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Impact Investing: Building the Field, Measuring Success
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Investee Characteristics

Market-Based Solution Observations

(Monitor Group, 2011) * Needs to have at least one

1. Financially self-sustaining revenue stream

2. Scalable and reach e Canvary in terms of legal
significant numbers of low-  form — nonprofit, co-op,
income people private firm, etc.

3. Provides tangible social e Scale is subjective and
benefit to low-income relative to region/issue
people (via product or e Must have intentional social
service) impact (customer, employee

or beneficiary)



Social Enterprises in Ghana
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Africa

Northern Ghana
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Ghana and UK
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® Greater Accra and Volta Region

® Agriculture
: Edulct:m” and skills “Any definition and understanding
ea . . . .

® Clean tech/energy of soqal enterp(/se usecf in Ghana will
® Various benefit from being explicit that the

Water and Sanitation commercial viability of a social enterprise
@ Justice is as important as its social mission. “
® Creative industries

Source: British Council and ODI (2015) Social Enterprise Landscape in Ghana




Example: Farm Shop (Kenya)
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Scalable Business Models

1. Smallholder farmer aggregators (e.g. credit, storage)

2. Distribution and sales via improved informal shops

3. Private vocational training (e.g. service industry in SA)
4. “Last mile infrastructure” (e.g. water, electricity)

5. Mobile-enabled non-financial services (e.g. education)
6. Distribution through direct sales force (e.g. solar panels)
7. Pay per use models (e.g. water, electricity, mobile)

8. Mobile money, microsavings and microinsurance

Source: Kubzansky, Cooper, Barbary (2011) Promise and Progress: Market-based



How Investees Create Impact

* Low-income people as Customers (i.e. address issues of
access, affordability)

* Low-income people as Employees (i.e. address issues of
access to opportunity, new markets)

* Low-income people as Suppliers (i.e. address issues of
access to markets, inclusive hiring, aggregation of
product, access to credit)

* Low-income people as Agents, Distributors, and
Entrepreneurs (i.e. address issues of access to
opportunities, access to markets and credit, product/
service innovation)

* Low-income Households and Community (indirect)

Source: Drawing on Kubzansky, Cooper, Barbary (2011)



Extending the Impact Value Chain

Segment 1 | Segment 2 Segment3 —
Investment Fund Produc SME in Poor/ Access to
e -Debt (Loans, Guarantees) Emerging E::E:)ny‘:e | Household | Education and
Investor -Equity and Quasi-Equity Region Training

Social Enterprise
(e.g., Education,

Access to Health

Services
Health)

Financial Services
- Institution (e.g.,
Microfinance)
—_—

Family Nutrition

Green/Social Environmental Revenue from

Infrastructure Benefits Other Businesses
(e.g., Wind Farms)

Real Value of
Family Assets
(e.g., Housing)

Source: E.T. Jackson and Associates (2015)




Different Pathways to Scaling

Cost per
farmer reached Conceptual

‘ R&D - Cost of developing/piloting models*

[:l Marketing - Cost of acquiring/educating customer

. Operating - Cost of handling/servicing customer

-

- Risk Management - Volatility and cost of capital

Replicate and scale Innovate new Finance out- Finance alternate Finance direct
social lending financial products grower schemes aggregation points to farmer

« Driven equally by  « Driven by risk (due to « Driven by R&D cost of « High R&D cost of « High R&D cost of

cost of risk long-term lending developing/testing new finance models developing rural
management, exposure to market new schemes « High risk agriculture
operating, and fluctuations) « Reduced marketing & management cost for  distribution models
acquiring producer -« High R&D cost of operating cost with financing small « High operating and
organizations as developing/testing existing buyer reach businesses marketing cost to
clients new products (e.g., « Reduced risk « Moderate marketing  reach rural farmers
« No R&D cost CAPEX finance) management cost by & operating costto  « Potential to
because the model « Some marketing cost sharing risk with work with small minimize risk, if
is already proven to introduce product buyer and/or farmer business clients diversified

Source: Dalberg (2012) Catalyzing Smallholder Agricultural Finance




Investee Lifecycle and Varying Needs

([

1. Blueprint

STAGE
Dre;';?](‘)cfr' ,tzget;tftﬁlrbée- B Ty fg:sz'zgzg rt: euired for
prin the business model : 9
business scaling

KEY NEEDS + Innovation capability + Operationalizing « Marketing strategy

. Strategy the model and execution
development and « Focus on cost, « Supply chain design
business planning value and pricing and implementation

+ Talent networks « Learning « Systems and

« Seed funding orientation and processes

flexibility + Talent and networks
* Innovation « Funds for marketing,
capability supply chain, fixed
« Funds to facilitate assets, inventory
market trials and
refinement

Source: Koh, Karamchandani and Katz (2012) From Blueprint to Scale

Rolling out the model to
reach large numbers

of customers and/or
suppliers

« Competitive strategy

+ Realizing scale
efficiencies

+ Risk management

+ Formalization of
impact standards
and expectations

« Stakeholder
management

« Funds to support
expansion




Matching Financing to the Need

GRANTS
SOCIAL VENTURE CAPITAL FUNDS
VENTURE CAPITAL

PROGRAMME-RELATED INVESTMENT/RECOVERABLE GRANTS

FORGIVABLE LOANS

SOCIALLY RESPONSIBLE INVESTMENT FUNDS

BELOW-MARKET DEBT

Source: Alex Nicholls and Cathy Pharoah (2008) The Landscape of Social Invest

MARKET-RATE DEBT




Challenges and Barriers

* Lack of financing options apart from commercial banks. Angel
investor, venture capital, and private equity markets are still very small.

* High collateral requirements for loans. Banks are very risk averse, and
do not tailor their products or services to meet social enterprise needs.

* Capacity gaps. Enterprises face challenges maintaining robust systems
e.g. financial records, human resources, governance, and marketing.

* High cost of doing business. Poorly developed infrastructure makes it
difficult to bring products to market. This adds complications for
enterprises already struggling to secure customers and expand.

 Difficulty conforming to differing investor requirements. Investors
have differing and sometimes cumbersome requirements to satisfy
their due diligence activities.

Source: Dalberg and GIIN (2015) Landscape for Impact Investing in West Africa




Unpacking Investee Challenges

1. Getting the business model right... or getting the right business
model? (i.e. meeting market need/pain point)

“Investment readiness” to put capital to work

Whether capital is the most pressing/compelling need
Understanding scale within sector, region, customer group
To what extent is impact embedded in the business model
Entrepreneur’s desire for control (for equity financing)
Investor expectations around risk relative to return & impact

Substantial difference between real and perceived risks
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Cultural norms around entrepreneurship



The Importance of Intermediaries
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Combination of Supports Required

GENERAL FACTORS

Partner quality

Time spent on
program activities

? @ N RN

What factors might Quality of applicant pool
explain the Brainstorm with Construct typology

differences between Village Capital of categories and m

highest and lowest program experts - identify most
performing 133 potential popular predictions What do selectors
programs? reasons emphasize?

PROGRAM DESIGN

Networking

Financials and
accounting training

Mentor quality

Source: Roberts et al. (2016) What’s Working in Startup Acceleration: Insights from 15 Village Capital Programs 14




Test and Validate Needs/Assumptions

PERCENT OF EMPHASIS PLACED ON DIFFERENT PROGRAM TOPICS  «figure o1 b

B High-Performing Program Average M Low-Performing Program Average

24%
20%
18% 18%
15%
14%
11%
10%
9%
8%
5% 5% 5%

4%
Accounting Business Finance Human Legal Marketing  Networking Organization Presentation &

Plan Relations Structure & Communication

Development Design Skills

Source: Roberts et al. (2016) What’s Working in Startup Acceleration: Insights from 15 Village Capital Programs




Strategies for Strengthening Investees

* Business incubators and accelerators

e Technical assistance (sector-specific)

* Access to professional networks

* Joint marketing and branding

* Local investor/intermediary engagement

* Expand activity beyond major urban centres



