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The growing number and capacity of local intermediaries in emerging markets is a success story of Small and Growing Business (SGB) investing. Yet, they have not found their space in the investment value chain. They are underutilized as a potential deal source and investment advisor, with investment funds relying on parallel structures to make investments. This failure to adapt to new possibilities is stunting the growth of SGB investing. The greatest barriers to SGB investments, particularly in developing countries, are the risks and costs associated with them. Local actors can help spread and reduce both, as they are usually better at sourcing and supporting deals, and at sourcing financing for Business Development Services (BDS) from a variety of sources. They can also more easily mobilize additional local capital, which may serve to sensitize the domestic investment community and thus make SGB investments more sustainable in the long run. International, industry focused funds that could emerge in such a scenario would face lower entry barriers, add more value to investees, and concentrate on fundraising more efficiently. A more competitive investment community with better deal flow would emerge. Nevertheless most funds, new and old, continue to rely on proprietary deal flow channels. Almost all funds rely solely on teams on the ground. Unable to service their pipeline, most local advisors at the conference (including my boss) are now choosing to ‘do it alone’ and raise their own funds. True to the prisoner’s dilemma, this only serves to freeze the pipeline further and retards industry growth. There are many reasons for this development. One may be that the new order is counter-intuitive to most investors. The larger VC community relies on proprietary channels for most of their deal flow, so differing in SGB investments may be a leap too far for some investors – and their Limited Partners (LPs). Vanity may also have its play in preventing more openness in the SGB investment community, as does a lack of trust. The last point is multifaceted; aside from distance issues, investors may not see the value add of one-time brokerage fees in the light of continued need for handholding and are understandably worried that they incentivise short-sightedness. One of the few examples to overcome these challenges is Bamboo Finance, a new fund manager investing in social enterprises around the globe that is promoted by the founders of Blue Orchard, a microfinance investment manager. Bamboo charges management fees that are comparable to commercial private equity investors on the $30m Oasis fund it manages. To break even on this budget and not compromise its investments, Bamboo is forced to innovate in the delivery of its services. Using local intermediaries is one way they do so. Bamboo’s model stands in strong contrast to Acumen Fund, the darling of the social enterprise investing landscape. Acumen invests grant capital solely through its three offices in Kenya, Pakistan and India, and prides itself on the active role it plays in supporting its investments. Its tax returns reveal the true cost of this strategy: In 2007 Acumen invested USD 6.14mn and spent USD 5.94 to do so, a whopping 96.6%. Including all assets the effective management fee is 8.3%, about 3-4 times higher than the commercial comparison. Moreover, because setting up local infrastructure is not only expensive but time consuming, Acumen is actually finding it difficult to spend the money it has been able to raise; 80.3% of its assets are cash, receivable pledges or stock market investments. Investment networks such as ANDE play an important role turning the focus away from organizational survival towards the original goal of developing the most effective means of poverty eradication. Naturally, one cannot expect a dramatic move to open investments. More and better co-investments could be an acceptable temporary compromise. Initiatives that bring in more local intermediaries (lower membership fees for intermediaries from developing countries), strengthen existing ones (training programmes), link investors and intermediaries (mapping of social enterprise



investors/intermediaries and face-to-face meetings), advocate the advantages of such a system (articles, case studies) and inject trust into the system (certification, membership due-diligence), are likely to lead to further openness. Efforts to further disperse the geographic scope of ANDE (splitting Africa initiatives into East and West), or raising the barriers to entry (through such things as terminology or cost) would prevent it. We might find that, in the end, the dream of open investments in the SGB world is unobtainable, as it is likely that the best local intermediaries are always going to be the ones who set up funds and make deal-flow proprietary. Nonetheless, from the risk/cost perspective it is imperative that the finance industry innovate to serve new markets. The success of microfinance has demonstrated the potential reward of such innovations. Now it is time for organizations in the SGB space to do the same for equity.



Annexure The Prisoners Dilemma in SGB Investing Investors (Set A) decide to opensource investments Investor pool willing to source deals Investors (Set B) decide from intermediaries is significant, to open-source encouraging local intermediaries & investments reducing transaction cost and risk. Investor-set remains below critical Investors (Set B) decide mass required to provide a not to open-source significant pool of buyers. Local investments advisors set up own funds.



Investors (Set A) decide not to open-source investments Investor-set remains below critical mass required to provide a significant pool of buyers. Local advisors set up own funds. Greater fight for LPs, increasing battle for deals, higher BDS/sourcing costs, lower rate of success as local managers less experienced/empowered
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