of 
KPCT�DSFBUFE�PS�MJUFST�PG�XBUFS�QVSJŖFE
 �

7FSJÎDBUJPO� This factor tests the correlation 
between investment and impact. Can the oppor-
UVOJUZ�TIPX�DBVTBMJUZ�	TUBUJTUJDBMMZ�TDJFOUJŖDBMMZ
�
between the invested capital and a positive 
impact? Is it auditable? In other words, is there 
a transparent, proven and auditable correlation 
between inputs and outputs (i.e. investor activi-
ties and impact outcomes)?

Additionality: Measured against a business-as-
usual or base case scenario, would the capital 
have been allocated, or the social/environmental 

 Assessing and measuring  
 impact investments
I have been struck again and again by how important measurement 

is to improving the human condition.

Bill Gates, businessman and philanthropist (1955–) 

Source: UBS

Fig. 7: Impact Compass measures impact alignment
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impact created regardless of the impact invest-
ment? This can also be established if the pro-
QPTFE�QSPKFDU�JT�UIF�ŖSTU�PG�JUT�LJOE��PS�JG�UIFSF�BSF�
minimal or no alternatives to the project outside 
of the impact investment.

Financially sound: The return expectations of 
the investment are analyzed to ensure that they 
BSF�SFBMJTUJD��*T�UIF�ŖOBODJBM�UIFTJT�TPVOE �$BO�
one test the assumptions against the macro and 
micro trends informing the potential investment? 

Manager experience: How much experience 
EPFT�UIF�JNQBDU�JOWFTUNFOU�NBOBHFS�IBWF �*T`UIJT�
UIF�NBOBHFSÁT�ŖSTU�JNQBDU�GVOE �0S�EPFT�UIF�
manager have a long-standing record of imple-

menting and executing impact transactions? 
(JWFO�UIF�SJTJOH�OVNCFS�PG�ŖSTU�UJNF�GVOE�NBO-
agers and mainstream managers entering the 
area, we believe it is important to incorporate 
TQFDJŖD�JNQBDU�GVOE�NBOBHFNFOU�FYQFSJFODF�JOUP�
our assessment.

At UBS CIO, we view measurement (and subse-
quent reporting) as an important pillar of impact 
investing. Thoughtfully chosen and meaningful 
metrics are critical to measuring and managing 
social and environmental performance, and for 
cataloging impact. While this broad topic is too 
comprehensive to address here, a follow-up pub-
lication will be dedicated to impact measurement 
and reporting. 
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Global impact investing  
opportunities
4VTUBJOBCMF�EFWFMPQNFOU�JT�UIF�QBUIXBZ�UP�UIF�GVUVSF�XF�XBOU�GPS�BMM��*U�PŠFST�B�GSBNFXPSL�UP�HFOFSBUF�

economic growth, achieve social justice, exercise environmental stewardship and strengthen governance.

Ban Ki-moon, UN Secretary General, (1944–) 

As we know by now, impact investing has two 
HPBMT��UP�HFOFSBUF�ŖOBODJBM�SFUVSOT�BOE�DSFBUF�QPTJ-
tive social or environmental impacts. Operating pri-
NBSJMZ�JO�UIF�QSJWBUF�NBSLFUT�JU�JEFOUJŖFT�JOWFTUJCMF�
solutions to global challenges informed by macro 
trends. Most suitable for investors willing and able 
UP�JHOPSF�UIF�NBSLFUÁT�EBJMZ�NPPE�TXJOHT�JNQBDU�
investing is an attractive way to allocate capital 
QSPŖUBCMZ�JOUP�VODSPXEFE�TUSBUFHJFT�UIBU�CFOFŖU�
from long-term trends, source innovation, earn an 
illiquidity premium and seek to do good.

The mega trends of population growth, aging, and 
increased urbanization can be evaluated using an 
impact investing lens to identify compelling global 
opportunities. The drivers of this analysis can include:

• assessing big-picture demographic, market, 
and environmental long-term trends to identify 
BSFBT�PG�QPUFOUJBM�HSPXUI��

• JEFOUJGZJOH�NBSLFU�JOFGŖDJFODJFT�UISPVHI�VOEFS-
capitalized and uncrowded investment sectors 
BOE�HFPHSBQIJD�SFHJPOT��

• collecting and evaluating market data on where 
and how global impact investors (including 
JOTUJUVUJPOBM�JOWFTUPST�GBNJMZ�PGŖDFT�GPVOEB-
tions, investment funds, and governments) are 
BDUJWFMZ�JOWFTUJOH�

• analyzing investment models and structures 
UP�BTTFTT�WJBCJMJUZ�GPS�TVDDFTTGVM�ŖOBODJBM�BOE�
TPDJBM�QFSGPSNBODF�

• assessing capacity and robustness of opportu-
nity set, e.g. number of investable opportuni-
ties and potential deal sizes.

Using this investment process, UBS CIO seeks to 
identify a variety of compelling impact investment 
opportunities, for example emerging market 
healthcare and protein alternatives, on the basis 
of their potential to deliver attractive risk-adjusted 
ŖOBODJBM�QFSGPSNBODF�XIJMF�CFOFŖUJOH�TPDJFUZ�
and mitigating pressure on the environment. 

In addition to macro and industry-level analysis, 
alignment of impact investing opportunities to 
UIF�6/ÁT�4VTUBJO�BCMF�%FWFMPQNFOU�(PBMT�	4%(T
�
makes sense because this logically links UBS 
wealth management clients to worldwide devel-
opment opportunities. The SDGs, adopted by the 
UN General Assembly last September, provide a 
backdrop that unites a global audience – 
public and private sectors, investors and start-
ups, NGOs and philanthropists – behind a quan-
UJŖBCMF�TFU�PG�EFWFMPQNFOU�PCKFDUJWFT�UP�BDIJFWF�
in the next 15 years. The SDGs are unique in that 
they set out universal goals that UN member 
states pledge to use to frame their agendas and 
policies during the 2015–2030 period. 

As we laid out in our report In challenge lies 
opportunity: investing for sustainable develop-
ment, September 2015, national governments 
and multilateral organizations cannot possi-
bly expect to meet the SDGs without involv-
ing  private sources of capital. The funding gap 
is  simply too large to bridge with public funds 
alone. We therefore expect to see a wave of 
initiatives aimed at mobilizing private funding, 
which should create a growing universe of attrac-
tive opportunities for impact investors. 
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As a result, impact investment objectives naturally 
tend to be aligned with achieving development 
outcomes of the SDGs, be it the desire to end 
QPWFSUZ�ŖHIU�JOFRVBMJUZ�BOE�HFOEFS�CJBT�QSP-
mote education and healthcare, or the need to 
tackle climate change challenges. 

#Z�FNCSBDJOH�UIF�6/ÁT�4%(T�BT�B�LFZ�DPOTJEFS-
BUJPO�JO�6#4�$*0ÁT�JNQBDU�JOWFTUNFOU�TUSBUFHZ�
we hope to set an industry standard, capable of 
DSFBUJOH�USBOTQBSFODZ�BSPVOE�BO�JOWFTUNFOUÁT�
alignment to this global initiative, thereby truly 
JOUFHSBUJOH�QFPQMF�QMBOFU�BOE�QSPŖU�

Impact investing is rooted in long-term trends, 
focused on global phenomena that pose societal 
and environmental challenges – such as water 
scarcity, obesity, or carbon reduction, to name 
a few. In the table below, we present a num-
ber of such long-term thematic trends and pro-
vide an impact investing angle for each one. We 
also link each theme to the SDGs with which it is 
associated.

Fig. 8: UN Sustainable Development Goals

Source: UN
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Long-term invest-
ment theme

Associated 
SDGs

Impact investing angle

Water scarcity 2, 6 *NQBDU�JOWFTUJOH�PšFST�B�WBSJFUZ�PG�TPMVUJPOT�UP�NJUJHBUF�UIF�HMPCBM�QSPCMFN�PG�XBUFS�TDBSDJUZ�
and access a market valued at USD 500–600bn annually. The incidence of drought is increas-
ing due to industrial agriculture and climate change. But even more pressing is the fact that 
agriculture currently accounts for 70% of global fresh water demand, highlighting the oppor-
UVOJUZ�PG�NPSF�FGŖDJFOU�XBUFS�VTF�BOE�NBOBHFNFOU�BMUFSOBUJWFT��*NQBDU�JOWFTUNFOUT�DBO�IFMQ�
JEFOUJGZ�TPMVUJPOT�UIBU�TBWF�XBUFS�BOE�CFOFŖU�QBSUJDVMBSMZ�TNBMMIPMEFS�BHSJDVMUVSF�DPNNVOJUJFT�
¾�B�HSPXJOH�QBSU�PG�EFWFMPQJOH�NBSLFU�QPQVMBUJPOT�PŝFO�MBDLJOH�BDDFTT�UP�UFDIOPMPHJFT�MJLF�
QSFDJTJPO�JSSJHBUJPO�PS�UFDIOJRVFT�GPS�UIF�TVDDFTTGVM�HSPXUI�PG�XBUFS�FGŖDJFOU�CVU�OVUSJFOU�SJDI�
plants, like legumes. Impact investing can be used to improve access to water in drought-prone 
BOE�XBUFS�TDBSDF�SFHJPOT�¾�GPS�FYBNQMF�CZ�ESJMMJOH�XFMMT�PS�JNQMFNFOUJOH�DPTU�FGŖDJFOU�TPMV-
tions for water transportation to reduce the time spent collecting water. Most impact invest-
ment opportunities address water scarcity in developing countries. A lack of infrastructure is a 
major factor in places like India or Sub-Saharan Africa, where creating regional WASH (water, 
sanitation, and hygiene) centers combining access to clean water, wastewater treatment and 
SFDZDMJOH�GBDJMJUJFT�BSF�CFDPNJOH�XFMM�LOPXO�XJUI�DMFBS�FYUSB�ŖOBODJBM�CFOFŖUT��5IJT�UIFNF�
can be accessed from other angles as well – for example insurance. Reducing insurance costs 
against water scarcity risks by recognizing the value of community resilience projects and 
FODPVSBHJOH�ESPVHIU�BEBQUBUJPO�UFDIOJRVFT�UISPVHI�SFTJMJFODF�CPOET�PšFS�JNQBDU�JOWFTUJOH�
possibilities in developed and developing countries. In developed countries, impact investing 
PQQPSUVOJUJFT�JO�UFDIOPMPHZ�TVDI�BT�MPX�ŗPX�UPJMFUT�BOE�XBUFS�NFUFSJOH�GPS�ŖOBODJBM�TBWJOHT�
and resource preservation, also exist.

Clean air and carbon 
reduction 

CO2

3, 11, 13 The cumulative investment opportunity in clean air and carbon reduction is approximately USD 
36trn by 2030, based on individual country commitments submitted ahead of COP21. Not sur-
QSJTJOHMZ�UIF�JNQBDU�JOWFTUJOH�PQQPSUVOJUZ�JO�DMFBO�BJS�BOE�DBSCPO�SFEVDUJPO�JT�TJHOJŖDBOU�JO�
developed and developing countries alike, as heavy CO

2
 emitters explore cleaner fuels in devel-

oped markets and agree to support the developing world with technology transfer to support 
a lower-carbon global footprint. Impact investing can be achieved through investments into 
clean energy solutions, replacing dirtier alternatives with renewable energy (such as hydro or 
XJOE
�CJPNBTT�GVFMMFE�DP�HFOFSBUJPO�	GPS�IFBU�BOE�FMFDUSJDJUZ
�BOE�NPSF�FOFSHZ�FGŖDJFOU�DPO-
sumer alternatives (such as improved cook stoves). Looking at investments beyond technology 
and infrastructure, just preserving, rather than improving, healthy ecosystems on land and in 
water will require USD 300–400bn per year in new investments. Investing in land use, land-use 
DIBOHF�BOE�GPSFTUSZ�JT�B�SFBM�BQQSPBDI�UIBU�DBO�HFOFSBUF�TJHOJŖDBOU�FOWJSPONFOUBM�JNQBDU�BOE�
IBT�UIF�QPUFOUJBM�GPS�BUUSBDUJWF�SFUVSOT�VODPSSFMBUFE�XJUI�ŖOBODJBM�NBSLFUT��"�TNBMM�CVU�BDUJWF�
market for emissions reduction credits also exists, sourced primarily from emissions-reducing 
projects in developing countries, and with the highest value per credit from projects targeting 
“base of the pyramid” communities.

Obesity 2, 3 8IJMF�QSFWJPVTMZ�TFFO�BT�B�ÃŖSTU�XPSME�QSPCMFNÄ�PCFTJUZ�BOE�UIF�OPO�DPNNVOJDBCMF�EJTFBTFT�
linked to it – like diabetes – are steeply on the rise in the emerging markets of Latin America, 
BOE�UISPVHIPVU�UIF�.JEEMF�&BTU�BOE�/PSUI�"GSJDB��*NQBDU�JOWFTUJOH�DBO�PšFS�TPMVUJPOT�UP�DPN-
bat obesity, driving capital into the markets with the biggest gaps in awareness, prevention and 
treatment, which are most pervasive in developing countries. For example, education oppor-
UVOJUJFT�JODMVEF��USBJOJOH�PG�IFBMUI�QSPGFTTJPOBMT�BOE�SBJTJOH�BXBSFOFTT�PG�BU�SJTL�QPQVMBUJPOT��
NBLJOH�TVSF�DIJMESFO�IBWF�PQQPSUVOJUJFT�GPS�QIZTJDBM�BDUJWJUZ�BU�TDIPPM�BOE�JO�BŝFS�TDIPPM�QSP-
HSBNT��BOE�SBJTJOH�UIF�TUBOEBSET�PG�TDIPPM�NFBMT�BOE�TOBDLT��*NQBDU�JOWFTUJOH�JOUP�NFEUFDI�
XIJDI�JT�MPX�DPTU�FGŖDJFOU�BOE�NPCJMF�	MJLF�MBCPSBUPSJFT�PO�XIFFMT�UIBU�DBO�SFBDI�DPNNVOJUJFT�
EJSFDUMZ�PS�QPSUBCMF�FRVJQNFOU�GPS�EJGŖDVMU�UP�BDDFTT�BSFBT
�JT�BOPUIFS�QPUFOUJBM�BQQSPBDI��.PSF�
USBEJUJPOBM�CVU�IJHIMZ�JNQBDUGVM�JOWFTUNFOUT�JO�UIFTF�NBSLFUT�UBSHFU�TUBSU�VQT�PšFSJOH�OVUSJ-
tious alternatives to unhealthy snacks, apps for tracking health, and services promoting wellness 
through consultations and physical activity. Impact investors have driven the creation of inno-
WBUJWF�ŖOBODJBM�TUSVDUVSFT�MJLF�TPDJBM�JNQBDU�CPOET�UIBU�MJOL�JNQSPWFNFOUT�UP�IFBMUI�PVUDPNFT�
to investor returns, such as reducing the incidence of diabetes in adults and obesity in children. 
Such innovations go beyond a more traditional private equity or debt structures and entail 
behavioral change as part of the economic driver (output measure) of the instrument, embed-
EJOH�TPDJBM�JNQBDU�JOUP�UIF�ŖOBODJBM�PVUDPNF�

Fig. 9: CIO Long-Term Investment themes with impact investing angle and associated SDGs
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Long-term invest-
ment theme

Associated 
SDGs

Impact investing angle

Agricultural yield 2, 15 1FPQMF�BšFDUFE�CZ�VOEFSOPVSJTINFOU�IBWF�SFNBJOFE�GBJSMZ�DPOTUBOU�JO�OVNCFS�TJODF������BU�
���N�¾����N�BT�EFŖOFE�CZ�UIF�8PSME�'PPE�1SPHSBN��8JUI�B�HMPCBMMZ�SJTJOH�QPQVMBUJPO�OPU�
just more food must be produced from less land per capita, but more nutritious food to com-
bat undernourishment. Impact investing helps identify solutions to meet this demand in a 
sustainable way, focusing on emerging markets where populations and incomes are growing 
UIF�GBTUFTU�BOE�EFNBOE�JT�NPTU�QSPOPVODFE��0OF�FYBNQMF�PG�JNQBDU�JOWFTUJOH�JT�UP�ŖOBODF�
improved farming inputs that help increase yields but are also better for the environment, like 
drought-resistant seeds and organic fertilizers. Many poorer populations or “base of the pyra-
mid” communities are involved in subsistence agriculture. Impact investing can improve subsis-
UFODF�GBSNFSTÁ�DBQBDJUZ�UP�HSPX�UISPVHI�FEVDBUJPO�BOE�DPPQFSBUJWF�GBSNJOH�TVQQMZJOH�CFUUFS�
SBX�NBUFSJBMT�BOE�FRVJQNFOU�BOE�FOIBODJOH�FGŖDJFOU�JSSJHBUJPO�UFDIOJRVFT�UP�CPPTU�ZJFMET�BOE�
SFEVDF�GPPE�JOTFDVSJUZ��'JOBODJOH�BMPOH�UIF�WBMVF�DIBJO�JNQSPWJOH�TNBMMIPMEFS�GBSNFSTÁ�BCJMJUZ�
to produce more goods and then bring those goods to market will improve livelihoods. Impact 
JOWFTUNFOUT�IBWF�BMTP�HPOF�CFZPOE�ŖOBODJOH�JOQVUT�BMPOF�UP�DSFBUJOH�NPCJMF�BQQT�UIBU�CSJOH�
information on weather and pricing for farmers (to know what to grow and when to grow 
it), as well as training programs and technical assistance to improve growing methods – all of 
which can boost yields.

Emerging market 
healthcare 

3, 10 &NFSHJOH�NBSLFUT�	&.
�IBWF�B�EFBSUI�PG�BšPSEBCMF�BDDFTTJCMF�IFBMUIDBSF�PQUJPOT�GPS�CPUI�DBSF�
and prevention – 80% of those with chronic diseases and close to 90% of those with infec-
tious diseases live in EM. The healthcare spending in EM is growing rapidly. In fact, from 1995–
2012, EM healthcare expenditure grew 5.9x, from USD 0.2trn to 1.3trn. However, the historical 
underinvestment in healthcare infrastructure, human resources and insurance in these regions 
IBT�MFE�UP�B�TJHOJŖDBOU�MBDL�PG�RVBMJUZ�DBSF��"WBJMBCMF�DBSF�FWFO�TVCPQUJNBM�JT�OPU�XJUIPVU�JUT�
costs: private healthcare spending is more than 50% of annual income of low income popula-
tions. Impact investing can address many of these issues in a targeted way, by identifying the 
regions or communities with the greatest unmet demand for both physical infrastructure and 
local capacity, and targeting them with quality improvements. Impact investment opportu-
nities exist in both healthcare delivery and services. Providing access to insurance, hospitals, 
pharmacy chains, diagnostics centers, training facilities, ambulance and emergency services, 
hospital or laboratory equipment and medtech are a few examples. Satisfying the (rapidly 
HSPXJOH
�EFNBOE�GPS�BšPSEBCMF�IJHI�RVBMJUZ�IFBMUIDBSF�JO�GSPOUJFS�BOE�FNFSHJOH�NBSLFUT�
would have a clear impact in improving lives of patients and families by providing these basic 
and yet crucial services.

Education services 1, 4, 10 Recent estimates have shown that declining aid to support basic education services for all 
children and adults has increased the funding gap from USD 16 billion to USD 26 billion. The 
diminished ability of the public sector to meet growing demand means the market for private 
education will grow even faster than the projected double-digit growth of the sector at large. 
Impact investing education opportunities have emerged to address this by backing institutions 
and technologies focused on this problem, most visibly in developing countries where public 
DPšFST�BSF�JODSFBTJOHMZ�TUSBJOFE��4UVEFOU�ŖOBODJOH�OBNFMZ�QSPWJEJOH�MPBOT�UP�MPX�JODPNF�TUV-
dents to attend specialized schools and higher learning academies without taking on unsus-
tainable levels of debt is one way of approaching the theme from an impact angle. Other 
impact investment opportunities include identifying companies building standardized learn-
ing models that bring replicable curricula across regions and countries (i.e. “school in a box” 
NPEFMT
�PS�JOWFTUJOH�JO�DPNQBOJFT�PšFSJOH�POMJOF�DPVSTFT�BOE�PUIFS�FE�UFDI�TFSWJDFT�UISPVHI�
computers, tablets, and other mobile devices. The ed-tech market is projected to be a USD 220 
billion opportunity by 2017.
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Impact investing angle

Frontier markets 1, 3, 6, 8, 9 Frontier markets comprise 4% of the world's GDP. Comprising 2.2 billion people with a ris-
ing working-age population (expected to be 66% of the population by 2040), frontier mar-
ket demographics are such that impact investment opportunities can span many sectors, from 
FEVDBUJOH�UIF�ZPVUI�UP�QSPWJEJOH�GPPE�TFDVSJUZ�GPS�GBNJMJFT�ŖOBODJOH�HSPXJOH�CVTJOFTTFT�BOE�
CVJMEJOH�FGŖDJFOU�JOGSBTUSVDUVSF�GPS�UFMFDPNNT�IFBMUIDBSF�BOE�FOFSHZ�TFDUPST��*OEFFE�XJUI�
����PG�GSPOUJFS�NBSLFUTÁ�QPQVMBUJPO�MJWJOH�JO�VSCBO�BSFBT�CZ������GSPN�����UPEBZ�JOWFTU-
ments will be needed to ensure healthy, safe, and productive livelihoods. This can mean invest-
ing in physical infrastructure, like energy assets or hospitals, both historically underprovided, 
BOE�UBSHFUJOH�TFSWJDFT�MJLF�QSPGFTTJPOBM�USBJOJOH�DPVSTFT�BOE�F�MFBSOJOH�BQQT��4.&�ŖOBODJOH�UP�
support the multitude of new businesses created in frontier markets is already a well-under-
TUPPE�JNQBDU�JOWFTUJOH�BQQSPBDI��5IJT�NJDSPŖOBODF�BDUJWJUZ�JODSFBTFT�BDDFTT�GPS�MBSHF�QPQVMB-
tions to products and services, improves socially responsible business practices, and generates 
additional revenues for businesses and governments. Impact investments can also be explored 
UISPVHI�PUIFS�ŖOBODJBM�TFSWJDF�PšFSJOHT�TVDI�BT�JOTVSBODF�	JODMVEJOH�MJGF�NPCJMF�DSPQ�IFBMUI�
NPUPS
�XIJDI�BSF�TUJMM�VOEFSQSPWJEFE�CVU�IBWF�DMFBS�QPTJUJWF�TPDJBM�	BOE�ŖOBODJBM
�JNQBDUT�PO�
livelihoods. 

EM Infrastructure 6, 9, 11 The rise in urban migration in emerging markets leads to higher population densities in increas-
ingly crowded cities and necessitates new housing, telecommunications, water supplies, waste 
management and sanitation services, and transportation solutions. Due to these burgeoning 
needs, emerging markets (EM) are forecast to account for almost two-thirds of global infra-
structure spending by 2025 – totaling USD 5.5trn. Impact investing can address these infra-
TUSVDUVSF�SFRVJSFNFOUT�UBSHFUJOH�DPNNVOJUJFT�XJUI�BšPSEBCMF�BDDFTTJCMF�BOE�TVTUBJOBCMF�
options. The upwardly mobile middle class will have increasing purchasing power – as the IMF 
GPSFDBTUT����(%1�QFS�DBQJUB�HSPXUI�JO�FNFSHJOH�NBSLFUT�PWFS�UIF�OFYU�ŖWF�ZFBST�ESJWFO�CZ�
the middle class – while lower-income EM communities will need solutions catering to their 
ŖOBODJBM�DBQBDJUZ��'SPN�BO�JNQBDU�JOWFTUJOH�QFSTQFDUJWF�UIFSF�JT�QPUFOUJBM�UP�JOWFTU�UP�DSFBUF�
FGŖDJFODJFT�BOE�IBWF�JNQBDU�UISPVHI�DMFBO�FOFSHZ�TPMVUJPOT�BT�QPXFS�QSPEVDUJPO�DPTUT�BSF�
IJHIFS�JO�&.�EVF�UP�UIF�TIPSUBHF�PG�JOGSBTUSVDUVSF��*O�&VSPQFÁT�FNFSHJOH�NBSLFUT�UIF�CVJME�
out of renewable power driven by utility divestment programs, replacement of aging coal and 
OVDMFBS�QSPKFDUT�BSF�BMTP�PQQPSUVOJUJFT��)FSF�JNQBDU�JOWFTUPST�PŝFO�UBLF�B�MPOH�UFSN�GPDVT�GPS�
JOWFTUJOH�JO�&.�JOGSBTUSVDUVSF�UISPVHI�HSFFOŖFME�CVJME�PQFSBUF�USBOTGFS�QSPKFDUT�

&OFSHZ�FGÎDJFODZ 7, 12, 13 "DDPSEJOH�UP�TDFOBSJPT�GSPN�UIF�*OUFSOBUJPOBM�&OFSHZ�"HFODZ�FOFSHZ�FGŖDJFODZ�JODSFBTFT�BSF�
required to mitigate climate change. These increases could account for more than 40% of the 
reductions needed to keep the increasing global average temperature within two degrees Celsius 
CZ�UIF�FOE�PG�UIF�DFOUVSZ��64%�����CJMMJPO�JO�ŖOBODJOH�UP�BDIJFWF�FGŖDJFODZ�PCKFDUJWFT�BSF�BMSFBEZ�
QMFEHFE�CZ�NBKPS�FDPOPNJFT�BSPVOE�UIF�XPSME�MFBWJOH�B�TJHOJŖDBOU�PQQPSUVOJUZ�UP�UBQ�UIFTF�
commitments by identifying and co-investing in implementation. Impact investing opportunities 
DBO�CF�GPVOE�JO�EJSFDU�EFBMT�TVQQPSUJOH�DPNNFSDJBM�CBOLT�JO�NBLJOH�MPBOT�GPS�FOFSHZ�FGŖDJFODZ�
projects, new technologies reducing energy consumption commercially, industrially and residen-
UJBMMZ�BOE�FOFSHZ�TFSWJDF�DPNQBOJFT�UIBU�JEFOUJGZ�BOE�QFSGPSN�SFUSPŖUT�PS�OFX�QSPKFDU�BT�XFMM�BT�
JOOPWBUJWF�NBUFSJBMT�DPNQBOJFT��'SPN�B�QSPKFDU�ŖOBODF�QFSTQFDUJWF�JNQBDU�BOE�ŖOBODJBM�SFUVSOT�
DBO�CF�BDIJFWFE�CZ�XPSLJOH�XJUI�UFDIOPMPHZ�QSPWJEFST�UP�SFUSPŖU�DPNNFSDJBM�BOE�QSJWBUF�CVJME-
ings and public infrastructure, and funding upfront project costs which are paid back via energy 
QFSGPSNBODF�DPOUSBDUT�XJUI�UIF�CVJMEJOHÁT�PXOFS�

Protein consumption 2, 12, 14, 15 Global protein consumption will reach 934 million metric tons (MMT) by 2054, growing 1.7% 
annually from the current 473 MMT. Meat, dairy, and soya are very energy, water, and land 
intensive to produce and with demand for these protein sources rising, more sustainable alter-
natives are needed to meet the demand. The mix of protein consumed is changing due to 
DPOTVNFS�IFBMUI�BOE�USBOTQBSFODZ�QSFGFSFODFT�FOWJSPONFOU�JNQBDU�BOE�EFDMJOJOH�XJME�ŖTI�
TUPDLT��EFWFMPQFE�NBSLFUTÁ�DPOTVNQUJPO�PG�BOJNBM�QSPUFJOT�JT�TMPXJOH�JO�GBWPS�PG�ŖTI�BOE�QMBOU�
proteins, while increasing disposable income in EM means people are eating both substantially 
NPSF�NFBU�BOE�ŖTI��5IF�JNQBDU�JOWFTUJOH�PQQPSUVOJUZ�JT�UP�NFFU�QSPUFJO�EFNBOE�JO�B�XBZ�UIBU�
DPOTFSWFT�OBUVSBM�SFTPVSDFT�BOE�ŖOET�FGŖDJFODJFT�JO�GPPE�BOE�GFFE�QSPEVDUJPO��*NQBDU�DBO�CF�
further leveraged by providing nutritious options, for example, by improving access to high 
quality plant proteins besides soya in developed markets and by investing in local aquacul-
UVSF�GPS�ŖTI�DPOTVNQUJPO�JO�EFWFMPQJOH�DPVOUSJFT��'JTI�DPOUBJOT�JNQPSUBOU�NJDSPOVUSJFOUT�BOE�
PNFHB���GBUUZ�BDJET�UIBU�BSF�PŝFO�EFŖDJFOU�JO�UIF�EJFUT�PG�UIF�QPPS��'JTI�BOE�PUIFS�OPO�SFE�
meat alternatives provide protein without necessarily adding unwanted cholesterol, fat, and 
TVHBST��*O�BEEJUJPO�B�TIJŝ�PG�����PG�GVUVSF�HMPCBM�CFFG�DPOTVNQUJPO�UP�PUIFS�NFBUT�ŖTI�PS�
dairy would spare hundreds of millions of carbon storage hectares and other ecosystem ser-
WJDFT�XIJDI�DPVME�CF�VTFE�UP�IFMQ�NFFU�UIF�XPSMEÁT�EFNBOE�GPS�GPPE�DSPQT�
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Conclusion

The quest for opportunities that allow investors to do well while doing 
good is not a pipe dream. A growing interest in impact investing has 
TQVSSFE�UIF�EFWFMPQNFOU�PG�B�OFX�ŖFME�UIBU�JT�FWPMWJOH�UPXBSE�JOUFHSBUJPO�
into the mainstream of investment strategies. 

The funding of innovative and forward-looking business models is increas-
JOHMZ�CFJOH�GBDJMJUBUFE�CZ�OFX�ŖOBODJBM�TUSVDUVSFT�EFWFMPQFE�UP�FOBCMF�B�
USJQMF�CPUUPN�MJOF�XJUI�SFTVMUT�GPS�QFPQMF�QMBOFU�BOE�QSPŖU�

Together with other approaches to sustainable investing, such as exclusion 
and integration, introduced in prior reports, impact investing can enable 
individuals and institutions to align their investment goals with the global 
development and sustainability priorities of the international community. 
5IF�6/ÁT�4VTUBJOBCMF�%FWFMPQNFOU�(PBMT�UISPVHI�UIFJS�TDPQF�BOE�WBSJFUZ�
present an array of potential areas for impact investors. 

In conclusion, we appear to be at the beginning of an “opportune” time 
for impact investing, as more private investors seek to make meaningful 
�EJšFSFODFT�BMPOHTJEF�QSPŖU�JO�UIFJS�QPSUGPMJPT�BOE�QVCMJD�TFDUPST�JODSFBT-
ingly seek to plug funding gaps for crucial social, environmental and 
development problems. As the industry matures, we believe that UBS 
TUBLFIPMEFST�TQFDJŖDBMMZ�DMJFOUT�XJMM�IBWF�B�QMFUIPSB�PG�JOOPWBUJWF�BOE�
FšFDUJWF�PQUJPOT�UP�NBLF�B�EJšFSFODF�JO�BO�JODSFBTJOHMZ�TBUJTGZJOH�BOE�
�GVMŖMMJOH�NBOOFS�

We’re here to put a dent in the universe. Otherwise why else even be here?

Steve Jobs, businessman (1955–2011)
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CIO:�6#4ÁT�$IJFG�*OWFTUNFOU�0GŖDF

ESG: Environmental, social and governance

GDP: Gross domestic product

GIIN: Global Impact Investing Network

GP-LP: general partner and limited partner 
 structure typical of private markets funds

II: Impact Investing

PM: Private markets

SDG: Sustainable Development Goals, 
BQQSPWFE`CZ�UIF�6OJUFE�/BUJPOT�JO������

SI: Sustainable investing

SIB: Social Impact Bond

UN: United Nations
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Nontraditional Assets

Nontraditional asset classes are alternative investments that include hedge funds, private equity, real estate, and managed 
futures (collectively, alternative investments).� *OUFSFTUT�PG�BMUFSOBUJWF�JOWFTUNFOU�GVOET�BSF�TPME�POMZ�UP�RVBMJŖFE�JOWFTUPST�BOE�POMZ�CZ�
NFBOT�PG�PšFSJOH�EPDVNFOUT�UIBU�JODMVEF�JOGPSNBUJPO�BCPVU�UIF�SJTLT�QFSGPSNBODF�BOE�FYQFOTFT�PG�BMUFSOBUJWF�JOWFTUNFOU�GVOET�BOE�XIJDI�
clients are urged to read carefully before subscribing and retain. An investment in an alternative investment fund is speculative and involves 
TJHOJŖDBOU�SJTLT��4QFDJŖDBMMZ�UIFTF�JOWFTUNFOUT��

	�
�BSF�OPU�NVUVBM�GVOET�BOE�BSF�OPU�TVCKFDU�UP�UIF�TBNF�SFHVMBUPSZ�SFRVJSFNFOUT�BT�NVUVBM�GVOET�
	�
�NBZ�IBWF�QFSGPSNBODF�UIBU�JT�WPMBUJMF�BOE�JOWFTUPST�NBZ�MPTF�BMM�PS�B�TVCTUBOUJBM�BNPVOU�PG�UIFJS�JOWFTUNFOU�
	�
�NBZ�FOHBHF�JO�MFWFSBHF�BOE�PUIFS�TQFDVMBUJWF�JOWFTUNFOU�QSBDUJDFT�UIBU�NBZ�JODSFBTF�UIF�SJTL�PG�JOWFTUNFOU�MPTT�
	�
�BSF�MPOH�UFSN�JMMJRVJE�JOWFTUNFOUT��UIFSF�JT�HFOFSBMMZ�OP�TFDPOEBSZ�NBSLFU�GPS�UIF�JOUFSFTUT�PG�B�GVOE�BOE�OPOF�JT�FYQFDUFE�UP�EFWFMPQ�
	�
�JOUFSFTUT�PG�BMUFSOBUJWF�JOWFTUNFOU�GVOET�UZQJDBMMZ�XJMM�CF�JMMJRVJE�BOE�TVCKFDU�UP�SFTUSJDUJPOT�PO�USBOTGFS�
	�
�NBZ�OPU�CF�SFRVJSFE�UP�QSPWJEF�QFSJPEJD�QSJDJOH�PS�WBMVBUJPO�JOGPSNBUJPO�UP�JOWFTUPST�
	�
�HFOFSBMMZ�JOWPMWF�DPNQMFY�UBY�TUSBUFHJFT�BOE�UIFSF�NBZ�CF�EFMBZT�JO�EJTUSJCVUJOH�UBY�JOGPSNBUJPO�UP�JOWFTUPST�
	�
�BSF�TVCKFDU�UP�IJHI�GFFT�JODMVEJOH�NBOBHFNFOU�GFFT�BOE�PUIFS�GFFT�BOE�FYQFOTFT�BMM�PG�XIJDI�XJMM�SFEVDF�QSPŖUT��

Interests in alternative investment funds are not deposits or obligations of, or guaranteed or endorsed by, any bank or other insured depository 
institution, and are not federally insured by the Federal Deposit Insurance Corporation, the Federal Reserve Board, or any other governmental 
BHFODZ��1SPTQFDUJWF�JOWFTUPST�TIPVME�VOEFSTUBOE�UIFTF�SJTLT�BOE�IBWF�UIF�ŖOBODJBM�BCJMJUZ�BOE�XJMMJOHOFTT�UP�BDDFQU�UIFN�GPS�BO�FYUFOEFE�QFSJPE�
of time before making an investment in an alternative investment fund and should consider an alternative investment fund as a supplement to 
an overall investment program.

In addition to the risks that apply to alternative investments generally, the following are additional risks related to an investment in these 
strategies:
• Hedge Fund Risk:�5IFSF�BSF�SJTLT�TQFDJŖDBMMZ�BTTPDJBUFE�XJUI�JOWFTUJOH�JO�IFEHF�GVOET�XIJDI�NBZ�JODMVEF�SJTLT�BTTPDJBUFE�XJUI�JOWFTUJOH�JO�

short sales, options, small-cap stocks, “junk bonds,” derivatives, distressed securities, non- US securities and illiquid investments.
• Managed Futures:�5IFSF�BSF�SJTLT�TQFDJŖDBMMZ�BTTPDJBUFE�XJUI�JOWFTUJOH�JO�NBOBHFE�GVUVSFT�QSPHSBNT��'PS�FYBNQMF�OPU�BMM�NBOBHFST�GPDVT�

on all strategies at all times, and managed futures strategies may have material directional elements.
• Real Estate:�5IFSF�BSF�SJTLT�TQFDJŖDBMMZ�BTTPDJBUFE�XJUI�JOWFTUJOH�JO�SFBM�FTUBUF�QSPEVDUT�BOE�SFBM�FTUBUF�JOWFTUNFOU�USVTUT��5IFZ�JOWPMWF�SJTLT�

associated with debt, adverse changes in general economic or local market conditions, changes in governmental, tax, real estate and zoning 
laws or regulations, risks associated with capital calls and, for some real estate products, the risks associated with the ability to qualify for 
favorable treatment under the federal tax laws.

• Private Equity:�5IFSF�BSF�SJTLT�TQFDJŖDBMMZ�BTTPDJBUFE�XJUI�JOWFTUJOH�JO�QSJWBUF�FRVJUZ��$BQJUBM�DBMMT�DBO�CF�NBEF�PO�TIPSU�OPUJDF�BOE�UIF�
GBJMVSF�UP�NFFU�DBQJUBM�DBMMT�DBO�SFTVMU�JO�TJHOJŖDBOU�BEWFSTF�DPOTFRVFODFT�JODMVEJOH�CVU�OPU�MJNJUFE�UP�B�UPUBM�MPTT�PG�JOWFTUNFOU�

• Foreign Exchange/Currency Risk: Investors in securities of issuers located outside of the United States should be aware that even for 
TFDVSJUJFT�EFOPNJOBUFE� JO�64�EPMMBST� DIBOHFT� JO� UIF�FYDIBOHF� SBUF�CFUXFFO� UIF�64�EPMMBS�BOE� UIF� JTTVFSÁT�ÃIPNFÄ�DVSSFODZ�DBO�IBWF�
VOFYQFDUFE�FšFDUT�PO�UIF�NBSLFU�WBMVF�BOE�MJRVJEJUZ�PG�UIPTF�TFDVSJUJFT��5IPTF�TFDVSJUJFT�NBZ�BMTP�CF�BšFDUFE�CZ�PUIFS�SJTLT�	TVDI�BT�QPMJUJDBM�
economic or regulatory changes) that may not be readily known to a US investor.

Appendix
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Investing in Emerging Markets

Investors should be aware that Emerging Market assets are subject to, amongst others, potential risks linked to currency volatility, abrupt 
changes in the cost of capital and the economic growth outlook, as well as regulatory and sociopolitical risk, interest rate risk and higher credit 
risk. Assets can sometimes be very illiquid and liquidity conditions can abruptly worsen. WMR generally recommends only those securities it 
believes have been registered under Federal U.S. registration rules (Section 12 of the Securities Exchange Act of 1934) and individual State 
registration rules (commonly known as “Blue Sky” laws). Prospective investors should be aware that to the extent permitted under US law, 
WMR may from time to time recommend bonds that are not registered under US or State securities laws. These bonds may be issued in jurisdic-
tions where the level of required disclosures to be made by issuers is not as frequent or complete as that required by US laws.

For more background on emerging markets generally, see the WMR Education Notes, “Emerging Market Bonds: Understanding Emerging 
Market Bonds,” 12 August 2009 and “Emerging Markets Bonds: Understanding Sovereign Risk,” 17 December 2009.

Investors interested in holding bonds for a longer period are advised to select the bonds of those sovereigns with the highest credit ratings (in 
the investment grade band). Such an approach should decrease the risk that an investor could end up holding bonds on which the sovereign 
has defaulted. Sub–investment grade bonds are recommended only for clients with a higher risk tolerance and who seek to hold higher yielding 
bonds for shorter periods only.

Appendix

Disclaimer

$IJFG�*OWFTUNFOU�0GŖDF�	$*0
�8FBMUI�.BOBHFNFOU�	8.
�3FTFBSDI�JT�QVCMJTIFE�CZ�6#4�8FBMUI�.BOBHFNFOU�BOE�6#4�8FBMUI�.BOBHFNFOU�
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