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RECENT DEVELOPMENTS

There is substantial growth of capital inflow to the social
financing sector both regionally and globally. According
to the Calvert Foundation, JP Morgan, and Monitor
Institute, the estimated global market potential of
impact investing exceeds USD 500 billion. In Asia, we see
growing participation in the sector with new accelerators
and incubators, foreign foundations with interest in
Asian markets, regional impact and angel investors with
an ASEAN focus, as well as local and regional banks
lending support to social enterprises (“SEs”). However,
this growth in capital providers has not led to a

proportional increase in access of capital for SEs.

Foundations, governments, and competitions in Asia commonly offer grants and seed
funding of up to USD 50,000. Impact investors commonly offer financing starting from USD
200,000. We have however identified a gap in social financing capital quantum of between
USD 50,000 - 200,000. Investments between USD 50,000 and 200,000 are difficult for
investors to justify due to the costs incurred in due diligence and transactions, long
investment horizons, as well as an inability to accurately assess risk and scale growth.

There are discrepancies between how capital providers and social entrepreneurs perceive
the risk-return trade-offs of social enterprises. This is due to the mismatch in time horizons
and a lack of track record of financial performance of SEs to make a fully-informed
judgment of social impact and financial returns.

The use of existing funding structures is limited in the social enterprise sector because:
Capital providers are increasingly finding that the grant mechanism does not truly sustain
social enterprises and makes them dependent;

Without ready collaterals, many social enterprises cannot afford the high interest rates of
unsecured debt, and cannot make regular loan repayments due to unpredictable cash
flows;

Equity investors find social enterprise deal sizes to be too small to warrant due diligence,
and many lack expertise to quantify the value of social impact created.

There is perceived tension between the creation of social and impact returns in existing
financing mechanisms. Existing funding structures do not consider SEs’ impact creation
structures and models in relation to the financing’s liquidity, payment intervals, milestones
and indicators, quantums, and time horizon.
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APPROACH

The study proposes novel approaches to reduce this funding gap; addresses the limitations
of existing instruments to add mutual value to both social enterprises and capital
providers; and offers practical frameworks that bridge how capital providers and social
enterprises assess risk, return, and impact.

INNOVATING WITH HYBRID SOCIAL FINANCING MODELS

Four capital structures blending elements of grant, debt, and equity, have been designed to
demonstrate how Hybrid Social Financing delivers equitable outcomes for social
enterprises and capital providers of different risk and return appetites. Through these
products, SEs will be able to avail of financing products, and utilise financing to achieve
better business and social outcomes. Philanthropic capital providers may play a broader set
of roles apart from grant making to catalyse social financing, these include: Guarantor;
Equity investor; Impact Monitor; and Advisor. The four products are briefly summarised
below.

Guarantee Grant aims to provide credit to social enterprises who are unable to provide
personal guarantees. This helps SEs who successfully repay their loans and create the
intended social impact, achieve grant funding to further their objectives.

Convertible Guarantee aims to provide cash flow financing for high-growth SEs in need of
heavy capital investments. The SE will take a loan from the capital provider backed by a
guarantee.

Impact-tied Soft Loan aims to support the growth of an SE’s impact creation activities with
specific pre-defined metrics and milestones. The impact monitor will assess capital type
relevant for the SE, quantum, as well as impact milestones.

Sponsored Revenue Share aims to serve stable SEs who have clear expansion plans. An
entity will act as a sponsor and connects social enterprises to capital providers who will
issue debt. Returns are shared between parties to correspond with risk burden.

IMPLICATIONS

Hybrid Social Financing Models increase the visibility of investment outcomes, manage
collaterals, reduce the risk of investments, build credit history for future financing, offer
assurance of regular fixed payments, offer same or higher returns than pure financing, and
ensure measurability and tangibility of social impact for each dollar of financial impact
created. Financial institutions, impact investors, venture capitalists, foundations,
policymakers, and social enterprises in Asia have an opportunity to evaluate how Hybrid
Financing Models, can help them innovate their approaches to social financing.

ABOUT EDEN STRATEGY INSTITUTE

Eden Strategy Institute is Asia’s Leader in Social Innovation. Our distinctive approach to sustainable
advantage helps global corporations, governments, and social sector organizations achieve social impact by
designing new growth platforms, operations, products, and services, and aligning them with market forces
and developmental opportunities. Eden also runs Eden Ventures, a business incubator for Social Enterprises,
as well as Eden Academy, our non-profit think tank that researches how industries create enduring profits by
addressing pressing global issues. Learn more about our work at www.edenstrategyinstitute.com
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