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THE SOCIAL IMPACT INVESTMENT TASKFORCE

INTERNATIONAL DEVELOPMENT WORKING GROUP

The International Development Working Group is one of
four thematic Working Groups of the independent Social
Impact Investment Taskforce established in June 2013
under the UK's presidency of the G8. The International
Development Working Group, composed of experts in
international development and finance, was created to
inform the Taskforce on the role of impact investment

in international development, and contribute to the
Taskforce's objectives of reporting on and helping to
catalyze the development of a global social impact
investment market.

The International Development Working Group brought
together development practitioners and investors to
explore the ways in which the changing landscape of
development is creating new opportunities for effective
partnerships to drive improvement in social outcomes. The
Working Group assessed how impact investment can help
to further drive economic development and improvement

on social issues in developing countries. Working Group
members agree that there is an opportunity for impact
investment, in conjunction with public, private and
philanthropic capital, to bring greater effectiveness,
innovation, accountability and scale to address some of
the world'’s toughest challenges. The group presents in
this report its key recommendations on some proposed
joint initiatives to advance the impact investing market
for the benefit of the world’s poor populations.

This report is the result of a collaborative process.
Members of the International Development Working
Group bring different practitioner perspectives and
priorities to this effort. Working Group members have
participated in their capacity as individuals, rather than
representatives of their organizations. The Working Group
members do not necessarily collectively endorse all of the
recommendations and findings in the report but present
them jointly as a way to advance some ideas on the topic.
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invaluable support in getting this report to the finish line.
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University for his hard work in providing background research,
graphics, and preparing this report for publication. Finally,
thank you to Ben Leo of the Center for Global Development
for convening and moderating an event that brought
together members of our Working Group and the United
States National Advisory Board on Impact Investing.

This report presents a summary of the Working group’s key
findings and recommendations. It does not necessarily reflect
the individual opinions of members or the official positions
of the organisations and governments they represent.
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SUMMARY

PRIVATE CAPITAL FOR SOCIAL OUTCOMES:
IDENTIFYING OPPORTUNITIES FOR IMPACT
INVESTMENT IN INTERNATIONAL DEVELOPMENT

CATALYZING NEW
CAPITAL FOR RESULTS IN
INTERNATIONAL DEVELOPMENT

Over the past several decades, private and
official financing for international development
have helped improve economic and social
conditions in the world's poorest countries. Much
progress has been made, but there is growing
recognition that markets and the private sector
must play a more significant role if we are

to solve or at least make a dent in addressing
some of the greatest challenges facing developing
countries worldwide. Impact investments — which
target social or other non-financial returns along
with a financial return, and require measuring the
achievement of both — provide an opportunity

to bring new capital to developing economies,
improve the effectiveness of international
development interventions, and advance
development using market principles.

RECOMMENDATIONS
OF THE INTERNATIONAL
DEVELOPMENT WORKING GROUP

To help grow this market, the International
Development Working Group makes four
recommendations to governments and business
and social sector leaders in G7, G20 and
developing countries:

1. Establish a new Impact Finance Facility which
will help to cultivate and develop new and
innovative companies and business models as
well as innovative social sector organisations,
building the pipeline of impact investments;

2. Create a Development Impact Bond (DIB)
Outcomes Fund to facilitate the rollout of
Development Impact Bond pilots;

3. Improve metrics and increase transparency
to support activities to advance the impact
investing market; and

4. Provide additional resources for “ecosystem-
building” to support the broader environment
for impact investing.
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INTRODUCT'ON . TH E sustainable access to energy; and productive jobs
' for a fast-growing population. Public financing will

CHANG | NG I—AN DSCAPE OF never be adequate to meet these needs, and, on

DEVELOPMENT FINANCE many challenges, is hard to deploy effectively in

e the absence of private initiative and private “skin
in the game.” The next challenge to achieve

more inclusive growth requires new finance
and investment models that encourage
better collaboration between the public and
private sectors.

Indeed as economic and human development
improve in countries across the world, at the same
time that inequality grows and new challenges
emerge, the landscape of financing for
development is changing radically. Contributing
to the multiplicity of actors involved, there are new
donors in addition to traditional ones, more private
investment, a growing role for philanthropy and for
In the last several decades, remittances, and the poorest countries contributing

there has been tremendous more of their own budgets for development

. h . . purposes. There is a growing recognition that
economic g rowth Iin various traditional sources of development financing —

countries around the Wor|d, official aid and philanthropic grants — are not
as well as decreased levels enough to address the scale and complexity of

today’s global development challenges. Various

of vaerty- There have been rounds of international conversations have
great strides made toward the recognized the importance of partnerships that

M” . D | t G | are "broader and more inclusive than ever before”
lnennium eve Opmen oals including governments of developing, emerging

and other indicators Of pOVGI’ty and developed economies; multilateral institutions;
and the world has come closer and representatives of private and civil society
.o . . organizations.? There is also a recognition that
to ellmlnatlng some d ISEASES, the private sector needs to play a “central role in
such as po“o_ External ﬁnancing advancing innovation, creating wealth, income and
. . jobs, mobilizing domestic resources, and in turn
from prlvate mvesﬁmgnt, contributing to poverty reduction”.?
development institutions — " R .
. . . e good news is that it is already happening. In
bilateral and multi |atera|, using fact, the private sector has started to have a more

gra nts and investments — and significant role in promoting development — not
hil h h Il b only economic development in contributing to
PN ant ropy have a een part country-specific or regional economic growth but

of Shapiﬂg this Change. also social development through various services
and co-financing programs, which traditionally have

However, detailed data shows that the growth has  been seen as the domain of governments. This role

been uneven and unequal.! Despite the progress,  for the private sector can lead to possible gains for

global challenges remain daunting — including both the private sector and government as the
the need to ensure universal access to quality needs of underserved populations are met in
healthcare; affordable and quality education; potentially new and more innovative ways.

1 For example, see International Monetary Fund. “An Uneven Global Recovery Continues”. http://www.imf.org/external/pubs/ft/weo/2014/update/02/
pdf/0714.pdf

2 From the Busan Partnership for Effective Development Cooperation (para.1), a document agreed by governments and private sector and civil society
representatives at the Fourth High Level Forum on Aid Effectiveness in Busan, Korea in 2011, which was sponsored by the OECD and resulted in the
creation of the Global Partnership for Effective Development Cooperation. http://effectivecooperation.org/files/ OUTCOME_DOCUMENT_-_FINAL_
EN2.pdf; http://effectivecooperation.org/

3 Busan Partnership for Effective Development Cooperation (para.32). These ideas are underscored in the World Economic Forum report, Paying for
Zero: Global Development Finance and the post-2015 Agenda.
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FIGURE 1. DEVELOPING COUNTRIES' NET RESOURCE
RECEIPTS FROM DAC COUNTRIES AND MULTILATERAL
ORGANIZATIONS IN 2000-2012, CONSTANT 2011 USD BILLION
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Source: OECD Post-2015 “Measuring and Monitoring External Development Finance”: (Organisation for Economic Co-operation and
Development). http://www.oecd.org/dac/Monitoring%20and%20measuring%20external %20development%20finance.pdf

Today private investment makes up an increasing
share of financial flows to developing countries.
Since 2003, private capital flows —in the forms of
private investment, remittances and philanthropy —
have surpassed official government flows. In 2010,
private flows totaled 82 percent of external financial
flows to developing countries (Figure 1), while
official aid has stagnated in recent years.*

Although these private flows can serve many
purposes and there is no clear way to quantify what
their development impact has been, these figures
demonstrate that there is strong investor interest in
emerging markets, and this interest can potentially
be leveraged for social good. Foreign investment
includes capital for infrastructure, industry and
technology, for example to grow mobile networks,
all which can have a development impact.
Additionally, many companies operating in
developing countries have instituted programs that
directly support social good while contributing to
their bottom lines. For example, some companies
are funding healthcare programs that support

families and reduce employee absenteeism,
technology upgrades that minimize environmental
harm and job training programs that make national
workforces more competitive.

There is also a growing movement for a specific
type of investment capital that is directly focused
on having social impact. Impact investments are
those that intentionally target specific social
and/or environmental objectives along with a
financial return and measure the achievement
of both.® Impact investments largely comprise
efforts to provide socially beneficial goods and
services, or engage key populations in supply and
distribution chains.

This type of investment places social benefits into
the decision-making frameworks of investors,
thereby increasing the capital available to fund
socially beneficial interventions and outcomes in
developing countries. One recent report surveyed
125 institutional impact investors who are managing
a total of $46 billion globally, including $10.6 billion
invested in 2013 and respondents indicated they

4 http://www.whitehouse.gov/the-press-office/new-100-million-microfinance-growth-fund-western-hemisphere
5 This report uses a definition of impact investment provided in the Social Impact Investment Taskforce report.
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plan to invest 20 percent more in 2014.¢ There are
already some small funds largely funded with
private capital — in addition to development finance
institutions, foundations and larger financial
organizations - that have been making impact
investments in developing country markets. These
pioneers have demonstrated the need and demand
for capital as well as new business models that can
affect social change in developing economies,
while being financially sustainable or providing a
financial return.

Impact investing has the potential to be the
force that empowers a range of capital flows in
developing economies to work together to the
greatest effect. International aid agencies are
looking to new tools, including results-based
financing, outcomes-based approaches, market-
based solutions and different forms of public-
private partnerships to increase their effectiveness
and long-term development impact while working
with the limitations of tighter budgets. Meanwhile,
philanthropic organizations are increasingly
interested in using investment models that
complement their charitable grants to achieve

a greater long-term impact.” There is a real
opportunity for official aid agencies, development
finance institutions, foundations and philanthropists
to further leverage their resources to promote more
private investment in developing countries that is
oriented toward social objectives. To realize these
opportunities, there is a need to use traditional
financing tools in new ways, scale up financing
models that work and develop new models to
complement traditional systems and better align
different sources of capital (public, philanthropic
and private) in order to drive faster progress toward
achieving these objectives.

IMPACT INVESTING FOR
INTERNATIONAL DEVELOPMENT

Investing for social impact is not new in
international development. International
development agencies have always recognized that
economic and social development must happen
simultaneously for sustainable, long-term growth.
Many bilateral and multilateral agencies have
consistently leveraged debt and equity capital for
development. Development Finance Institutions
(DFls) — these generally include the private sector
investment arms of bilateral governments, but

for simplicity in this report, the term includes
multilateral development banks, regional
development banks and bilateral aid agencies

that also provide finance — have a long track record
of using private sector tools and funds to create
impact in the emerging markets. They have
historically created significant impact in terms of
growth, job creation and helping to strengthen
nascent private sectors in low-income countries.
The Working Group recognizes DFls’ intent

to continue these efforts, and urges them to
explore how they can crowd in more private
money for socially beneficial investments.

The traditional investment model, however, has
targeted key elements of the economy such as
infrastructure, equity and debt for local firms in
sectors from mining to food processing to banking,
and other industries which have yielded substantial
growth. Investments have not fit a standard
definition of impact investing, which includes
intentionality of targeting social and financial
returns and regular measurement.

As the landscape of development financing
continues to evolve, impact investment is emerging
as a type of investment strategy that more explicitly
targets measurable social returns. Impact investors
typically invest in firms that provide socially
beneficial goods and services and have financial
returns. Examples further on in this report illustrate
ways in which DFls are experimenting with the use
of investments that target Base of the Pyramid
(BoP) consumers or suppliers, or focus on early
stage entrepreneurs or new modalities to provide
effective social services.

However, to date, a common definition has not
been applied and measures of progress have not
followed a consistent approach. As such, there has
been a lack of clarity in the broad field of
development finance about what impact investing
is and what the value could be of developing this
market. There are efforts underway currently to
align DFls around a common definition and to
establish harmonized metrics for measurement. A
common perception is that profitability and social
purpose are not aligned, and therefore investment
and official aid are often seen as separate and not
working together to achieve common outcomes.

It is difficult to estimate the size of the impact
investment market, particularly in the context of
international development, due to the lack of

6 http://www.jomorganchase.com/corporate/socialfinance/document/140502-Spotlight_on_the_market-FINAL.pdf
7 Impact Investing: An Introduction (pg.4) “Why does Impact Investing Matter to Donors?” http://www.rockpa.org/document.doc?id=239
8 J.P. Morgan Social Finance and GIIN (2014). http://www.thegiin.org/binary-data/2014MarketSpotlight.PDF.
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common definitions and reporting. The recent
J.P. Morgan-Global Impact Investing Network
Impact Investor survey, however, reports that
approximately 70 percent of the estimated $10.6
billion in impact investments committed in 2013
has been invested in emerging markets — and DFls
represent the largest investor segment, managing
42 percent of total assets.® An earlier study
estimated that the BoP market across five key
sectors represents potential for between $400
billion and $1 trillion in invested capital, and
between $183 billion and $667 billion in profits
over the next 10 years”’

The application of impact investing in
international development could make up one
of the fastest-growing segments of the market.
A review of the broader social impact investing
sector cites major market trends which are all
particularly relevant to impact investing in
developing country markets, and which illustrate
how impact investing could significantly influence
the lives of the poor.® These include:

1. Pent-up demand for products and services at
the BoP;

2. The need for greater resources to develop new
energy solutions and mitigate the effects of
climate change;

3. New approaches to the provision of basic
services;

4. New approaches to the provision of financial
services for the poor; and

5. The need for support of early stage companies
with high potential for growth and job creation,
particularly for poor and vulnerable workers.

Impact investment provides an opportunity to use
new business models and a wider set of tools to
address these gaps.

Indeed, a number of efforts are underway to create
new investment models and partnerships among
the public, private and non-profit sectors. There
are a growing number of impact investment
funds and vehicles often supported by
development finance institutions and
foundations — which are investing in local
enterprises that are meeting the demand for
products and services, generating employment
opportunities and income for the BoP, funding
carbon reduction projects, or otherwise focused
on both a financial and social return.

These vehicles are beginning to demonstrate the
social impacts of their investments from across a
range of funding sources and risk profiles. They

include the Acumen Fund (see box below), which

CASE STUDY

The Acumen Fund

The Acumen Fund, incorporated on
April 1, 2001 and capitalized by the
Rockefeller Foundation, Cisco
Systems Foundation and individual
philanthropists, has leveraged a
global network of philanthropists

as “partners” in investing in
entrepreneurs who have the
capability to bring sustainable
solutions to problems of poverty.
Acumen uses charitable donations
to make patient long-term debt or
equity investments in early-stage
companies in a range of sectors
including agriculture, education,
energy, drinking water, and housing.
The fund'’s patient capital aims to
bridge the gap between the

efficiency and scale of market-based
approaches and the social impact

of pure philanthropy. Capital is
accompanied by management
support intended to jump-start and
nurture socially impactful enterprises.

Case

Asian Health Alliance: Provides high
quality, accessible and affordable
healthcare diagnostics in India

Total Invested: $750,000 (since 2013)

The Challenge:

The majority of medical treatment
decisions in India are made without
any form of diagnosis. This leads to
inflated treatment costs and the

Source: http://acumen.org/investment/asian-health-alliance/

spread of disease. Low-income
and rural areas lack high-quality
diagnostics; options are limited to
low quality local clinics or high-end
expensive diagnostic chains.

Asian Health Alliance owns and
operates affordable and high quality
medical diagnostic services under
the brand name Asian Health Meter
— costs are 40% lower than larger
diagnostic chains. Asian Health
Meter provides diagnostic service in
communities where 80 percent of the
population earns less than Rs. 15,000
per month in family income. Acumen
investment will enable the company
to expand its services in the region.

9 J.P. Morgan Social Finance, GIIN, Rockefeller Foundation (2010). http://www.rockefellerfoundation.org/uploads/files/2b053b2b-8feb-46ea-adbd-
89068d59785-impact.pdf The report uses the World Resources Institute of “base of the pyramid” as earning less than USD $3,000 per year. It assesses
opportunities for potential invested capital in the housing, water, health, education, and financial services sectors.

10 Martin, Maximilian. “Status of the Social Impact Investing Market”, Prepared for the UK Cabinet Office. Impact Economy, 2013.
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raises charitable donations and investment capital
to make early stage investments in small businesses
that serve the poor; the Grassroots Business Fund,
which combines investment capital and business
advisory services to support income-generating
businesses in low-income communities; Aavishkaar,
an early stage investment firm in India delivering
commercial returns and bringing efficiencies and
developmental impact to rural and underserved
communities; and Accion, a non-profit started in
Latin America and dedicated to financial inclusion,
which invests in microfinance institutions and in
new products and business models, and uses any
financial return to support its investments.

Official development agencies have made efforts
to support impact investing to drive better social
outcomes. The interest of DFls in impact
investing and especially in blended finance
approaches is growing. Although many DFls
have been making investments for development
purposes for decades, some are now beginning to
distinguish which of their investments fit a strict
definition of “impact investing” that is intentional,
sets social outcomes objectives and tracks their
achievement, and to understand the impact of this
kind of investing. For example, the U.S. Overseas
Private Investment Corporation (OPIC) and Inter-
American Development Bank (IDB) have undergone
an exercise to tag investments “with partners
whose very business models aim to address social
or environmental problems while generating
sustainable financial returns” (see more discussion
under Recommendation 3 below)."

DFls are also exploring new structures to increase
social impact investment in developing countries.
These can include unique windows within DFls,
(such as the Opportunities for the Majority and
Multilateral Investment Fund windows at the IDB)
or new fund structures. Both AFD Proparco, a
subsidiary of the French Development Agency
dedicated to financing the private sector, and KfW,
the German Development Bank which has
established various structured funds, have also
made impact investments. For example, KfW has
provided investments to impact-driven funds
including Aavishkaar's India Impact Fund and the
Microfinance Initiative for Asia (MiFA) Debt Fund,
which focuses on mobilizing finance for the
microfinance sector in Asia. Another example is

the UK Department for International Development
(DFID) Impact Fund — a £75 million initiative of the
UK government to direct early-stage investment
capital to pro-poor businesses in Sub-Saharan
Africa and South Asia.”? DFID and the US Agency
for International Development (USAID) have also
contributed funding to launch a new innovation
fund (modeled after USAID's Development
Innovation Ventures program), which will serve as
an investment platform, created as a separate legal
entity, to provide early stage support to social
enterprises.” It will aim to combine grant and
investment capital to help bring to scale
innovations that have a proven impact. All of these
entities have been created to provide capital for
new business models addressing social issues or
serving the poor.

One way that impact investments can have greatest
impact for development is by linking funding to
outcomes. In addition to the increase in private
investment in developing countries, there is a
growing movement toward funding approaches that
pay on the basis of outcomes or results.” There are
many forms of results-based approaches in the aid
world. Development agencies are beginning to
experiment with approaches that contract directly on
outcomes, a key benefit of which is that recipients of
funding have the discretion to focus on the strategies
that are needed to achieve results, rather than
focusing on reporting on how donor-funded inputs
are spent.’® This creates the space for innovation and
learning to take place and, through that process, for
longer-term development impact. At the same time,
because funding is linked to results, outcomes-based
approaches create the incentives to get good data
on the outcomes that matter, which is often sorely
lacking in developing countries.

As with results-based contracting approaches,
impact investment requires setting objectives and
clear results metrics. Impact investment comes

in many different forms and some models yield
financial returns only when some social objective
has been met. For example, the model of social
impact bonds (SIBs) is that impact investors provide
investment capital for providers and are paid back
by public sector agencies (and/or possibly
foundations or corporations) if programs lead to
the expected results, with returns commensurate
to success (Figure 2). This approach thereby directly

11 http://www3.weforum.org/docs/WEF_II_SolutionsInsights_Impactinvesting_Report_2013.pdf p.11

12 http://www.cdcgroup.com/dfid-impact-fund.aspx

13 http://www.usaid.gov/news-information/press-releases/usaid-and-dfid-announce-global-development-innovation-ventures

14 The Center for Global Development-Social Finance Development Impact Bond Working Group report reviews the landscape of results-based
contracting for development (CGD 2013). The working paper Incentive Proliferation? Making Sense of a New Wave of Development Programs discusses
in more detail the ways in which results-based funding programs for development can be classified (Savedoff, 2011).

15 Birdsall and Savedoff, 2010, Cash on Delivery Aid
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FIGURE 2. WHAT IS A SOCIAL IMPACT BOND?
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CASE STUDY

Impact-Based Incentive Structures: The Africa Health Fund

The Africa Health Fund, managed by
the Abraaj Group, a private equity
investor in global growth markets,
was established in 2009 with backing
from the African Development Bank,
the Bill & Melinda Gates Foundation
and the International Finance
Corporation as anchors to help
consumers at the base of the pyramid
gain access to affordable, quality
healthcare through targeted

investments in the healthcare industry
in Africa. The Fund specifically aims to
reach the BoP, which it defines as
those who earn an average annual
household income of less than $3,000
in purchasing power parity* (PPP)
terms. Performance goals are
integrated into the fund manager’s
compensation structure; The Abraaj
Group earns more the greater the
percentage of BoP clients that its

partner companies serve, creating
incentives to target the hardest to
reach. An example investment is the
Avenue Group, a healthcare provider
which has grown from a 70 to 140 bed
capacity between 2011 and 2013, with
57% of its customer base estimated to
come from the BoP. The Africa Health
Fund is funded for 10 years and as of
mid-2014, has made 10 investments
totaling $50.3 million across Africa.

Sources: The Abraaj Group and the Global Impact Investing Network, http://www.abraaj.com/images/uploads/newspdfs/Engagement_in_Africa_
Report_%2810Jun2013%29.pdf; http://www.thegiin.org/binary-data/RESOURCE/download_file/000/000/332-1.pdf

links social impact with financial returns; public
funding pays only for results and subsidizes the
returns an investor could make, thereby making
"investible” a social problem that otherwise would
not be attractive to an investor. Experiments with
social impact bonds are currently underway in

the United Kingdom, United States and other
developed countries. They are also being explored
in the developing country context in places
including India, Uganda, Rwanda and Mozambique
as Development Impact Bonds, a model in

which third-party donor agencies or DFls provide
some or all of the outcomes payments (see
Recommendation 2)." Impact Bonds are one model
by which impact investment can be used to bring
private sector funding and expertise to bear to
achieve social objectives, particularly where
enterprises or service providers do not have the
working capital that a project requires.

There are many possible ways to link private returns
with social outcomes and build incentive structures
into impact investing models, including approaches
in which fund managers’ profits are linked to the
profit of businesses (see box above).

CATALYZING NEW
CAPITAL FOR IMPACT

Impact investment enables the power of markets
to help scale solutions to some of our most
urgent problems. It can complement grant
financing to crowd-in funding for maximum
impact. Government agencies are working under
tighter budget constraints with stronger demands to
demonstrate the effectiveness of public spending,
and are thus often not well positioned to take on the
risks associated with innovative approaches. With the
appropriate structures, private investors can take
delivery, operational, or start-up risks and DFIs and
governments should explore the ways in which
limited public resources can be used to catalyze
other flows, including social impact investment. With
broader awareness of the potential of this approach,
and a stronger market infrastructure, governments,
investors, philanthropists and enterprises in rich and
poor countries can build upon current experiences
of impact investing in international development and
achieve much greater impact. Impact investing alone
is not a solution, but in conjunction with public,
private and philanthropic capital, as well as an
improved business environment in countries, it can
help make a considerable difference in addressing
these challenges.

16 CGD-Social Finance Development Impact Bond Working Group report; www.cgdev.org/dib
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CHALLENG ES FOR TH E This also applies to the multilateral and bilateral

agencies. The International Development Working

IMPACT INVESTING MARKET IN Group identified several factors that currently are
| NTERNAT'ONAL D EVELO PM ENT keeping the impact investment market from

T ——— reaching its potential in international development,
many of which apply to the impact investing

market more generally.

ASYMMETRY OF CAPITAL
DEMAND AND SUPPLY

First, there exists a market asymmetry between

. . . capital demand and supply: smaller enterprises
lmpaCt Investlng has the pOteﬂtlal cite lack of appropriate funding, and investors cite
to reach the world’s poor and lack of quality scalable enterprises.” The Working

improve people's lives but G.roup identified a neeo! to focus on thg demand
side, to make more businesses and social ventures

this type Of investment is not in developing countries investment-ready and able
being adequate|y used today. to take on investment with a plan for how they
There is a growing belief that expect to financially sustain themselves and yield

measurable social and financial returns. Generally,

investments, along with gra nts, at least in the early stages, this is largely done

have the potential to transform through family and friends; however, for many in
the developing world this capital is not available,

the social sector. HOWGVGI’, 'FOI’ sufficient or sustainable. Grants and impact
impac‘t investing to reach massive investment together offer drivers for boosting
scale — bringing private capital to ~ Mvestmentreadiness

bear on our greatest challenges —

There is also a need for capital at the higher-risk
early stage of business development (Figure 3).

requires a more intentional While these socially-oriented businesses have

and proactive pa rtnership the potential to drive both economic and social

between government and the progress in developing countries and emerging
g markets by increasing employment and

private sector. productivity and providing necessary products and

FIGURE 3. BUILDING THE “PIPELINE” FOR INVESTORS -
THE NEED TO SUPPORT MORE SOCIAL START-UPS

S —— B Going full Going beyond just Market testing

idea: blueprint market testing

time: getting you: first growth, at scale: series
sustainable angel investors A finance

At each stage, there is a substantial drop out to the next stage. Global Entrepreneurship Monitor data suggests
a 10:1 drop-out rate at each stage. Investors may be able to reduce this by strong filtering and market
knowledge. Even so, this means a country needs many start-ups to achieve any realistic chance of a strong
pipeline of investable businesses. Local intermediary organizations are essential in generating the volume of
start-ups to create the pipeline for angel stage and early venture capital investors. These organizations often
combine small grants and technical support, which can include a range of approaches such as mentoring,
coaching, business advisory support, and training for individual social entrepreneurs based on assessed needs.
Many organizations, including (but not limited to) the Shell Foundation, Business Partners International, Echoing
Green Foundation, Endeavor, the Aspen Network of Development Entrepreneurs, the Global Social
Entrepreneurship Network, and Sankalp are a few that are helping to develop the infrastructure of these
organizations and building a community of practice around the globe.

17 See Blueprint to Scale, http://www.mim.monitor.com/blueprinttoscale.html; and Promise and Progress http://www.mim.monitor.com/downloads/
Promise_and_Progress/PromiseAndProgress-Full-screen.pdf for more evidence of the funding gap for pioneer firms trying new business models to
engage with the BoP
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services, they often do not have access to finance
that can enable them to grow and reach their
maximum social benefit. Too often, small, young
social enterprises fail due to a lack of capital in
the “pioneer stage”'® because investors are
hesitant to provide high-risk funding or because
they lack understanding about the specific financial
needs of early stage enterprises or the complexity
of issues in sectors such as water or sanitation.
The businesses themselves are often high risk
enterprises, working with new, low-income
customer and supplier bases with unproven
business models. Additionally, impact investment
fund managers also cite weak technical capacity
in developing country markets, including weak
governance rights, a lack of knowledge about
different investment types and the need for
support in developing business plans and long-
term strategies.” Despite growing interest in
investing in these economies, certain parts of the
market remain under-served, particularly those
that require early stage capital.

SHARING AND MANAGING RISK

Second, the Working Group identified a number
of issues related to the management and sharing
of risks associated with investing in emerging
markets. Investment in the international
development context is perceived to be riskier,
because risk calculations include operational and
performance risks at the political, market, and
enterprise levels. Governments should explore
ways in which they can help to attract investment
in these “higher risk” settings — including ensuring
that their DFls have the incentives and tools to take
on risks. The Group also encourages the sharing
of best practices on how to assess risks and
determine appropriate rates of return.

INADEQUATE METRICS
AND TRANSPARENCY

Echoing the message