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A Frontier Markets Case Study 
 

What are the Risks in Frontier Markets Private Equity & 
How do You Mitigate Them? 

 
 
David Wilton, Chief Investment Officer & Manager Global Private Equity, IFC   
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Investors Have Strong Intentions to Increase 
Exposure to EM PE 
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Strongly rising intentions to increase allocations  

to Emerging Markets within PE portfolios make 

the discussion of Risk Management very relevant 

 

Source:  EMPEA surveys.  Between 2008/2009 format of Question changes  

from “Expected change in EM commitments as a % of PE Portfolio “ to  

“expect to increase/decrease in new commitments to EM PE” 



 

 

  

 

Outline  
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• IFC’s Experience 

        - Select your Investment Space – not all types of funds are equal 

        - Maintain Discipline 

        - Global Diversification – allows a bottom-up approach 

• Selecting Successful Emerging Market Funds 

         - Risks Favoring EM PE  

         - Early Mover Advantage – use a different diligence template 

           - Risks Which Are Elevated in EM PE – and how to mitigate them 

           - EM PE = Growth Equity = Jobs 

           - E&S Standards are a Good Thing 
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      IFC’s Experience 

     



 

 

  

 

Choose Your Investment Space 
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Not all investment spaces are equally attractive. 

 

In IFC’s Funds portfolio, the Growth Equity space 

has been the most consistently attractive.  

 

Over 2000-2011 IFC’s commitments to Funds in the 

Growth Equity Space, targeting fast growing MidCap  

and SME companies, were: 

    - 50% of commitments by number 

    - 51% of commitments by amount committed 

  

As of June 2011 the IRR on these funds was 22%  



 

 

  

 

Maintain Discipline 
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IFC established a dedicated Funds Group in 2000. 

The difference in the dispersion of returns of funds 

processed within and outside this group speaks to  

the importance of a disciplined approach to fund 

selection.  

IFC will back projects for catalytic or impact  

reasons as long as the business model can at least  

cover our cost of capital.  The expected return on  

these funds may make them less relevant for an 

Institutional investor. 

  



 

 

  

 

Take Advantage of the Broad Opportunity 
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IFC has out-performed the Emerging  

Market Index with a much more  

geographically diversified exposure. 

 

* Includes: Agribusiness, Cleantech, Midcap, Mining, SME, VC and Healthcare Funds 
** Includes: Agribusiness, Cleantech, Midcap, Mining, Small business, SME, VC, Healthcare, Debt, Forestry, Infrastructure, Listed, Real Estate, Secondary Funds 
*** All PE Fund types excluding Forestry, Infrastructure, Real Estate, and Secondary Funds 
 
 

 

IRR from Jan '00 to ……. June 30 2011
IFC: Private Equity Funds * 22.20%
IFC: All Funds ** 18.30%
Cambridge EM PE Top Quartile *** 19.80%
Cambridge Asia EM PE Top Quartile *** 21.70%
Cambridge US PE Top Quartile *** 17.40%



 

 

  

 

More Exposure to Consumer Growth than 
Public Markets 
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Managing Risk in the  
Selection of EM Funds 
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Aspects of Risk Favoring Emerging Markets 
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Cambridge Associates LLC.  Correlation 
of indices as of December 31, 2011

All Funds 
Net to LP

Top 
Quartile 

Net to LP

Correlation US and EM Private Equity 2000-
2011 0.5705 0.5295

(1) EM PE provides diversification within the PE Portfolio 

Source: Cambridge Associates 
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Aspects of Risk Favoring Emerging Markets 

 
(2) Localization has de-risked private equity in emerging markets somewhat 

 
 

 

 

 

 
 

 
 

 
 

   
  

International 

Large Local 

MidCap 

SME 

Fly-In, Fly-Out Used 

to Work.  Now much 

more competitive. 

Fly-In, Fly-Out has 

Never Worked. 

 

Access, reputation checking, due diligence, management,  

acquiring talent, acquiring leverage  All are Highly Local 

Deal Size 

Company 

Sophistication 
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Aspects of Risk Favoring Emerging Markets 

 
(3)  Considerably less leverage – more resilient to macro and cyclical shocks 

Sample:  2009  *  527 companies in IFC-invested funds with holding time of at least one year  ** 604 companies in IFC-invested funds, not including financial services 

                       *** Dow Jones 

 

Median Average
Annual Revenue Growth* 19.50% 37.80%
Debt-to-Equity Ratio ** 0.33 0.74
         US Comparable *** 2.1

Companies in IFC-Invested Funds

Higher growth and lower leverage makes the source of risk in EM PE less 

cyclical and more operational 
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First Time Fund Risk is Lower Than Expected 

Early Mover Advantage reduces risk on  

1st Time funds in Emerging Markets 
 

IFC All Funds 18.3%
1st Time Funds 24.0%
Non-1st Time Funds 11.1%

IRR from 2000 to June 30th 2011
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Aspects of Risk Elevated in Emerging Markets 

Minority Positions
Weak Contract Enforcement
Operating Risk
Small Companies Does not affect returns 

except at very small sizes

Macro/Political Diversification

Can be mitigated through 
selection of GPs with the 
right skills to operate 
locally
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Manager Skill Set is Key to Risk Management 

Sample:  150 Funds in IFC portfolio (invested pre- and post- 2000) as of March 2009, excluding those in the J-curve 

  

IRR as of 
March 2009 

(simple 
average %) 

Development 
Impact Score         

Highly Suc = 3       
HighlyUn S = -1 

1st Time 
Funds % 

IDA %     
(<$1000    
GDP per 
capita) 

Average Deal 
Quality Score           

Max = 1      
Min = 0 

 Top 10% 46.6%           2.10  53% 27%        0.97  

 Bottom 10% -38.3%           0.14  53% 13%        0.17  

 

The Same More Top 10% 

in the Frontier 

  

IFC’s experience is that the differentiating factor in fund quality is the  

Manager’s skill set 
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GP Experience – Required Skills Depend on Model 

Return Driver Source of profit Skill Required 
Arbitrage Pricing multiple differential 

between private market and 
public/M&A markets 

Investment or Merchant Banking 
Consultancy 

Leverage Leverage a company with stable 
earnings 

Investment Banking 

Earnings growth Increase earnings through 
expansion or acquisition. 

Corporate Operations, Entrepreneurial, 
Consulting 

Margin expansion Increased profits via improved 
efficiency or shifting product to 
higher margin niche. 

Corporate Operations, Entrepreneurial, 
Consulting 
 

Improved transparency 
and governance 

Earnings attract a higher price, 
as buyers feel more informed 
and protected. 

Corporate Operations, Entrepreneurial, 
Consulting 
 

Multiple expansion due 
to growth or profits 

Earnings of company attract a 
higher price / earnings multiple 

Private Equity – acquire based on 
what you can sell 
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Successful Partnership Reduces Risk 
• Partnership reduces risk where the legal system does not  

  easily support enforcement  

• Partnership comes from high value-add 

• High Value-Add is also needed to 

       - Access transactions 

       - Influence company direction 

       - Influence Exit 

• High Value-Add = active advice and hand-holding 

                              based on own experience 

                           = sitting on the Board as a general sounding board  
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Partnership has lead to Good Performance from 
Minority Positions  

Median IRR Average IRR 

•Sample: 2009 Exits of 61 majority positions and 251 minority positions from IFC invested funds 

Minority positions (blue) have performed well in all forms of exit,  

indicating that the risks associated with minority positions can be managed effectively. 
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Smaller Companies Are NOT Too Risky 

Investment Size $ million 

 Positive 

Sample:    2009  * 313 exits from IFC invested funds  ** 323 exits from IFC invested funds 

IRR by Investment Size * 

Low 

Experience in deals as small as $2 million has been positive, suggesting 

that smaller companies are less risky than commonly perceived. 
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Differences: EM and Developed Market PE 
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Due to Growth Focus, PE in EM Creates Jobs 
and Supports SMEs 
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Correlation Between Job Creation and 
Performance 
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Environmental, Social & Governance Protections 
Have a High Correlation with Good Business 
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IFC Actively Seeks to Invest in Companies with Better ESG Performance 

Direct Equity 



 

 

  

 

Improved ESG Performance Delivers Alpha for  
IFC Direct Equity Investments 
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Thank You  
For further information on IFC’s experience investing in emerging market private equity 

please see our website  http://www.ifc.org/funds  under the publications tab 

http://www.ifc.org/funds�
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