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                    investors  (Morgan  Stanley,  2017).  While  53%  of  all  investors  believe  that  they  must  sacrifice  return  for 
 sustainability, even 59% of the Millennials are of this opinion. 


Although this literature review highlights the unclear picture in terms of SRI performance, mutual funds have 
 recognised the  increasing  consumer  demand and  altered investment  strategies towards more  ESG  exposure 
 (Barber et al., 2019). 


However,  the  difference  between  stated  preferences  and  revealed  preferences  must  be  considered  when 
 analysing  consumer  demand.  People  tend  not  to  put  their  words  into  action,  which  is  proved  by  several 
 behavioural studies (Bauer et al., 2019). After accounting for this hypothetical gap between stated and revealed 
 preferences, Bauer et al. (2019) detect increased demand for sustainable investments among Dutch pensioners. 


The findings show that a vast majority voted for more sustainability in the investment strategies of their pension 
 savings. Only 9.6% voted against it.  


While SRI funds do  not  necessarily  imply  the  sacrifice of  returns,  Barber  et al. (2019)  investigate whether 
investors in the impact investing sphere sacrifice return for impact. In their analysis, the authors measure the 
willingness  to  pay  (WTP)  for  nonpecuniary  benefits,  i.e.  the  willingness  to  trade-off  financial  returns  for 
impact. Their findings show high levels of WTP for impact, especially among investors with organisational 
missions  and  commitment  to  the  PRIs.  Additionally,  investors  who  largely  depend  on  political  and  social 
goodwill show significantly high levels of WTP for impact. According to Barber et al. (2019), pension funds 
exhibit  a  high  WTP  for  impact  likewise,  which  is  rooted  in  their  preferences  to  cause  positive  economic, 
political, and social effects. However, they allude that legal constraints such as fiduciary duties have an overall 
negative impact on the WTP for impact. 


economic indicators alone are not always sufficient to define an emerging market (Talmor & Vasvari, 2017). 


While some countries have made significant progress in the transition from a low-income country towards a 
 more developed country, others have stagnated or even moved in the opposite direction in terms of economic 
 development (Biswas, 2018; Marston, 2011). Despite the very vague definition of an emerging market, the 
 intention was to identify a specific group of developing countries which are achieving rapid economic growth, 
 are pursuing substantial political reforms, and are progressing rapidly towards becoming more integrated into 
 the global economy (Biswas, 2018; Vishwanath, 2009). Vishwanath (Vishwanath, 2009) stresses that recent 
 economic  liberalisation,  functioning  equity  and  debt  markets,  and  significant  potential  for  capital  market 
 investment by foreigners are important factors for investors in emerging markets, even though these markets 
 might have underdeveloped or developing commercial and financial infrastructure. Morgan Stanley Capital 
 International (MSCI) uses strict criteria to classify countries into developed, emerging, and frontier markets 
 (MSCI, 2013). Countries that show a GNI per capita 25 percent above the World Bank’s high-income threshold 
 for  three  consecutive  years  are  classified  as  developed  countries.  Emerging  markets  are  open  to  foreign 
 ownership, allow capital in and outflows, and present sufficient size and liquidity in their financial markets. 


As  a  subset  of  emerging  markets,  frontier  markets  refer  to  countries  at  significantly  lower  stages  of 
 development (Marston, 2011). These countries are often among the poorest countries in the world  (African 
 Development Bank, 2020; Leeds, 2015). 



3.3.2  Emerging Market Risks 


Institutional  frameworks  and  a  supportive  ecosystem  build  the  foundation  for  a  strong  and  successful 
 investment  landscape.  These  frameworks include  supportive  government  policies which  do  not  impede the 
 essential role of the market, confidence-inducing legal frameworks that enforce contracts and protect investors, 
 efficient  financial  markets  that  offer  affordable  access  to  diverse  sources  of  capital,  relatively  stable 
 macroeconomic and political conditions, business acceptance of international best practices such as standards 
 for accounting, reporting and corporate governance, and deep pools of skilled human capital  (Leeds, 2015). 


Investors  operating  in  developed  markets  sometimes  take  these  conditions  for  granted,  yet  they  are 
 significantly less robust and dependable in many emerging markets. Many emerging markets are characterised 
 by limited government  support,  weak  contract  enforcement  mechanisms and  legal  protection  for  investors, 
 nascent or inaccessible financial markets, low adherence of company owners to international accounting and 
 corporate governance practices as well as a shortage of skilled managers and other key professionals (Leeds, 
 2015). Hess, Moser & Narayanamurthy (2017) and Talmor & Vasvari (2017) highlight the heterogeneity of 
 emerging  markets  in  terms  of  pace  and  direction  of  development  as  an  additional  challenge  for  investors. 


Investors operating in in emerging markets often cannot build on the same insights and frameworks as their 
counterparts in developed markets, due to limited access to quality information, a lack of data, and the absence 
of intermediaries (Bekaert & Harvey, 2002; Khanna, Palepu, & Sinha, 2005). Acknowledging the uniqueness 
of emerging markets, researchers have either argued for the extension of existing theories (Cuervo‐Cazurra, 


2012; Ramamurti, 2009, 2012)  (Cuervo‐Cazurra, 2012; Ramamurti, 2009, 2012) or for the development of 
 new theories (Guillén & García-Canal, 2009; Luo & Tung, 2007; Mathews, 2006).  


Many institutional investors perceive the risks associated with investments in emerging markets as being too 
 high  and  require  high  risk  premiums  to  compensate  for  procedural  uncertainties  associated  with  making, 
 managing,  and  collecting  investments  in  these  markets  (Talmor  &  Vasvari,  2017).  Based  on  Porter’s 
 competitiveness framework for nations (Porter, 1990; Porter, Delgado, Ketels, & Stern, 2012) these potential 
 risks  can  be  broadly  grouped  into  macroeconomic  risks,  microeconomic  risks,  and  risks  related  to  the 
 functionality of the local banking system (Hess et al., 2017; Talmor & Vasvari, 2017). Macroeconomic stability 
 in  terms  of  stable  political,  legal  and  social  institutions  (Snowdon  &  Stonehouse,  2006;  Sutton,  Short, 
 McKenny,  &  Namatovu,  2015)  sets  the  context  for  a  nation’s  entire  economy  (Porter  et  al.,  2012).  Thus, 
 macroeconomic  risks  are  related  to  political  institutions  in  terms  of  political  risk,  regulation  policies, 
 corruption, entry barriers, bureaucracy, and taxation policies, legal frameworks including property rights, legal 
 resource  and  security,  and  transparency  and  reliability  of  courts,  monetary  policy  in  the  context  of  capital 
 movement restrictions, inflation, and currency development, as well as the social environment around social 
 peace and the social aspects of law (Hess et al., 2017; Talmor & Vasvari, 2017). As macroeconomic stability 
 alone does not guarantee  a  successful  investment  (Snowdon  & Stonehouse,  2006),  investors must consider 
 certain  microeconomic  elements,  such  as  the  business  environment  and  information  sources,  that  can 
 significantly affect  the  success  of  an  investment  (Porter et  al.,  2012).  Business  environment  risks  subsume 
 risks related to, among others, management capabilities, corporate governance, and intellectual property rights. 


The lack of adequate disclosure leads to risks related to the availability of reliable information (Hess et al., 
 2017; Talmor & Vasvari, 2017). Lack of reliable information and understanding of the environment is a key 
 driver  of perceived  risk related  to  investments in  emerging  markets  (EMPEA,  2011;  Enelamah, Executive, 
 Capital, & Aca, 2012; Wilton, 2010). A well-functioning local banking system is crucial for investors operating 
 in  emerging  markets.  Despite  the  improvements  in  the  financial  sectors  of  emerging  markets,  remaining 
 financial  infrastructure  deficits  and  low  market  depth  of  the  banking  sector  impose  substantial  risks  on 
 investors (Hess et al., 2017). 



3.3.3  Emerging Market Opportunities 


Emerging markets represent over 80% of the world’s population and landmass, yet their financial markets are 
 currently  significantly  underdeveloped  in  terms  of  size  and  liquidity  compared  to  their  counterparts  in 
 developed markets (Talmor & Vasvari, 2017). The lack of a well-developed financial sector and a considerable 
 need  for  capital  in  emerging  markets  results  in  a  significant  funding  gap  to  finance  for  instance  essential 
 infrastructure projects (Talmor & Vasvari, 2017) or to fund growth-oriented companies (Leeds, 2015) and SEs 
 (GIIN, 2018). Attractive growth drivers such as a growing middle class and a young workforce (Khanna & 


Palepu, 2010) as well as the lack of access to affordable long-term financing and value-creating business skills 


in emerging markets present investors with various investment opportunities, especially related to alternative 
 investments (Cumming & Zhang, 2016) such as PE, VC, private debt, angel investment, crowdfunding, and 
 hedge funds (Hess et al., 2017; Leeds, 2015). Addressing the weaknesses and inefficiencies of the financial 
 sector  in emerging  markets, investors  can  allocate  resources  to a  wide  range of  growth-oriented companies 
 across several industries, including basic manufacturing, technology and communications, financial services, 
 tourism, energy, environmental services, infrastructure, health care, education, and real estate. In addition to 
 potentially generating promising returns for investors, investments in in these companies benefit a broad range 
 of  stakeholders,  since  they  often  serve  as  the  primary  source  of  job  and  income  generation,  tax  revenues, 
 economic development, and poverty alleviation (Leeds, 2015). 


Besides the benefits from diversification and a broader opportunity set (Vishwanath, 2009), strong economic 
 growth and market size, improving macroeconomic conditions, better legal environments, investor protection, 
 and  corporate  governance,  increased  receptivity  of  governments  to  foreign  investors,  wider  availability  of 
 skilled human capital, and the prospects of high returns drive an increasing capital allocation towards emerging 
 markets (Talmor & Vasvari, 2017). 



3.3.4  The Role of Local Knowledge 


Local knowledge plays a critical role in emerging markets. While the developing local knowledge can result 
 in considerable prospects for investors, the lack of local knowledge might turn a promising investment into a 
 miserable failure (Leeds, 2015; Talmor & Vasvari, 2017). Besides hiring local partners, the most effective way 
 to acquire local knowledge is to operate in emerging markets. Building reputation for success and trust allows 
 investors to build  strong  relationships  with  local  partners. Leveraging  these  partnerships helps investors to 
 collect local knowledge and to better identify and assess investments (Talmor & Vasvari, 2017). 



3.3.5  Sub-Saharan Africa 


The emerging region of SSA refers to all African countries except for those located in North Africa, namely 
Algeria,  Egypt, Libya,  Morocco,  Sudan,  and  Tunisia  (Talmor  &  Vasvari,  2017).  Strong  economic  growth, 
growing macroeconomic stability, enhanced political reforms, and a rising global demand for the region’s vast 
natural resources have made SSA increasingly interesting for investors. The SSA region shows significantly 
higher  average  economic  growth  than  OECD  member  countries,  rapidly  growing  capital  inflows,  and 
significant  developments  in  expanding  the  scale  of  investment  opportunities  (African  Development  Bank, 
2020; International Monetary Fund, 2019). However, frontier markets outside South Africa still receive only 
a small fraction of investments (Talmor & Vasvari, 2017), investors continue to command high risk premia 
(Salomons  &  Grootveld,  2003),  and  significant  currency  risks  remain  a  key  concern  of  investors  in  SSA 
(Leeds, 2015). Nevertheless, the region has made considerate progress in developing domestic capital markets, 
providing  reliable  information,  implementing  regulatory  and  financial  sector  reforms,  and  adopting 
international best practices and modern technologies. South Africa has successfully risen through the ranks 


and now belongs to the leading emerging markets (African Development Bank, 2020; Berg & Portillo, 2018; 


International Monetary Fund, 2019; Mlachila, Park, & Yabara, 2013). Commonly referred to as BRICS, this 
 specific group of emerging countries consist of Brazil, Russia, India, China, and South Africa (Stuenkel, 2015). 


This development is also reflected in a growing interest in the SSAn region among impact investors. According 
to the 2015 impact investor survey conducted by J.P. Morgan and the GIIN, a higher capital allocation to SSA 
than to any other emerging market was highlighted (Saltuk, Idrissi, Bouri, Mudaliar, & Schiff, 2015). 



4  Theory 


Building upon the literature review in the previous section, the researchers identified five theories and concepts 
most relevant for the subsequent analysis and discussion of the results. The theory section comprises portfolio 
theory, principal-agent theory, industry emergence, SWOT analysis, and concepts and frameworks developed 
by recognised and reputational institutions. 
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