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A feature-style analysis of how Al is reshaping fund management, measurement, governance, and
operating models across 2024-2026.

AUM Al adoption Return target

>$1.5T 50% 89%

The global impact investing landscape, which reached a total valuation of 1.5 trillion USD in 2024, is
currently navigating a period of profound structural realignment necessitated by the rapid adoption of
artificial intelligence. This transformation is not merely a technological upgrade but a fundamental shift
in the operational, ethical, and strategic paradigms that define the sector. As fund managers move
beyond the experimentation phase of 2023 and 2024, the year 2025 and the outlook for 2026 reveal a
market where Al is increasingly integrated into the entire investment value chain, from deal sourcing and
due diligence to the sophisticated measurement of social and environmental outcomes.

“The successful impact fund manager of 2026 must be as much an expertin
algorithmic governance as in financial modelling.”

The Macroeconomic Context and the Rise of Al-Driven Impact Management

The impact investing market's growth to over 1.5 trillion USD in 2024 reflects a maturing asset class that
is increasingly viewed as a core component of global institutional portfolios. Market intelligence from
2024 and 2025 suggests that the sector is no longer immune to broader macroeconomic forces,
including inflation and fluctuating interest rates, yet impact capital deployment remains robust. For
instance, corporate impact investors planned to deploy nearly double the capital in 2025 compared to
2024, with median allocations shifting toward larger commitments. Within this context, fund managers
are turning to artificial intelligence to maintain competitive market-rate returns, which currently account
for 89% of the total impact AUM.

The adoption of Al in this sector, however, has been more measured compared to the broader financial
services industry. As of late 2024, only approximately half of impact investors globally were actively
using Al, even as 91% of asset managers across the wider financial spectrum reported current or
planned implementation. This disparity highlights a significant opportunity forimpact fund managers to
modernise their practices. The urgency to adopt these tools is driven by the need for transparency,
comparability, and "decision-useful" data, particularly as the field faces pressure to move beyond



simple compliance and toward the generation of "thick data" that captures the nuanced reality of social
change.

Market Metric (2024-2025) Value / Status

Total Impact Investing AUM >$1.5 Trillion USD
Market-Rate Return Target 89% of AUM

Al Adoption Rate (Impact Specific) 50%

Al Adoption Rate (General Asset Management) 91%

Projected Capital Deployment Increase (2025) ~100% YoY

Strategic Augmentation: Redefining the Fund Manager's Role

The consensus among industry leaders, including the CFA Institute and major asset managers like
Russell Investments, is that Al serves as a tool for augmentation rather than total automation. For fund
managers, this means a shift in their daily workflows from data collection and manual synthesis to high-
level interpretation and strategic decision-making. Al's primary value proposition lies in its ability to
process massive volumes of structured and unstructured data in real time, enabling firms to identify
investment insights earlier and react faster to changing market regimes.

In the current era of "decision design," Al is utilised to generate investment ideas, automate
components of the research process, and conduct complex strategic analyses, such as Porter’s Five
Forces. This allows research analysts to spend more time in face-to-face meetings with portfolio
company founders, exploring the qualitative nuances of their investment philosophies rather than
manually building charts and tables. The "black-box" nature of many Al models, however, necessitates a
"human-in-the-loop" approach, where investment teams maintain the authority to override algorithmic
suggestions, particularly in high-stakes scenarios where historical patterns may not predict future
social outcomes.

The evolution of the fund manager's role is also influenced by the rise of agentic Al, autonomous
systems that can execute multi-step workflows end-to-end. While only a minority of firms currently
deploy these agents in complex portfolio management, the trend is toward embedding agents across
operations to handle tasks like regulatory reporting and client interaction. This transition requires fund
managers to develop new "meta-skills," including Al literacy and critical thinking, to effectively manage
their digital counterparts.

Transformation of the Investment Lifecycle

The integration of Al is reshaping every phase of the impact investment lifecycle. By leveraging
sophisticated algorithms, fund managers can move from a reactive posture to a proactive strategy that
anticipates market needs and optimises impact outcomes.

Intelligent Sourcing and Deal Screening

In the sourcing phase, generative Al is eliminating the "tedious and laborious" task of pulling data from
earnings calls, news articles, and social media. Fund managers now utilise Natural Language
Processing (NLP) to extract buy or sell signals and identify emerging themes in impact sectors like
healthcare and information technology, which collectively accounted for 58% of corporate impact
sectors in 2024. These tools can scan millions of documents in seconds, providing a level of market
coverage that was previously impossible for even the largest research teams.

Al Sourcing Tool / Application in Impact Investing Implications for Fund Managers

Technique

Sentiment Analysis Parsing earnings calls and social Real-time understanding of
media for "impact-market fit". stakeholder perceptions.




Al Sourcing Tool / Application in Impact Investing Implications for Fund Managers

Technique

Pattern Analysis Extracting signals from large datasets | Faster reaction to shifting social and
to forecast market regimes. environmental trends.

Automated Scrapers | Gathering information from news, Elimination of manual data entry;
NGO reports, and filings. broader universe coverage.

Due Diligence and ESG Integration

The due diligence process is undergoing a revolution through the use of Al agents that can read every
policy document, score open-ended survey responses, and identify thematic patterns across a
prospective portfolio. Platforms like Sopact Sense allow fund managers to automate the extraction of
Theory of Change (ToC) frameworks and logic models from investment memos, reducing the manual
workload by 80%. This is particularly critical in ESG integration, where the volume of unstructured
sustainability data has historically led to the "scoring trap", where static, non-reproducible numbers
vary by up to 50% across different providers.

By using Al to analyse historical ESG trajectory and track controversies in real time across news and
social media, fund managers can protect their reputations and maintain stronger risk oversight. This
capability is essential for compliance with maturing regulations like the EU's Corporate Sustainability
Due Diligence Directive (CSDDD), which requires persistent entity tracking and a longitudinal evidence
chain to prove the effectiveness of impact interventions over time.

Impact Measurement and Management 2.0: Beyond Numerical Metrics

Impact Measurement and Management (IMM) is the core differentiator of the impact investing sector. Al
is facilitating a transition from "thin" numerical outputs to "thick" data that provides a more accurate
reflection of a fund's real-world efficacy.

The Deep Listening Framework

A significant advancement in IMM is the concept of "Deep Listening," which uses Al-driven text and
voice analysis to understand whether a company's go-to-market strategy aligns with its intended
impact, a concept known as "impact-market fit". By allowing beneficiaries to speak in their own voice
and language, Al can process thousands of pages of natural language data that would take humans
months to analyse. This analysis yields a finely calibrated diagnosis of how a company can extend
customer satisfaction to genuine customer impact.

The layering of voice analysis on top of text analysis allows managers to detect nuances such as
enthusiasm or dullness, which provides a layer of emotional context that simple surveys lack. This
"humanising" of metrics enables fund managers to perform cohort analysis and sensitivity analysis,
determining which product changes or management interventions will yield the greatest improvement
in social outcomes.

Geospatial Intelligence and Satellite Monitoring

For environmental and place-based impact, satellite imagery combined with machine learning has
become an essential tool for "ground truth" verification. Al algorithms can now process real-time
imagery from sources like Maxar and Google Earth to monitor biodiversity, air quality, and carbon impact
with high resolution. This "geospatial Al" helps fill gaps in official census or national data, allowing fund
managers to map relative levels of human well-being and development at a municipality level.

Geospatial Al Function Specific Use Case Sector Benefit

Vegetation Management Monitoring forest carbon Verification of carbon credits
sequestration for offsets. and ecological benefits.




Geospatial Al Function Specific Use Case Sector Benefit

Ground Deformation Tracking infrastructure stability Risk mitigation for physical

Monitoring and environmental risks. assets in high-risk zones.

Crop Disease Prediction Precision agriculture for Increased food security and
smallholder farmers. reduced resource waste.

Change Detection Monitoring shoreline damage or Dynamic assessment of climate
urban expansion. adaptation and urbanization.

These technologies enable fund managers to move from "information opacity" to "information
transparency," fostering a culture of data-informed decision-making that benefits both the fund and the
communities it aims to empower.

The Impact on Organisational Structure and Talent

The "Al revolution" is disproportionately affecting the workforce within impact investment firms, creating
a "seniority-biased technological change" that favours experienced professionals while challenging the
development path of junior analysts.

The Displacement of Junior Roles

Empirical research, such as the "Canaries in the Coal Mine" study, highlights a concentrated decline in
employment for 22-25-year-old workers in Al-exposed roles. Within firms that adopt generative Al,
entry-level hiring in these positions has seen a 13% to 16% relative decline. This is primarily because Al
excels at automating the "intellectually mundane" tasks, such as routine data analysis, research
drafting, and basic financial modelling, that have traditionally been the primary training ground for new
hires.

While this creates immediate productivity gains, it raises significant concerns about the long-term
talent pipeline. If junior professionals are not required to "earn experience the hard way" through
traditional analysis, they may fail to absorb the deep industry nuances required to ask the "good,
thoughtful questions" necessary to audit Al output. This "knowledge displacement” risk could lead to a
future generation of managers who are "infoxicated" - confused by an inundation of information without
the foundational grounding to interpret it effectively.

Evolving Skill Sets and Training Paradigms

To navigate this shift, investment firms are radically altering their approach to professional
development. Major institutions, such as JPMorgan and Citi, have mandated generative Al training for
new hires to ensure they can use the technology responsibly. The focus of training is shifting from rote
technical skills to "human skills" and "meta-skills," including:

e Critical Thinking and Creativity: Prioritised to ensure analysts can provide the contrarian thinking
necessary for alpha generation that machines might overlook.

e Prompt Engineering and Al Literacy: The ability to effectively interact with Al models while
understanding their limitations, such as bias and hallucinations.

e "Learning How to Learn": A focus on adaptability and continuous development in an environment
where technological tools change every few months.

Firms are also utilising Al to provide "mass customisation" in training, creating personalised learning
journeys that address an individual's specific knowledge gaps and career goals.

Key Risks to Watch
Al washing Algorithmic bias .
Inflated marketing claims can erode Models can replicate inequity in Energy footprint

trust and misdirect capital. lending, scoring, and allocation. Al’s own electricity demand may



Ethical Challenges and the Phenomenon of Al Washing

become financially and reputationally
material.

As impact investors increasingly market their Al capabilities to attract capital, the industry is witnessing
the rise of "Al washing", the business practice of exaggerating, misrepresenting, or falsely claiming Al
capabilities to gain a financial or reputational advantage.

Comparing Al Washing and Greenwashing

Al washing mirrors the earlier phenomenon of greenwashing, exploiting information asymmetries
between the firm and its stakeholders. While greenwashing centres on moral and environmental
legitimacy, Al washing centres on technical and symbolic legitimacy, seeking to project an image of

innovation leadership.

Feature of Deception

Al Washing Mechanism

Greenwashing Mechanism

Fictitious Claims

Claiming Al models are used when only
basic rules-based software exists.

Claiming a productis "100% eco-
friendly" without certification.

Overstated Capability

Exaggerating the autonomy or accuracy
of a model.

Labelling a hybrid car as "zero-
emissions".

Vague Terminology

Using terms like "intelligent" or "smart"
without technical rigor.

Using "green" or "natural" without
defined criteria.

Tokenism

Adding superficial Al features for
branding value.

Implementing symbolic
environmental initiatives.

The prevalence of Al washing can lead to the misallocation of resources and the erosion of stakeholder
trust, particularly as Limited Partners (LPs) begin to demand greater transparency regarding the "black-
box" nature of Al-driven decisions.

Algorithmic Bias and IBATA

Beyond deceptive marketing, the actual deployment of Al in impact investing raises fundamental ethical
questions related to bias. Al systems can inherit and amplify existing societal prejudices, potentially
leading to discriminatory outcomes in areas like credit scoring, hiring, and resource allocation. The
IBATA framework (Injustice, Bad output, Autonomy, Transformation, Accountability) identifies these core

challenges:

¢ Injustice: Reinforcing discrimination against marginalized communities (e.g., race, sex, or
socioeconomic status) at a speed and scale beyond traditional human bias.

e Bad Output/Outcome: Erroneous Al results that can lead to poor diagnostic or investment
decisions, infringing on the principle of beneficence.

e Autonomy: The risk of "techno chauvinism" or overreliance on machines, which can erode the
human agency and critical judgment essential for moral impact decisions.

¢ Transformation: The way digital systems can "re-ontologize" entities, replacing human experiences
of suffering or pain with biomarker-based algorithms or numerical scores.

¢ Accountability: The difficulty in assigning liability when an opaque Al "black box" makes a mistake
that leads to social harm.

The Regulatory Response: The EU Al Act and Beyond




In 2024 and 2025, the regulatory environment for Al in finance began to solidify, with the European
Union leading the way through the adoption of the EU Al Act. This act represents a structural shift where
Al governance is no longer a parallel function but a core pillar of ESG strategy.

Risk-Based Classification for Financial Tools

The EU Al Act introduces a risk-based classification system where many financial and ESG applications,
such as those used for credit scoring, automated portfolio construction, and sustainability ratings, are
categorized as "high-risk". These high-risk systems are subject to strict requirements, including:

o Data Quality and Governance: Ensuring datasets are accurate, representative, and verified.

¢ Transparency and Explainability: Mandatory disclosure of Al-based methodologies and the
traceability of data sources.

¢ Human Oversight: Rigorous documentation proving that a human remains "in the loop" to monitor
and override automated decisions.

e Auditability: Clear evidence trails connecting Al-driven assessments to corrective actions and
outcomes.

From 2026, ESG and sustainability ratings providers in the EU will also be subject to specific regulations
requiring the traceability of data sources and the mitigation of conflicts of interest. Similar principles are
being adopted by the UK's Financial Conduct Authority (FCA), which now expects board-level
accountability for Al systems.

The Environmental Paradox: Al as an ESG Risk and Solution

A significant second-order insight emerging in the 2025-2026 period is the environmental impact of the
Al technology itself. While Al is used to optimize sustainable supply chains and monitor carbon
emissions, the electricity required to train and run large models is substantial.

The Energy Footprint of Al Operations

Data centres are running around the clock, requiring massive power for model training and inference.
Projections from the Lawrence Berkeley National Laboratory suggest that by 2028, more than half of the
electricity consumed by data centres will be used for Al workloads. In a baseline scenario, global
electricity consumption from data centres could more than double by 2030.

Environmental Metric Projection / Context

Al Share of Data Centre Power (2028) > 50%

Total Data Centre Power Growth (to 2030) > 100% Increase

Regulatory Disclosure Requirement Double Materiality under CSRD
Carbon-Free Electricity Targets 2030 (Microsoft/Suppliers)

This energy demand intersects with the Corporate Sustainability Reporting Directive (CSRD), which
requires companies to perform a "double materiality assessment". Fund managers must now consider
whether their Al-related energy use is significant enough to feature in environmental disclosures. This
has led to a growing demand for "responsible Al," where businesses seek visibility into the energy
procurement practices of their cloud providers, increasingly demanding 100% carbon-free electricity.

Democratization of Access and Financial Inclusion

Despite the ethical and environmental risks, Al offers a transformative opportunity to democratize
access to capital, particularly for Small and Medium-Sized Enterprises (SMEs) and underserved
borrowers. Traditional credit scoring models often disadvantage those without formal financial



histories, but Al-powered models can assess creditworthiness using alternative data, such as mobile
money usage, transaction histories, and behavioural indicators.

Levelling the Playing Field for Small Managers

The democratization of statistics through LLMs is also lowering the barriers for smaller asset managers.
These firms can now use Al to perform sophisticated data analysis and generate high-quality insights
that were previously the exclusive domain of large institutions with massive analyst teams. This
expansion of the opportunity set allows advisory models powered by "Al co-pilots" to reach a more
diverse asset owner universe without diluting the quality of the advice.

By bridging the gap between technology and financial empowerment, Al-driven fintech solutions have
the potential to reshape the landscape of SME financing, particularly in emerging markets where bank
infrastructure is limited.

Autonomous Operations and the Agentic Era

As the industry moves toward 2026, the focus is shifting from simple pilots to "autonomous operations"
powered by agentic Al. These systems are capable of proactive decision-making, such as autonomously
rerouting shipments to avoid geopolitical disruptions or weather events.

The Deployment of Al Agents in Operations

Global leaders like Unilever, Walmart, and Maersk are already deploying Al to optimize demand planning
and carbon-efficient shipping. In the procurement and supply chain space, Al agents handle complex
tasks like RFx management, supplier scorecards, and even direct negotiation with vendors. Surprisingly,
research shows that over 65% of vendors actually prefer negotiating with an Al bot rather than a human
employee due to the structure and speed of the process.

For the fund manager, this means that portfolio monitoring is becoming more dynamic. Instead of
relying on periodic reports, managers can use Al to monitor thousands of news sources and filings in
real time, allowing them to respond to issues as they emerge rather than after they escalate.

Feature of Agentic Al Operational Benefit ‘ Business Outcome

Self-Learning Refining processes without Enhanced efficiency and error
human intervention. reduction.

Real-Time Rerouting Adjusting routes to avoid Increased agility and resilience.
emissions/disruptions.

Automated Negotiations Structure-led tender processes | Cost savings and better supplier
for better pricing. relations.

Predictive Risk Analytics Foreseeing disruptions (e.g., Proactive risk mitigation and
storms, wars). continuity.

Synthesis and Strategic Outlook

The impact of artificial intelligence on fund managers in the impact investment sector is a "twin
transformation”, itis simultaneously expanding the boundaries of what is possible in sustainable
finance while demanding an unprecedented level of care in how technology is governed. The year 2024
served as a strategic inflection point, and as we look ahead to 2026, the question is no longer whether
firms will adopt Al, but how well they will integrate it into their core mission.

The successful impact fund manager of 2026 must be as much an expert in algorithmic governance as
they are in financial modelling. They must navigate the "environmental paradox" of Al, avoid the
reputational trap of "Al washing," and ensure that their systems are designed for equity and inclusion. By
embedding Al within robust sustainability frameworks and maintaining the critical "human in the loop,"
the industry can leverage these powerful tools to move from "scattered ESG initiatives" toward
"coherent, shared impact".



Ultimately, artificial intelligence represents a generational opportunity to close the information gaps
that have historically limited the impact investing market. Whether through the geospatial mapping of
poverty, the deep listening of beneficiary voices, or the democratization of capital for SMEs, Al has the
potential to turn 1.5 trillion dollars of AUM into a more powerful force for global prosperity. For the fund
manager, the challenge is to use this tool wisely, not as a substitute for thinking, but as a way to focus
human judgment on the things that matter most.
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