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I would like to speak this afternoon about social capital markets – where philanthropy and finance meet – and where the lines between for-profit and nonprofit approaches to creating social benefit are becoming increasingly blurred. Let me begin with changes in corporate engagement strategies and move on to microfinance and the emergence of several forms of social capital markets.
Corporate engagement
Corporate social responsibility, corporate philanthropy, and corporate community engagement are terms that have been used more or less interchangeably to describe the relationships between the modern corporation and its shareholders, its employees, the communities in which it operates, and other corporate “stakeholders,” including government and civil society. 

These concepts have been discussed within the corporate community for many years, but the discussion is now in prime time. The January/February 2008 issue of Foreign Affairs, one of the flagship publications of the international affairs community, includes an article on corporate citizenship by Klaus Schwab, CEO of the World Economic Forum.
 In that article, Schwab disaggregates corporate engagement into five core components: 

· good corporate governance (“how a company behaves when no one is looking”), 

· corporate philanthropy (“engagement that does not go beyond writing a check or handing out donated goods”), 

· corporate social responsibility (“addressing the wider financial, environmental, and social impact of all that a company does” through triple bottom-line accountability), 

· corporate social entrepreneurship (“transformation of socially and environmentally responsible ideas into products or services,” with microfinance being the most frequent investment); and 

· global corporate citizenship (“a company’s role in addressing issues that have a dramatic impact on the future of the globe, such as climate change, water shortages, infectious diseases, and terrorism”) 

From my perspective, the article reads more like a sermon than an analysis, but it demonstrates that issues of appropriate corporate engagement on global warming and the environment, on creating jobs through micro-finance, on changing the terms of trade for agricultural commodities, on environmentally appropriate manufacturing processes, on preserving clean water, and on improving workplace standards throughout the global supply chain, are now clearly part of mainstream discourse.

To the great disappointment of NGOs around the world, however, increased attention to corporate engagement has not resulted in larger and more predictable flows of cash for their own causes. From the perspective of many corporations, engagement is not the same as “philanthropy,” which many corporations define as giving money to support someone else’s agenda. 

Instead, corporate engagement is part of a strategy for business success. It is a way to increase employee satisfaction and retention; and to increase a brand’s attractiveness to consumers, who are paying more attention to the social and environmental credentials of the products they choose to buy. Corporate citizenship is also a way for a company to demonstrate its ethical concerns about improving workplace standards throughout the global supply chain, an area that is closely monitored by government agencies, international human rights and environmental groups, and the media. For companies operating abroad, corporate citizenship may also be a way to respond to the social investment expectations of host governments and the local communities in which their facilities are located. These are all powerful “drivers” or motivations for contemporary corporate engagement.

Within this mix of motivations, making cash donations to nonprofit organizations or other community groups to support their programs is not a central corporate concern. More than half the value of all U.S. corporate contributions consists of non-cash gifts (company products, equipment, the use of company facilities, and the attributed value of employee volunteer time). Manufacturing, pharmaceutical, and food products companies (which are consistently the largest U.S. corporate donors), make higher proportions of their gifts in the form of product donations (as much as 75%); while service companies, which do not have products to donate, tend to make more cash donations.
  Overall, excluding the exceptional cash donations made in response to the December 2004 Indian Ocean tsunami, Hurricane Katrina, and more recently the Sichuan earthquake in May 2008, cash contributions as a component of corporate engagement have been steadily declining in recent years. 

Convergence of for-profit and nonprofit funding models
From my perspective as a nonprofit executive and a scholar interested in philanthropy, one of the most interesting developments in recent years has been the growing convergence of nonprofit and for-profit approaches to financing social benefit organizations. 

One example of this hybrid approach was the decision by Google to restructure its own corporate engagement. In January, Google announced plans to devote up to 1% of its profit and equity to “make the world a better place” through a combination of grants to non-profit organizations and investments in carefully selected for-profit companies. Google’s initial plan is to spend $175 million on a combination of grants and investments in five areas: renewable energy (solar power and wind energy); designing hybrid automobiles; micro-finance in Africa; using information technologies to improve education, health, water, and sanitation in India and East Africa; and grants to nonprofit organizations to develop software for the early detection of infectious diseases and natural disasters. What makes this interesting is not the projects to be supported, but the way in which Google proposes to mix charitable contributions and for-profit investments. 

Why was Google.org set up as a for-profit company to make grants and investments when the Google Foundation already existed?  Why not just make grants through the Foundation? Organizing Google.org as a for-profit company has several advantages over the Google Foundation. 
· For-profit firms operate without many of the legal restrictions that govern nonprofit foundations under U.S. law. 
· For-profit firms can make charitable grants to small, emerging organizations that have promising ideas, just like a foundation; but they can also invest in commercial ventures that produce social benefit and may also produce substantial profits if they are successful. 
· Philanthropic foundations are limited in the types of commercial investments they can make without incurring significant tax and legal penalties.  
· For-profit firms can engage in advocacy and direct lobbying with Congress and state legislatures for changes in public policies related to the environment, renewable energy, and health care, while a nonprofit organization cannot.  
In addition, the areas chosen for Google’s initial grants and investments build on Google’s core competencies in information-technology; they emerged from internal discussions that reflect the social and political interests of its generally very young staff; and they will appeal to Google’s consumer base. And it is possible that some of the investments will pay off over time.
Google’s decision reflects a larger set of currents underway within the world of corporate and private investors who seek to achieve both financial and social returns on their investments. Let me introduce this discussion of social entrepreneurs by focusing on Mohammed Yunis, winner of the 2006 Nobel Peace Prize for his work in expanding the concept of micro-finance through the Grameen Bank. 

Traditional charity model
In the traditional charity model, philanthropists are supposed to act on purely altruistic motives – to “give back” to the community. If the public thinks their donations are motivated by business or personal interests, they are accused of being insincere and their donations are “tainted.” The traditional model assumes that nonprofit organizations cannot mix altruistic and business approaches, and that they should not be interested in “making a profit.” 

In Asia, at least, there is widespread misunderstanding of the “nondistribution constraint” that applies in the US. That is, American nonprofit organizations are legally able to make a profit by charging fees for their services, by selling mission-related articles in bookstores or museum shops, by selling magazines or a wide range of other items with their logos on them, or by earning income on their investments, but they are not allowed to distribute that profit to shareholders, directors, or others. Profit earned by an NGO must be mission-related and re-invested in the mission of the organization. But in Asia, it is generally believed that “nonprofits” are not supposed to earn any income at all and they are often prohibited from earning income through market investments or from revenue-generating activities (except charity balls or annual fund-raising events). In practice, this means that nonprofit organizations in many Asian countries must rely exclusively on gifts and donations. In a very real sense, this traditional thinking condemns them to poverty and uncertainty.

The microcredit movement is a prime example of how this traditional way of thinking is being challenged. Mohammed Yunis won the Nobel Peace Prize in 2006 for his pioneering work using a for-profit approach to fighting poverty. The Grameen Bank is a for-profit firm that applies modified banking methods to provide microloans to millions of poor women in Bangladesh. Grameen does not require traditional forms of collateral, but it does charge market rates for its micro-loans. The loans are guaranteed by local groups of women borrowers, who ensure that their members pay up or they will all risk losing access to credit. The Grameen Bank is financially self-sustaining based on its millions of depositors and its investments. It has not taken donor money since 1995.  

Yunis is the world’s most famous champion of what he calls “social business enterprises,” which are for-profit firms that are based on market principles but dedicated to improving the lives of the poor.  As he frequently says, he doesn’t care if these social business enterprises are organized as for-profit businesses or NGOs – what matters to him is their commitment to improving the lives of the poor. 
  The Grameen family of enterprises consists of more than a dozen for-profit and nonprofit organizations, including Grameen Telecoms, which controls over 70% of the mobile phone market in Bangladesh and had after-tax earnings of more than $94 million in 2005. Other Grameen social businesses include a for-profit yogurt factory and a chain of eye-care clinics that perform more than 10,000 cataract surgeries per year based on a sliding scale of fees.  

Mohammed Yunis believes that the only way to overcome persistent poverty is to create jobs and sustainable income for millions of poor people by creating financially sustainable social businesses. He argues that if we believe in eliminating poverty it is irrational to condemn community organizations that are serving the poor to reliance on corporate or foundation grants and the occasional charitable donation. Just like other start-up businesses, social business enterprises working to improve the lives of the poor need time and financial support to innovate, experiment, adapt, and grow to scale. The first grants to the Grameen Bank from the Ford Foundation, in the mid-1970s, were not intended for Grameen to distribute to others. Instead, they acted as a line of credit that served as collateral so that Yunis could borrow money from a Bangladeshi commercial bank at market rates. Yunis wanted to prove that market principles could be applied to creating jobs, producing income, and raising the standard of living of even the poorest families --- and he has. 
Social capital markets
This line of thinking has led to a growing interest in social enterprise, social entrepreneurs, and social capital markets. How can we create sources of funding for social benefit organizations that are predictable, flexible, and sufficient in scale to support their sustainable growth and development? It is within this thought process that we find the convergence of for-profit and nonprofit business models.
  Let me illustrate this trend by describing just one of many possible examples: the Acumen Fund.

Acumen Fund

The Acumen Fund is a nonprofit organization based in New York that operates like a venture capital fund for the poor.
 It was established in 2001 with start-up grants from Cisco Systems, the Rockefeller Foundation, and two private individuals. In its own words, Acumen “seeks to prove that small amounts of philanthropic capital, combined with large doses of business acumen, can build thriving enterprises that serve vast numbers of the poor… through innovative, market-oriented approaches.”  Through its network of offices in Kenya, India, Pakistan, and the U.S., Acumen identifies social entrepreneurs who are developing low-cost products in health, water, housing, and energy that have potential commercial viability. 

Examples of Acumen investments include a factory in Kenya that produces low-cost anti-malarial drugs and mosquito nets; leveraging loans and loan guarantees to create the first commercial mortgage market for low-income housing in Pakistan; a company that produces low-cost drip irrigation systems for sale in India; another Indian firm that produces high-quality but low-cost hearing aids; a company that is developing a technology to use solar energy to desalinate drinking water; and another company that produces low-cost lamps that use light emitting diodes (LEDs) to replace dangerous kerosene lamps. 

Acumen’s investments typically take the form of loans and loan guarantees (to local banks and commercial investors) ranging from $300,000 to $2 million, repayable in five to seven years. In a few cases, Acumen has also taken minority equity positions. Grants constitute only about 3% of Acumen’s financial transactions. In many cases, Acumen has leveraged its own investments many times over by co-investing with local banks, corporations, and international development agencies. The goal in each case is to enable investees (not grantees) to grow to scale and achieve financial self-sustainability through sales or the credibility to regularly access commercial capital markets. Growing to scale means having the potential to reach at least one million users (or purchasers) within a five year period.

Acumen is now funded by about 130 “partners” – individuals, foundations, and corporations – that each invest from $10,000 to $1 million plus. These investment partners include Google, Omidyar, the Skoll Foundation, Cisco Systems, and other major corporations. Acumen investors do not receive a financial return on their investments, but they are consulted regularly and receive quarterly financial and social impact reports on their investments. Since 2001, Acumen has invested some $27 million in 17 projects serving more than 10 million people. Loan repayments now produce over $650,000 a year in recycled capital. Its goal is to reach $100 million in investments by 2011. 

The Acumen Fund is just one of hundreds of newly created social capital funds in the US, the UK, and Europe that provide a range of funds, including direct investments, loans, loan guarantees, and grants to social enterprises – which can be organized as for-profits or nonprofits. Some social capital funds offer loans or investments at market rates; others offer concessionary rates; and some do not expect any financial returns but do hold their investees to defined measureable outcomes. 

The Calvert Foundation’s Community Investment Fund, for example, provides loans of from $250,000 to $1 million to community organizations that provide job training, educational services, or healthcare to poor and marginalized communities. The loans are repayable at interest rates of 5 – 9% over 3 – 5 years.
  Who would want such a loan? Small, for-profit or nonprofit community organizations that have been operating for at least three years, charge fees for their services, serve low-income populations, and have been unable to obtain grants or loans from commercial banks. By providing affordable rate loans, this gives the community organizations time to prove that their poverty-alleviation services work and can be financially sustainable. Sound familiar? Just like the Grameen Bank.  

There are many other examples of social capital funds and how they work – too many and too complex to cite here. The social capital market is incredibly diverse, from Kiva.org, an online service that enables an individual to make a repayable loan as small as $25 to a specific social entrepreneur anywhere in the developing world, to TIAA-CREF, which recently invested $43 million of your pension funds into a Global Microfinance Investment Program (GMIP), to Goldman Sachs, which has multi-million dollar investments in various microfinance institutions. It is hard to get a handle on the full scope and volume of these new social capital markets, but at least $1 billion can be identified through public sources, which means that much more is either already invested or in process. Good Capital has launched an online Social Capital Index that seeks to track investments into social capital funds and the investments made by these firms.
  In addition, a new website called Mission Markets, has just been launched, intended to serve as an electronic marketplace through which social entrepreneurs and  interested investors can find each other, and to serve as an electronic database to track this emerging field.
 
Last month, more than 600 social entrepreneurs and social investors met in San Francisco, to share information and expand networks based on these blended approaches to investing and creating social benefit.
 A new Global Impact Investing Network was announced, a multi-year initiative supported by the Rockefeller Foundation and a number of for-profit firms, with the goal of bringing together institutional investors, large-scale family offices, private client groups, investment banks and large foundations to nurture deals, create common language and measurement tools, and to reinforce each other through networking. 

Conclusion
Microfinance has gone mainstream. Mohammed Yunis and others have demonstrated that that there is money to be made even at the bottom of the economic pyramid while at the same time contributing to the welfare of the very poor. Microfinance is where philanthropy and finance meet, attracting investors who are willing to accept a smaller economic return on their investments while having the satisfaction of knowing that they are also doing good. The Acumen Fund and others, including those who develop software for use on cheap cell phones, are finding that poor people constitute a vast untapped market. At a time when traditional financial markets are in negative territory, social investing looks to many like a good deal. 

Among the many questions to be addressed in this new world, however, are the following:  

How can the networks created through microfinance be leveraged to include additional services --  such as health and literacy?

How can small-scale social enterprises, once they prove their impact, be scaled up to reach ever larger populations in need?

What are the best ways to measure social impact without constraining the original social mission? That is, how to be objective without becoming a slave to the numbers? 

How does a social enterprise balance profit with social impact? How small is too small; how large is too large?
Some caveats:
· Not suggesting that social enterprise is a panacea that is better than or will replace traditional philanthropy and official development assistance. The amounts invested in this way are still small and we don’t yet know how these funds will be impacted by the current global financial crisis.
· But the interest in social enterprises and social capital funds  is part of a broader re-assessment of the role and impact of traditional philanthropy that is very much underway in the US and Europe
· We see this re-assessment in the continuing decline in public confidence in the integrity and effectiveness of nonprofit organizations in the U.S. 

· and the growing challenges to special tax benefits for nonprofit hospitals, child care centers, elder care facilities, and sports facilities (YMCAs) that are facing increased competition from for-profit providers of these same services
Three big challenges

· Ultimately, there may not be enough supply of these social funds to come anywhere meeting needs

· Social capital funds are likely to be concentrated in the more easily measureable fields – health, education, job creation/welfare reduction, and agriculture, for example, rather than the “softer” areas of civil rights, justice, participation, and arts and culture

· Finally, there may not be enough demand for this approach to funding. Many NGOs don’t want to have anything to do with finance and capitalism.
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