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1. Investing for impact in emerging markets 

In the developing world, a great deal of the responsibility for driving social progress falls onto 
the shoulders of for-profit, private sector organisations. Businesses often make significantly 
greater contributions to societal wellbeing than can be achieved by the patchy, low quality 
coverage of state entities. Typically, it is local emerging market entrepreneurs who are making 
the most significant contributions towards raising standards and increasing access within critical 
industries such as healthcare, education and financial services. 
 
For such businesses, the scope for impact generation and the long-term revenue growth 
opportunity are one and the same. As they scale, the benefits conferred by their core operations 
extend from thousands of consumers, to potentially many millions. The growth of such 
companies genuinely makes the world a better place. This is particularly true of those 
enlightened businesses which seek to benefit not just private shareholders, but all stakeholders: 
customers, employees and society as a whole. In doing so, they often generate greater financial 
value over the long-term than they would have done by seeking to ‘artificially’ elevate short- 
term profits, and in doing so simply deferring costs to the next generation. 
 
For us, it is axiomatic that investors seeking to maximise the positive impact of their investments 
should seek out emerging and frontier markets, where the need for capital is greater, 
populations are much larger, and lower market values produce much higher ‘impact bang for 
your buck’. 
 
Excessively complex impact assessment methodologies, some of which attempt to translate as 
many data points as possible into Dollar terms, can often bring about perverse incentives for 
impact investors, prioritising the allocation of capital to developed markets. We attempt to resist 
such over-financialisation and instead adopt a common sense approach to measurement, 
through which we monitor the reach, criticality and effectiveness of each company’s impact. 
 
Environmental, Social and Governance analysis is a necessary precursor to impact investing (see 
section 4 for more detail on how we approach this). In the simplest of terms, one must appreciate 
the potential for negative externalities, and be able to assess and manage these risks, in order to 
ensure the creation of ‘net positive impact’ outcomes. 
 
Having first filtered out demonstrably negative impact sectors, our Arisaig Next Generation Fund 
operates at the intersection of businesses which are proven, profitable, but still highly scalable, 
and which generate positive social change in one of the following areas: 
 

1) Improving health outcomes 
2) Increasing the quantity and quality of jobs available to people in the developed world 
3) Achieving gender equality 
4) Improving access to crucial financial services 
5) Broadening access and improving quality in the education sector 
6) Promoting environmentally-friendly alternatives to unsustainable consumption or 

production practices. 
 
Each of these impact themes is explored in further detail later in this document. 
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2. Our contribution as investors 

As investors we are by definition at least one stage removed from the direct generation of 
impact. We do not create positive impact businesses from scratch; we merely support existing 
ones financially. Nonetheless, this does not render our role in the impact chain meaningless. 
Most directly, we actively push for positive change and for ‘best in class’ practices amongst 
investee companies. Our relatively specialist focus – exclusively emerging markets; exclusively 
domestically focused, consumption-driven businesses – allows us to maintain detailed 
knowledge of global best practices, which (we hope) makes us a valuable partner to investee 
companies. 
 
Investor intentionality and investment philosophy are key to driving successful outcomes in both 
financial and impact terms. Anecdotally, we hear of many ‘impact funds’ who meet rigid industry 
definitions of what constitutes impact investment, but whose actions ultimately have more 
closely resembled those of a ruthless venture capital or private equity investor, desperate to 
achieve a profitable ‘exit’ within a short, arbitrary timeframe. 
 
When we buy a stock, we hope to hold it forever. It is in best our interests, therefore, to attempt 
to nudge our holdings towards the most sustainable trajectory for maximising long-term financial 
returns. Our Next Generation Fund seeks businesses for whom positive impact generation is 
intrinsic to the business model; positive impact, therefore, achieves compounding growth in 
tandem with the top line. 
 
The Impact Management Project, an industry body which aims to build consensus on defining 
and measuring investor impact, has produced the following diagram with which to explain the 
differing ‘tiers’ of investor impact. 
 

Source: Impact Management Project 
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We see overlap with our own approach in the following ways: 
 
A: Act to avoid harm 
 
We undertake comprehensive ESG analysis (across All Arisaig Funds) in order to understand 
material risks, build this understanding into our investment process, and engage with our target 
companies to encourage them to mitigate these risks. 
 
We always avoid the most obviously harmful sectors such as tobacco, weapons and fossil fuels. 
 
The Arisaig Next Generation Fund also avoids any sectors which make negative environmental or 
social contributions in the short-term, regardless of their ‘direction of travel’ in mitigating these 
risks: examples might be unhealthy fast food, apparel retail and dairy (on environmental 
grounds). 
 
B: Benefit stakeholders 
 
Our engagement efforts (see below), across All Arisaig Funds, are carried out in the belief that 
companies that adequately address the needs of all stakeholders are far better placed to create 
long-term value than those which focus solely on the short-term needs of shareholders. 
 
C: Contribute to solutions 
 
The Arisaig Next Generation Fund proactively seeks out businesses which generate positive social 
impact. In emerging and frontier markets this tends, in practice, to mean companies which are 
making significant contributions, at scale, to addressing the shortfall in goods and services which 
are critical to the wellbeing of populations in the developing world. 
 
Engagement 
 
We are proactive shareholders who share our views frequently with management via face-to- 
face meetings, written communication and carefully considered proxy voting. Where we choose 
not to vote in line with management recommendations, we pre-emptively engage with the 
company to let them know why we believe their proposals do not align with our expectations. 
 
One of the benefits we hold as existing emerging market investors is that we hold established 
relationships and sufficient overall scale to, we believe, have more chance of being a positive 
influence on public companies than the average investor. We are engaged in active, ongoing 
dialogues with senior management teams across the globe. Our opinions and our actions make a 
difference. 
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3. Impact in the public markets 

The most stringent definitions of impact investing entirely exclude the public markets. In 
essence, the argument is that since publicly listed shares are simply ‘resale’, the shareholder is 
incidental to any impact generated by the underlying business – “it would have happened 
anyway”. 
 
We believe this is an oversimplification for a number of reasons: 
 

• Established, profitable businesses on the public markets generate impact at a much 
greater scale than the often loss-making, much smaller ventures typically backed by 
existing impact funds. 

 
• Being publicly listed provides ‘permanent capital’ to positive impact businesses, enabling 

them to expand at an appropriate and sustainable pace, and not leaving them subject to 
the exit requirements of major investors. Far more capital expenditure is carried out on 
an annual basis by public businesses expending ‘permanent capital’; than by private 
companies allocating newly raised capital. 

 
• Primary issuances (IPOs) undoubtedly do represent incremental, ‘difference-making’ 

capital which directly contribute to the creation of new impact. The ability to resell these 
shares is fundamental to their value; and thus, to the amount of capital passed on to the 
impact-generating business at IPO. Secondary investors are therefore an indispensable 
link in the chain. 

 
• Private markets are the exclusive domain of a small portion of institutional investors. A 

far wider pool of investors wishes to act with the intention of generating parallel financial 
and social gains; to generate positive impact through their capital allocation decisions. 
Meeting the UN Sustainable Development Goals requires the participation of a far more 
mainstream section of the capital markets than merely venture capital and private equity 
funds. 

 
• Exclusion of the public markets from the definition of impact investing presupposes that 

the input of investors is purely financial. Engaged, responsible shareholders do more 
than simply temporarily hand over their capital. 

 
Tracking and assessing impact 
 
Impact investors in the public markets are often not privy to the depth of information available 
to private market investors, who may own a larger slice of the company and/or be more deeply 
involved in everyday operations. 
 
This is particularly true in emerging and frontier markets, where standardised disclosure beyond 
the bare minimum financial metrics can be hard to come by. Third party providers are often also 
reliant on modelling and projections as opposed to accurate depictions of the on-the-ground 
reality
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This makes the building of relationships locally absolutely fundamental to the measurement and 
assessment of impact. Management teams, particularly those for whom positive social impact 
forms part of their vision for the business, are often willing to share important data points with 
collaborative, long-term minded investors. An on-the-ground presence and experience in 
researching these markets can help to draw information from other stakeholders. 
 
Whilst some sort of tracking and assessing of impact data points is important to validating the 
‘impact case’ for each stock, placing excessive demands on completeness and accuracy of data 
sets risks undermining the process. A degree of common sense can often help gauge the 
existence and scale of positive impact generated by a business: ignoring this due to the absence 
of data and diverting capital towards more measurable but likely lower impact businesses runs 
contrary to the purpose of impact investment, in our view. 

 
Scale 
 
The profile of companies we target on the public markets is typically more mature than those 
which feature in most impact investment portfolios, whose approach is more likely to resemble 
that of venture capital. As such, while we ‘own less of the revenues’, we expect this to be offset 
by the much greater scale of impact achieved by these established, profitable (and thus able to 
grow sustainably) public companies. 
 
In simple terms, most of our target companies already reach a bare minimum of tens of 
thousands of customers already, more commonly several hundred thousand. We invest only 
where we see substantial growth potential ahead, and favour naturally scalable markets with 
large populations – ensuring therefore that over the long-term, our holdings are generating 
positive outcomes for hundreds of millions of people in the developing world. 
 
In all cases, the customer base of our companies is many times larger than its number of 
employees. To maximise impact, therefore, it makes sense for us to focus on businesses for 
whom the generation of positive impact is intrinsic to the goods or services offered by that 
company. Positive outcomes created on behalf of other stakeholders (e.g. suppliers, employees) 
are a bonus, but ultimately much less impactful in terms of ‘reach’. 
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4. ESG 

ESG has played a part in our investment process for over 20 years. Naturally, as emerging market 
investors, governance assessment has always been integral to our analysis. Over the last decade, 
we have also added environmental and social assessment into our process, in the belief that only 
businesses which create value in a truly sustainable fashion will fully capture the huge long-term 
growth potential of the emerging market consumer. 
 
For all of our funds, we start with the following four-part framework of blanket exclusions; 
governance checklist; environmental and social risk analysis; and cross-checking against third 
party data sources. 
 

 
Put simply, for the most part ESG analysis concerns itself with the avoidance and management 
of any long-term risks which are not fully captured by short-term financial statements. 
 
The Arisaig Next Generation Fund goes a step beyond this ESG analysis. In this portfolio, we 
proactively target companies which already generate positive social impact. We engage with 
them not just with the aim of managing long-term risk, but for tracking the reach, criticality and 
effectiveness of their social impact, and encouraging further progress on this front. 
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5. Impact Themes 
 
Health 
 

 
We view companies which are improving health outcomes among emerging market populations 
as perhaps the largest zone of intersection between high-growth, high-quality and positive 
impact companies. 
 
These businesses generate impact in a number of ways: 
 

• Driving up quality standards 
• Using economies of scale to bring sophisticated products into the affordability reach of 

low-income consumers 
• Improving access by expanding geographically 
• Introducing brand new goods and services (more effective treatments) to the market 

 
Typical business models considered under this theme would include pharmacies, healthcare 
services (e.g. insurance, diagnostics), and pharmaceutical companies (particularly those with 
strong domestic distribution which are introducing new generics into emerging markets). 
 
Employment 
 

All companies directly employ a relatively small number of people. We are interested in those 
who contribute significantly to the ‘multiplier effect’ of stimulating further indirect employment. 
Examples of this might be: 
 

• Technology-driven recruitment platforms which reduce friction in the labour market 
• Digital marketplaces providing a platform for small business owners 
• Offline retailers and manufacturers providing support and training to individual 

tradesmen (e.g. building materials suppliers) 
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Gender Equality 
 

 
In the context of emerging and frontier markets, the key ingredient in achieving progress towards 
gender equality is the improvement of educational standards and access, and employment 
opportunities, for women. We consider here any company which is making a credible and 
significant contribution to creating opportunities for women and improving their social 
wellbeing, through its core product or service – from female-dominated direct selling businesses 
to companies specialising in women’s health. 
 
Financial Inclusion 
 

 
Technology has rapidly accelerated the rollout of essential financial services to populations in 
the developing world. Any customer with a phone can now access money transfers, savings and 
even microlending in most countries. 
 
The ‘leapfrogging’ of developing world consumers, from a position of severely restricted access 
to financial services, straight to digital banking, represents both a hugely exciting growth 
opportunity for digitally native consumer finance businesses, and a clear positive impact on 
economic development. 
 
Education 
 

 
Individual private school businesses do fill a void in state education provision in emerging 
markets; and they contribute to the overall raising of standards. This is particularly true for the 
largest chains which do not ‘price themselves out’ of access from all but the richest families. 
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We are particularly interested, however, in those businesses which are able to use technology to 
deliver higher quality educational materials at near-infinite scale (i.e. with very low marginal cost 
per additional customer). It is these businesses which are most likely to achieve a ‘win-win’ of 
volume-driven revenue growth; as opposed to relying on price increases or efficiency savings 
(e.g. deteriorating student-teacher ratios) as their main source of earnings growth. 
 
Environment 
 

 
We are interested in any business which meets our quality and growth standards while 
inherently promoting a more sustainable production or consumption alternative to existing 
norms. 
 
We do not expect to participate in asset-heavy ‘green’ sectors, such as renewable energy 
providers, on the grounds that these tend to remain highly regulated, cyclical and low ROCE 
sectors (which are also being rapidly disrupted by technological innovation) whether they are 
climate-friendly or not. 
 
There are, however, examples of high quality, consumption-driven business models which bring 
about a positive impact on the environment: for example plant-based food and beverage 
companies and personal care businesses which promote sustainable packaging. 
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