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Do microfinance
investments contribute to
efficient portfolio
diversification?

For over two decades,
microfinance investments
have offered investors the
dual opportunity to achieve
attractive risk-adjusted
financial returns while
generating a positive
impact in emerging
markets. As a specialised
subset of impact
investments, microfinance
is recognised as an asset
class that provides distinct
advantages, including low
correlation with traditional
asset classes, reduced
volatility, and effective
inflation hedging. These
attributes render
microfinance an appealing
choice for investors aiming
to optimise their portfolio
diversification strategies.



Low correlation and volatility: Microfinance investments provide low correlation and
volatility, making them a strategic choice for portfolio diversification, particularly in
response to rising interest rates.

Rapid sector growth: The microfinance sector is expanding rapidly, driven by the critical
need to deliver financial services to underserved populations and micro, small, and medium
enterprises (MSMEs) in emerging markets.

Resilience across economic cycles: Microfinance investments have demonstrated notable
resilience during various economic cycles and market disruptions, attributable to their low
correlation with macroeconomic fluctuations and traditional asset classes.

Strong historical drawdown protection: Microfinance have proven to provide limited
drawdown during the months where the drawdown have been worst for equities and
bonds.  

Attractive risk-return metrics: When evaluated against traditional asset classes,
microfinance investments exhibit compelling risk-return profiles.

Enhanced portfolio efficiency: Microfinance can significantly enhance portfolio efficiency,
especially within fixed income-heavy strategies, while sustaining returns and mitigating risk.

We believe that microfinance investments represent a compelling asset class for investors seeking to
diversify their portfolios while optimising efficiency. The unique resilience and low correlation of this
asset class make it an appealing investment choice, offering favourable risk-return profiles within a
global investment portfolio. As demand for financial services in emerging and frontier markets
continues to rise, microfinance investments are expected to remain a critical option for investors
aiming to achieve both financial returns and positive social impact. In this paper, we discuss the
investment and portfolio characteristics highlighted below. 

Key takeaways

Key risk mitigants: Robust credit analysis and systematic portfolio diversification are
essential components that support the resilience of the microfinance asset class.

Reduced capital requirements: Microfinance low volatility and risk profile, may serve to
reduce capital requirements under Solvency II, which measures capital charges based on
risk profile of assets

Unique risks: Impact investments in emerging and frontier markets may entail unique risks,
particularly those associated with foreign currency exposure.
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In contrast to traditional asset classes,
microfinance investments have demonstrated
notable resilience during significant market
disruptions. Typically, when markets
experience pressure, correlations among
traditional asset classes tend to increase;
however, microfinance investments have
consistently deviated from this trend.
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Chart 1: Strong historical drawdown protection
Monthly market drawdowns: Major macroeconomic events since BOMF’s launch [1] 

The financial angle:
Resilient, low correlation

1. Note: Highest monthly returns during global macro-events. BOMF performance net of fees. Equities: S&P500
Index, High Yield Bonds: BofA Merrill Lynch Global High Yield Index. The indexes are used for illustrative purposes only and are not the official
benchmark of the fund. The Investment Manager invests on a discretionary basis and is not limited to investing in accordance with the composition
of a benchmark. The value of investments and the income from them may go down as well as up and investors may not get back the amounts
originally invested. Exchange rate changes may cause the value of investments to fall as well as rise. Performance data does not take into account
any commissions and costs, if any, charged when units or shares of the fund are issued and redeemed. Source: BlueOrchard, Refinitiv, Bloomberg. 

The BlueOrchard Microfinance Fund (BOMF)
exemplifies this resilience, boasting a track
record of over 20 years in navigating market
challenges while maintaining consistent
performance relative to other asset classes, as
illustrated in Chart 1.

Jun-02 Oct-08 May-10 Sep-11 Aug-15 Oct-18 Dec-18 Mar-20 Jun-22 Sep-22
-20.00%

-15.00%

-10.00%

-5.00%

0.00%

5.00%

-8.29%
-7.25%

-0.13%

-17.17% -16.94%

0.59%

-4.36%

-8.20%

-0.34%

-4.35%

-7.18%

0.25%

-2.26%

-6.26%

0.35%

-1.81%

-6.94%

0.42%

-1.77%

-9.18%

0.47%

-13.19%
-12.51%

-0.01%

-7.21%
-8.39%

0.08%

-4.79%

-9.34%

0.22%

High Yield Bonds Equities BOMF

Dot-com 
bubble

Global financial 
crisis

Debt crisis in 
Greece

European debt 
crisis

Slowing GDP 
growth in

China

Economic slow-
down concern, 
US-China trade

war

Central bank
tightening

policy

Covid-19
pandemic

Russian/Ukrainian 
conflict,

recession fear

Market 
turbulences

Hurricane Ian



2. As of December 2023. Based on historical data since 2001. Source: BlueOrchard. JP Morgan.
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Furthermore, microfinance investments offer
substantial portfolio diversification. As of
December 2023, BOMF's portfolio comprises
loans to 165 microfinance institutions across
53 countries, ultimately benefiting 1 million
MSMEs. 

This broad diversification across various
regions and a significant number of financed
MSMEs result in low internal correlation with
macroeconomic events and traditional
markets, contributing to low default rates and
consistent performance (refer to Charts 2, 3,
and 4).

Several factors contribute to the low
correlation of microfinance investments with
traditional markets. Microfinance institutions
primarily extend loans to small, local
businesses that are less susceptible to global
economic fluctuations, focusing on essential
goods and services within the "real" sector.
Additionally, BlueOrchard actively manages
currency risk and prioritises floating-rate loans
in its portfolios. This strategy ensures that the
value of these loans adjusts in response to
interest rate changes while mitigating foreign
exchange risks associated with local
currencies.

Chart 2: Historically low rate of default across microfinance sector [2] 
Default rates of global high yields, leveraged loans, and BlueOrchard microfinance.
Effective diversification and rigorous risk management practices result in low default rates and
decent recovery rates.
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Chart 3: Risk-Return enhancement through decorrelation
Microfinance vs. major asset classes (correlation matrix) [3] 

Overall, microfinance investments present an
opportunity for investors seeking a blend of
attractive risk-adjusted financial returns and
positive social impact while serving as a
safeguard against global economic volatility.

The 20-year track record makes this sector
unique in the more recent impact investing
asset class, exemplified by the performance of
BOMF.

3. Data sources: Refinitiv, BlueOrchard, Bloomberg
Assumption: data as of Dec-2023.
Legend: Libor/SOFR: tracks the cost of cash, Global Aggr. Bond Index: Bloomberg Global Aggregate Credit Total Return Index Value Hedged USD,
tracks the global investment grade of corporate related bonds, issued in DMs and EMs, MSCI World index: tracks large and mid-cap across DMs, MSCI
EMs index:
tracks large and mid-cap across EMs, Microfinance: Microfinance index (SMX: Symbiotics Microfinance Index.), Infra: Private asset, Global
Infrastructure (Burgiss), PE: Private asset, Global Private Equity (Burgiss), PD: Private asset, Global Private Debt (Burgiss), RE: Global Real Estate
(Burgiss), PC: Private capital (aggregate of Global Infrastructure, Global Private Equity, Global Private Debt, Global Real Estate) (Burgiss).
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-0.016 1 0.510 0.490 0.139 0.081 0.167 0.170 -0.066 0.138

MXWO Index -0.041 0.510 1 0.824 -0.024 0.290 0.478 0.491 0.212 0.469

MXEF Index 0.032 0.490 0.824 1 0.026 0.292 0.412 0.463 0.156 0.409

SMX 0.457 0.139 -0.024 0.026 1 0.056 0.001 -0.014 -0.047 0.000

Infra 0.131 0.081 0.290 0.292 0.056 1 0.625 0.640 0.658 0.695

PE -0.149 0.167 0.478 0.412 0.001 0.625 1 0.804 0.655 0.983

PD -0.035 0.170 0.491 0.463 -0.014 0.640 0.804 1 0.576 0.860

RE -0.004 -0.066 0.212 0.156 -0.047 0.658 0.655 0.576 1 0.749

PC -0.091 0.138 0.469 0.409 0.000 0.695 0.983 0.860 0.749 1
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Chart 4: Consistent performance, uncorrelated returns and low volatility

4. Note: Monthly returns, as of 30 September 2024. For Year 2020 onward LIBOR (LIBOR USD 6M) has been substituted by SOFR (TSFR 6M). 1.
Indexed at 100 at January 2014; Performance history for BOMF Class I Shares calculated using realized gross performance of Class P Shares, net of
current fees for Class I Shares (until 31 October 2013); from 1 November 2013 effective net performance of Class I Shares. 2. SMX and LIBOR (USD
6M) / SOFR (USD 6M) indices are used for illustrative purposes only and are not the official benchmarks of BOMF. 3. Since fund inception 18
September 1998. The value of investments and the income from them may go down as well as up and investors may not get back the amounts
originally invested. Exchange rate changes may cause the value of investments to fall as well as rise. Performance data does not take into account any
commissions and costs, if any, charged when units or shares of the fund are issued and redeemed. Source: BlueOrchard. 

Past performance is not a guide to future performance and may not be repeated 
Performance history [4] 



The impact angle: A powerful instrument for
advancing financial inclusion and financing
entrepreneurial growth 
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Investors have increasingly directed significant
resources toward impact investments,
including microfinance, in recent years.
According to a survey by the Global Impact
Investing Network (GIIN), total impact assets
under management (AUM) grew at a CAGR of
14%, rising from $129 billion in 2019 to $249
billion in 2024. [5]

5. The Global Impact Investing Network: State of the Market 2024 - Trends, Performance and Allocations.
6. The Global Impact Investing Network, Sizing the Impact Investing Market 2022.
7. Tameo: Private Asset Impact Fund report 2023. 
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Chart 5: Impact AUM growth over the five-
year period 2019-2024 [5]
In USDmm

128'812

248'609

1'867

3'552

14% CAGR

Aggregate impact AUM (USD millions)

Mean impact AUM (USD millions)

Note: This figure represents a subset of 71 respondents from the 2019
and 2024 Impact Investor Surveys. Between 2019 and 2024, impact
AUM grew by a CAGR of 14%.

Interestingly, the allocation of assets under
management by impact-only investors rose at
a compound annual growth rate of 9%. In
contrast, the allocation by investors
incorporating both impact and non-impact
investments saw a significant increase,
growing at a CAGR of 34%. This trend
indicates that impact investing is gaining
traction as a viable strategy among investors.

By the end of December 2021, GIIN estimated
that global assets under management in
impact investing reached $1.164 trillion,
surpassing the $1 trillion threshold, a clear sign
of substantial growth in this sector since its
inception nearly 15 years ago. [6]

In USDtn

Global assets
under
management

Sustainable
finance

Impact
investing, 2023

Private assets
impact funds in
emerging and
frontier
markets

98tn

30tn

1.16tn

95bn

Chart 6: Investment Universe [7]

https://s3.amazonaws.com/giin-web-assets/giin/assets/publication/giin-stateofthemarket2024-report-2024.pdf
https://s3.amazonaws.com/giin-web-assets/giin/assets/publication/research/2022-market-sizing-report-final.pdf
https://tameo.solutions/private-asset-impact-fund-report


Despite these advancements in promoting
financial inclusion, approximately 1.4 billion
adults worldwide remain unbanked [8], with a
significant portion being women and low-
income individuals in emerging and frontier
markets. 

Access to financial services is similarly
constrained for micro, small, and medium-
sized enterprises (MSMEs) in these regions,
which face considerable financing challenges
that impede their growth and job creation
potential. This issue is critical, as MSMEs
account for approximately 70% of total
employment and contribute nearly 50% of
national income (GDP) in emerging markets.
[9] 

Addressing financing challenges is key to
sustainable development, with an estimated
$4.2 trillion of additional investments needed
annually for developing countries, leading to
an increase in the United Nations Sustainable
Development Goals (SDGs) financing gap of
over a 50% since pre-pandemic levels. 

Projections suggest that 600 million people
will live in extreme poverty by 2030,
disproportionately affecting women, as many
developing countries face high capital costs
and limited access to affordable financing. [10]

8. Worldbank, 2022: Global Findex Database 2021 - COVID-19 Boosted the Adoption of Digital Financial Services
9. IFC, Factsheet 2024: IFC Financial Institutions Group (FIG) MSMEs
10. United Nations, Report 2024: Financing for Sustainable Development Report 2024

Strengthening investment flows to
microfinance institutions have proven effective
in extending credit and other financial services
to underserved populations and MSMEs. In
fact, regulated local financial institutions play a
crucial role in facilitating access to credit,
savings, insurance, trade finance, remittances,
and other services that microfinance
institutions provide to specific beneficiary
groups such as MSMEs.

Moreover, the rise of digitalisation, digital
banking, and digital finance presents promising
opportunities to enhance financial inclusion.
Emerging markets have shown high levels of
digital banking adoption, with an increasing
number of individuals utilising fintech
applications and e-wallets to meet their
financial needs. Supporting MSMEs operating
within the digital sector can further promote
economic and social development in these
regions.

Microfinance has consistently demonstrated
its effectiveness in advancing financial
inclusion and alleviating poverty in emerging
and frontier markets. The following section
summarises the impact achieved by the
BlueOrchard Microfinance Fund (BOMF) as of
December 2023, illustrating the significant
results of this impactful approach.

6

https://www.worldbank.org/en/news/feature/2022/07/21/covid-19-boosted-the-adoption-of-digital-financial-services
https://www.ifc.org/content/dam/ifc/doc/2024/msme-s-factsheet-ifc-financial-institutions-group.pdf
https://desapublications.un.org/publications/financing-sustainable-development-report-2024
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BOMF Impact Performance Indicators

11. Source: BlueOrchard Microfinance Fund Annual Impact Report 2023 

As of December 2023. Past performance is not a guide to future performance and may not be repeated. [11]

https://www.blueorchard.com/wp-content/uploads/2024/07/BOMF-Impact-Report-2023-high-quality.pdf
https://www.blueorchard.com/wp-content/uploads/2024/07/BOMF-Impact-Report-2023-high-quality.pdf
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Enhancing the risk-return profile of
a portfolio

The characteristics of optimising the risk-
return profile through the inclusion of
microfinance investments render this asset
class a well-suited component for global
portfolio construction. 

For example, the BlueOrchard Microfinance
Fund (BOMF) offers a relatively high level of
liquidity, with monthly redemption options for
investors, and each position is hedged to USD,
effectively eliminating local foreign exchange
exposure. This makes BOMF an appealing
alternative for many investors seeking to
replace traditional fixed income investments.

To illustrate the impact of microfinance on
portfolio efficiency, BlueOrchard conducted
simulations assessing the effects of gradually
reducing fixed income exposure in favour of
microfinance investments. The observation
period spanned from January 2004 to
December 2023. The results indicate a
significant reduction in risk while maintaining
returns in fixed income-heavy strategies, such
as "Fixed Income," "Income," "Yield," and
"Balanced." In contrast, the impact was less
pronounced in "Growth" and "Equities"
strategies, where fixed income allocations
were smaller (see Chart 7).
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Chart 7: Low-correlated asset for portfolio stability [12] 

Microfinance aims to enhance portfolio returns
and reduce variance by providing a low-
correlation asset that minimises overall
portfolio risks while delivering consistent
returns. 

12. Dots illustrate portfolios with and without microfinance exposure. Microfinance is used as a substitute of bonds. Impact in growth and equity style
portfolios is less due to the lower overall allocation, assuming a higher allocation would lead to a lower volatility, too, albeit with an impact on the
expected portfolio return.  
Neutral Asset Allocation without Microfinance Exposure: “Fixed Income”: Cash 5%, Bonds 95%, “Income” Cash 5%, Bonds 75%, Listed Equities DM
5%, Listed Equities EM 5%, Real Estate 5%, Private Capital 5%. “Yield”: Cash 5%, Bonds 50%, Listed Equities DM 20%, Listed Equities EM 15%, Real
Estate 5%, Private Capital 5%. “Balanced” Cash 5%, Bonds 30%, Listed Equities DM 30%, Listed Equities EM 25%, Real Estate 5%, Private Capital 5%.
“Growth” Cash 5%, Bonds 20%, Listed Equities DM 34%, Listed Equities EM 31%, Real Estate 5%, Private Capital 5%. “Equities” Cash 5%, Bonds 10%,
Listed Equities DM 50%, Listed Equities EM 35% 
Neutral Asset Allocation with Microfinance Exposure: “Fixed Income”: Cash 5%, Bonds 75%, Microfinance 20% “Income” Cash 5%, Bonds 50%, Listed
Equities DM 8%, Listed Equities EM 5%, Microfinance 22%, Real Estate 5%, Private Capital 5%. “Yield”: Cash 5%, Bonds 31%, Listed Equities DM 24%,
Listed Equities EM 15%, Microfinance 15%, Real Estate 5%, Private Capital 5%. “Balanced” Cash 5%, Bonds 14%, Listed Equities DM 33%, Listed
Equities EM 24%, Microfinance 14%, Real Estate 5%, Private Capital 5%. “Growth” Cash 5%, Bonds 6%, Listed Equities DM 37%, Listed Equities EM
30%, Microfinance 12%, Real Estate 5%, Private Capital 5%. “Equities” Cash 5%, Bonds 4%, Listed Equities DM 51%, Listed Equities EM 35%,
Microfinance 5%

Based on data from Jan-2004 to Dec-2023. Note: For illustrative purposes only, past performance provides no guarantee of future results. The
portfolio will evolve over time and may have different characteristics and allocations compared to what is presented above.
Source: BlueOrchard, Bloomberg, Refinitiv.

Consequently, incorporating microfinance into
a global portfolio can effectively mitigate
volatility and enhance overall stability. As a
result, including microfinance into a global
portfolio can help reduce volatility.
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Unlocking efficient use of capital
under Solvency II

Allocating capital to low-risk, stable assets
such as microfinance investments can
significantly enhance overall portfolio stability. 

Compared to other asset classes, microfinance
demonstrates substantial potential for portfolio
optimisation and resilience across varying
market conditions. 

These attributes are particularly relevant in the
context of Solvency II capital charges [13],
which are designed to reflect an insurer's asset
risk profile, ensuring that sufficient level of
capital is maintained to cover potential losses
and uphold financial stability.

Due to its stable performance and low
correlation with traditional asset classes,
microfinance investments can attract more
favourable capital charges compared to
higher-risk assets (see Chart 8). 
The low volatility associated with microfinance
returns translates into reduced capital
requirements, as Solvency II measures capital
charges based on an asset's risk profile.
A well-balanced investment strategy that
integrates low-risk microfinance exposures
with higher-yielding assets can provide a
robust foundation for long-term capital
protection, sustainable financial performance,
and free-up capacity for a more efficient use
of capital charges under Solvency II.

13. Solvency II - European Union (europa.eu)
14. Source: Schroders, Aladdin, PRA, EIOPA. SCR charges exclude interest rate risk, currency risk and equity risk symmetric adjustment. As of 31
December 2023. Based on Schroders interpretation of Solvency II Standard Formula. Corporates IG based on 50%-50% A-BBB, Corporates HY
based on 50%-50% BB-B.

Chart 8: Solvency II capital charges [14] 

https://www.eiopa.europa.eu/browse/regulation-and-policy/solvency-ii_en#:~:text=Solvency%20II%20is%20the%20prudential,protection%20of%20policyholders%20and%20beneficiaries.


Risk considerations for BOMF

Counterparty risk 
The Fund may have contractual agreements with counterparties. If a counterparty is unable to fulfil their
obligations, the sum that they owe to the fund may be lost in part or in whole.  
 
Credit risk 
A decline in the financial health of an issuer could cause the value of its bonds, loans or other debt instruments to
fall or become worthless.  
 
Currency risk 
The Fund may lose value as a result of movements in foreign exchange rates, otherwise known as currency rates.  
 
Emerging markets & frontier risk 
Emerging markets, and especially frontier markets, generally carry greater political, legal, counterparty, operational
and liquidity risk than developed markets.  
 
Interest rate risk 
The Fund may lose value as a direct result of interest rate changes.  
 
Liquidity risk 
The Fund invests in illiquid instruments, which are harder to sell. Illiquidity increases the risks that the fund will be
unable to sell its holdings in a timely manner in order to meet its financial obligations at a given point in time. It
may also mean that there could be delays in investing committed capital into the asset class.  
 
Market risk 
The value of investments can go up and down and an investor may not get back the amount initially invested.  
 
Microfinance risk 
Microfinance involves the provision of credit to microentrepreneurs and microenterprises in developing countries,
many of whom have incomes below the applicable poverty level and little or no previous credit history with
commercial or other lenders. These micro-loans typically are not secured by any collateral or other type of
traditional guarantee. There is no assurance that the micro-clients will be able to repay the micro-loans to the
microfinance institution, and as a consequence, the Fund may be adversely affected.  
 
Operational risk 
Operational processes, including those related to the safekeeping of assets, may fail. This may result in losses to
the fund.  
 
Performance risk 
Investment objectives express an intended result but there is no guarantee that such a result will be achieved.
Depending on market conditions and the macro economic environment, investment objectives may become more
difficult to achieve.  
 
Sustainability risk 
The Fund has the objective of sustainable investment. This means it may have limited exposure to some
companies, industries or sectors and may forego certain investment opportunities, or dispose of certain holdings,
that do not align with its sustainability criteria chosen by the investment manager. The fund may invest in
companies that do not reflect the beliefs and values of any particular investor.  
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https://www.blueorchard.com/sustainability-disclosure-documents/
https://www.blueorchard.com/sustainability-disclosure-documents/


Past performance is not a guide to future performance and may not be repeated. The value of investments and the
income from them may go down as well as up and investors may not get back the amounts originally invested. Exchange
rate changes may cause the value of any overseas investments to rise or fall. Performance data does not take into
account any commissions and costs, if any, charged when units or shares of any fund, as applicable, are issued and
redeemed.
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possible. The regulatory bodies and the audit company took notice of the outsourcing, and the data protection and
regulatory requirements are observed. A summary of investor rights may be obtained from
https://www.blueorchard.com/imprint/.

For information on how BOF and the Schroders Group may process your personal data, please view the BOF Privacy
Policy available at www.blueorchard.com/legal-documents/ and the Schroders’ Privacy Policy at
www.schroders.com/en/privacy-policy or on request should you not have access to these webpages.
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Distributed in the UK by Schroder Investment Management Ltd, 1 London Wall Place, London EC2Y 5AU. Registration No
1893220 England. Authorised and regulated by the Financial Conduct Authority.

Copyright © 2024, BlueOrchard Finance Ltd. All rights reserved.



Authors
Thomas Henauer, Business Development Director DACH
Michael Wehrle, Head of Investment Solutions
Francesco Fantini, Investment Solutions Analyst

Foto credits: Adobe Stock

About BlueOrchard Finance Ltd
BlueOrchard is a leading global impact investment manager and member of the Schroders Group. As a pioneering
impact investor, the firm is dedicated to generating lasting positive impact for communities and the environment,
while aiming at providing attractive returns to investors. BlueOrchard was founded in 2001, by initiative of the UN,
as the first commercial manager of microfinance debt investments worldwide. Today, the firm offers impact
investment solutions across asset classes, connecting millions of entrepreneurs in emerging and frontier markets
with investors with the aim to make impact investment solutions accessible to all and to advance the conscious
use of capital. Being a professional investment manager and expert in innovative blended finance mandates,
BlueOrchard has a sophisticated international investor base and is a trusted partner of leading global development
finance institutions. To date, BlueOrchard has invested over USD 10 billion across more than 100 countries. Over
280 million poor and vulnerable people in emerging and frontier markets received access to financial and related
services with the support of BlueOrchard as of December 2022. For additional information, please visit:
www.blueorchard.com.

http://www.blueorchard.com/
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