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EXECUTIVE SUMMARY

The scope and complexity of societal challenges faced by our society has been rapidly increasing over
the last few years. Moreover, the recent Covid-19 pandemic and the ensuing economic crisis have
created new societal challenges or significantly deepened those already present. It became obvious
that traditional strategies would not be sufficient to solve all of the emerging challenges effectively
given the constraints on public budgets and the shortcomings of traditional welfare systems. As a
result, governments have been seeking new strategies for tackling the major social challenges of our
time. Social Impact Investment (SIlI) has emerged as one of the most effective potential strategies
for solving the key societal challenges of our time.

Sllis the use of funds to generate both social and financial returns, offering a way to help social
organisations access suitable financing and improve their ability to deliver impact. The Sl
ecosystem is complexand consists of various elements: the supply side (i.e.investors), the demandside
(i.e. investees — organisations addressing social needs), financial and capacity-building intermediaries
that link and provide support to the supply and demand side actors of the SIl ecosystem, and an
enabling environment (i.e. all of the legal, regulatory and economic conditions that are necessary for
Sli).

The Sl market in the EU has demonstrated rapid growth over the last decade but despite significant
progress, theEU Slimarket has notyet achieved its full potential. The maturity level of the Sllmarket in
most EU Member States remains low - in four fifths of the EU it is considered to be at its 'incipient' or
'infant’ stages. Furthermore, Sllmarket development levels vary significantly across EU Member States.
Germany, France, Portugal, Italy and, although no longer a member of the EU, the United Kingdom,
have already reachedrelatively high Sllmarket maturity levels. However, the majority of other western,
southern,and northernEuropean countrieshave less developed markets, even if they are increasingly
becoming engagedin Sll. The SIl market is least developed in the Centraland Eastern European (CEE)
countries.

The Covid-19 pandemic has affected the Sl market. The effects are twofold. First, policy makers,
potential and current Sl actors, and society have recently paid more attention to Sll, viewing this
approach as one of the most effective solutions to challenges generated by the pandemic and the
economic crisis. Second, Sll market actors have been negatively affected by the pandemic, which in
turn creates risks that might slow down the development of the Sl market if timely measures are not
taken.Slldemand side actors have been facing the negative consequences of the pandemic similar to
that of other economic actors, including falling revenues. Moreover, there is some evidence pointing
to the probability that the overallamount of Sl will decrease during 2020.

A number of key challenges are preventing rapid Sll market development across the EU. Three
challenges have been distinguished as having the largest negative impact. First, few national
governments are taking theinitiativeand playing an activerole as Sllmarket 'steerers'. The majority of
EU countries do not have comprehensive national strategies presenting the guidelines and objectives
of Sllin the country. Thereare also very few (government) entities whose missions are focused on the
development of SlI. Second, EU and national supply side policy initiatives that provide Sl funds directly
or support othersupplyside actorsthrough financial schemes, funds or fiscal incentives dominate over
theinitiatives strengtheningthe demand side orintermediaries. This has created a situation where few
demand side actors areinvestment-ready.Third, grantsremain the key mechanism forthe distribution
of European funds (ESIF, Recovery funds) while financial instruments, tailored to thelogic of SlI, remain
scarce.

9 PE658.185
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The above-mentioned challenges can (and in some Member States have already been) addressed by
implementing various national-level initiatives targeted at SIl market development. An analysis of
successful initiatives identified key success factors and the main lessons for further improvement of
national initiatives. Some 'external' success factors increase the probability that successful and
innovative Sl market facilitation initiatives will be created and effectively implemented. First,
education raises awareness and creates a base of qualified specialists who could foster the market.
Second, political leadership andspecific commitment tothe Sll market, expressed through the creation
of a national Sll strategy, or the establishmentof a central unit for SIl have been very effective in
facilitating other initiatives. Third, internationalinitiatives fosteractions ona national level as discussed
below.

EU-level policies, funding programmes, and other initiatives developed between 2010 and 2020
also facilitate the SIl market across the EU. First, different EU funds and programmes such as EFSI
(InvestEU starting from 2021), ESIF, COVID-19 Recovery Funds, or the European Investment Bank (EIB)
Social Impact Bond Co-investment Fund all contribute to the development of the SIl market by
providing funding and working as Sl supply side mechanisms. Nevertheless, there are some risks and
challenges associated with the EU funds: not enough attention to impact, a high reliance on grants or
traditionalfinancial products,and therisksrelated to the lack of coordination between various EU funds
and programmes. Second, relevant European strategies and programmes (e.g. the Social Investment
Package (SIP), the Social Business Initiative (SBI) and the EU Programme for Employment and Social
Innovation (EaSl)) allfostered developmentof the Sl market by emphasising the importance of social
goals or the social economy in general. Nevertheless, the need for a comprehensive EU strategy,
focusing on the Sll in particular, remains. Third, EU-level legislation has great potential to solve
challenges related to the definitions of Sll and its entities. Finally, EU efforts can be targeted at three
specific aims that concern impact measurement: 1) promotion of the standardisation of impact
measurement through the further development of the taxonomy regulations to include social
objectives or the creation of standardised guidelines; 2) capacity building in the area of impact
measurement; and 3) increasingthe availability of the data needed.

PE 658.185 10
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1. INTRODUCTION

Social Impact Investment (Sll) refers to the provision of finance to organisations addressing social
needs. Itisintended to achieve both a socialimpact as well as garnerfinancial returns. Thus, Sllmay be
understood as a business case for what was previously considered mostly philanthropic activities
(Maduro et al. 2018). While various organisations were expected to address social challenges by
providing help of some form, it was generally understood that such activities would not bring any
financial benefits. However, the emergence of Sllhas madeit possible totake a novel approach towards
socialissues by showcasing how investors maystand to gain from addressing social needs.

In line with global trends, the interest in and the size of the SIl market in Europe has been rapidly
increasing over recent years (OECD 2015). Growing interestin Sllis linked to an increasing demand for
governments to create a positivesocialimpact and theirlimited resourcesfor doingso. During the last
decade, societal problems have become more numerous as well as complex, manifesting at the local,
national and global levels (OECD 2015). Moreover, the recent Covid-19 pandemic and the associated
economiccrisis have had huge negative effects on the social wellbeing of many citizens. While rapidly
growing societal challenges need to be addressed, given the limitations of public budget and the
shortcomings of the traditional welfare systems, governmentsare finding it increasingly difficult to do
so (Maduro et al. 2018). As a result,governments are seeking new ways of tackling the major challenges
of our time and Sl has the potential to become an attractive solution.

The growing importance of the Sll approach is also determined by the growing ambitions of policy
agendas with respect to social goals. In 2020, the European Commission issued a communication
entitled 'A Strong Social Europe for Just Transitions' (European Commission 2020d) that set out a
roadmap towards an Action Plan for implementing the European Pillar of Social Rights. The
communication proposes a list of aims that include empowering people through quality education,
training and skills, creating more jobs, fostering equality, providing fair working conditions, and
fighting poverty and exclusion. Within this context, the Commission has also called for an InvestEU
Programme that is expected to mobilise approximately €50 billion for social infrastructure projects and
social investment in education and skills, social entrepreneurship and microfinance (European
Commission 2019b). This means that efforts to ensure Europe's social cohesion are to be directed
towards developingbusiness models that generate tangible and measurable benefits as well as remain
grounded in sound economics (European Investment Fund 2020). As such, the Sll approach may be
one of the most viable paths towards delivering on the European Pillar of Social Rights. This approach
is also highly relevant forachieving the Sustainable Development Goals (SDGs) outlined in the UN 2030
Agenda, to which EU Member States are strongly committed.

Despite its growing relevance, a lot of potential Sl stakeholders and policy makers have relatively little
knowledge about the idea and rationale behind the Sl approach (Interviews with Sll experts 2020).
Thereis also a lack of systematised informationon successful Sllmarket development policy initiatives
implemented at the EUor Member State level. Finally, it remainsto be seen how the growing popularity
ofthe Sllapproach will be affected by the turbulence on thefinancial markets resulting from the Covid-
19 pandemic.

This study addresses the above-mentioned knowledge gaps. The aim of this study s to give the readers
(incl. members of the Employment and Social Affairs Committee) a good understanding of what Sllis;
the potential of Sllin terms of achieving the SDGs, implementing the European Pillar of Social Rights
andrealising other EU ambitions; trends and challengesrelatedto the Slimarket acrossthe EU, as well
as EU and national level measures facilitating Sl market development across the EU. The analysis is
based on a critical assessment of key research studies and publicly available data on the subject and a
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review of findings and recommendations from relevantevaluationreports. In addition, the analysis has
benefited from interviews with several high-level Sllexperts. The geographical focus of this analysis is
generally limited to the EU countries. However, we also analyse some good Sllexamples from the UK,
the USA, and Canada to cover more innovative solutions with respect to the development of the SlI
market.

The methodological approach used combines three data collection methods. Literature review (the
main method used in this study) is complementedwith experts' interviews (see the list of interviewed
experts in Annex 1a), and a media review (an analysis of other information sources such as media
articles, websites of institutions, etc.).

The study contains five chapters (incl. Introduction and Conclusions). The aim of Chapter 2 s to provide
a solid understanding of the idea behind the Sll approach. It presents a definition of Sll, explains the
relations between and differences from other funding provision mechanisms, and outlines a
conceptual framework applied throughout the analysis. This chapter also describes the SIl market
ecosystem and presents a typology of policy initiatives contributing to SIl market development.
Chapter 3 covers Sllmarketdevelopmenttrendsand challengesacross the EU, and provides an analysis
oflessons relevant to successful Sllmarket development initiatives.

Chapter 4describes and analyses EU-levelinitiativesrelevant forthe Sllmarket. The concluding chapter
provides a summary of the main findings, policy recommendationsand suggestionsforfuture research
regarding the topic.

PE 658.185 12
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2. UNDERSTANDING SOCIALIMPACT INVESTMENT

2.1. Defining Social ImpactInvestment

Social Impact Investment (Sl) is 'the use of money to generate both social and financial returns,
offering a way to help social organisations access suitable financing and improve their ability to
deliver impact' (Maduro et al. 2018). Social impact investment usually differs from more traditional
types of investment because it provides greater flexibility in repayment terms, lower interest rates,and
the acceptance of a greater risk than commercial lenders would normally consider (European
Parliament, 2014). This study relies on this SlI definition proposed by the European Commission (EC)
(Maduro et al. 2018, p. 20) and the European Parliament (EP) (European Parliament 2014). Sll definitions
used by other organisations emphasise the same components of Slland, thus, are fully compatible with
the definition used by the EU Institutions. For example, according to the Global Impact Investing
Network (GIIN), SII refers to 'investments made into companies, organisations, and funds with the
intention to generate a measurable, beneficial social or environmental impact alongside a financial
return’ (GIIN 2017). The Organisationfor Economic Co-operation and Development (OECD) follows the
same logic and describes Sllas 'the provision of finance to organisationsaddressing social needs with
the explicit expectation of a measurable social, as well as financial return' (OECD 2015).

All Sl definitions are very clearin pointing tothe three key elements of SlI, namely impact intentionality,
impact measurement, and profit orientation (Hochstadter & Scheck 2015, pp. 449-475; GIIN n.d.) (see
Figure 1 below). This means that Sllis driven by the intention of addressing social needs. It aims to
createa measurable impact based on howthose needs are addressed and how that action generates
financialreturns.

Figure 1: Key elements of SlI

Social impact intentionality: Creation of a positive impact by
addressing social needs (e.g. unemployment, healthcare, child care)
is the main objective of SlL.

Impact measuremaent: The impact of the intended social change
needs to be measurable and monitered during the entire cycle of
investment.

Profit orientation: The meney loaned or invested into addressing
social needs is expected to generate a financial return.

('\
®

Source: Authors' own elaboration based on Fi-compass 2016a, Hochstadter & Scheck 2015, pp. 449-475; GIIN n.d.

Thelogic behind Sll can be also explained through a real-life example. Box 1 below describes Koto-SIB
- oneofEurope's mostfamous Sllinstrumentsimplemented in Finland.
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Box 1: Example of SllI: Koto-SIB

Goal: Koto-SIB (Social Impact Bond) is a programme implemented in Finland that offers support
and training forimmigrants, helping themto find employmentmore quickly andeasily.

Target group: 2,500 - 3,000 unemployed immigrants.

Implementation: The programme brings together companies and employees and customizes
training and education to fit the needs of the participant and the job market. Participants develop
skills needed for the job, learn Finnishand receive job coaching. Koto-SIBseeks to fit the needs and
wishes of participants, but also offers them work in a field where employees are needed at that
time. The programme lasted for threeyears: from 1 January 2017 till 31 December 2019.

Financial mechanism of the programme: Koto-SIB relies on the financial mechanism of social
impact bonds (SIB). The public sector pays for positive social outcomes created by a social initiative,
and uses the savings to pay the (private) investors who funded the initiative. However, the return
on investment is conditional on the creation of social impact. If the objectives of the initiative are
not achieved, investors do not receive any return on theirinvestment. In the case of Koto-SIB, the
Ministry of Economics and Employment of Finland acted as the commissioner of the programme,
while the European Investment Fund, Sitra (the Finnish Innovation Fund), which also acted as the
implementing agency, and some private investors provide the funding. The Koto-SIB model is
presentedin the diagram below.

Size of the fund: €14,2 million (it is the largest SIB project in Europe measured by the size of the
fund).

Impact measurement: The Koto-SIBimpact measurement processstarted in 2020. Thus, thefinal
results are still being measured. However, it is already known that over 1000 immigrants have
found a job with the help of the programme. The impact of the programme is measured using two
key performance indicators: the size of the labour market subsidy (decrease in the need for the
subsidy) and theamount ofincome taxgenerated (increase in taxrevenue).

EIF, Sitra, SOK
Corporation, City
of Espoo, and
some other private

findependent
investors
=
Investor
€142 M
O 518
Outcomes
payer/government Koto-SIB
Ministry of

Economics and
Employment

2.The
investors
raise the
necessary
capital

1. Acommunityfaces a
challenge and government
makes it a priority:High
immigrants

unemployment rate in
Finland -> Ministry of
Economics and
Employment togetherwith
SITRA establish Koto-SIB

Several different

companiesfrom

the training and
recruitment sector

i

Service provider

ik

Social outcome
Employed
immigrants

3. Capital is used for the
practical implementation
of services: (professional)
training of immigrants,
recruitment services

Employedimmigrants?
Decreaseintheneed
forthe labour market
subsidy?Increasein

taxrevenue generated

by target group?
oK?

Q

Evaluator

4. Anindependent
body determines how
effectivethe
programme has been:
monitoring period
will lastthree years
after the closure of
the Koto-5IB

U

Outcomes

payer/government

Financial
return

—~

5.1fthe goal is
achieved,
government
returns the
investment capital
to the investors,
and pays an agreed
interest.

Source: Koto-SIB n.d, Sitra n.d. Integration SIB, SITRA 2018 Good practice of the co-operation of private and public sectors.
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The Sll definition and the real-life example point to the fact thatSllis a unique mechanismwith respect
to the provision of financing. However, in practice, there is significant confusion when it comes to the
differences amongst and relations between Sl and other mechanisms used for the provision of
financing (Interviews with SlI experts 2020). For instance, sometimes the definitions of SIl and
sustainable investmentare used interchangeably, or different organisations interpretthe relationship
between the definitions of Sll and Social investment differently’. In order to clear up this confusion,
below we describe how this study interprets the differences between Sll and other mechanisms with
respect to the provision of financing. We also propose a model to place Sll and other financial
mechanisms on the spectrum of capital (see Figure 2 below). The proposed modeltakes into account
definitions used by different organisations (e.g. OECD, GIIN, etc.). However, it is mainly based on the
ways in which Sll and other mechanismsare interpreted by EU institutions,i.e. the ECand the EP.

Figure 2: Social impactinvestmentas distinguished from other related concepts

4 Traditional N SRl (based on ESG criteria) N[
raditiona o
commercial [Responsible] [Sustainable] in\lr?srt’:-lc:nt s::::i:mf:f Philanthropy
investment investment investment
\ ) 2
Gon‘t consider: | | Avoid harrn:\ /l_ienefit society\ / Contribute to solutions: \ 4 Addresses )
Investments Excludes (as the Investments are intended to societal
intend to investments complementary achieve social impact as well as challenges via
achieve financial | | in businesses goal): finandial return at financial market provision of
returnwithout that might Investments are rate. Have a significant effect an grantswithout
concernfor create targeted at positive outcomes for society or concernfor
social impact. negative businesses that the planet financial return
May have social value meet
significant environmental, \ /
effectson social and
negative governance /;\ bit more Social and N
outcomes for sustainability emphasis finandial returns
people and standards on finandial are equally
soclety return important, or a
bit more
emphasis is put
on social return
- AN AN AN N /

Impact goals

Financial returns

» Social impact and financial returns

Avoid harm

Benefit

Contribute to solutions

Primary intention

<+— Social impact

'
I
I
I
|
|
|
\

’
Invest in people

(public) budget
in the long-term

_____________

ST \
Social investment |

1
(as an approach |
towards social

1
1
policy) X

____________

1

expectingto
prevent social
challenges and
save some

perspective
without
concernfor
direct financial
return

Source: Authors' own elaboration based on Maduro et al. 2018; OECD 2019; European Commission on social investment

(available at:

https://ec.europa.eu/social/main.jsp?catld=1044&langld=en),

interviews with Sll experts.

European Parliament 2014, and

e Sl falls somewhere in between philanthropy and commercial investment. In the case of
philanthropy, social impact is the only focus, while in the case of commercial investment,
financialreturns are the single mostimportant objective. In contrastto these forms, for Sl both
objectives —social and financial returns—are important and reinforce one another (OECD 2019).

e The rationale of Sll is strongly based on the notions of sustainability and responsibility.
However, in this study, Sll and sustainable and/or responsible investment are interpreted as

1

For instance, see definition of social investmentin OECD 2019, p. 9.

15
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two different terms. Sustainable and responsible investment (SRI) is 'a long-term oriented
investment approach' (Eurosif 2018) that takes into account the negative or positive societal
effects created by business (Gajdosova 2011, pp. 127-137).In contrast to Sll, SRI's positive sodial
or environmental effects are usually a complementary aim or an externality rather than the
main business goal (Interviews with Sll experts 2020). In the case of SR, investors decide in
which company to invest on the basis of Environmental, Social and Governance (ESG)
criteria. They take into account a company's performance with respect to its effects on nature,
its relationships with employees, clients and society, and the transparency of its governance
(Adec Innovations n.d., Interviews with Sl experts 2020). Responsible investment is mostly
about the avoidance of harm. Responsible investment excludesinvestmentsin businesses that
might create a negative social value (e.g. guns, tobacco, gambling, adult entertainment)
(Maduro et al. 2018, p. 21). Sustainable investment not only avoids harm but also tries to
facilitate the creation of positive effects by prioritising investmentin businesses thatfollow the
principles of social justice and environmental sustainability (Maduro et al. 2018, p. 21). For
instance, in the case of sustainable investing, investors might prefer investing in a company
that employs socially vulnerable groups.

e Sllis sometimes confused with social investment. However, these are two quite different
terms. While Sl is a financial instrument, social investment is an overall approach to social
policies. In the Social Investment Package (SIP), social investment is defined as 'investing in
people', or as 'policies designed to strengthen people's skills and capacities and support them
to participate fully in employment and social life' (European Commission. Employment, Social
Affairs & Inclusion n.d. -b). In this context, Sl is a financial instrument that might or might not
be supported by SIP programmes. Similarly, based on the European Parliament's definition
(European Parliament 2014), social investment is described as 'a way of thinking about sodial
spending'.Itis based on the premise that publicsocial spending today will pay off later in the
future 'through greatereconomic growthand employment'. This shows that within the context
of the EU, social investment often refers to the priority of targeting (public) finance to address
social needs (e.g. education, childcare, healthcare, training). An example of social investment
would be a decision to allocate more public funding to early childhood education in the
expectation that it will result, in the future, in a more effective and competitive workforce that
pays more in taxes and receives less in welfare payments (European Parliament, 2014).
Nevertheless, it should be taken into account that the interpretation on how SlI differs from
socialinvestmentvaries significantly across sources (Interviews with Sll experts 2020). Thus, the
distinction between thesetwo terms needsto be interpreted with caution. In some sources, Sl
is perceived as an umbrella term for social investing (e.g.,, OECD 2019). Other definitions
emphasise that socialinvestment needsto rely on privatefinance (Anheier 2010).

e Finally, Sll and impact investment are often used as synonyms because the distinction
between these two terms is especially vague. Both of these forms of capital provision aim for
both socialand financial returns. Impact investmentseemsto place a slightly higher emphasis
on financial returns, while in the case of Sll, social and financial returns are either equally
important, or a slightly higher emphasisis placed on social returns (Interviews with Sll experts
2020).
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2.2, Advantagesand risks of Social Impact Investment

The following section aims to explain why Sl is perceived as a promising approach for addressing
existing societal challenges.The rationale behindSllis linked to an increasingdemand for governments
to create a positive socialimpact and their limited resourcesfor doing so. While societal challenges are
becoming more numerous as well as complex (OECD 2015), governments are finding it increasingly
difficult to address these challenges given public budget constraints. As a result, governments are
seeking new ways of tackling the major social challenges of our time. Such new ways may entail
market-based solutions, outcome-based approaches or different forms of public-private partnerships
(OECD 2019). Sll combines all of these relatively new approaches towards solving societal challenges.
It goes 'beyond grants, beyond foundations, beyond bequests, beyond cash' (Salamon 2014, Maduro
et al. 2018). Thus, Sll may be best understood as a business case for what was previously considered
mostly philanthropicactivities (Maduro et al. 2018). By combining the two seemingly contraryaims, ie.
social impact and financial returns, Sllis uniquely capable of producing new tools and solutions to
address social challenges. In other words, Sll serves as leverage - 'the mechanism that allows limited
energy to be translatedinto greater power' (Salamon 2014, Maduro et al. 2018). The rationale and
potential of the Sll approach relies on the following mechanisms:

o Developing a 'perpetuum mobile' of social investment. In cases where investments are
public, the allocation of publicfunds functionsas an investmentas opposedto a 'gift'.Invested
money contributes towards making a positive impact, financial returns can be re-invested into
other businesses to solve different social challenges, while at the same time freeing up
resources forissues thatrequire a grant-based approach.

e Crowding in of private capital. By turning towards the private sector as a source of
investment, governments are hoping to mobilise additional financial resources that they
themselves lack. And yet, most private sector entities expect some kind of financial return or at
least the preservation of their capital. Thus, by introducing the factor of marketlogic, Sl can be
expected to attract more private investorsto contribute towards solving social challenges.

¢ Relying on private actors providing social services and funding social innovation. Public
social services are insufficient toaddress all social needs. By applying market-based approaches
and supporting private ornon-profitorganisations addressing social needs, Sllensures that the
solving of social challenges does not exclusively rely on public services. This approach of letting
the private sector solvesocietal issues has significant potential because, 'when business solves
a problem, it makes a profit — which lets that solution grow' (Porter 2013, Maduro et al. 2018).
Moreover, social enterprises have proved themselves capable of developing innovative
approaches to complex and dynamic social problems that classic welfare providers or public
entities are otherwise too slow or too'sluggish'to respond to (OECD 2019).

¢ Introduction of an outcome-oriented approach to public policy. Given the emphasis on
measurable impact, the outcomes of Sll activities need to be clearly assessed (Interviews with
Sl experts 2020). This means that a more rigorous approach i.e. one that is focuses more on
results rather than the delivery of services, is at the core of such social policies (Maduro et al.
2018).

e Accountability and transparency. The focus on measuring social impact brings more
accountability and transparency to the implementation of public policy. Decisions regarding
public policy are made taking into account data and evidence, which leaves little room for
making hasty, uninformed as well as biased decisions that contribute to an erosion of trust in
publicinstitutions (OECD 2019).
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However, while Sll seems a promising tool for addressing socialissues and bringing financial returns, it
also has its own potential risks and weaknesses. The following list presents the major general problems
associated with SII. This list is used for the identification of key specific Sll challenges faced across the
EU:

e Difficulties in measuring impact. One of the key concerns forming the basis of Sll is its
measurable impact. However, the measurement ofimpact is proving to be extremely difficult
because it is a relatively new area that lacks a common understanding and standards
(Interviews with Sl experts 2020). Furthermore, access to comparable and comprehensive
relevant data remains limited and the actual methods for measuring social impact are
themselves very complex. This particular issue may also lead to more specific yet highly
problematicissues discussedin the bullet points below. (Maduro et al. 2018).

e Cream skimming and cherry picking of results. Sll may lead to triggering the wrong kind of
incentives whereby only those areas that promise easy delivery of results are targeted, hence
the cream skimming, or leave aside those target groups that are very difficult to reach, hence
the cherry picking. Both the cream skimming and the cherry picking of results may lead to
misleading reportson the success of Sll activities, leading to the so-called gaming of results.

e Risk of impact washing. SIl may unwittingly encourage enterprises to exploit their activities
as a marketing strategy instead of seeking actual commitment and a positive impact (Deloitte
2018).

¢ Transaction costs of financial instruments. For example, Social Impact Bonds (SIBs), which
are becomingincreasingly popular across the world, in fact entail significant transaction costs
making these instrumentsdifficult to implement in instances where significant funding is not
readily available.

e Sllisnota 'silverbullet' for solving all social challenges. Societal needs cannot always solely
be satisfied through market mechanisms and ongoing requirements for public and
philanthropic support remain extremely important. This means that not all problem-solving
approaches are commercially viable and thus suitable for Sllinvestment- (Scheck & Spiess-Knafl
2020).

2.3. Typology of mechanisms facilitating the SIl market

The Sl ecosystem is complex and consists of various elements. Figure 3 below illustrates the full
ecosystem requiredfor SlI. It merges and combines conceptual frameworks developed by different
organisations (see World Economic ForumInvestors Industries 2013, Maduro et al. 2018, OECD 2019).
This conceptual framework describing different elements of the Sl ecosystem will be used for the
further analysis of the situation in the EU. More particularly, this framework will be used to group the
challenges faced in the EU and to identify the elements in the Sll ecosystem that are being targeted in
nationaland EU-levelinitiatives to facilitate the development of the Sll market.
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Figure 3:Sll ecosystem
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The driving force behind Sl is the desire to address social needs (OECD 2019). Capital providers (ie.
investors) areon the supply side of the Sll ecosystem (OECD 2019). This side includes all of the entities
orindependent actors that provide financing (World Economic ForumInvestors Industries 2013, p. 12).
Investors may come either from the public or private sector. Investment targets (investees) arelocated
on the demand side of the Sll ecosystem.The demand side consists of a variety of organisations that
directly address social needs through their activities (OECD 2019). They require sufficient know-how
and have a variety of financing needs that depend upon their geographies, stageof developmentand
the social mission undertaken. However, access to finance remains a key issue for such entities because
they are seen as high-risk clients that investors are reluctant to invest in (IFISE 2019). Investors may
provide capital directly to investees and, thus, receive direct financial returns (Maduro et al. 2018).
Nevertheless, Slitransaction costsare highand thereare very few capital providers or social enterprises
with the sufficient capacity or willingness to manage the entire investment process on their own.
Therefore, the most common way for mainstream investors to invest in organisations that address
social needs is through (socialimpact) investmentfunds (World Economic Forum Investors Industries
2013, p. 13). Intermediaries are entities and independent actors that link or provide supportto supply-
and demand side actors of the Sl ecosystem. Depending on their function, intermediaries may be
labelled as financial or capacity-building entities. Financial intermediaries are 'the middlemen in
transactions' (World Economic ForumInvestorsIndustries 2013, p. 16). They are often further grouped
into bank financial intermediaries and non-bank financial intermediaries (Maduro et al. 2018, p. 32).
Capacity-building intermediaries (e.g. accelerators, advisory firms, networks) provide resources and
services to grow the entire impact investmentecosystem by providing information, timelyadvice, and
assistance in understanding local needs (World Economic Forum Investors Industries 2013). The
enabling environment refers to all of the legal, regulatory and economic conditions thatare necessary
for SIl (OECD 2019). This may include a legal definition for social enterprises, fiscal and tax incentives
for mission-led enterprises, corporate structures thatfavoursocial ventures, sufficienttransparency of
investment outcomes, access to funding, access to data on social needs, and conditions that favour
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innovation thatareallimportantdeterminantsfor Sllmarket development(OECD 2019).

The composition of the Sl ecosystem presented above indicates that a well-functioning SIl market
depends on the successful functioning of all of its components. It presupposes the existence of a
necessary legal framework, an adequate and relatively straightforward business environment, the
sufficient existence ofintermediaries as well as local investors, an awareness of Sllalong with an ample
entrepreneurial spirit and capacity (OECD 2019). This makes the realisation of Sl rather complex and
calls for additional policy measures thatfacilitate the developmentof the Sll market.

There is a variety of different types of public initiatives that may be or have been already used to
facilitate the SIl ecosystem. In order to group and identify trends concerning national and EU-level
initiatives implemented across the EU, thereis a need for an analyticalmodel that providesa typology
of possible initiatives. A number of different analytical models have already been formed for this
purpose (e.g. see Thornley et al. 2011; Schwab Foundation for Social Entrepreneurship 2013; Social
Impact Investment Taskforce 2014a; European Commission 2016a; Maduroet.al2018; OECD, 2019). In
this chapter, we further describe the analytical model to be applied in this study (see Table 1 below).
The proposed model is mostly based on the OECD policy framework for Social Impact Investment
(OECD 2019). It also integrates some elements from previously developed models and proposes
additional elements in order to have universal framework adjusted to the EU context. Table 1 below
presents a summary of the typology of Slifacilitation initiatives that will be used in this study.
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Table 1: Types of SIl market building policyinitiatives

Policy dimension

Market target Supply, demand, intermediaries or Sll enabling environment

Governmentrole Market Builder, Market Steward, Market Participant.

Policy type Policy instrument
STEER Development of national strategies forimpactinvesting
Employing Establishment of policy entities responsible for the facilitation of the Sl market
government (national Advisory boards, taskforces, steering committees, etc.)
structure and Building of "
capacities uilding of government capacities

Legislative measures:legal framework and legal status for social service providers,
fiduciary responsibility, unclaimed assets, certification, etc.

Fiscal and tax incentives: fiscal and tax incentives for social service providers/Sll (e.g.
tax incentives orinvestmentrelief, fiscal regulation to improve the business
environment, etc.)

Regulatory measures: standardised social impact measurement and reporting systems,
measures to facilitate access to markets through adaptations in public procurement,
etc.

Funds that use innovative financial instruments

Funds that rely on more traditional financial instruments

Directfunding using innovative 'pay-for-success'instruments: SIBs, social impact
incentives, outcome commissioning

Directfunding using traditional financial instruments: grants, debt, equity, mezzanine,
guarantees

Technical assistance and capacity building, funding for support from specialists
Incubators, accelerators

Impactinvesting advisory consultants

Impactinvestmentwholesalers

Awards, challenges

RULE
Setting and
enforcing rules

FINANCE
Granting
financial resources

STRENGTHEN
Providing help
and support to
SlI stakeholders

INFORM Communication campaigns
Providing Research, studies, data publication
and sharing .

. . Education

information

Source: Authors' own elaboration based on OECD 2019, combined with Maduro et al. 2018, Social Impact Investment
Taskforce 2014a,2014b, European Commission 2016a.

SlI facilitating policy initiatives can be grouped in accordance to three dimensions (OECD 2019; Social
Impact Investment Taskforce 2014b):

e Markettarget:the Sllecosystem's elementat which the initiative is targeted;
e Governmentrole: government's function in the facilitation of the Sllmarket; and
e Policy type:the target and type of policy instruments deployed.

Below we present each of these three dimensionsof the initiatives' typology in detail.

With respect to the market target, policy initiatives can target the supply side, demand side,
intermediaries, or the Sll enabling environment (OECD 2019). 'Target' means that the government
supports actors operating under a particular unifying component and strengthens this particular
component or takes on therole of a Slimarket participant itself. Forinstance, targeting the supply side
might mean that the government supports capital providers by creating favourable conditions for

21 PE658.185



IPOL | Policy Department for Economic, Scientificand Quality of Life Policies

them or takes on the role of the investor itself by investing public funds into social organisations
(Interviews with Sll experts 2020).

By implementing different policy initiatives, a government may take on three roles within the
development of an Sllmarket: a market builder (i.e. facilitator), a market participant or a market steward
(i.e. regulator) (SocialImpact Investment Taskforce 2014b; Australian Advisory Board on Impact
Investing and Impact Investing Australia 2017):

e Market Builder. This role involves taking on a leadership role and initiative with respect to
developing the Sl market. As a market builder, a government may also emphasise that Sll is
one of its policy priorities, which in turn gives Sll actors more confidence to participate in the
market. A government might also contribute to the 'building' of the market by providing
incentives for new and different activities (Social Impact Investment Taskforce 2014b).

e Market Steward. This role involves a government's position as a regulator or legislator. As
market stewards, governments are responsible for removing barriers and ensuring that the
positive intentions of Sllare safeguarded overtime (Social Impact Investment Taskforce 2014b).
When taking on therole of a market steward, a governmentinfluences the market but cannot
be interpreted as a direct participant (Thornley etal. 2011).

e Market Participant. Governments are large purchasers of social services. This makes them
important actors in their own right. First of all, as market participants, government
policymakers need to decide which part andin what form government spending is distributed
in following the Sl approach. And secondly, governments need to support Sll demand side
actors. Governments may play the role of market participants through a commissioning
process as wellas through the provision ofinvestment capital.

Finally, public initiatives can be grouped based on the type of policy instruments that are used.
Previous studies present a number of different strategies as to how policy initiatives may be grouped
based on the policy type or area (see Schwab Foundation for Social Entrepreneurship 2013, p. 8,
European Commission 2016a; Maduro et al. 2018; Social Impact Investment Taskforce 2014a). For
instance, the EC compiled a list of seven policy areas in which Sl policy initiatives could be
implemented (see European Commission 2016a; Maduro et al. 2018):

1. Legalframework and legal status for social service providers

2. Fiscalincentives for social service providers/socialimpact investment
3. Fundingfor specialist support
4

Measures to facilitate access to markets through adaptationsin the public procurement
process

o

Measures to support accessto financing through new financial instruments
6. Standardised socialimpact measurementand reportingsystems

7. Constituency of a National Advisory Board

This typology is important because of its comparability with the overall EU approach to policy
initiatives. However, it does not include a number of important types of Sll market-building initiatives
(e.g.development of national strategies, information campaigns, research). Therefore, in this study we
use a typology that integrates the above-mentioned policy types/areas identified by the EC into the
OECD developed policy framework for SIl (OECD 2019). The OECD framework distinguishes four
general types of policy instruments based on their design and purpose: 'steering’, ruling, informing,
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andfinancing.

STEER: Employing government structure and capacities. Policy initiatives attributed tothis category
work as the key drivers of Sll's market development. This category includes activities such as the
development of national strategies for impact investing, the establishment of policy entities
responsible for the facilitation of the Sl market (National Advisory boards, taskforces, steering
committees, etc.), and the strengthening of government capacities necessary formarket development.

RULE: Setting and enforcing rules. This category refers to various regulatory, legislative and fiscal
measures that could be used to foster Sll. These regulatory measures mightinclude adopting sodial
impact reporting standards, improving the public procurement process or removing existing barriers
for investment. Legislative measures may include legislation targeted at social enterprises (e.g. their
definition), fiduciary duties and pensions or other various measures undertaken within the domain of
a particular socialissue (e.g.energy, healthcare, etc.). Finally, fiscal measures mayinclude taxincentives,
investment relief or fiscal regulation to improve thebusiness environment.

INFORM: Providing and sharing information. First of all, it includes measures for the increased
visibility and awarenessto make Sllmore widely known andattractive. Secondly, this category includes
all measures that help to keep stakeholders informed and educated about various aspects of Sll. This
may include communication campaigns, consultations, research and publications or similar activities.

FINANCE: Granting financial resources. The rationale behind the provision of public finance is
relatively straightforward-the budget is used to provide demandside entities with funding that they
often struggle to access (Maduroetal.2018, p. 27). Thus, in this case, a government's financial support
works as a supply side instrument (OECD 2019). Just the same as all investors, governments may
provide financial support directly orthrough funds (see Figure 3 above).

Financial support maybe provided by usingtraditional or innovative financialinstruments. Traditional
financial instruments rely on well-known financing products such as public contributions, tax breaks,
generated income, donations/grants, loans, equity, convertible bonds, and mezzanine/ subordinate
debt (Maduro et al. 2018, p. 27). Innovative financial instruments have emerged in response to specific
social enterprise needs, namely the difficulty in accessing traditional funding. Many innovative
instruments fall under the so-called 'pay-for-success' or 'pay by result' instrument category because
payments to service providers are made in accordance to their achievements that are measured by
their social outcomes and impact. Outcome commissioning, Social Impact Bonds (SIBs), development
impact bonds, socialimpact incentivesor revenue share agreementsmay all be considered innovative
'pay-for-success' instruments. SIBs, a public-private partnership instrument, has emerged as a
particularly interesting and relatively popular tool, whereby public sector authorities pay for better
social outcomes delivered by social enterprisesand uses the savingsto pay those investors who funded
the initiative in the first place. Other innovative tools that operate in a slightly different way than
traditional financial instruments include charitable/ retail charity bonds, investment funds,
microfinance/microcredit, and hybrid financial instruments that rely on several different financial
products (Martin 2014; Social Investment Task Force 2011). Based onthis categorisation, we distinguish
four groups of financial instruments through which governments provide funding to demand side
actors: direct funding using innovative 'pay-for-success' instruments, direct funding using traditional
financial instruments, funds that use innovative financial instruments, and funds that rely on more
traditionalfinancialinstruments.
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In addition to the four types as distinguished by the OECD, we suggest distinguishing one more
separate type of public initiative: STRENGTHEN, which would refer to policy initiatives that provide
help and support to Sll stakeholders. The same as in the case of granting financial resources
(FINANCE), initiatives providing help and support to Sl stakeholders (STRENGTHEN) usually involve the
provision of direct publicfinancing (concessional ornot) to supply or demandplayers onthe Sl market.
However, this financial support is not directly targeted at the main activities of Sll demand side
organisations. Instead, it provides technical assistance or builds the capacities of Sll actors. Thus, the
financial support provided as help and support to Sl stakeholders does not generate any financial
return or social impact in the literal sense. This category includes technical assistance and capacity
building, funding for specialist support, support for incubators,accelerators, impact investing advisory
consultants, impact investment wholesalers, organisation of awards and challenges.
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3. CURRENT STATE OF THE SIIl MARKET ACROSS THE EU

3.1. TrendsinSll marketdevelopmentacross the EU

3.1.1. Current state and trends in SIl market developmentacross the EU

Governmentsand investorsbegan to take notice of Sll only around a decade ago. Ever since then, the
Sl market has grown rapidly. To illustrate thisfact, in 2017, the Sllmarket in nominal termswas over 12
times larger than it had been in 2011 (see Figure 4 below) (Statista 2017). Sl showed the most rapid
market growth throughout 2014-2015, even though growth has been more modest in the last few
years (Eurosif 2018).

Figure 4: Impactinvesting by high-net-worth individuals (HNWIs) on European ethical
investments market (in millioneuros)
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Source: Authors' own elaboration based on Statista 2017.

Several drivers encouraged this rapid development of the Sl market across the EU. First of all, the
higher profile of the SDGs fuelled interest in this investment approach. Publicand philanthropic funds
are expected to cover only about one third of the funding needed to achieve the SDGs in developing
countries worldwide, which leaves an annual funding gap of €2 trillion (United Nations 2014). Europe
will need approximately €180 billion in additional investments in energy efficiency and renewable
energy per year in order to meet the targets of the Paris Agreement (European Commission 2018).
These gaps emphasise the demand for mobilising private capital to meet social and environmental
needs. Second, a strong push for Sll came after the 2013 G8 Summit in Dublin when former Prime
Minister of the UK, David Cameron, invited relevant financial players to discuss the issue and initiated
the Social Impact InvestmentTaskforce (Interviews with Sll expert, 2020). Third, the current low-interest
rate environmenthasprompted investorsto searchfor otherinvestmentopportunities including sodial
and/or environmental returns. Lastly, there is growingevidence of the success of impact investing with
prominent advocates? an increasing awareness of the field with success stories that resonate
(Interviews with Sll experts 2020).

Regarding recent specific developments in the SIl market across the EU, there are five noteworthy
trends:

e Emerging criteria for defining SIl. There is an ongoing discussion between experts, policy
makers,and Sllactors about the types of investmentthat can be interpreted as Sll. During the
early stages of Sll, a majority of countries and international organisations relied on a rather
inclusive 'big tent' approach, and welcomed every type of investor joining thefield. Thus, the
Sl market was based on a relatively broad and 'flexible’ interpretation of Sll (Interviews with Sli
experts 2020). Nowadays, some experts claim that the definition of Sllshould be clarified with

2 For instance, U2 frontman Bono.
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strict criteria in terms of social impact intentionality, impact measurement and profit
orientation. They justify this position by paying attention to the very high returnexpectations
of someinvestors (up tooreven abovea 20% Internal Rate of Return (IRR) for a fund). Advocates
of such a narrow and specific definition claim that some investments are labelled as Slls even
though they do not reflect the principles of this approach. One common rationale for
opportunistic strategies of this kind is tax avoidance, since Slls are eligible for tax benefits
(Interviews with Sl experts 2020). Tax avoidance — and 'social washing' in general — is only
possible at all because the requirements concerning impact measurements are too 'soft' in
most cases. This is the key reasonwhy impact assessment and impact audits are soimportant.

e Growing investments. First, Sll funds are becoming progressively larger. This is leading to a
larger supply in funds compared to direct investments. This evolution is happening because
funds aim to generate higher management fees on their managed assets (Harris et al. 2014).
Second, although the 'ticket-sizes' of most impact investments remain quite small (averaging
between €200,000 and €5 million) they are constantly growing. The majority of demand side
actors are smallorganisationsthatare only able to receive small 'ticket-size' investments while
most investors are more willing to make fewer investments in larger amounts to avoid
transactioncosts.Over the lastfew years, a trend towards larger 'ticket sizes', which entails the
danger of smaller entities not being funded anymore, has been noticed (Spiess-Knafl & Scheck
2020).

e Cross-border investments. Some investors, who until now have primarily relied on national
investments (cross-border investments being the exception in this field), are starting to look
beyond their bordersfor suitable social enterprises (for example French fundsin CEE).

e A trend towards integrated business models. Many investment-readiness programs (a type
ofintermediary) are currently enlarging their field of activities (Interviews with Sl experts 2020).
This means that some investment-readiness programs have already started investigating the
idea of their own dedicated impact fundsand are thus taking on the role of intermediaries and
supply sideactors at thesame time. For instance, a Belgian cooperative loan fundis expanding
its services to equity and crowdfunding (Fi-compass 2016b).

e Thereis alsoan active discussion on whether Sll is most needed for very early start-ups or
for the scale-up of proven problem-solving approaches (Interviews with Sll experts 2020).

Despite significant progress, the EU Slimarkethas not yet achieved its full potential (Interviews with Sl
experts 2020). The maturity level of the Sllmarket remains low in most EU Member States—in four fifths
of the EU it is considered to be at its 'incipient’ or 'infant' stages (Maduro et al. 2018, p. 43). Eurosif
interprets Sllas only one type of socially responsible investment. According to them, only around 0.5%
of all socially responsible investments in the EU belong to the Sl market*. Furthermore, the European
Sl market lags far behind such markets in the U.S. and Canada. Currently, 58% of all investors are
situated in North America (Mudaliar et al. 2019) and only 21% of investors of the overall €458 billion
market are based in Europe®. Furthermore, there are significant differences within the EU.

Ticket-size - the amount of money that goes into a single investment transaction.

Authors' calculations based on Eurosif, European SRI Study, 2018, available at:
http://www.eurosif.org/wp-content/uploads/2018/11/European-SRI-20 18-Study-LR.pdf.
Includes Western, Northern and Southern Europe.
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3.1.2. Differencesin Sl market developmentlevels across the EU

Sl market development levels vary significantly across EU Member States (Maduro et al. 2018, p. 43).
According to the assessmentstrategy developed by Maduro etal (Maduro et al. 2018, p. 43) Germany,
France, Portugal, Italy and, although no longera member of the EU, the United Kingdom, have already
reached relatively high Sllmarket maturity levels. These countries play an important role in pioneering
innovative policies and instruments andare often described as the best examplesin this area (Maduro
etal. 2018, p. 43). When compared to Sllleaders, the majority of other western, southern, and northern
European countries have less developed markets and yet, theyare increasingly becoming engaged in
SII (OECD 2019, p. 136). Some experts are even 'stricter' in their guidelines for evaluations and claim
that the United Kingdom, followed by France, are the only mature Sll markets in Europe (Interviews
with Sl experts 2020).

The Sl market is least developed in Central and Eastern European (CEE) countries. To illustrate this
fact, only 35% of European resources for social enterprises are spent in the CEE and venture
philanthropy investment is 65 times lower in CEE compared to Western Europe (OECD 2019, p. 137;
EVPA 2017). Even though, in principle, there would be enough capital available, there are few CEE
investors who perceive Sll as an attractive option. Given the lack of domestic supply, the least
developed SIl markets (esp. CEE countries) are often dominated by foreign direct investment (FDI).
Moreover, the least developed Sl markets lack Sl intermediaries, incubators, investment-readiness
support,and rarely make use of innovative Slifinancial instruments (EVPA 2017). Experts claim that all
of these barriers to Sllin the CEE region are mostly determined by a lack of attention by government
institutions toSll: the majority of CEE countriesdo not havenational Sll strategies or government units
responsible for the development of this market. In other words, governments in the region are not
taking on active roles as market 'steerers' (Interviews with Sll experts 2020). In contrast to this situation,
in countries describedas Sllleaders, the development of the Sl marketis directed by national strategies
focused on this approach and there are governmentinstitutionsin place that are responsible for Sllin
particular. Public attention to Sll increases the attractiveness of this approach in the eyes of potential
investors. Thus, in 'leading’ countries, a sufficient supplyfor Sllis ensured through a range of domestic
impact investorscomprised of foundations, high-net-worth individuals (HNWIs), banks, pension funds,
insurance companiesand retail investors.

Figure 5 below illustrates the market maturity differences as presented by the Joint Research Centre
(JRQ). Market maturity scores presented in the figure take into account the maturity of the market
infrastructure, demand,and supply sides®.

5 For more details: see Maduro et al., 2018.
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Figure 5: Maturity of SIl marketin the EU Member States

Ne EU Member States | % EUMember States
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Source: Maduro etal. 2018.

The differences in Sll progress across the different EU Member States are due to several reasons. First
ofall, Sll markets arein general more advanced in developed economies with mature financial markets.
While most countries in the EU are developed countries, nine countries still receive Official
Development Assistance (ODA). They are classified as upper middle-income countries and have
comparatively lessmature Sllmarkets (GIIN 2018). Anotherfactoraffecting Sll development in different
European countries is their different political and sociological set-ups and associated philosophy
regarding the social economy. Countries with extensively developed public provision of social services
(e.g., Nordic countries) exhibit a small social enterprise field and, consequently, a limited number of
investors. Other nations that display a rather liberal private-market oriented ideology (such as the
former member of the EU, the UK) have a widely commercialised social economy that requires
appropriate private funding (European Commission 2020b). Finally, the historical background and
dominant governance practices seem todetermine some differences between Sllmarket development
across the EU. Due to its post-communist history and thus centralised government style with a less
developed social sector, the Sll ecosystem is still less advanced in Central and Eastern Europe (CEE)
(EVPA 2017). Below we discuss the key challenges that prevent rapid SIl market development in a
systematicway.

3.1.3. Key challenges that preventrapid Sl market developmentacross the EU

Sl market development has been slowed down by a number of challenges (see Figure 6 below). For
the sake of simplicity and clarity, challenges are categorised in accordance to the elements of the Sl
ecosystem towhich theyare the mostclosely related. Nevertheless, this strategy of categorising should
be interpreted with caution because all challenges are interrelated. For instance, the low capacities of
intermediaries havenegativeeffects on the demandside actors.
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Figure 6: Key challenges that preventrapid SIl market developmentacross the EU.
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a. Enabling environment-related challenges

Some of the challenges make the entire environment of the country unfavourable for Slland this has a
negative effect on all actors in the SIl market (investors, investees, and intermediaries). First and
foremost and probably the challenge that leads to other problems is the lack of systematic and
consistent government attention to SIl. The majority of EU countries do not have comprehensive
national strategies presentingthe guidelinesand objectives of Sllin their countries. There are also very
few (government) entities whose missions have been focused on the development of Sll (Interviews
with SlI experts 2020). Because of the lack of clear direction and guidelines, initiatives targeted at
finding solutions to Slirelated challenges have been sporadic, and thushaverarely created significant
positive results. The insufficiency of governments' attention to Sl has resulted in a lack of awareness
about SIl (OECD 2019, p. 104). Many potential beneficiaries or investors still lack knowledge about the
existence and the specifics of this approach and the terminology is still incoherent (e.g., impact
investing and social investmentare used interchangeably) (Interviews with Sll experts 2020). Moreover,
individuals and organisationsthat are in principle aware of the Sll concept still have doubts regarding
its benefits. Perceptions that a trade-off between social and financial returns is necessary remain
widespread acrossthe EU. Two-thirds of Sllinvestors claim thatthis challenge remains significant (GIN
2018).

The second general challenge is the lack of a unified and precise definition of Sll. Although the
question as to whether the definition of Sl should be narrower or more inclusiveremains controversial
(see Section 3.1.1 above), most Sll actors agree that establishing a single definition instead of relying
on a variety of interpretations is absolutely necessary. Varying Sll interpretations result in other, even
more specific issues. First of all, monitoring the Sllmarket becomes highly complex. For instance, it is
impossible to identify whetherspending on Sl differs across countries due to differences in definitions
or for other reasons. Secondly, instances when investmentsthatare definitely not Sll (e.g. ESG) are still
interpreted as such or wheninvestmentsthatmeet Sli criteria are interpreted as something else, create
therisk of eradicating the transformational power of Sll (Interviews with Sll experts 2020). Finally, the

29 PE658.185



IPOL | Policy Department for Economic, Scientificand Quality of Life Policies

lack of a unified definition increases theriskof 'impactwashing'. Some providers have started labelling
their productsas Sl products due totighterregulations on sustainable investment criteria even though
their funding sources do not adhere to Sl standards (Klaiber et al. 2019).

Thirdly, regulatory barriers concerning the legal status and definition of demand side actors are
preventing the successful development of the Sl market (Maduro et al. 2018, p. 23; US National

Advisory Board on Impact Investing 2014), such as:

e There is a large heterogeneity between definitions of social enterprises across the EU
Member States (US National Advisory Boardon Impact Investing 2014). This creates confusion,
especially in cases of foreign direct investment because the same type of organisation might
be interpreted as a potential suitable investee in Sl in one country, but is considered an
unsuitable candidate for Sllin another country.

e Someorganisationsthat solve social challenges and theoretically would be able to receive S,
do not fall under the definition of social enterprises, such as profit-with-purpose businesses,
grant-reliant organisations and grant-funded organisations with trading activities and are
excluded and not interpreted as potential investees in the impact investment related
legislation (Interviews with Sll experts 2020; Eurosif 2018).

e A majority of EU Member States do not have a specific policy framework for supporting the
development of social enterprises (Eurosif 2018). Moreover, 10 out of 27 EU Member States
have not introduced any specific organisational legislation to recognise and regulate
social enterprise activity, while the rest of the EU Member States mostly rely on a weak form
of legislation. This means that the legislation is relatively abstract and works more as an
advisory document. It lacks specific or strict requirements concerning activities and funding to
social enterprises and is not associated with practical benefits to demand side actors (Eurosif
2018).

Other regulatory barriershave negative effect on the supply of funds:

e Some regulatory barriers prevent the mobilisation of private funds towards impact
investment. For instance, in some EU Member States, a clarification and refinement of rules
regarding foundation investments in for-profit enterprises is needed (OECD 2019). To give an
example, Banking Foundationsin Italy are prevented from either providing grants or repayable
investmentsinto for-profit entities.

e The public procurement process could be more actively used for fostering the Sll approach.
First, procurementregulations thatclearly emphasise a preference forsocial enterprises during
the public procurement process remain rare. Moreover, few countries have adopted
procurement schemesfollowing the 'pay-by-result' principle (Interviews with Sll experts 2020).

Finally, challenges related to the measurement of impact also pose a significant barrier. Impact
measurement practicesare underdeveloped in the majority of EU Member States:there is not enough
guidance for impact measurement, actors lack the experience and skills necessary for doing it, and
there are not enough external institutions that could provide help to Sll actors with respect to impact
measurement (OECD 2019). Moreover, there is no coherent standardised approach towards impact
measurement. The standardisation of impact assessment methods is expected to enable greater
transparency in the sector and, as a consequence, allow for higher investorcomparability. This should
result in increased funding for companies with the greatest impact and, hopefully, lead towards a
greater capital inflow for the whole Sllmarket. Finally, impact measurement systemsare still too highly
focused on outputs (activities) rather than outcomes and/or impacts (effects) (Interviews with Sl
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experts 2020). This may lead to situations where social organisations simply aimto deliver all promised
products or outcomes and do not pay attention as to whether these products or outcomes have
resulted in a wider scale impact (e.g. a focus on the number of trained unemployed people while
excluding data as to whether these people found jobs after their training). Internationally, there were
some attempts to introduce unified impact measurement principles and although no framework has
definitely prevailed over others, the classification introduced by the Sustainable Development Goals
(SDGs) is gaining significant momentum (Interviews with Sl experts 2020). In the context of impact
measurement, the 17 dimensions identified by the United Nations in the SDGs to define shared social
and environmental objectives have become the most commonly adopted taxonomy to help Sl
organisations, investorsand companies to identify the type ofimpact they produce.

b. Supplysiderelated challenges

When it comes to the supply side, an overall funding gap for SlI still exists in Europe. For instance, the
need for debt as well as equity impact capital for social enterprises across Europe is estimated at an
average of €6.7 billion for the period from 2021 to 2027 (Spiess-Knafl & Scheck 2020). This overall
funding gap exists for severalreasons. First, the attractiveness of the Sll approach remains limited
looking at it from the perspective of private investors. Transaction costs are much higher in Sli
compared to traditional commercialinvestments. This challenge is highly determinedby the fact that
average 'ticket-sizes' remain relatively small. The risks associated with financial returns are also higher.
Thus, not many private investorsare willing to participate in Sllif there are no additional guarantees or
'safety cushions' provided. In addition, as of now, the number of exits forimpact investing deals is still
limited, meaning that evidence of the profitability of impact investing deals is still in the process of
being validated (Spiess-Knafl & Scheck 2020). This leads to a situation where theoretically available
resources (i.e. supply) cannot be successfully targeted atthe demand level because of a lack of suitable
tools. Second, institutional investors dispose of large funds, but play only a negligible role. One
area of growth to be further developed s the role of institutionalinvestorsin directing existing funds
towards impact investment (UK National Advisory Board on Impact Investing 2017). The potential of
pension funds to contribute tothe Sllmarket is not beingrealised (Salvador 2018). In the United States,
pension funds such as the California PublicEmployees' Retirement System, are alreadyactivein the Sl
area (California PublicEmployees' Retirement System (CalPERS) 2017), whereas, in the EU there are very
few examples of this type of approach.

¢. Demandsiderelated challenges

Demandsiderelated challenges in Europe are even more daunting (Interviews with Sllexperts 2020).
First and foremost, there are not enough demand side actors that are able to receive Sll investments
(Interviews with Sll experts 2020). This general challengeis determined by several specificissues. First,
public sector institutions stillremain the main providers of social services in the EU. There is a lack of
social enterprises - organisationsthat solve societal challenges through market mechanisms and are
thus suitable candidates for Sll. Second, the legal definitions of social enterprises or Sll demand side
actors in general often exclude some organisations that prevent them from receiving Sl (for more
details see 'Enabling environment-related challenges'). Third, the low investment-readiness of
potentialinvesteesis amongstthe key challenges fora rapid development of the Sll market (GIIN 2018).
Many social enterprisesand other demand side actors have limited organisational capacity to receive
SII. Sl demand side actors often lack the humanresources necessary formanaging investments on their
side. Moreover, employees often lack the knowledge and skills necessary to attract and manage
investments in their organisation (Interviews with Sll experts 2020). Finally, many of Sll demand side
actors are small organisationsthatare usually notinvestment-ready for the larger ticketsizes preferred
by the majority ofinvestors (Spiess-Knafl &Scheck 2020).
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d. Intermediaries and fund-relatedchallenges

Effective intermediaries can help to 'create liquidity, reduce risk, lower transaction and information
costs, and facilitate payment mechanisms' (World Economic Forum Investors Industries 2013, p. 16).
The success of the SIl market relies greatly on the capacity of financialintermediaries 'to sustain long-
term projects by minimising the cost of running them' (Maduro et al. 2018, p. 32). Capacity-building
intermediaries are alsocrucial when takinginto accountthelack of strong demandside actorsthatare
ready to receive investment (see above) (Interviews with Sllexperts 2020). However, the lack of both
types of intermediaries remains a major obstacle for SIl market development in many countries
(Scheck & Spiess-Knafl 2020).

Moreover, intermediaries that operate in the market often lack the necessary capacities to manage
their budget or provide comprehensive support to the investees themselves. For instance, most
capacity-building intermediaries are newly established and still relatively small. Thus, they often lack
both the human resources and work experience (Interviews with Sll experts 2020). Also, the business
model of an intermediary'soperation and fundingis complicated. Potential investeesare expected to
pay intermediaries in order to strengthen them and make them investment-ready. However,
paradoxically, investeesthatneed the mostsupport do nothave enoughmoney to pay for the services
of intermediaries. Therefore, only afew social enterprises are willing or able to pay intermediaries
for providing investment-readiness support (Scheck & Spiess-Knafl 2020).

Some challenges for the rapid development of the SIl market are related to funding mechanisms
through which capital is meant to reach the investees (directly or involving the funds). Funding
mechanisms are not tailored to the specific needs of social enterprises. The expansion of
innovative financial mechanisms in theSllmarketremainsinsufficientand is concentrated in only a few
countries (e.g. the Netherlands, France, Portugal) (Maduro et al. 2018). Loans, followed by grants and
equity, are the mostpopular productsused by governmentsin the social investment space (Gianoncelii
et al. 2018). Many social enterprises do not meet the formal criteria of these traditional financial
mechanisms which are more suitable to exclusively commercialinvestments. Forinstance, loans might
require a very high financial return, which is usually lower in social enterprises compared to fully
commercial ones. In addition, smallor new social organisations in transition (esp. the so-called hybrid
enterprises whose activities often apply principles fromthe non-profit as well as the third sector) need
different and more types of blended capital as well as better access to early-stage capital (OECD
2019, p. 141, UK National Advisory Board on Impact Investing 2014). Thus, the access to funding that
meets the needs of the majority of social enterprisesremains a prevalent problemacross the EU.

3.2. National Sll market development initiatives

3.2.1. Trends relatedto national SIl marketdevelopmentinitiatives across the EU

In many countries, Sllis still a relatively new approach. Thus, intervention by governments is neededin
order to foster a rapid development of the Slimarket. Leading EU Member States have already proved
that the challenges to SIl market development identified above can be successfully addressed by
various publicinitiatives and/or targeted policy instruments. The OECD hasidentified at least 325 such
initiatives in support of SlI” (OECD 2019). A mapping and analysis of such initiatives revealed several
specific trends with respect to public market development approaches and strategiesin the EU. Below
we discuss these trendsin accordance to ourconceptual framework (see Chapter2 above).

7 Classification of European countries follows OECD-DAC statistical standards. Thus, it covers not only the EU Member States, but also

Iceland, Norway and Switzerland.

PE 658.185 32



Social Impact Investment. Best Practices and Recommendations for the Next Generation

First, an absolute majority (over 80%) of the initiatives are domestic, i.e. they target national Sl
ecosystems. International or cross-border initiatives (i.e. targeted at several countries at once) remain
scarce (OECD 2019).Second, itis not surprising thata majority of successful initiatives are implemented
in countries with the most mature Sll markets, and that there are very few initiatives implemented in
CEE and other countries with the least mature Sllmarkets. This creates a vicious circle — Sl progress in
these countriesis slowand there are notenough successful publicinitiatives thatcould foster progress
(Interviews with Sll experts 2020).

Third, policy instruments targeted at the supply side of the SIl market dominate over instruments
targeted at the demand side or intermediaries. The majority of identified instruments work as supply
side mechanisms (direct budget provision) or support other Sll investors through financial schemes,
funds or fiscal incentives. Policy makers are more used to and are more experienced at implementing
such supply side instruments regardless of the area of investment. The support for Sll demand side
actors (e.g. their capacity building) is often perceived as a 'less intuitive'approach requiring additional
efforts as well as innovative approaches (Interviews with Sll experts 2020). Thus, there is a lack of
instruments facilitating the establishment of or supportfor already established social enterprises and
other Sl demand side actors across the EU e.g. accelerators, capacity building initiatives (Interviews
with Sl experts 2020). Initiatives supporting Sl intermediaries are even rarer when compared to
instruments targeted at the demand side. According to the OECD, less than 10% of domestic policy
instruments in OECD countries were dedicated to intermediaries (OECD 2019, p. 167). A lack of
instruments facilitating the demand side and intermediaries of Sl may result in an oversupply of the
available budget —there might be enough strong investorsand financing butnot enoughinvestment-
ready social organisations or intermediaries thatare able to connect investors and investees (Interviews
with SIl experts 2020).

Fourth, instruments targeted at or working as supply side mechanisms are highly reliant on a
government's power to grant financial resources (in the conceptual framework described above this is
defined as Governments' Power to Finance). Therefore, initiatives providing financial support,
especially the provision of financing throughfinancial instruments, are more prevalent compared to

other types of Sll support initiatives i.e. initiatives targeted at steering, ruling, strengthening or
informing (Interviews with Sllexperts 2020).

Fifth, regarding the role of governments in the process of Sll market development, it seems that
governments are most likely to act as SIl Market Participants. They relatively often take on therole
of supply side actors and provide investment capital. There are also quite a few initiatives where
governments take on therole of a Market Steward. For instance, they introduce legislationregulating
the activities of social enterprises (Interviews with Sl experts 2020). However, the majority of
governments in EU Member States are not systematic or consistent in taking on the role of a Market
Steward. This meansthatinitiatives that might removebarriersto Slimarket development are sporadic
and that there are very few examples where governments focus on this aim and consistently
implement initiatives removing differentbarriers one by one. Finally, initiatives where governments
take on the role of an active SIl Market Builder are the rarest. Just a few Member States have
emphasised thatSllis one of their policy priorities.

33 PE658.185



IPOL | Policy Department for Economic, Scientificand Quality of Life Policies

3.2.2. Examples of successful SIl market developmentinitiatives across the EU

Below, we discuss successfulinitiatives based on a) how frequently they have been mentioned in the
literature and by the SII experts interviewed and b) their positive results and impact. Successful
initiatives are grouped and presented according to the challenges they solve. This chapter describes
justa few of all the available public SIl market development initiatives implemented in the EU during
the last couple of decades. Other identified initiatives are presented in the Annex | 'Database of
Successful SllMarket Development Initiatives' to this study.

The key condition for the creation of a Sll enabling environment in a country is the government
taking on the role of a Sl market 'steerer' by establishing responsible policy bodies and introducding
SII facilitation strategies. Employing or reforming government structures to ensure the rapid
development of the Sllmarket can take manyforms and be adapted to different contexts. Forexample,
seven EU Member Statesand EU itself have established Sl National Advisory Boards (NABs).These NABs
liaise between the government and other Sll market stakeholders and together belong to the Global
Steering Group (GSG 2018) (see Box 2 below). In some countries, Sl markets are also 'steered' by
organisations supported by the national governmentor institutions focused on the development of Sli
(e.g. Sitra in Finland). However, in the majority of EU countries, there are no entities that focus
specifically on SII. Sll is often perceived as one of the many responsibilities of central government
institutions (e.g. ministries of social affairs). As a result, the approach does not receive sufficient
attention.

Thereare some examples across the EU proving that employing government structures to ensure the
rapid development of the SIl market and the development of comprehensive Sll strategies are
necessary conditionsthatin turn resultin significant positive changes across the entire Sll environment
in the country (OECD 2019). For instance, the key reason why Portugal and Finland have made
significant breakthroughs in developing the Sl market over the past number of years has been the
establishment of institutions thatare focused on the development of this approach in their countries,
as well as the creation of national plans for Sll development (Maduro et al. 2018; Interviews with Sl
experts 2020) (see Box 2 below).
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Box 2: Successful initiatives focused on steeringthe Sll market - creating an enabling
environment

The Global Steering Group for Impactinvestment (GSG) aims to develop, agitate and
catalyse the advance towards impact economies in order to improve real life impact that
would benefit people and the planet. Established in August 2015GSGisasuccessortothe (S G A\
Social Impact Investment Taskforce. The company is represented in 33 countries (7 EU Driving real impact
Member States) with National Advisory Boards working in 32 members to advance impact
investment in a country or a region. GSG brings together impact leaders from finance,

business, government and philanthropy sectors. Below we present a few examples of the National Advisory
Board operating in EU Member States.

Spain National Advisory Board. NAB in Spain promotes impact investment in the country by mobilizing
public and private capital to solve global challenges. In 2018-2019, the NAB mobilized more than 70
organisations from the Spanish impact investment sector to create 3 reports on the supply, demand and
intermediation of capital. At the beginning of 2018, it managed €90 million in impact investment. By 2021,

Spain NAB aims to quadruple the volume of impact investment and manage €360 million in the Spanish impact
investment market.

Steering of Sll marketin Portugal. The rapid development of the Sl market

in Portugal started around a decade ago when social innovation and social
PORTUGUESE

entrepreneurship emerged as priorities in the Portuguese public agenda. SOCIAL INVESTMENT
Portugal identified these two areas as a key priority of its 2014-2020 TRKFORGE

ABLLPRIT O PTG, RSN SC1AL AT STHENT AT

Partnership Agreement with European Commission. The entire SlI
development process in Portugal was led and managed by several dedicated
organisations. The Portuguese Social Investment Taskforce (also called the
Portuguese NAB) was launched in 2014. The Portuguese Social Investment
Taskforce brought together a wide range of organisations and perspectives
from the private, public and social sectors to support social innovation and
build an Impact Investment market. The actions of the Social Investment
Taskforce resulted in the creation of 'A Blueprint for Portugal's Emerging Social Investment Market', which is
Portugal's national strategy forinvestmentand social innovation that sets clear goals and provides direction
for the creation of new legislation and policies. Moreover, in 2014, the Portuguese government created
Portugal Inovacao Social (EMPIS), which has also significantly contributed to the steering of the market. EMPIS
is a €150 million public-driven initiative making use of the European Social Fund. EMPIS had three main
objectives: funding the full life cycle of social innovation and social entrepreneurship projects through
innovative financing programmes, mobilising the Portuguese social innovation ecosystem, helping to
promote collaborative networks between public, private and social economy players, and stimulating the
creation and growth of a Portuguese social impact investment market.

Steering of Sll market inFinland. The progress of the Sll market in Finland started in 2014 when the Finnish
Innovation Fund Sitra took on the role of Sl market builder. Sitra was directly responsible to the Parliament of
Finland. Sitra closely collaborated with the Finnish National Impact Investing Advisory Board. By supporting
the public sector, service providers and inventors, the National Advisory Board has sought to advance the
development of the impact-investing ecosystemin Finland. It currently has the largest Fast Employment and
Integration SIB fund in Europe with a total of €13.5 million. Fifty organisations from the public sector are
estimated to be using SIB funds in Finland. The NAB has organised four Impact Accelerator training programs
for Impact Actors. Both Sitra and the Finnish NAB developed the plans for the SlI ecosystem. These plans
complement each other and together have taken on the function of a de facto national strategy for Impact
Investing.

Source: Maduro etal. 2018, Portuguese Social Investment Taskforce 2018, Interviews with SIl experts 2020, GSG 2018, GSG
2019,GSG n.d.
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Challenges related to the definitions of Sll and Sll actors can be addressed by using the power of
public institutionsto rule the Slimarket. As many as 18 EU Member States have established legislation
addressing ordefining social enterprises. For instance, in France, the Social and Solidarity EconomyLaw
was amended to change the legalform of a Solidarity-based Enterprise to a Solidarity-based Enterprise
with a Social Purpose (ESUS). This law identified the particular features of solidarity-based (social)
enterprises, and thus ensured that only organisations that focus on the creation of social impact are
viewed as solidarity-basedenterprises. To obtain the status of ESUS, the enterprise must prioritise sodial
impact and satisfy the requirements for salary limits (GSG n.d.). Several EU countries have also
developed Social Enterprise marks and labelling schemes e.g. The Finnish Social Enterprise Mark (F-
SEM), the 'Social Economy Enterprise' certificate in Poland, the Social Enterprise Mark in the UK, It
Works' stamp in Germany. However, the majority of theselegislative changesor labelling schemes lack
power (Interviews with Sll experts 2020). This means that these legalforms or labels are not linked to
tangible benefits, and thus they remain mere marketing tools without any real traction. A good
example of addressing thischallengeis the 'lt Works' ('Wirkt') stamp introduced in Germany (see Box 3
below).

Furthermore, some governments have introduced tax incentives for both demand- and supply side
actors. So far, they have been more prevalent in countries that have recognised a specific legal status
for social enterprises (GSG 2018, p. 2). Forexample, the French government offers tax relief for investors
in Solidarity Funds and impact businesses and provides fiscal incentives, financial support and
coaching forimpact businessesthatwork in the area of job integration (GSG 2018, p. 39). Portugal has
acknowledged investments in SIBs as an expenditure with a mark-up of 130% on the amountinvested
from 2018 (GSG 2018, p. 48) (see Box 3 below). However, despite some positive examples, fiscal
initiatives remain the least populartype of government actiontargeting Sllmarket development.

Box 3: Successful initiatives addressing the definition of SIl and tax incentives

'It Works' (‘Wirkt) stamp (Germany) is issued to effective social initiatives by PHINEO, a public benefit venture
established by Deutsche Borse, the Bertelsmann Foundation, KPMG, PwC and the Mercator Foundation. The
'Wirkt' label aims to identify public benefit organisations that are especially effective in resolving social
problems. Organisations that apply receive useful feedback on their strategy and operations during the
PHINEO-analysis and can - if the label is awarded and used in promotional activities — expect higher revenues
from donations orinvestments. Organisations that receive the stamp are donor-funding-dependent initiatives
as well as social enterprises with business models based on market revenues. This voluntary private
certification scheme involves a multi-stage screening process starting with an online self-assessment

questionnaire and includes on-site visits. Around 600 organisations have applied and been screened since
2009 and around 150 have received the 'Wirkt'label.

Tax regulations related toinvestments in SIBs (Portugal). In Portugal, investments in social impact bonds
are acknowledged for tax purposes as an expenditure, with a mark-up of 130% on the amount invested.
Besides this mark-up, investors can see theirinvestment refunded (and registered as 'revenue' for tax purposes
in the same year) if social impact results are achieved. This represents a regulatory milestone, with Portugal
being the second country to adopt SIB incentives.

Source: European Commission 2016a; GSG 2018 p.48.
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National governments can contribute to solving challenges related to impact measurement by
introducing regulatory initiatives or by building stakeholders' capacity. Regulatory initiatives may
improve impact measurement procedures by adopting social impact reporting standards. Some
tentative steps towards measuring the impact of Sll have been taken by the UK and Portugal, both of
which haveintroduced unit cost databasesto provide unitary cost estimates (cost of a social problem,
intervention or service, broken down to the level of a single individual over a certain period of time) in
different policy areas (EVPA 2018).

Public initiatives can also contribute to the development of guidelines on impact measurement or
provide help to Sl stakeholders in this area. For instance, research centres at 10 Italian universities are
conducting studies and research on defining impact measurement standards and guidelines. A
Ministry level programme in partnership with the Italian NAB (GSG 2018, p. 45) funds this activity.
Another positive example is a centre for impact measurement created by Torino Social Impact. This
centre helps social businesses to measure their impact and, in doing so, identifies how they can
become more attractive to impact investors (GSG 2018, p. 45).
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Box 4: Successful SIl market building initiatives:impact measurementrelated challenges

ONE VALUE database (Portugal) ONE VALUE is an online portal aiming to centralise, standardise and provide
data on the cost of Portugal's entrenched social problems in five areas (education, employment, justice, social
care and health). ONEVALUE is promoted by the Calouste Gulbenkian Foundation and the Social Investment
Lab. Data provided by ONE VALUE has the potential to improve public service commissioning and contribute
to successful public service reform by informing public policy makers and by demonstrating how public funds
can be used more efficiently. This database is also relevant for social organisations whose services are
commissioned by the public sector (social enterprises, social investors, philanthropists and intermediaries).

They can evaluate the relevant data when deciding whether to enter into payment-by-results contracts
schemes such as SIBs.

Competence Centre for Impact Measurement (Italy) is a centre that fosters impact evaluation culture and
practices. It provides guidance, technical support, training and continuing education.
The centre is promoted by the Social Entrepreneurship Committee of the Turin Chamber of Commerce within
the framework of Torino Social Impact. The Centre works and is accessible to all public and private local entities,
both for profitand non-profit organisations. The main activities of the Competence Centre are:
e Monitoring of the ecosystem, first stage guidance for interested parties and a needs assessment
through a specific procedure.
e Promotion of measurement practice and culture through seminars and meetings and a high-level
university course taught at the University of Turin.
e Support aimed at sharing methodologies, strengthening the ecosystem, ensuring guidance for the
organisations along with their measurement processes.
The Centre operates in cooperation with national, European and international institutes. It guarantees the
consistency of its evaluation process with the most relevant measurement procedures at the global level.

Source: Maduro et al. 2018, Torino Social impact n.d.

To address the knowledge gap about Slland encourage participation in the market, some EU Member
States have set up initiatives aimed at raising awareness about SIl such as communication
campaigns, consultations,research, etc. (i.e. initiatives attributed to the type 'inform’). Research on the
Sl market is crucial in order to determine the state of Sll, including the strengths and barriers to its
further development. For example, the Irish Government Economic & Evaluation Service released a
report entitled 'Social Impact Investments in Ireland: Learnings from the Pilot Initiative' (published in
2016) and the Dutch Ministry for the Economy funded a study on 'Stimulating the Social Enterprise
Sector: Experience and Lessons from Europe' (published in 2013) (OECD 2019, p. 212-213). Some
countries haveresearch unitsor centres focusing on the analysis of Sll in particular. TIRESIA (IT) is one
of the great examples of consistent research efforts in this area. Other examples where individual
research initiatives have developed into actual research centres are the Danish National Centre for
Social Enterprises or the UK Social Investment Research Council (OECD 2019, p. 193).

Information campaigns are another type of policy initiative that have contributed to closing the
knowledge gap about SIl. A majority of the most successful information campaigns implemented
across the EU have been part of broader measures, such as the Portuguese Social Innovation Mission
Structure (EMPIS) (Portugal Inovacao Social n.d.) or regional Torino Social Impact initiative (Torino
Social Impact n.d.). Despite their relative success, experts emphasise that information efforts could be
more widespread and targeted at broader and more various audiences e.g. not only the academic
community, but also society in general (Interviews with Sllexperts 2020).
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Box 5: Successful SIl market building initiatives:research activities

TIRESIA (Italy)is the International Research Centre promoted by the School

of Management of Politecnico di Milano pursuing scientificexcellence in the _I—

field of Social and Impact Innovation. Through research, education, advisory | R E 5 | A
and experiential learning, TIRESIA's experts enhance the capacity of

individuals and organisations to embrace global and innovative solutions to

complex societal problems.

Source: Tiresian.d.

Governments address supply side related challenges mainly by providing funding themselvesi.e.
throughinitiatives attributed tothe type 'finance'based on the conceptual framework. First of all, when
aninvestmentin a social service has alow commercial potentiali.e. a lowfinancial return, governments
might replace private investors by providing the funding themselves, for example, through public
procurement. Therefore, public procurement regulations could play a major role by demonstrating
a preference for social enterprises in their purchasing decisions. For instance, the Action Plan for
Sustainable Procurement®introducedin Belgium or the Public Procurement of Innovation of Products
and Services regulation® introduced in Spain are regulatory documents that require the criterion of
sustainability in public procurements.

Second, public institutions have the power to increase SlI's attractiveness by introducing and
supporting innovative financial instruments. Governments' contributions to the financial schemes
decrease the risk of low or no financial returns and decrease transaction costs for private investors.
Social Impact Bonds (SIBs) are probably the most widely used innovative financial mechanism aimed
atincreasing Sllattractiveness for private investors.Private investorsare much more likely to fund sodial
organisations by participating in SIBs because they are guaranteed that their initial investment and
interests willbe returned to them usingthe publicsavings generated. Between 2008 and 2018, a total
of 109 SIBs were launched across theEU (incl. UK) (Social Finance 2018), raising more than €350 million
and affecting almost 750 thousand lives (Eurosif 2018). Some SIBs have already generated positive
results. For instance, the SIB introduced in Rotterdam aimed to decrease youth unemployment. The
local job-training firm Buzinezzclub mentored 160 unemployed young people, helping them to
identify skills, find work or develop business plans. More than 60% of citizens mentored by
Buzinezzclub have already found jobs and come off government unemployment benefits. This reveals
that successful SIBs can decrease the demand for public allowances (Guay 2017). An analysis reveals
that the most successful SIBs are the ones focused on particular social groups and their problems
(instead of SIBs with a more general, wider scope). The specificity of a SIB's targetensures that activities
implemented by the social enterprises participating are welladapted to the needs of specific groups,
and thus can successfully create a positive impact. For instance, Koto-SIB (FI) focuses on the
employment and integration ofimmigrants (Koto-SIB n.d.) (see Box 1 above).

Thirdly, governments can create, manage or provide additional funding for platforms and mechanisms
whose main purposeis to attractmore private capital to Sll. For instance, crowdfunding and peer-to-
peer lending initiatives are innovative Sllfinancial mechanisms that have been slowly but constantly
gaining popularity over the past fewyears. Online alternative financing (including crowdfunding and
peer-to-peer lending) in Europe has increased from €1 127 million in 2013 to €7 671 million in 2016
(Ziegler et al. 2018; OECD 2019, p. 140). Governments can encourage the spread of crowdfunding

European Commission (2016¢) Public procurement - Study on administrative capacity in the EU: Belgium Country Profile, available at:
https://eceuropa.eu/regional_policy/sources/policy/how/improving-investment/public-procurement/study/country _profile/be.pdf.
European Commission (2016d) Public procurement - Study on administrative capacity in the EU: Spain Country Profile, available at:
https://ec.europa.eu/regional_policy/sources/policy/how/improving-investment/public-procurement/study/country profile/es.pdf.
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practices in the context of Sll by supporting relevant crowdfunding platforms. One successful example
of a public crowdfunding initiative is Crowdfunding Bizkaia (ES) (see Box 6 below).

Finally, targeted publicregulations mightencourage institutional investors to fund Slls. Among the
best practice examples is the French government's pensionregulation on 90/10 solidarity investment
funds, which mustinvestat least 5% - and upto 10% - of their funding into solidarity-based enterprises
(Global Steering Group (GSG), 2018).

Box 6: Successful publicinitiatives addressing supply side related challenges

Action Plan for Sustainable Procurement (Belgium). In Belgium, the Ministry of Environment and
Sustainable Development has developed an Action Plan for Sustainable Procurement in cooperation with
regional authorities. In this context, a specific circular was published in 2014 to integrate sustainable
development into public procurement legislation, including social clauses and measures favouring the
participation of SMEs by federal contracting authorities. In addition, Belgium established comprehensive
channels for dialogue between the government, companies, and purchasing units, which contributed to the
constantimprovement of the national sustainable public procurement policy. Moreover, the Federal Institute
of Sustainable Development provides public procurement practitioners with manuals to foster sustainable
purchases including environmental and social criteria for specific products and services as well as the use of
life-cycle costing.

Crowdfunding Bizkaia (Spain) Bizkaia County Council has setin motion the initiative Crowdfunding Bizkaia,
the first participative finance platform for start-ups of a public nature aimed at continuing to strengthen the
entrepreneurship ecosystem in Bizkaia. The initiative links up public benefit-oriented start-ups with investors
and in this way strengthens the entrepreneurship ecosystemin Bizkaia's region.

90/10 Employees' saving schemes (France) For-profit companies with over 50 members of staff, together
with regular savings schemes, must offer their employees the option of allocating part of their savings to a
solidarity-based employee savings fund (FCPE) and receive a tax exemption on the investment. These
donations and investments that individuals may decide to make via a bank or a mutual insurance company
(FCP, SICAV, solidarity-based FIP) become part of the '90/10 funds' that use 5-10% of their assets to invest into
solidarity-based enterprises, solidarity-based financial funders or microfinance funds. The rest of the capital is
channelledinto conventional investments.

Source: Finansol 2019, Social platform 2015, Bizakaia Talent n.d.

Governments address demand side challenges by introducing or supporting facilitating initiatives
such as incubators, accelerators, impact investing advisory consultants, training, coaching or the
exchange of best practices (Scheck & Spiess-Knafl 2020). These measures focus directly on the demand
side actors and building their capacity. Government institutions take over some functions of the
intermediaries by facilitating the establishment of new social enterprises or making already existent
demand side actors investment-ready. In some cases, publicinitiatives may support intermediaries by
encouraging them to provide high-quality and comprehensive supportto potentialinvestees.

Thefacilitation of Sll demand side actors and intermediaries remains scarce in comparison to finandial
support working as a supply mechanism (see above). Nevertheless, there are some good examples
worth mentioning. Initiatives such as PUST in Sweden or Maxe X in Portugal (see Box 7 below) aim at
providing comprehensive support, which includes training, network facilitation and other services. In
contrast toinitiativesincluding comprehensive'sets' of supportservices, there are otherinitiatives that
aremoretargeted. Forinstance, France has a programme that helps potential investees with impact-
driveninvestor assessment.
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Box 7: Successful initiatives addressing demand side challenges and intermediaries

The Partnership for the Development of Social Enterprises (PUST) (SE) facilitates the collaboration, networking

and social franchising of different social enterprises. It also provides a 40-week education and training
programme in social entrepreneurship on behalf of the Swedish Public Employment Service.

MAZE X (PT) is a nine-month acceleration programme (3 months ofintensive
acceleration, 6 months of continuous guidance) for tech start-ups concemed
with solving social and environmental problems. With the goal to turn impact maze x
ventures into impact unicorns, Maze X focuses on equipping ventures with
the capital, skills and network they need to attract investment, scale their
ideas and maximise their impact. It also offers corporate pilot testing
opportunities, with 3 out of 10 start-ups in each cohort selected to use large corporations as a testbed for their
products.

The 2019 cohort of Maze X has helped impact entrepreneurs like RNTERS, Goodbag, Bios, MyPolis and
Chatterbox that have raised €1 million in funding during the 6-month period after the end of acceleration.

Sources: European Commission 2016a, Maze-X n.d., EU-Startups 2019.

3.2.3. Sl marketdevelopmentinitiatives' success factors and main lessons for other
countries

Several external success factors increase the likelihood of establishing and effectively implementing
successfuland innovative Sllmarket facilitation initiatives:

e Education raises awareness and creates a base of qualified specialists who could foster the
market (GSG 2018). University courses, training programmes and research centres focused on
impact investing are most frequent in countries like Italy, Portugal or the UK, the prominent
leaders of the European Sllmarket (GSG 2018). For instance, the 'Cottino Social Impact Campus'
initiative is entirely dedicated to the creation, dissemination and promotion of the Impact
Culturethrougheducation™.

e Demonstrating that Sll development is a priority increases the engagement of potential
stakeholders. Political leadership and specific commitment to the SIl market, expressed
through the creation of a national Sll strategy, the establishment of a central unit for Sl or
stakeholder consultations, are all very effective in mobilising public and private actors, as well
as facilitating the creation of other initiatives (OECD 2019, p. 38). In this instance, Portugal has
shown significant progress. It established the Portuguese Social Investment Task force that
published 'A Blueprint for Portugal's Emerging Social Investment Market: Portugal's National
Strategy for Investment and Social Innovation in Setting Clear Goals and Giving Direction to
the Creation of New Legislation and Policies' in 2015 (GSG 2018, p. 47). Following a similar
scheme, there are attempts torejuvenate the Sll Market in CEE: a Central and Eastern European
Social Investment Taskforce was set up in 2017 (EVPA 2017).

¢ International initiatives foster actions on a national level. The Global Steering Group
initiated the establishment of NABs, which not only ensure communication with fellow
members, but also take care of localised needs (GSG 2018). In addition, international groups
facilitate the sharing of good practices. For example, the establishment of the impact investor
wholesaler Big Society Capital in the UK inspired the setting-up of such funds in Portugal

1% Cottino Social Impact Campus, available at: https://www.cottin osocialimpactcampus.org/en/home-eng/.
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(Portugallnovacao Socialinitiative, worth€150 million), a fellow member of the Global Steering
Group (OECD 2019, p. 178).

Some features of the Sll facilitation initiatives increase the likelihood of an initiative's success and the
achievement of its expected results:

The most successful initiatives encompass a broad spectrum of activities to create a long-
lasting impact e.g. funding followed by capacity building or additional lobbying and/or
information campaigns. For example, 'Sitra' (Finland) is a public fund that also acts as an
intermediary - it has anaccelerator programme and offers workshops for different stakeholders
(GSG 2018, p. 35-36). Even if the initiatives tend to focus on financial instruments, their wide
range of applied financial instruments reach more social enterprisesin need and promises
support more suitable to their specific needs. For instance, '"Ananda Ventures' offersfinancng
structures from mezzanine'' to equity adapted to each particular business model, stage and
exit scenario (Anandalmpact Ventures n.d.).Furthermore, itisimportantthatinitiatives with a
narrower focus not be left on their own to support a very limited group of stakeholders,
resulting in a minimal Sl system impact. Even if such initiatives have very specific targets, it is
possible to co-ordinate between them to ensure maximum outreach at different
interconnected pointsof the Sll chain.

Successful practices ofteninclude innovative solutions: innovative financial instruments, new
forms of planning or similar (Maduro et al., p. 81). For instance, innovative solutions help to
attract funding for ventures that would normally be restricted by legal frameworks or
alternatively they may offer more tools that are effective. In addition to traditional financial
mechanisms, 'CAFVenturesome' created a new financial instrument thatfills the gap between
debts and grants/equity, hence it is beneficial to ventures that do not allow the sharing of
capital or do not qualify for debt financing (CAF Venturesome 2008). Innovative approaches
can also contribute to better-informed decision making. Thefirst Unit Cost Database (UK) has
been used for outcomes pricing in the majority of SIBs in the UK (EVPA 2018). It has helped to
evaluateinterventionsand base new solutions on quantitative data.

It is important to involve relevant stakeholders and experts in the design or decision-
making process when developing public initiatives (Maduro et al. 2018). In the process of
drafting the Social Investment Tax Relief (UK), there were multiple consultationsand revisions
with the market players (Maduro et al. 2018). It produced legislation that was better adapted
to the needs of the market participants and encouraged stakeholder engagement. ESIF
experts/negotiators also provided consultations to the Portuguese government during the
creation of EMPIS, thus ensuring the efficient use of funds and market facilitation techniques
(Maduro etal., p.49).

Localinitiatives with a close 'proximity' to the market have proved that strategiesadapted to
the local context and its needs have great potential (Maduro et al. 2018). The Torino Social
Impact platform unites local publicand private actors, promoting the ecosystemby creatinga
collective brand and building common infrastructures. It has also created a centre for impact
measurement, enabling businesses to obtain proof of their achievements in order to attract
moreinvestors(TorinoSocial Innovation 2017).

" Mezzaninefinancingis a hybrid of debt and equity financing thatgivesthe lenderthe rightto convert to an equity interest in the company
in case of default, generally after venture capital companies and other senior lenders are paid (Hayes & Mansa 2020).
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3.3. The Slimarket in the context of the Covid-19 pandemic

This sub-chapter looks at the Sl market in the context of the Covid-19 pandemic. It analyses how SlI
could facilitate the post COVID-19 recovery, how the Sl market has been affected by the COVID-19
pandemic, and what measures are being introduced in reactionto the recent changes.

3.3.1. Potential of the SIl approach in the facilitation of the post Covid-19recovery

SIl has the potential to contribute to three different phases of investment that are needed for
addressing the global crisis broughton by the pandemic (GIIN 2020a, EVPA 2020):

e During the response phase, funding is targeted at the immediate needs of society in
emergency cases. Sll has already proved its potential to contribute to the response phase
during the first wave of the pandemic. For instance, Sl mechanisms could be (and in some
cases havealready been) used to fund the purchase of medical equipment, hospital beds, and
personal protective equipment forfrontline health staff. Sllmay help respondto the pandemic
mostly through grantsor government-aided emergency funding.

e Duringtherecovery phase, the main purposeof Slllies in the attempt tosave and support sodial
solutions by restoring Sllactorsand mechanisms that were negatively affected during the crisis.
For instance, a government's economic packages might be used to mitigate the negative
medium-term consequences of the pandemic (e.g. prevention of job losses). Simultaneously,
investors might provide bridging loan facilities or relax the agreed terms of Sll contracts (eg.
investors might postpone the deadlines for reporting on impacts or send an agreed share of
financialreturns) in order to give investees'breathing space to weatherthe storm'.

e The resilience phase of funding focuses on more systemic long-term solutions that are
expected to contribute to the creation of a more resilient society. These may include
investment in pharmaceuticals and vaccines or new technologies and innovative solutions to
cope with future problems.

There are several reasons behind a growing need for Sll. First, the Covid-19 crisis has intensified the
severity and urgency with respectto certainsocialand environmental needs. Anunprecedented share
of people in society are currently facing high risks with respect to viral exposure and vulnerability,
unemployment, and poverty (GIIN 2020c). Consequently, allavailable efforts need to be deployed and
strengthened to addressthese rapidly growing needs. Second, thereis a high risk that the budget that
governments normally allocate to solving societal challenges will significantly decrease due to the
emerging economic crisis. SIl might contribute to quickly solving the challenges created by the
pandemic by ensuring that limited publicbudgetsare spentas efficiently as possible. Moreover, the Sl
approach may mobilise additional financial resources needed to address the current crisis by turning
to the private sector (OECD 2019). Finally, the high adaptive capacity of social businesses ensures an
effective and timely reaction to changes duringand after the pandemic (OECD 2020).

3.3.2. Effects of the Covid-19 crisis on the Sll market

The Covid-19 pandemic has had a significant effect on the SII market. First, and probably most
importantly of all, policy makers, potentialand currentSllactors, and societyas a whole, have recently
begun to pay more attention to SlI, viewing this approach as one of the most effective solutions to
challenges created by the pandemic (GIIN 2020a, Stauffenberg 2020, GIIN 2020c). Theincreased focus
on this approach might prove to be animportant catalyst for Sllmarketdevelopment.
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Moreover, responses to the Covid-19 pandemic might also foster the Sl market by bringing about
cultural change - changing people's perceptions of certain socialand environmental needs and their
personal responsibility in solving societal challenges. In the fight against the Covid-19 pandemic, the
people-centric approach has become a priority. Governments and the private sector introduced a
variety of different initiatives to support those hit by the pandemic. Individual citizens also invested
their money and time by volunteering or donating to charities. If this 'compassion and proactive
approachin taking care of those mostvulnerable' does notfade entirely after the pandemic, it is likely
to foster the further development of the Sl market (Case-research, 2020). Remembering the success
stories of joined forces and the people-centricapproach in fighting the global crisis might encourage
organisations toaim at creating positive socialimpact throughtheir activities. Similarly, more investors
may start to considerthe socialimpact created using their investment.

The Covid-19 pandemic seems to have affected the 'thematic' focus of Sll. There is some evidence
that the topics of health and digitalisation are seeing a push and, given the emergingeconomic crisis,
that employmentwill become one of the most critical topics of Sl in the near future (World Economic
Forum 2020, Interviews with Sllexperts 2020). Based onthe GIIN Impact Investors' Survey, a meaningful
minority (21%) of surveyed investors expectedto change their target impact themes. Interest in themes
such as good health and well-being, quality education, and decent work and economic growth has
emerged (GIIN 20200).

Despite all of this growing attention, Sl demand side actors are facing negative consequences
resulting from the pandemic that are similar to other economic actors, including falling revenues
(OECD 2020). For example, the Association of work integration enterprises from France recently
reported that an absolute majority (95%) of their economicactivity was affected by the pandemicand
that the work integration enterprises are likely to lose more than a quarter (27%) of their projected
revenues for 2020 (Ernst and Young 2020, OECD 2020). Furthermore, the legal status of some Sl
demand side actors (e.g.associations or foundations) might prevent them fromaccessing government
support measuresavailable to other organisations during the crisis (OECD 2020).

At this point, while data on the value of impact investing for 2020 is still unavailable, it is especially
difficult to predict the effects of the pandemic on the size of Sll spending. However, there is some
evidence suggesting the likelihood that the overall amount of Sll will decrease during 2020.The
Sl experts interviewed forecast that the value ofimpact investingwill drop significantly because many
investors themselves are facing economic difficulties and might be less interested in Sl (which usually
brings less monetary profit when comparedto traditional commercial investments) (Interviews with Sl
experts 2020). It has already been noticed that investors have undertaken fewer transactions in 2020
compared to previous years (due to lockdowns and travel restrictions less money was invested)
(Interviews with experts, 2020). Moreover, it is likely that investors will focus on providing support to
their current investees who have been negatively affected by the crisis instead of funding new SlI
demand side actors (Interviews with Sllexperts 2020). Based on a recent GlIN survey, more than half of
theimpactinvestors plan to invest the same amount of capital they had initially expected to invest at
the start of 2020. Almost the same proportions of investors plan to increase (16%) and decrease (20%)
theamount of capital they usually invest (GIIN 2020c).

3.3.3. Reaction of the Sll actors to the Covid-19 crisis

Sll actors have already introduced a numberof measuresin reaction to the above-mentioned changes
and the Sll market in particular. Firstof all, social enterprises and other demand side Sll actors have
introduced anumber of new solutions or adapted their activities in accordance to rapidly changing
social needs e.g. an increased need for remote social services. (OECD 2020).They have assisted in
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responding to the crisis by providing innovative solutions aimed at strengthening public services to
complement government actions (OECD 2020). For instance, the social enterprise 'SOS Médecins' in
France provided doctor home visits forthose who neededassistance and medical checks, reducing the
number of unnecessary hospital visits during the quarantine (OECD 2020). In the UK, a third of all
National Health Service community-nursing services were provided by social enterprises during the
crisis (Social Enterprise UK 2020). In Germany, social economy organisations, in partnership with the
federalgovernment, held a hackathon '#WirVsVirus', which resulted in a number of innovative solutions
for solving of the crisis (OECD 2020; Kiihner 2020).

Onthesupply side, Sllinvestors have established anumber of new recovery and relief funds targeted
specifically at challenges that emerged as a result of the Covid-19 pandemic (GIIN 2020). For
example, 'Acumen’, 'CDC', 'responsibility’, 'Shell Foundation', and others developed the €100 million
Covid-19 Energy Access Relief Fund (Energy Access Action Network 2020). The European Bank for
Reconstruction and Development (EBRD) provided support worth €21 billion over the 2020-21 period
to help 38 emerging economies to fightthe negative consequences of the pandemicand dedicatedall
ofits activities to combating the economicimpact of the crisis (Williams 2020). Big Society Capital (UK)
social investors have launched a £100 million program of loans, including a new Resilience and
Recovery Loan Fund (GIIN 2020a).

Furthermore, many Sll investors have been supporting their investees in order to mitigate the
negative consequences of the crisis (GIIN 2020a). Some investors have increased existing funding or
provided additional funding (e.g. Big Society Capital — UK (Rogers 2020)). Other investors launched
advisory programs or provided tailored support to assist their investeeswith liquidity challenges, risk
management and other challenges resulting from the pandemic (e.g. DOEN Foundation (Stichting
DOEN)- the Netherlands, Finance in Motion — Germany (Finance in Motion 2020)). A proportion of Sl
investors alsochanged schedules of request for the earned profit of their investees orintroduced other
accommodating modifications (e.g. Lemelson Foundation — the USA). Finally, some Sl actors even
decreased their organisational spending in order to support portfolio companies (e.g. PG Impact
Investments) (Mendoza 2020).

Sl actors also responded to the crisis by commissioning research with respect to the changes in the
SIl market or by engaging in active communication and calling for action (GIIN 2020a). For
instance, GIIN has recently conducted a Sll investors survey focused on the effects of the pandemic
(GIIN 2020c). Acumen, Open Road Alliance, and USAID (United States International Development
Agency) conducted an industry survey to mapwhat funding is available in theimpact investing sector
for social enterprises to manage disruptions caused by Covid-19. Other Sll actors urged shareholder
advocacy through their public statements (e.g. the GIIN (GIIN 2020a) and Dominilmpact Investments
(Dominilmpact Investments 2020) - USA).

Finally, many Slimarket playersreacted tothe crisis by joining forces, strengthening global links and
introducing new collaborative initiatives. For instance, a number ofimpactinvesting networks have
formed the new Response, Recovery, and Resilience Investment Coalition ('R3 Coalition'). The R3
Coalition aims to mobilise and coordinate impact investors to quickly fill financing gaps in efforts to
address the COVID-19 crisis. The initiative aims to showcase investment opportunities (esp. ones
related to health sector interventions and accessto capital) to investors seeking new pandemic-related
investments (EVPA 2020, GIIN 2020b).
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4. EUPOLICY FRAMEWORK FACILITATING THE SIl MARKET
DEVELOPMENT

The European Union has recognised the strategicimportance of Sl since the Dutch presidency in 1997,
which inspired both the Lisbon Treaty and the Europe 2020 Strategy (Maduro et al. 2018). Over the
course of time, the commitment to Sll as a key driver of both economic growth and social progress —
fostering both innovation and cost-efficiency - has led to the creation of a wide range of policies,
funding programmes and other measures (e.g. communication campaigns) forthe development of the
Sl market. In this chapter, we focus on EU level policies, funding programmes, and other initiatives
developed between 2010 and 2020, a period of time which has seen EU's Sll agenda starting to turn
into a coherentand ambitious policy. The primary purpose of this chapter is to provide an up-to-date
summary and comprehensive overview of the evolution of SIl EU policies and funding programmes
over thelast decade. We then present recommendations based on marketexperience regarding how
the effectiveness of EU action can beimproved.

4.1. EU-levelinitiatives contributing to the Sll market development

The following list comprises the most significant efforts delivered at the EU level to grow the social
impact investing market in the last decade ™, with a few references to relevant initiatives proposed
under the upcoming 2021-2027 financial framework.

Figure 7: EU strategies, mechanismsand initiatives aiding SIl marketdevelopment2010-2020
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Source: Elaboration of authors in collaboration with PlusValue Ltd.: https://www.plusvalue.cloud/.

2. For amore detailed overview, see Filippo Addarii, Fiorenza Lipparini, Vision and trends of social innovation for Europe, 2017, available at:

https://op.europa.eu/en/publication-detail/-/publication/a97a2fbd-b7da-11e7-837e-01aa75ed71a1.
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41.1. 2010 - Social Investment Package (SIP) and Innovation Union Initiative.

Socialinnovations are considered new ideas (products, servicesand models) that simultaneously meet
social needs (more effectively than alternatives) and create new social relationships or collaborations.
Both the Innovation Union Initiative and the Social Investment Package assert that innovation is an
essential element of social investment policy since social policies require constant adaptation to new
challenges. Through these strategies, the European Commission contributed early on to developing
social impact investing by encouraging market uptake of innovative solutions and stimulating
employment to promote social innovation as a source of growth and jobs and to support innovative
entrepreneurs as well as to mobilise private investors and publicorganisations.

4.1.2. 2011 - Social Business Initiative (SBI)

Social enterprisesand entrepreneurship combine societal goals with an entrepreneurial spirit in order
to achieve both a socialimpact and market returns. For this reason, the European Commission has been
acommitted actorin the attemptto createa favourable financial, administrative and legal environment
forthese enterprisesso that they can operate on an equal footing with other types of enterprisesin the
same sector. The Social Business Initiative (SBI), launched in 2011, aimed to introduce a short-term
action plan to support the development of social enterprises, key stakeholders in the social economy
and social innovation through 11 priority measures, organised around 3 themes: making it easier for
social enterprises to obtain funding (e.g. through a dedicated European Social Entrepreneurship and
Venture Capital Fund and to allow marketing and growth of these types of funds across the EU while
using a single set of rules (European Commission 2015); increasing the visibility of social
entrepreneurship (e.g. through a dedicated Social Innovation Europe platform and SME Forum); and
creating alegal environment enabling social enterprises (European Commission2015).

4.1.3. 2013 - EU Programme for Employmentand Social Innovation (EaSI)

The Employment and Social Innovation programme is a financing instrument at EU level to promotea
high level of quality and sustainable employment, guaranteeing adequate and decent social
protection, combating social exclusion and poverty and improving working conditions. EaSI is
managed directly by the European Commission, with a total budget for 2014-2020 of €919 million
along three axes: a) the modernisation of employment and social policies with the PROGRESS axis; b)
job mobility with the EURES axis; ¢) access to micro-finance and social entrepreneurship with the
Microfinance and Social Entrepreneurship axis (European Commission. Employment, Social Affairs &
Inclusion n.d.-a).

4.14. 2013 - G8 Social Impact Investing Taskforce (SIIT)

Although it does not constitute a European Union policy per se, the G8 Social Impact Investing
Taskforce has represented one of the key initiatives to promote impact investing globally. Launched
by UK Prime Minister David Cameron *and led by Sir Ronald Cohen (venture capitalist and founder of
severalimpact investing initiatives suchas Social Finance, Bridges Venture, and Big Society Capital), the
Taskforce brought together government officials and senior figures from the worlds of finance,
business and philanthropy fromacross the G8 countries through national Advisory Boards established
with the aim of coordinating national and international cooperationin the field. The Taskforce was
superseded by the Global Social Impact Investment Steering Group (GSG) in August 2015. The GSG wiill
continue the work of the Taskforce with a wider membership, comprising 13 countries plus the EU,

3 Although not a member of the European Union, the UK was a pioneer in the field, is the most mature market in Europe and a reference

for both policy and private initiatives.
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active observers from government and leading network organisations that are supportive of impact
investment (Governmentofthe UK n.d.).

4.1.5. 2014 - European Fund for Strategic Investments - EFSI

The EFSI (also known as the Juncker Plan) is a public and private investment programme launched in
2014 to finance strategic infrastructures and innovative projects in Europe including social
infrastructures. EFSI has supported a wide range of sustainable investment projects. These include the
construction, expansion or refurbishmentof buildings for education, such as schools and universities;
for healthcare, such clinics and hospitals; and for affordable, social housing projects in the community.
As wellas physicalinfrastructure and equipment, the EFSl has supported strategicinvestmentsin sodial
enterprises (European Commission n.d.-a) through investments directed towards Social
Incubators/Accelerators, and Payment-by-Results'*. However, thefull potential of EFSIwas not used for
the impact investing market: EFSI was used for EaSl, but not for the Social Impact Accelerator (SIA)
managed by the Europeaninvestment Fund (EIF).

4.1.6. 2015 - The Social Impact Accelerator (SIA)

The Social Impact Accelerator (SIA) is the first pan-European public-private partnership addressing the
growing need for the availability of equity finance to support social enterprises. It operates as a fund-
of-funds managed by the European Investment Fund and invests in social impact funds that
strategically target social enterprisesacross Europe. SIA ended its activity in July 2015 at the amount of
€243 million, combining resources from the EIB Group and external investors, including Credit
Cooperatif, Deutsche Bank as well as the Finnish group SITRA and the Bulgarian Development Bank
(BDB) (EIF n.d.-b).

4.1.7. 2018 - EaSI Capacity Building Investments Window

The objective of this EaSl instrument is to build up the institutional capacity of selected financial
intermediaries that have not yet reached sustainability or are in need of risk capital to sustain their
growth and development. An indicative amount of 16 million euros has been earmarked within the
EaSI Programme for this initiative in order to support organisational development and expansion;
strengthen operational and institutional capabilities; and provide seed financing support for newly
created intermediaries witha strong social focus (EIF n.d.-a). The countries covered by the EaSI Capacity
Building Investments Window comprise EU Member States, Albania, North Macedonia, Iceland,
Montenegro, Serbia, Turkey, and may include other associated countries that have entered into
relevant agreementswith the European Union.

4.1.8. 2019 - EIB Advisory Hub on Social Outcome Contract Platform

Social outcome contractingis an innovative model to provide social services based on outcomes rather
than outputs. This model offers new opportunities for combining public and private resources using
local expertise and channelling them towards positive social impact, social impact bonds or other Sl
financial instruments. It also has the potential to expedite the use of public funding. The Platform

' On the potential of the Juncker Investment Plan to foster an impact investing market, see: Fiorenza Lipparini, Seva Phillips and Filippo

Addarii, Making impact real. Encouraging investment into social infrastructure and public good to stimulate the European economy, 2015,
available at: https://youngfoundation.org/wp-content/uploads/2015/10/MakinglmpactReal.pdf.

For a concrete case study where EFSI has been used to both fund a social infrastructure and capitalise a social impact fund see:

Filippo Addarii, Fiorenza Lipparini, Francesca Medda, Impact Investing Innovation: Bringing Together Public, Private and Third Sectors to
Create Greater Value: The Case of the Public Private Partnership Initiative for the New Public Hospital of Treviso, 2018, in Mario Latoree & Mario
Calderini, Social Impact Investing Beyond the SIB. Evidence from the Market, Palgrave Macmillan, 2018, available at:
https://www.eib.org/en/press/all/2017-215-juncker-plan-eib-finances-better-healthcare-in-the-veneto-region.
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supports the development and use of social outcome contracts (including social impact bonds and
payment-by-results contracting) as a strategic and operational tool for social impact and innovation.
This is key to addressing social inclusion challenges in Europe and improving social well-being. The
Platform, launched in partnership with the Finnish Ministry of Social Affairs and Health and supported
by SITRA, the FinnishIinnovation Fund, has been successfulin facilitatingknowledge and a best practice
exchange among publicsector stakeholdersin various EU countries (European Investment Bank 2020).

4.1.9. 2020 - Platform on Sustainable Finance (within the 'EU GreenDeal')

The platform will be an advisory body subject to the Commission's horizontal rules for expert groups
and will be composed of experts from the private and public sectors. The 57 members will assist the
Commission in the preparation of technical screening criteria for a "taxonomy" regulation to monitor
and report on capital flows towards sustainable investments and will advise the Commission on
sustainable finance policy more broadly. The Platform will draw upon the work of the Technical Expert
Group onsustainable finance (2018 - 2020) in order to deliver:

e anEU classification system - the so-called EU taxonomy - to determine whether an economic
activity is environmentally sustainable;

e anEU GreenBond Standard;
e methodologiesfor EU climate benchmarks and disclosures for benchmarks; and
e guidancetoimprove corporate disclosure of climate-relatedinformation.

The taxonomy regulation has already garnered particular attentionamongst market players as it is seen
as the first public attempt to regulate the market and filter genuine initiatives from opportunistic
behaviour (e.g. 'green-washing'). Moreover, if successful within the EU, it has the potential to set an
international standard beyond the EU. The Platform is due to renew its membership and extend its
work for the next four years. There has been some discussion about their praiseworthy intention to
further develop the taxonomyregulationto include social objectives (the'S'in 'ESG'). The ECis currently
exploring possibilities and the results of its analysis are planned to be published at the end of 2021
(Ashurst2020).

4.1.10. 2020- EIB Social Impact Bond Co-investment Fund

BNP Paribas and the European Investment Fund launched the BNP Paribas European Social Impact
Bond Co-investmentFund. This dedicated fund - uniquein its field — aims to promote social innovation
via financial innovation and, in particular, through Social Impact Bonds (SIBs) - an instrument very
similar to a social outcome contract. SIBs are innovative financial instruments used by public bodies to
raise private funding for public utility projects and support public administrations in delivering both
social impact and budgetary savings. The EIB Social Impact Bond Co-investment Fund will have an
endowment of 10 million euros and will build upon BNP Paribas' Asset Management subsidiary, which
has long-time expertise in impact assessment and the management of solidarity funds (European
Commission 2020a).

41.11. 2021-2027 Multiannual Financial Framework (MFF)

The Multiannual Financial Framework of the European Union is a seven-year framework regulating its
annual budget. The total budget of MFF for 2021-2027 is €1 074.3 billion . A wide array of mechanisms
are embedded in the 2021-2027 Multiannual Financial Framework, the most significant of which are

> At the time of writing this session, InvestEU was under revision with proposed substantial cuts from the initially proposed budget.
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presented below:

e Invest-EU (follow up programme to Juncker Plan - EFSI)

The programme will complement all existing financial instruments at the EU leveland aims to
further develop investment, innovation andjob creation,reachingmore than 650 billion euros
of additional investments (European Commission 2019b). The EU provides a 75 billion
guarantee. The InvestEU Fund will support four main policy areas: sustainable infrastructure;

research, innovation and digitisation;small and medium businesses; and social investment and
skills ™.

e TheEuropean Structuraland InvestmentFunds (ESIF)

ESIF invests in local and regional projects that contribute to solving the social and economic
challenges of EU Member States through three financial mechanisms: grants, repayable
assistance, and financialinstruments. ESIF financialinstruments that target'social projects' are
based on the logicof Sll,and thus, directly contributeto the developmentof the Slimarket. The
European Social Fund (ESF) is the ESIF fund that is most relevant forthe Sllmarket because it is
Europe's main tool for promoting employment and social inclusion (European Social Fund,
n.d.). During the 2014-2020 Multiannual Financial Framework, the ESIF contributed to the
creation and implementation of several Sll mechanisms. One example is the Social Impact
Investing Fund in Sardinia (Italy) which was partly supported by the ESIF: €2 million were
allocated from the European Regional Development Fund (ERDF) budget and €6 million from
the ESF budget.

e TheStructuralReformSupport Programme (SRSP)

SRSP is an EU programme that provides tailor-made support to all EU countries for their
institutional, administrative and growth-enhancing reforms. SRSP support covers the entire
reform process from its preparation and design to the implementation of the reforms. It is
demand driven and does not require co-financing from EU countries. SRSP support can be
called on by EU countries to implement: reforms undertaken at their own initiative; economic
adjustment programmes; growth-sustaining reforms in the context of EU economic
governance (e.g. Country-Specific Recommendations under the European Semester and
implementation of EU law) (European Commission 2020c¢).

4.1.12. '‘Next Generation EU' Recovery Fund

Aiming to help repair theimmediate economicand social damage wrought by the Covid-19 pandemic,
EU institutions presented the new recovery framework 'Next Generation EU' Recovery Fund. The
temporary reinforcement of 'Next Generation EU' is equal to €750 billion. 'Next Generation EU'
complements the MFF and together they create a comprehensive package of €1824.3 billion. It
represents an ambitious effortto power a fair socio-economicrecovery; repair and revitalise the Single
Market; guarantee a level playing field and support urgent investments - in particular in green and
digital transitions —which hold the key to Europe's future prosperity and resilience.

Besides the Recovery Fund, in response to the Covid-19 crisis, €25 billion have been mobilised for a
Pan-European Guarantee Fund financed by the EU Member States. To be immediately available, the
fund will be based on the «Partnership Platform for Funds» established by the EIB. It will support local
banks and financial intermediaries with the aim of unlocking €200 billion for small and medium
enterprises and mid-cap enterprises (EIF 2020).

' European Commission (2020g), What's next? The InvestEU Programme (2021-2027), available at:
https://ec.europa.eu/commission/priorities/jobs-growth-and-investment/investment-plan-europe-juncker-plan/whats-next-investeu-
programme-2021-2027 en.
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e Recovery and Resilience Facility

The new Recovery andResilience Facility is the key recovery instrumentat the heart of Next Generation
EU', which will help the EU, emerge stronger and moreresilient fromthe current crisis. The Facility will
provide €672.5 billion in loans and grantsin frontloaded financial support forreformsand investments
undertaken by EU Member States, with the aim of mitigating the economic and social impact of the
coronavirus pandemic and of making the EU economies more sustainable, resilient and better
prepared for the challenges posed by the green anddigital transitions (European Commission 2020e).
The reform will help Member States to cope with challenges in areas such 'competitiveness,
productivity, environmental sustainability, education and skills, health, employment, and economic,
social and territorial cohesion' (European Commission 2020f). The Facility builds on the progress
already made on the Commission's 2018 proposal for a Reform SupportProgramme while adapting to
the new situation determined by the global pandemic. The Reform Support Programme has been
withdrawn and its content replaced by the Recovery and Resilience Facility and a Technical Support
Instrument in two stand-alone regulations.

e Technical SupportInstrument

The Technical Support Instrument is the continuation of the existing Structural Reform Support
Programme (see above). It builds on its success, allowing the Commission to help strengthen the
administrative capacity of the EU Member States. The Technical Support Instrument will provide
support to the Member States' efforts to implement the reforms necessary to achieve economic and
social recovery, resilience and convergence (European Commission 2020f).

4.2. EU-level measures: achievementsand opportunities for
improvement

There is no doubt that recent Sll market development across the EU could not have been achieved
without a number of EU-level measures implemented during the last decade (Interviews with SlI
experts 2020). However, despite the overall positive impact of EU actions, a brief overview of existing
studies and evaluations hasrevealed some existing issues and opportunities for improvement with
respect to Sllmarket developmentmeasures, which require the attention of EU policy makers.

The EU measures listed (see Chapter4.1 above) may be categorised using the same typology as public
initiatives targeting SII market development. While some EU-level measures contribute to the
development of the market by providing finance, other initiatives contribute to steering, ruling, or
informing Sllmarket actors. Moreover, some measures combine different types of mechanismsat once
(e.g. the InvestEU Programme consists of the InvestEU Fund, the InvestEU Advisory Hub and the
InvestEU Portal). The identified issues and opportunities for improvement with respect to EU-level
measures may be also categorised in accordance with the same logic. The issues identified and
opportunitiesforimprovement are described in this chapter.

4.2.1. Policy type: FINANCE EU-level initiatives granting financial resources

Different EU funds and programmes such as the EFSI (InvestEU starting from 2021), ESIF, COVID-19
Recovery Funds, or the EIB Social Impact Bond Co-investment Fund, contribute to the facilitation of the
Sl market mainly by providing funding for social development. In these cases, EU funds often function
as Sl supply side mechanisms. EU financial support is distributed through various funds and operates
as an additional source of finance alongside national public or independent private investment.
Nevertheless, the potential of EU financial funds and programmes in fostering the Sl market has not
yet been fully realised. Below we describe key risks and lessonswith respect to the implementation of
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EU funds and programmes thatcontributeto the Sll's marketdevelopment.

First, there are some specific difficulties related to the application of the Sll approach within ESIFs.
Grants remain the key mechanism for the distribution of the ESIF's budget while financialinstruments,
tailored to the logic of Sll, remain scarce. In order to encourage a more active application of the Sli
approach within the context of ESIFs, it is importantto overcome structuraland long-lasting problems
such as the regulation of structural funds (ESF — ERDF). Despite repeated commitments, regulatory
barriers have made it nearly impossible to allocate such fundsforimpactinvesting (e.g.,see the case of
Portugal Social Innovation and the failed attemptto set up an impact investing fund in Liverpool). For
instance, the reimbursementof eligible costs paid is not a suitable mechanism for theimplementation
of SIBs in cases when the ESIF replaces EU Member States as the outcome payer (Maduroet al. 2018).

Second, experts claim that the EU Recovery funds aimed at repairing the economic and social
damage of the Covid-19 pandemic do not make use of the potential of the SIl approach
(Interviews with Sll experts 2020). Most of the budget is distributed as direct financial support to the
most negatively affected economic sectors or society's groups without requiring reporting on the
positiveimpacts achieved. Some countries have even chosen todistribute part of their recovery budget
by giving it directly to individuals (e.g. in Lithuania each pensioner received anadditional €200; in Italy,
part of the Recovery funds' budget was given directly to youth). This strategy does not achieve the
positive impact expected from distributing financial support. On the contrary, it poses the risk of
inefficient budget spending (e.g. funds used to 'bribe' an electorate instead of creating the most
needed social outcomes) (Interviews with Sll experts 2020).

Third, definingimpact as a condition for an EU-level intervention, especially in respect to InvestEU
andthe EU Green Deal, has to be a priority. EU institutions (EIB and EIF in particular) have not been able
to define a clear-cut rationale for awarding concessionary capital (cost of capital below market value)
to commercial operators in accordance with deliberate, additional and measurable impact (either
social or environmental). The EU institutionsintervene notonly in cases of market failure. Forinstance,
in the case of EFSI, the EIB hasrepeatedly operated within viable market conditions. This can be justified
and can create added value if social impact is interpreted as the key condition and reason for action.
The promotion of societal impact as a key condition for EU action may support the emergence of a
European impactinvesting market andinduce market operators toaim tocreatepositive social impact,
orincrease effectiveness of all EU-levelinterventions.

Fourth, ESIFs mainly fund traditional financial products, i.e. loans, guarantees, and equities (IFISE
2019, p. 13).Only 4% of financial instruments supported by the ERDF and the CohesionFund (CF), and
only 3% of financial instruments supported by the ESF used other types of financial products (European
Commission 2017). ESIF authorities are only starting to look at options for using Payment-by-Results
and other innovative financial SIl mechanisms applicable to the social economy (IFISE 2019, p. 13).
Further guidance for nationaland regional administrations in designingand implementing innovative
financial instruments is needed (Interviews with Sl experts 2020). For example, in order to encourage
more active usage of SIBs acrossall EU Member States, it might be beneficial to develop a template for
a Social Outcome Purchase Fund aligned with the structural funds (especially ESF). The template might
help to overcome the limited capabilities of localadministrations (both national and regional) in taking
advantage of SIBs, simplifyingand speedingup their ability to 'purchase’ social outcomes from private
providers.

Finally, there is the risk related to the lack of coordination between various EU funds and
programmes. For instance, the challenge of coordinating the ESIF and the EFSl occurred because while
managing the EFSI, the EIB has been taking on a more and more significant role in supporting the
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development of the ESIF financial instruments at the request of and on behalf of several EU Member
States. This situation, where some of the ESIF financial instruments were managed by national
authorities ona Member States' level, while other instruments were managed centrally on a EU-level
(by EIB), caused significant problems. Not only did this increase the risk of overlap, but also
exponentially increased the risk of cannibalising and crowding out national financial instruments
(Maduro et al. 2018). Reacting to these challenges, the Commission made amendments to the EFSI
rules, stating that the ESIF financial instruments leverage and are subordinate to the EFSI financial
instruments (COM 2016). However, according to experts, the amendments should be complemented
by establishing additional possibilities for the mutual coordination of actions by the ESIF and EFSI
(InvestEU starting from 2021):

e EFSImight supporta project that benefitsfrom an ESIF grant;

e EFSImight supporta project that benefits froman ESIF financialinstrument. Forinstance, EFSI
might focus on the capacity building or assessment of the impact of initiatives, while national
authorities would remain responsible for management; and

e EFSIand ESIF can establish a financial instrument together. The establishment of common
financial instruments can contribute to capacity building and governance strengthening
because EFSImay be able to overcome the geographicand thematic limitations to which ESIF
is subject (Maduro et al.2018).

42.2. Policy type: STRENGTHEN Providing help and support to Sl stakeholders

The EU-level programmes and initiatives might also provide strategic advice and contribute to
capacity building in EU Member States with respect to Sll market facilitation. For example, the EaSI
Capacity Building Investments Window aims to build up the institutional capacity of selected financial
intermediaries. The InvestEU programme provides for an Advisory Hub to provide technical support
and assistance for the preparation, development, structuring and implementation of projects,
including capacity-building (European Commission 2019b). Moreover, the Structural Reform Support
Programme (or its successor, the Technical Support Instrument) the might provide comprehensive
help to EU Member States that are willing to implement reforms necessary for more active SIl market
development (European Commission 2020c¢). EU-level expert teams mayalso advise EU Member States
on improving national legislation or regulations relevant for Sll or new financial instruments. For
instance, the Portuguese EMPIS initiative was developed with the help of EU experts.

4.2.3. Policy type: STEER Employing government structure and capacities

European institutions can play a significant role by encouraging EU Member States to prioritise Sil.
For example, the Social Investment Package has called on EU Member States to prioritise social
investment and to modernise their welfare states (European Commission 2013). In 2017, the
Commission, the Council of Ministers, and the European Parliament proclaimed the European Pillar of
Social Rights and emphasised that solving social challenges should becomea priority for the upcoming
years (Maduro et al. 2018). Both of these policy frameworks have contributed towards developing the
Sl market by placing social challenges and social investment under the spotlight. However, the
majority of relevant Europeanstrategiesand programmes emphasised the importance of social goals
or the social economy in general, but not Sl in particular. Therefore, the current strategies are not
enough to promote Sl as a specific type of social investment. This indicates the need for further
strategicimprovements.
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The EU needs a comprehensive strategy to foster the Sll market across the entire European Union
(Interviews with Sl experts 2020). This means overcoming two major barriers. First of all, the
environment of the social services delivery in the EU is still divided with respect to the potential of
markets in delivering services of general interest (private companies delivering welfare services) and
the health and education sectors in particular. This lack of a clear-cut position translates into limiting
the definition of social entrepreneurship (or purpose-driven enterprise) to non-profit-distribution
companies (see EaS|, Social Business Initiative, EIF SIA). In turn, this means that companies operatingin
the domain of services of general economicinterestare eitherunable to attractadequate investments
on the capital market (when a distribution of profits is limited) or they cannot access tailored finandial
instruments thatspecifically reward their positive impact (in the case of private companies). Secondly,
the fact that the main sectors requiring capital investment and overhaul such as education and
healthcare fall outside of the scope of EU legislation/jurisdiction and are left to EU Member States
means that it is extremely difficult to develop European groups that would be able to operate across
national borders. While this builds on the historical diversity of welfare systems across European
countries, it also makes the European landscape forsucha vital sectorfragmentedand unable toattract
investments, lead innovation andrespond tothe challenges of the21st centuryand post-Covid society
(Interviews with Sll experts 2020).

424, Policy type: RULE Setting and enforcing rules

A number of EU-level policy measures have contributed to the developmentof the Sllmarket through
regulatory or legislative measures. This chapter presents these measures and identifies opportunities
forimprovement with respect to the EU's rolein 'ruling' (OECD 2019) the Sll market.

First of all, EU-level legislation has great potential for solving challenges related to the definitions
of Sl entities (Interviews with Sl experts 2020). For example, in 2018, the European Parliament
released a resolution' that acknowledged the diverse and innovative character of the existing legal
forms of social enterprises (Eurosif 2018, p. 38). This resolution called on the Commission to improve
the regulatory framework of social and solidarity-based enterprises by creating a 'European social
economy label'. However, as of today, this label has not been established and the need for
improvements remains. The EU might also contribute to the creation of an Sll-enabling legal
environment. For instance, the Services of General Economic Interest package introduced more
proportionality and flexibility to public authorities when providing state aid to social enterprises. This
package raised the threshold exempt from EU notification for public service compensations to
€500,000 per undertaking overa three-year period (European Commission 2015).

The EU can also contribute to progress in the impact measurement area by creating and promoting
impact measurement frameworks, procedures and tools. Significant progress in impact
measurement can be made only by combining different types of EU initiatives: regulatory measures
should be followed by stakeholder strengthening and information provision. More particularly, EU
efforts can target three specific aims with respect to impact measurement: promoting the
standardisation of impact measurement, encouraging capacity building in the area of impact
measurement and increasing the availability of necessary data.

7" European Parliament (2018) Statute for social and solidarity-based enterprises.

Available at: https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:52018IP0317&rid=10
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First and foremost, EUmeasures might promote the standardisation of impact measurement
procedures and processes. The Platform on Sustainable Finance (within the 'EU Green Deal’)
and its taxonomy has contributed to the standardisation of environmental impact
measurement. However, the measurement of social impact still lacks standardised guidelines
(European Commission n.d.-c). To resolve this challenge, Europeaninstitutions mayassume the
leadership of the EU level research process, involving key European experts, as has been done
through the Technical Expert Group on Sustainable Finance, which will continue through the
work of the soon-to-be-appointed Platform on Sustainable Finance (Somo 2019). The same
research efforts should be directed to map and identify which dimensions should be retained
to measure social impact (i.e. employment, education, health, non-discrimination). Attention
should also be devoted to finding convergence around measurement tools by identifyingand
solving the major methodological challenges concerning socialimpact measurement. Finally,
thereis a need for convergence between socialand environmental impact measurementin a
single all-encompassing framework. A potentialidea could be to bring the categories of social
and environmentalimpact togetherunder societalimpact.

Secondly, an effort should be made at the European level to promote capacity building of
public, private and intermediary organisations in the area of impact measurement. Poor
impact evaluations can provide misleading or just plainly erroneous results, leading to
unsatisfactory future decisions (Gugert & Karlan 2018). Sll organisations need to be guided
towards change from an output-centred to an impact-centred culture (i.e. long-term
consequences of actions). This implies the advancement of more sophisticated frameworks of
causality. The result of a similar improvement would be a move from simple measures of
volume (e.g. number of jobs created) to a more articulated analysis of the state of effects
deriving from an action (e.g. quality or outcome of jobs created) (Maduro et al. 2018). Some
experts claim that the solitary EU-level efforts targeting impact measurement capacity building
might not be enough and that thereis a need for an EU-level'centre’ (or a group of experts) for
impact measurement. This centre could provide training for impact measurement, consult
national stakeholderson specificimpact measurement related questions, create and promote
guidelines ofimpact measurement, or even provide impact measurementservices (Interviews
with Sl experts 2020).

Thirdly, EU-level measurescould alsoincrease the availability of real-world up-to-date data
and findings. In a new post-Covid world, traditional in-person data collection will be more
difficult while real-time analysis of data and on-demandreporting will become key for research
and evaluation efforts (Rockefeller Foundation 2020). The development of EU-level data
architecture and innovative data science techniques (e.g. open data, machine learning) should
be further advanced, while maintaining alignment with the policy recommendations of
relevant advisory bodies, such as the High-Level Expert Group on Artificial Intelligence
(European Commissionn.d.-b). This will allow for the integration of multiple kinds of data (eg.
linking together health, economic, socio-cultural and demographic data) and tracking changes
over time, making it possible to understand the impact generatedon a large scale (Investment
Impact Index 2020).
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42.5. Policy type: INFORM Providing and sharing information

EU-level efforts have also contributedto the 'advertising' of the Sllapproach by providingand sharing
information on SlI's potential and current state. European institutions have the potential to ensure
consistent and widespread communication and knowledge exchange about Sll across the entire
EU. For example, the Social Business Initiative has increased the visibility of social entrepreneurship
through a dedicated Social Innovation Europe platform and SME Forum. The EIB Advisory Hub on Sodial
Outcome Contract Platform facilitates knowledge and best practice exchanges with respect to the
potential of SIBs in various EU countries (European Investment Bank, 2020). The more active EU
communication tools (e.g. webpages, handbooks and a library of the most successful Sll examples,
developed and disseminated by EU institutions, are likely to increase potential investors' knowledge
and interest in Sll even more (Interviews with Sll experts 2020). EU institutions can also contribute to
thefacilitation of current Sl networks such as the Global Impact Investors Network (GIIN) or European
Sustainable Investment Forum (Eurosif). EU institutions can promote organisations' participation in
these networks or call on networks to collect knowledge on the European Sll market's needs. For
example, European SRI studies (Eurosif 2018) present systematised information on SII market
development across the EU.
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5. CONCLUSIONS

Despite the significant growth of the Slimarket over the lastdecade, its maturity levelis considered to
be atits 'incipient' or 'infant' stages in four fifths of the EU. Germany, France, Portugal, Italy and former
member of the EU, the UnitedKingdom, have already reached relatively high Sllmarket maturity levels.
The Sl market and (not surprisingly) Slldevelopmentpolicies are the least developed in CEE countries.
Sl progress has been slowed down by a number of particular challenges. However, three of them are
the mostimportant and havehad the mostsignificant negative impacts.

First, only a few national governments are taking any initiatives or active roles as SIl market
'steerers'. The majority of EU countries do not have comprehensive national strategies presenting the
guidelines and objectives of Sll in their countries. There are also veryfew (government) entities whose
missions are focused on the development of Sl (e.g. only seven countries have their SIl NABs).
Comprehensive strategiestowards the developmentof Sllin any particular country, along with public
entities that act as central units during the development process, are the necessary conditions that
would lead to further positivechangesin all Sll related areas.

Second, EU and national supply side policy initiatives that provide Sll funds directly or support other
supply side actors through financial schemes, funds or fiscalincentives dominate over initiatives to
strengthen the demand side or intermediaries. This leads to a situation where few demand side
actors areinvestment-ready.

Third, grants remain the key mechanism for the distribution of European funds (ESIF, Recovery
Funds), whilefinancialinstruments, tailoredto the logic of SlI, remain scarce. Unprecedented finandial
resources are circulating through the European funds. Thus, they have a lot of potential to contribute
tothe development of the Sll market. For this reason, an active introduction of the Sllapproach in the
context of EU funds is one of the most important solutions that can fundamentally improve the Sl
situationin Europe.

Table 2 below presents someadditional specific conclusionsand relatedrecommendations for actions
to be taken at the EU and national/regional levels. Actions are attributed to specific types of public
initiatives that would contribute to the development of the Slilmarket: steer, rule, inform, finance, and
strengthen.
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Table 2: Specific conclusions and recommendations

Conclusions on remaining gaps

Recommendations

Enabling environment related challenges and recommendations

There is a lack of systematic and consistent
attention by governments to Sll (insufficient
steering, see above).

Moreover, the majority of relevant European
strategies and programmes have emphasised the
importance of social goals or the social economy
in general, butnot Sllin particular.

Actions to be taken at EU and at national/ regional levels:
e Development of a comprehensive strategy focused

onfostering the Sl marketin the EUi.e. Single Impact
Market, and in individual countries (Steer).

e Establishment of NABs or Sl steering committees
(institutions) (esp. in the countries with the lowest Sl
maturity levels) (Steer).

Many potential beneficiaries orinvestors still lack
knowledgeabout the existence and the specifics
of this approach and the terminology is still
incoherent. There is a lack of a unified and
specific definition of SIl. Experts and
stakeholders disagree over whether the definition
of Sl should be very specific and relatively namow
or broader and more 'inclusive'. There is also a
large heterogeneity in the definition of social
enterprises across EU Member States and within
EU policies and funding regulations.

Actions to be taken at EU and at national/ regional levels:

e EU-level legislation proposing a unified interpretation
of Sll and Sl entities (Rule).

e Organise communication campaigns about the Sli
approach and its potential (Inform).

e Public database of good examples of SlI market
development initiatives implemented across the EU
(Inform).

e Funding of research about Sl (Inform).

Few countries have adopted procurement
schemes following the pay-by-result principle.

Development of a European template for Social
Outcome Contracts and harmonisation of legal
requirements for the set-up of pay-by-result schemes.

Impact measurement practices are
underdeveloped in the majority of the EU
Member States. There are no comprehensive and
unified guidelines for impact measurement,
actors lack the experience and skills to do it, and
there are not enough 'external’ institutions that
could provide help to SIl actors on impact
measurement.

There is a lack of a repository for the monetary
equivalents of social attainments and costs in
Europe and Member States as an official reference
to assess impact and drive an outcome-driven
economy.

EU efforts should be targeted at these aims:
e Standardise impact measurement by further

developing the taxonomy regulation to include social
objectives (see Platform on Sustainable Finance)
(Rule).

e Facilitate the capacity building of public, private and
intermediary organisations by introducing detailed
impact measurement guidelines and introducing a
single EU level unit (or centre) responsible for
consulting or training stakeholders (Strengthen).

e Increase the availability of data. The development of
EU level data architecture and innovative data science
techniques e.g. open data and machine learning
should be further advanced while maintaining
alignment with the policy recommendations of
relevant advisory bodies, such as the High-Level
Expert Group on Artificial Intelligence (Inform and
Strengthen).

e Create an EU level repository for monetary
equivalents of social attainments and costs, along the
lines of Unit Cost Databases.
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Conclusions on remaining gaps

Recommendations

Supply side related conclusions and recommendations

Anoverall funding gap for Sli still exists in Europe.
This is mostly the result of three factors:

First, the Sll approach is not sufficiently used in EU
funds.

Second, institutional investors (e.g. pension
funds) dispose of large funds but play only a
negligiblerole.

Third, the attractiveness of the Sll approach
remains limited looking at it from the
perspective of private investors (high
transaction costs, esp. in the case of small
investments, high risk, not enough evidence of
profitability).

Actions to be taken at the EU level:

e Regulation of the cohesion policy and ESF in
particular to fund impact investing has the largest
potential to improve the Sl situation significantly
(Rule, Finance).

¢ Define social impact as a condition for EU intervention
- especially in light of InvestEU and the EU Green Deal.

e Ensure coordination between ESIF and InvestEU:
InvestEU might support a project that benefits from
an ESIF grant; InvestEU might support a project that
benefits from an ESIF financial instrument; InvestEU
and ESIF can establish a financial instrument together
(formore details see Chapter4.2.).

Actions to be taken at the national/regional levels:

e Reduce transaction costs for Sl by providing support
schemes such as guarantees or first-loss tranches or
by public endorsements in the form of co-
investmentsin Sl funds (Finance).

e Introduce pension regulations favourable for Sl
investment (e.g. 90/10 solidarity investment funds in
France) (Rule).

e Introduce tax-breaks for private investments in the
impact market (see Italian Bill for Benefit Corporation)
(Rule).

The funding mechanisms used are not always
tailored to the needs of social enterprises.
Traditional financing mechanisms that are based
on loans, guarantees and equities remain more
popular than innovative ones which usually fall
under the so-called 'pay-for-success' instrument
category e.g. outcome commissioning and SIBs.
Some social enterprises are unable to meet the
criteria of more traditional financial mechanisms,
which are more suitable for exclusively
commercial investments.

Actions to be taken at EU and at national/ regional levels:
e Use innovative (esp. pay-for-success) instruments

during the public funding process (incl. EU funds)
(Finance).

e Build capacity of investors and fund managers to use
innovative financial instruments: recommendations,
guidelines, consultations  (Steer, Rule, and
Strengthen).

Demand side and intermediary related conclusions and recommendations

The focus on supply side instruments and lack
of a clear and inclusive definition of impact
driven  enterprises leads to the
underdevelopment of demand side actors in
theEU.

First, there are not enough organisations that
solve social challenges by applying market
principles and potential actors are excluded from
the SIl market. Furthermore, many of them have
limited organisational capacity to receive SlI.

Actions to be taken at EU and at national/regional levels:

e Ensure that national regulations and legislation do
not exclude potential Sl demand side actors who
would not fall under the strict definition of social
enterprise, such as profit for purpose organisations,
impact driven businesses (good examples - benefit
corporation legislation adopted in Italy, France and
Switzerland (Rule).

e Focus on the implementation of policy initiatives
targeted at demand side actors and intermediaries,
such as capacity building and support for accelerators
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Conclusions on remaining gaps

Recommendations

Second, the definition of what is animpact-driven
enterprise is inconsistent: its definition within
different EU regulations and documents shifts
from a traditional social economy (profit
distribution-capped, mission-capped, private-
ownership capped) to a new generation of
purpose-driven  businesses e.g.  benefit
corporations.

Third, the lack of intermediaries remains a major
obstacle for SII market development in many
countries. Moreover, intermediaries that operate
in the market often lack the necessary capacities
themselves and only a few social enterprises are
willing or able to pay intermediaries for their
investment-readiness support.

and incubators. For instance, ESF grants may be used
to build the capacity of intermediaries and EIF
funding to provide capital. Strengthen demand side
actors to make them investment-ready for larger
ticket sizes (Finance and Strengthen).

e Facilitate and accelerate the establishment of new
social enterprises by increasing access to private
early-stage capital (Finance and Rule).

e Introduce financial initiatives that cover part of the
price paid by investees to intermediaries for
investment-readiness support (Finance).

Covid-19 related concl

usions and recommendations

The COVID-19 crisis has created a 'window of
opportunity’, butat the same timehas slowed
down the development of the Sl market. Policy
makers have recently paid more attention to S,
describing this approach as one of the most
effective solutions to challenges caused by the
crisis. However, SII market actors have been
negatively affected by the pandemic, which in
turn has created risks and might slow down the
development of the Sl market if timely measures
are not taken. There is some evidence pointing to
the probability that the overallamount of Slis will
decrease during 2020.

Actions to be taken at the EU and national/regional
levels:

e Introduce  active  awareness raising  and
communication campaigns and encourage the
creation of new SIl market development initiatives,
deploying different types of policy instruments i.e.
Steer, Rule, Finance, Strengthen, Inform) as soon as
possible in order not to miss the ‘window of
opportunity".

e Introduce short-term initiatives aimed to help Sli
actors mitigate the negative consequences of the
crisis e.g. public loans to demand side actors that are
temporarily not able to provide a promised financial

return to theirinvestors.

Source: Authors' own elaboration.
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	EXECUTIVE SUMMARY
	The scope and complexity of societal challenges faced by our society has been rapidly increasing over the last few years. Moreover, the recent Covid-19 pandemic and the ensuing economic crisis have created new societal challenges or significantly deepened those already present. It became obvious that traditional strategies would not be sufficient to solve all of the emerging challenges effectively given the constraints on public budgets and the shortcomings of traditional welfare systems. As a result, governments have been seeking new strategies for tackling the major social challenges of our time. Social Impact Investment (SII) has emerged as one of the most effective potential strategies for solving the key societal challenges of our time. 
	SII is the use of funds to generate both social and financial returns, offering a way to help social organisations access suitable financing and improve their ability to deliver impact. The SII ecosystem is complex and consists of various elements: the supply side (i.e. investors), the demand side (i.e. investees – organisations addressing social needs), financial and capacity-building intermediaries that link and provide support to the supply and demand side actors of the SII ecosystem, and an enabling environment (i.e. all of the legal, regulatory and economic conditions that are necessary for SII). 
	The SII market in the EU has demonstrated rapid growth over the last decade but despite significant progress, the EU SII market has not yet achieved its full potential. The maturity level of the SII market in most EU Member States remains low – in four fifths of the EU it is considered to be at its 'incipient' or 'infant' stages. Furthermore, SII market development levels vary significantly across EU Member States. Germany, France, Portugal, Italy and, although no longer a member of the EU, the United Kingdom, have already reached relatively high SII market maturity levels. However, the majority of other western, southern, and northern European countries have less developed markets, even if they are increasingly becoming engaged in SII. The SII market is least developed in the Central and Eastern European (CEE) countries. 
	The Covid-19 pandemic has affected the SII market. The effects are twofold. First, policy makers, potential and current SII actors, and society have recently paid more attention to SII, viewing this approach as one of the most effective solutions to challenges generated by the pandemic and the economic crisis. Second, SII market actors have been negatively affected by the pandemic, which in turn creates risks that might slow down the development of the SII market if timely measures are not taken. SII demand side actors have been facing the negative consequences of the pandemic similar to that of other economic actors, including falling revenues. Moreover, there is some evidence pointing to the probability that the overall amount of SII will decrease during 2020.
	A number of key challenges are preventing rapid SII market development across the EU. Three challenges have been distinguished as having the largest negative impact. First, few national governments are taking the initiative and playing an active role as SII market 'steerers'. The majority of EU countries do not have comprehensive national strategies presenting the guidelines and objectives of SII in the country. There are also very few (government) entities whose missions are focused on the development of SII. Second, EU and national supply side policy initiatives that provide SII funds directly or support other supply side actors through financial schemes, funds or fiscal incentives dominate over the initiatives strengthening the demand side or intermediaries. This has created a situation where few demand side actors are investment-ready. Third, grants remain the key mechanism for the distribution of European funds (ESIF, Recovery funds) while financial instruments, tailored to the logic of SII, remain scarce. 
	The above-mentioned challenges can (and in some Member States have already been) addressed by implementing various national-level initiatives targeted at SII market development. An analysis of successful initiatives identified key success factors and the main lessons for further improvement of national initiatives. Some 'external' success factors increase the probability that successful and innovative SII market facilitation initiatives will be created and effectively implemented. First, education raises awareness and creates a base of qualified specialists who could foster the market. Second, political leadership and specific commitment to the SII market, expressed through the creation of a national SII strategy, or the establishment of a central unit for SII have been very effective in facilitating other initiatives. Third, international initiatives foster actions on a national level as discussed below.
	EU-level policies, funding programmes, and other initiatives developed between 2010 and 2020 also facilitate the SII market across the EU. First, different EU funds and programmes such as EFSI (InvestEU starting from 2021), ESIF, COVID-19 Recovery Funds, or the European Investment Bank (EIB) Social Impact Bond Co-investment Fund all contribute to the development of the SII market by providing funding and working as SII supply side mechanisms. Nevertheless, there are some risks and challenges associated with the EU funds: not enough attention to impact, a high reliance on grants or traditional financial products, and the risks related to the lack of coordination between various EU funds and programmes. Second, relevant European strategies and programmes (e.g. the Social Investment Package (SIP), the Social Business Initiative (SBI) and the EU Programme for Employment and Social Innovation (EaSI)) all fostered development of the SII market by emphasising the importance of social goals or the social economy in general. Nevertheless, the need for a comprehensive EU strategy, focusing on the SII in particular, remains. Third, EU-level legislation has great potential to solve challenges related to the definitions of SII and its entities. Finally, EU efforts can be targeted at three specific aims that concern impact measurement: 1) promotion of the standardisation of impact measurement through the further development of the taxonomy regulations to include social objectives or the creation of standardised guidelines; 2) capacity building in the area of impact measurement; and 3) increasing the availability of the data needed.
	1. INTRODUCTION
	Social Impact Investment (SII) refers to the provision of finance to organisations addressing social needs. It is intended to achieve both a social impact as well as garner financial returns. Thus, SII may be understood as a business case for what was previously considered mostly philanthropic activities (Maduro et al. 2018). While various organisations were expected to address social challenges by providing help of some form, it was generally understood that such activities would not bring any financial benefits. However, the emergence of SII has made it possible to take a novel approach towards social issues by showcasing how investors may stand to gain from addressing social needs.
	In line with global trends, the interest in and the size of the SII market in Europe has been rapidly increasing over recent years (OECD 2015). Growing interest in SII is linked to an increasing demand for governments to create a positive social impact and their limited resources for doing so. During the last decade, societal problems have become more numerous as well as complex, manifesting at the local, national and global levels (OECD 2015). Moreover, the recent Covid-19 pandemic and the associated economic crisis have had huge negative effects on the social wellbeing of many citizens. While rapidly growing societal challenges need to be addressed, given the limitations of public budget and the shortcomings of the traditional welfare systems, governments are finding it increasingly difficult to do so (Maduro et al. 2018). As a result, governments are seeking new ways of tackling the major challenges of our time and SII has the potential to become an attractive solution. 
	The growing importance of the SII approach is also determined by the growing ambitions of policy agendas with respect to social goals. In 2020, the European Commission issued a communication entitled 'A Strong Social Europe for Just Transitions' (European Commission 2020d) that set out a roadmap towards an Action Plan for implementing the European Pillar of Social Rights. The communication proposes a list of aims that include empowering people through quality education, training and skills, creating more jobs, fostering equality, providing fair working conditions, and fighting poverty and exclusion. Within this context, the Commission has also called for an InvestEU Programme that is expected to mobilise approximately €50 billion for social infrastructure projects and social investment in education and skills, social entrepreneurship and microfinance (European Commission 2019b). This means that efforts to ensure Europe's social cohesion are to be directed towards developing business models that generate tangible and measurable benefits as well as remain grounded in sound economics (European Investment Fund 2020). As such, the SII approach may be one of the most viable paths towards delivering on the European Pillar of Social Rights. This approach is also highly relevant for achieving the Sustainable Development Goals (SDGs) outlined in the UN 2030 Agenda, to which EU Member States are strongly committed. 
	Despite its growing relevance, a lot of potential SII stakeholders and policy makers have relatively little knowledge about the idea and rationale behind the SII approach (Interviews with SII experts 2020). There is also a lack of systematised information on successful SII market development policy initiatives implemented at the EU or Member State level. Finally, it remains to be seen how the growing popularity of the SII approach will be affected by the turbulence on the financial markets resulting from the Covid-19 pandemic. 
	This study addresses the above-mentioned knowledge gaps. The aim of this study is to give the readers (incl. members of the Employment and Social Affairs Committee) a good understanding of what SII is; the potential of SII in terms of achieving the SDGs, implementing the European Pillar of Social Rights and realising other EU ambitions; trends and challenges related to the SII market across the EU, as well as EU and national level measures facilitating SII market development across the EU. The analysis is based on a critical assessment of key research studies and publicly available data on the subject and a review of findings and recommendations from relevant evaluation reports. In addition, the analysis has benefited from interviews with several high-level SII experts. The geographical focus of this analysis is generally limited to the EU countries. However, we also analyse some good SII examples from the UK, the USA, and Canada to cover more innovative solutions with respect to the development of the SII market.
	The methodological approach used combines three data collection methods. Literature review (the main method used in this study) is complemented with experts' interviews (see the list of interviewed experts in Annex 1a), and a media review (an analysis of other information sources such as media articles, websites of institutions, etc.).
	The study contains five chapters (incl. Introduction and Conclusions). The aim of Chapter 2 is to provide a solid understanding of the idea behind the SII approach. It presents a definition of SII, explains the relations between and differences from other funding provision mechanisms, and outlines a conceptual framework applied throughout the analysis. This chapter also describes the SII market ecosystem and presents a typology of policy initiatives contributing to SII market development. Chapter 3 covers SII market development trends and challenges across the EU, and provides an analysis of lessons relevant to successful SII market development initiatives. 
	Chapter 4 describes and analyses EU-level initiatives relevant for the SII market. The concluding chapter provides a summary of the main findings, policy recommendations and suggestions for future research regarding the topic.
	2. UNDERSTANDING SOCIAL IMPACT INVESTMENT
	2.1. Defining Social Impact Investment
	2.2. Advantages and risks of Social Impact Investment
	2.3. Typology of mechanisms facilitating the SII market

	Social Impact Investment (SII) is 'the use of money to generate both social and financial returns, offering a way to help social organisations access suitable financing and improve their ability to deliver impact' (Maduro et al. 2018). Social impact investment usually differs from more traditional types of investment because it provides greater flexibility in repayment terms, lower interest rates, and the acceptance of a greater risk than commercial lenders would normally consider (European Parliament, 2014). This study relies on this SII definition proposed by the European Commission (EC) (Maduro et al. 2018, p. 20) and the European Parliament (EP) (European Parliament 2014). SII definitions used by other organisations emphasise the same components of SII and, thus, are fully compatible with the definition used by the EU Institutions. For example, according to the Global Impact Investing Network (GIIN), SII refers to 'investments made into companies, organisations, and funds with the intention to generate a measurable, beneficial social or environmental impact alongside a financial return' (GIIN 2017). The Organisation for Economic Co-operation and Development (OECD) follows the same logic and describes SII as 'the provision of finance to organisations addressing social needs with the explicit expectation of a measurable social, as well as financial return' (OECD 2015). 
	All SII definitions are very clear in pointing to the three key elements of SII, namely impact intentionality, impact measurement, and profit orientation (Höchstädter & Scheck 2015, pp. 449–475; GIIN n.d.) (see Figure 1 below). This means that SII is driven by the intention of addressing social needs. It aims to create a measurable impact based on how those needs are addressed and how that action generates financial returns. 
	Figure 1: Key elements of SII
	/
	Source: Authors' own elaboration based on Fi-compass 2016a, Höchstädter & Scheck 2015, pp. 449–475; GIIN n.d.
	The logic behind SII can be also explained through a real-life example. Box 1 below describes Koto-SIB – one of Europe's most famous SII instruments implemented in Finland. 
	Box 1: Example of SII: Koto-SIB
	Source: Koto-SIB n.d,, Sitra n.d. Integration SIB, SITRA 2018 Good practice of the co-operation of private and public sectors.
	The SII definition and the real-life example point to the fact that SII is a unique mechanism with respect to the provision of financing. However, in practice, there is significant confusion when it comes to the differences amongst and relations between SII and other mechanisms used for the provision of financing (Interviews with SII experts 2020). For instance, sometimes the definitions of SII and sustainable investment are used interchangeably, or different organisations interpret the relationship between the definitions of SII and Social investment differently. In order to clear up this confusion, below we describe how this study interprets the differences between SII and other mechanisms with respect to the provision of financing. We also propose a model to place SII and other financial mechanisms on the spectrum of capital (see Figure 2 below). The proposed model takes into account definitions used by different organisations (e.g. OECD, GIIN, etc.). However, it is mainly based on the ways in which SII and other mechanisms are interpreted by EU institutions, i.e. the EC and the EP. 
	Figure 2: Social impact investment as distinguished from other related concepts
	/
	Source: Authors' own elaboration based on Maduro et al. 2018; OECD 2019; European Commission on social investment (available at: https://ec.europa.eu/social/main.jsp?catId=1044&langId=en), European Parliament 2014, and interviews with SII experts. 
	 SII falls somewhere in between philanthropy and commercial investment. In the case of philanthropy, social impact is the only focus, while in the case of commercial investment, financial returns are the single most important objective. In contrast to these forms, for SII both objectives – social and financial returns – are important and reinforce one another (OECD 2019). 
	 The rationale of SII is strongly based on the notions of sustainability and responsibility. However, in this study, SII and sustainable and/or responsible investment are interpreted as two different terms. Sustainable and responsible investment (SRI) is 'a long-term oriented investment approach' (Eurosif 2018) that takes into account the negative or positive societal effects created by business (Gajdošová 2011, pp. 127-137). In contrast to SII, SRI's positive social or environmental effects are usually a complementary aim or an externality rather than the main business goal (Interviews with SII experts 2020). In the case of SRI, investors decide in which company to invest on the basis of Environmental, Social and Governance (ESG) criteria. They take into account a company's performance with respect to its effects on nature, its relationships with employees, clients and society, and the transparency of its governance (Adec Innovations n.d., Interviews with SII experts 2020). Responsible investment is mostly about the avoidance of harm. Responsible investment excludes investments in businesses that might create a negative social value (e.g. guns, tobacco, gambling, adult entertainment) (Maduro et al. 2018, p. 21). Sustainable investment not only avoids harm but also tries to facilitate the creation of positive effects by prioritising investment in businesses that follow the principles of social justice and environmental sustainability (Maduro et al. 2018, p. 21). For instance, in the case of sustainable investing, investors might prefer investing in a company that employs socially vulnerable groups. 
	 SII is sometimes confused with social investment. However, these are two quite different terms. While SII is a financial instrument, social investment is an overall approach to social policies. In the Social Investment Package (SIP), social investment is defined as 'investing in people', or as 'policies designed to strengthen people's skills and capacities and support them to participate fully in employment and social life' (European Commission. Employment, Social Affairs & Inclusion n.d. -b). In this context, SII is a financial instrument that might or might not be supported by SIP programmes. Similarly, based on the European Parliament's definition (European Parliament 2014), social investment is described as 'a way of thinking about social spending'. It is based on the premise that public social spending today will pay off later in the future 'through greater economic growth and employment'. This shows that within the context of the EU, social investment often refers to the priority of targeting (public) finance to address social needs (e.g. education, childcare, healthcare, training). An example of social investment would be a decision to allocate more public funding to early childhood education in the expectation that it will result, in the future, in a more effective and competitive workforce that pays more in taxes and receives less in welfare payments (European Parliament, 2014). Nevertheless, it should be taken into account that the interpretation on how SII differs from social investment varies significantly across sources (Interviews with SII experts 2020). Thus, the distinction between these two terms needs to be interpreted with caution. In some sources, SII is perceived as an umbrella term for social investing (e.g., OECD 2019). Other definitions emphasise that social investment needs to rely on private finance (Anheier 2010). 
	 Finally, SII and impact investment are often used as synonyms because the distinction between these two terms is especially vague. Both of these forms of capital provision aim for both social and financial returns. Impact investment seems to place a slightly higher emphasis on financial returns, while in the case of SII, social and financial returns are either equally important, or a slightly higher emphasis is placed on social returns (Interviews with SII experts 2020). 
	The following section aims to explain why SII is perceived as a promising approach for addressing existing societal challenges. The rationale behind SII is linked to an increasing demand for governments to create a positive social impact and their limited resources for doing so. While societal challenges are becoming more numerous as well as complex (OECD 2015), governments are finding it increasingly difficult to address these challenges given public budget constraints. As a result, governments are seeking new ways of tackling the major social challenges of our time. Such new ways may entail market-based solutions, outcome-based approaches or different forms of public-private partnerships (OECD 2019). SII combines all of these relatively new approaches towards solving societal challenges. It goes 'beyond grants, beyond foundations, beyond bequests, beyond cash' (Salamon 2014, Maduro et al. 2018). Thus, SII may be best understood as a business case for what was previously considered mostly philanthropic activities (Maduro et al. 2018). By combining the two seemingly contrary aims, i.e. social impact and financial returns, SII is uniquely capable of producing new tools and solutions to address social challenges. In other words, SII serves as leverage – 'the mechanism that allows limited energy to be translated into greater power' (Salamon 2014, Maduro et al. 2018). The rationale and potential of the SII approach relies on the following mechanisms: 
	 Developing a 'perpetuum mobile' of social investment. In cases where investments are public, the allocation of public funds functions as an investment as opposed to a 'gift'. Invested money contributes towards making a positive impact, financial returns can be re-invested into other businesses to solve different social challenges, while at the same time freeing up resources for issues that require a grant-based approach. 
	 Crowding in of private capital. By turning towards the private sector as a source of investment, governments are hoping to mobilise additional financial resources that they themselves lack. And yet, most private sector entities expect some kind of financial return or at least the preservation of their capital. Thus, by introducing the factor of market logic, SII can be expected to attract more private investors to contribute towards solving social challenges. 
	 Relying on private actors providing social services and funding social innovation. Public social services are insufficient to address all social needs. By applying market-based approaches and supporting private or non-profit organisations addressing social needs, SII ensures that the solving of social challenges does not exclusively rely on public services. This approach of letting the private sector solve societal issues has significant potential because, 'when business solves a problem, it makes a profit – which lets that solution grow' (Porter 2013, Maduro et al. 2018). Moreover, social enterprises have proved themselves capable of developing innovative approaches to complex and dynamic social problems that classic welfare providers or public entities are otherwise too slow or too 'sluggish' to respond to (OECD 2019).
	 Introduction of an outcome-oriented approach to public policy. Given the emphasis on measurable impact, the outcomes of SII activities need to be clearly assessed (Interviews with SII experts 2020). This means that a more rigorous approach i.e. one that is focuses more on results rather than the delivery of services, is at the core of such social policies (Maduro et al. 2018).
	 Accountability and transparency. The focus on measuring social impact brings more accountability and transparency to the implementation of public policy. Decisions regarding public policy are made taking into account data and evidence, which leaves little room for making hasty, uninformed as well as biased decisions that contribute to an erosion of trust in public institutions (OECD 2019).
	However, while SII seems a promising tool for addressing social issues and bringing financial returns, it also has its own potential risks and weaknesses. The following list presents the major general problems associated with SII. This list is used for the identification of key specific SII challenges faced across the EU: 
	 Difficulties in measuring impact. One of the key concerns forming the basis of SII is its measurable impact. However, the measurement of impact is proving to be extremely difficult because it is a relatively new area that lacks a common understanding and standards (Interviews with SII experts 2020). Furthermore, access to comparable and comprehensive relevant data remains limited and the actual methods for measuring social impact are themselves very complex. This particular issue may also lead to more specific yet highly problematic issues discussed in the bullet points below. (Maduro et al. 2018).
	 Cream skimming and cherry picking of results. SII may lead to triggering the wrong kind of incentives whereby only those areas that promise easy delivery of results are targeted, hence the cream skimming, or leave aside those target groups that are very difficult to reach, hence the cherry picking. Both the cream skimming and the cherry picking of results may lead to misleading reports on the success of SII activities, leading to the so-called gaming of results.
	 Risk of impact washing. SII may unwittingly encourage enterprises to exploit their activities as a marketing strategy instead of seeking actual commitment and a positive impact (Deloitte 2018). 
	 Transaction costs of financial instruments. For example, Social Impact Bonds (SIBs), which are becoming increasingly popular across the world, in fact entail significant transaction costs making these instruments difficult to implement in instances where significant funding is not readily available.
	 SII is not a 'silver bullet' for solving all social challenges. Societal needs cannot always solely be satisfied through market mechanisms and ongoing requirements for public and philanthropic support remain extremely important. This means that not all problem-solving approaches are commercially viable and thus suitable for SII investment- (Scheck & Spiess-Knafl 2020). 
	The SII ecosystem is complex and consists of various elements. Figure 3 below illustrates the full ecosystem required for SII. It merges and combines conceptual frameworks developed by different organisations (see World Economic Forum Investors Industries 2013, Maduro et al. 2018, OECD 2019). This conceptual framework describing different elements of the SII ecosystem will be used for the further analysis of the situation in the EU. More particularly, this framework will be used to group the challenges faced in the EU and to identify the elements in the SII ecosystem that are being targeted in national and EU-level initiatives to facilitate the development of the SII market.
	Figure 3: SII ecosystem
	/
	Source: Authors' own elaboration based on WEF 2013; Maduro et al. 2018; OECD 2019.
	The driving force behind SII is the desire to address social needs (OECD 2019). Capital providers (i.e. investors) are on the supply side of the SII ecosystem (OECD 2019). This side includes all of the entities or independent actors that provide financing (World Economic Forum Investors Industries 2013, p. 12). Investors may come either from the public or private sector. Investment targets (investees) are located on the demand side of the SII ecosystem. The demand side consists of a variety of organisations that directly address social needs through their activities (OECD 2019). They require sufficient know-how and have a variety of financing needs that depend upon their geographies, stage of development and the social mission undertaken. However, access to finance remains a key issue for such entities because they are seen as high-risk clients that investors are reluctant to invest in (IFISE 2019). Investors may provide capital directly to investees and, thus, receive direct financial returns (Maduro et al. 2018). Nevertheless, SII transaction costs are high and there are very few capital providers or social enterprises with the sufficient capacity or willingness to manage the entire investment process on their own. Therefore, the most common way for mainstream investors to invest in organisations that address social needs is through (social impact) investment funds (World Economic Forum Investors Industries 2013, p. 13). Intermediaries are entities and independent actors that link or provide support to supply- and demand side actors of the SII ecosystem. Depending on their function, intermediaries may be labelled as financial or capacity-building entities. Financial intermediaries are 'the middlemen in transactions' (World Economic Forum Investors Industries 2013, p. 16). They are often further grouped into bank financial intermediaries and non-bank financial intermediaries (Maduro et al. 2018, p. 32). Capacity-building intermediaries (e.g. accelerators, advisory firms, networks) provide resources and services to grow the entire impact investment ecosystem by providing information, timely advice, and assistance in understanding local needs (World Economic Forum Investors Industries 2013). The enabling environment refers to all of the legal, regulatory and economic conditions that are necessary for SII (OECD 2019). This may include a legal definition for social enterprises, fiscal and tax incentives for mission-led enterprises, corporate structures that favour social ventures, sufficient transparency of investment outcomes, access to funding, access to data on social needs, and conditions that favour innovation that are all important determinants for SII market development (OECD 2019). 
	The composition of the SII ecosystem presented above indicates that a well-functioning SII market depends on the successful functioning of all of its components. It presupposes the existence of a necessary legal framework, an adequate and relatively straightforward business environment, the sufficient existence of intermediaries as well as local investors, an awareness of SII along with an ample entrepreneurial spirit and capacity (OECD 2019). This makes the realisation of SII rather complex and calls for additional policy measures that facilitate the development of the SII market.
	There is a variety of different types of public initiatives that may be or have been already used to facilitate the SII ecosystem. In order to group and identify trends concerning national and EU-level initiatives implemented across the EU, there is a need for an analytical model that provides a typology of possible initiatives. A number of different analytical models have already been formed for this purpose (e.g. see Thornley et al. 2011; Schwab Foundation for Social Entrepreneurship 2013; Social Impact Investment Taskforce 2014a; European Commission 2016a; Maduro et. al 2018; OECD, 2019). In this chapter, we further describe the analytical model to be applied in this study (see Table 1 below). The proposed model is mostly based on the OECD policy framework for Social Impact Investment (OECD 2019). It also integrates some elements from previously developed models and proposes additional elements in order to have universal framework adjusted to the EU context. Table 1 below presents a summary of the typology of SII facilitation initiatives that will be used in this study. 
	Table 1: Types of SII market building policy initiatives
	Source:  Authors' own elaboration based on OECD 2019, combined with Maduro et al. 2018, Social Impact Investment Taskforce 2014a, 2014b, European Commission 2016a.
	SII facilitating policy initiatives can be grouped in accordance to three dimensions (OECD 2019; Social Impact Investment Taskforce 2014b): 
	 Market target: the SII ecosystem's element at which the initiative is targeted;
	 Government role: government's function in the facilitation of the SII market; and
	 Policy type: the target and type of policy instruments deployed.
	Below we present each of these three dimensions of the initiatives' typology in detail. 
	With respect to the market target, policy initiatives can target the supply side, demand side, intermediaries, or the SII enabling environment (OECD 2019). 'Target' means that the government supports actors operating under a particular unifying component and strengthens this particular component or takes on the role of a SII market participant itself. For instance, targeting the supply side might mean that the government supports capital providers by creating favourable conditions for them or takes on the role of the investor itself by investing public funds into social organisations (Interviews with SII experts 2020). 
	By implementing different policy initiatives, a government may take on three roles within the development of an SII market: a market builder (i.e. facilitator), a market participant or a market steward (i.e. regulator) (Social Impact Investment Taskforce 2014b; Australian Advisory Board on Impact Investing and Impact Investing Australia 2017): 
	 Market Builder. This role involves taking on a leadership role and initiative with respect to developing the SII market. As a market builder, a government may also emphasise that SII is one of its policy priorities, which in turn gives SII actors more confidence to participate in the market. A government might also contribute to the 'building' of the market by providing incentives for new and different activities (Social Impact Investment Taskforce 2014b). 
	 Market Steward. This role involves a government's position as a regulator or legislator. As market stewards, governments are responsible for removing barriers and ensuring that the positive intentions of SII are safeguarded over time (Social Impact Investment Taskforce 2014b). When taking on the role of a market steward, a government influences the market but cannot be interpreted as a direct participant (Thornley et al. 2011). 
	 Market Participant. Governments are large purchasers of social services. This makes them important actors in their own right. First of all, as market participants, government policymakers need to decide which part and in what form government spending is distributed in following the SII approach. And secondly, governments need to support SII demand side actors. Governments may play the role of market participants through a commissioning process as well as through the provision of investment capital.
	Finally, public initiatives can be grouped based on the type of policy instruments that are used. Previous studies present a number of different strategies as to how policy initiatives may be grouped based on the policy type or area (see Schwab Foundation for Social Entrepreneurship 2013, p. 8, European Commission 2016a; Maduro et al. 2018; Social Impact Investment Taskforce 2014a). For instance, the EC compiled a list of seven policy areas in which SII policy initiatives could be implemented (see European Commission 2016a; Maduro et al. 2018):
	1. Legal framework and legal status for social service providers 
	2. Fiscal incentives for social service providers/social impact investment
	3. Funding for specialist support
	4. Measures to facilitate access to markets through adaptations in the public procurement process 
	5. Measures to support access to financing through new financial instruments 
	6. Standardised social impact measurement and reporting systems
	7. Constituency of a National Advisory Board 
	This typology is important because of its comparability with the overall EU approach to policy initiatives. However, it does not include a number of important types of SII market-building initiatives (e.g. development of national strategies, information campaigns, research). Therefore, in this study we use a typology that integrates the above-mentioned policy types/areas identified by the EC into the OECD developed policy framework for SII (OECD 2019). The OECD framework distinguishes four general types of policy instruments based on their design and purpose: 'steering', ruling, informing, and financing. 
	STEER: Employing government structure and capacities. Policy initiatives attributed to this category work as the key drivers of SII's market development. This category includes activities such as the development of national strategies for impact investing, the establishment of policy entities responsible for the facilitation of the SII market (National Advisory boards, taskforces, steering committees, etc.), and the strengthening of government capacities necessary for market development. 
	RULE: Setting and enforcing rules. This category refers to various regulatory, legislative and fiscal measures that could be used to foster SII. These regulatory measures might include adopting social impact reporting standards, improving the public procurement process or removing existing barriers for investment. Legislative measures may include legislation targeted at social enterprises (e.g. their definition), fiduciary duties and pensions or other various measures undertaken within the domain of a particular social issue (e.g. energy, healthcare, etc.). Finally, fiscal measures may include tax incentives, investment relief or fiscal regulation to improve the business environment. 
	INFORM: Providing and sharing information. First of all, it includes measures for the increased visibility and awareness to make SII more widely known and attractive. Secondly, this category includes all measures that help to keep stakeholders informed and educated about various aspects of SII. This may include communication campaigns, consultations, research and publications or similar activities. 
	FINANCE: Granting financial resources. The rationale behind the provision of public finance is relatively straightforward – the budget is used to provide demand side entities with funding that they often struggle to access (Maduro et al. 2018, p. 27). Thus, in this case, a government's financial support works as a supply side instrument (OECD 2019). Just the same as all investors, governments may provide financial support directly or through funds (see Figure 3 above). 
	Financial support may be provided by using traditional or innovative financial instruments. Traditional financial instruments rely on well-known financing products such as public contributions, tax breaks, generated income, donations/grants, loans, equity, convertible bonds, and mezzanine/ subordinate debt (Maduro et al. 2018, p. 27). Innovative financial instruments have emerged in response to specific social enterprise needs, namely the difficulty in accessing traditional funding. Many innovative instruments fall under the so-called 'pay-for-success' or 'pay by result' instrument category because payments to service providers are made in accordance to their achievements that are measured by their social outcomes and impact. Outcome commissioning, Social Impact Bonds (SIBs), development impact bonds, social impact incentives or revenue share agreements may all be considered innovative 'pay-for-success' instruments. SIBs, a public-private partnership instrument, has emerged as a particularly interesting and relatively popular tool, whereby public sector authorities pay for better social outcomes delivered by social enterprises and uses the savings to pay those investors who funded the initiative in the first place. Other innovative tools that operate in a slightly different way than traditional financial instruments include charitable/ retail charity bonds, investment funds, microfinance/microcredit, and hybrid financial instruments that rely on several different financial products (Martin 2014; Social Investment Task Force 2011). Based on this categorisation, we distinguish four groups of financial instruments through which governments provide funding to demand side actors: direct funding using innovative 'pay-for-success' instruments, direct funding using traditional financial instruments, funds that use innovative financial instruments, and funds that rely on more traditional financial instruments. 
	In addition to the four types as distinguished by the OECD, we suggest distinguishing one more separate type of public initiative: STRENGTHEN, which would refer to policy initiatives that provide help and support to SII stakeholders. The same as in the case of granting financial resources (FINANCE), initiatives providing help and support to SII stakeholders (STRENGTHEN) usually involve the provision of direct public financing (concessional or not) to supply or demand players on the SII market. However, this financial support is not directly targeted at the main activities of SII demand side organisations. Instead, it provides technical assistance or builds the capacities of SII actors. Thus, the financial support provided as help and support to SII stakeholders does not generate any financial return or social impact in the literal sense. This category includes technical assistance and capacity building, funding for specialist support, support for incubators, accelerators, impact investing advisory consultants, impact investment wholesalers, organisation of awards and challenges. 
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	Governments and investors began to take notice of SII only around a decade ago. Ever since then, the SII market has grown rapidly. To illustrate this fact, in 2017, the SII market in nominal terms was over 12 times larger than it had been in 2011 (see Figure 4 below) (Statista 2017). SII showed the most rapid market growth throughout 2014-2015, even though growth has been more modest in the last few years (Eurosif 2018). 
	Figure 4: Impact investing by high-net-worth individuals (HNWIs) on European ethical investments market (in million euros)
	/
	Source: Authors' own elaboration based on Statista 2017.
	Several drivers encouraged this rapid development of the SII market across the EU. First of all, the higher profile of the SDGs fuelled interest in this investment approach. Public and philanthropic funds are expected to cover only about one third of the funding needed to achieve the SDGs in developing countries worldwide, which leaves an annual funding gap of €2 trillion (United Nations 2014). Europe will need approximately €180 billion in additional investments in energy efficiency and renewable energy per year in order to meet the targets of the Paris Agreement (European Commission 2018). These gaps emphasise the demand for mobilising private capital to meet social and environmental needs. Second, a strong push for SII came after the 2013 G8 Summit in Dublin when former Prime Minister of the UK, David Cameron, invited relevant financial players to discuss the issue and initiated the Social Impact Investment Taskforce (Interviews with SII expert, 2020). Third, the current low-interest rate environment has prompted investors to search for other investment opportunities including social and/or environmental returns. Lastly, there is growing evidence of the success of impact investing with prominent advocates, an increasing awareness of the field with success stories that resonate (Interviews with SII experts 2020).
	Regarding recent specific developments in the SII market across the EU, there are five noteworthy trends:
	 Emerging criteria for defining SII. There is an ongoing discussion between experts, policy makers, and SII actors about the types of investment that can be interpreted as SII. During the early stages of SII, a majority of countries and international organisations relied on a rather inclusive 'big tent' approach, and welcomed every type of investor joining the field. Thus, the SII market was based on a relatively broad and 'flexible' interpretation of SII (Interviews with SII experts 2020). Nowadays, some experts claim that the definition of SII should be clarified with strict criteria in terms of social impact intentionality, impact measurement and profit orientation. They justify this position by paying attention to the very high return expectations of some investors (up to or even above a 20% Internal Rate of Return (IRR) for a fund). Advocates of such a narrow and specific definition claim that some investments are labelled as SIIs even though they do not reflect the principles of this approach. One common rationale for opportunistic strategies of this kind is tax avoidance, since SIIs are eligible for tax benefits (Interviews with SII experts 2020). Tax avoidance – and 'social washing' in general – is only possible at all because the requirements concerning impact measurements are too 'soft' in most cases. This is the key reason why impact assessment and impact audits are so important.
	 Growing investments. First, SII funds are becoming progressively larger. This is leading to a larger supply in funds compared to direct investments. This evolution is happening because funds aim to generate higher management fees on their managed assets (Harris et al. 2014). Second, although the 'ticket-sizes' of most impact investments remain quite small (averaging between €200,000 and €5 million) they are constantly growing. The majority of demand side actors are small organisations that are only able to receive small 'ticket-size' investments while most investors are more willing to make fewer investments in larger amounts to avoid transaction costs. Over the last few years, a trend towards larger 'ticket sizes', which entails the danger of smaller entities not being funded anymore, has been noticed (Spiess-Knafl & Scheck 2020).
	 Cross-border investments. Some investors, who until now have primarily relied on national investments (cross-border investments being the exception in this field), are starting to look beyond their borders for suitable social enterprises (for example French funds in CEE).
	 A trend towards integrated business models. Many investment-readiness programs (a type of intermediary) are currently enlarging their field of activities (Interviews with SII experts 2020). This means that some investment-readiness programs have already started investigating the idea of their own dedicated impact funds and are thus taking on the role of intermediaries and supply side actors at the same time. For instance, a Belgian cooperative loan fund is expanding its services to equity and crowdfunding (Fi-compass 2016b).
	 There is also an active discussion on whether SII is most needed for very early start-ups or for the scale-up of proven problem-solving approaches (Interviews with SII experts 2020). 
	Despite significant progress, the EU SII market has not yet achieved its full potential (Interviews with SII experts 2020). The maturity level of the SII market remains low in most EU Member States – in four fifths of the EU it is considered to be at its 'incipient' or 'infant' stages (Maduro et al. 2018, p. 43). Eurosif interprets SII as only one type of socially responsible investment. According to them, only around 0.5% of all socially responsible investments in the EU belong to the SII market. Furthermore, the European SII market lags far behind such markets in the U.S. and Canada. Currently, 58% of all investors are situated in North America (Mudaliar et al. 2019) and only 21% of investors of the overall €458 billion market are based in Europe. Furthermore, there are significant differences within the EU.
	SII market development levels vary significantly across EU Member States (Maduro et al. 2018, p. 43). According to the assessment strategy developed by Maduro et al (Maduro et al. 2018, p. 43) Germany, France, Portugal, Italy and, although no longer a member of the EU, the United Kingdom, have already reached relatively high SII market maturity levels. These countries play an important role in pioneering innovative policies and instruments and are often described as the best examples in this area (Maduro et al. 2018, p. 43). When compared to SII leaders, the majority of other western, southern, and northern European countries have less developed markets and yet, they are increasingly becoming engaged in SII (OECD 2019, p. 136). Some experts are even 'stricter' in their guidelines for evaluations and claim that the United Kingdom, followed by France, are the only mature SII markets in Europe (Interviews with SII experts 2020). 
	The SII market is least developed in Central and Eastern European (CEE) countries. To illustrate this fact, only 35% of European resources for social enterprises are spent in the CEE and venture philanthropy investment is 65 times lower in CEE compared to Western Europe (OECD 2019, p. 137; EVPA 2017). Even though, in principle, there would be enough capital available, there are few CEE investors who perceive SII as an attractive option. Given the lack of domestic supply, the least developed SII markets (esp. CEE countries) are often dominated by foreign direct investment (FDI). Moreover, the least developed SII markets lack SII intermediaries, incubators, investment-readiness support, and rarely make use of innovative SII financial instruments (EVPA 2017). Experts claim that all of these barriers to SII in the CEE region are mostly determined by a lack of attention by government institutions to SII: the majority of CEE countries do not have national SII strategies or government units responsible for the development of this market. In other words, governments in the region are not taking on active roles as market 'steerers' (Interviews with SII experts 2020). In contrast to this situation, in countries described as SII leaders, the development of the SII market is directed by national strategies focused on this approach and there are government institutions in place that are responsible for SII in particular. Public attention to SII increases the attractiveness of this approach in the eyes of potential investors. Thus, in 'leading' countries, a sufficient supply for SII is ensured through a range of domestic impact investors comprised of foundations, high-net-worth individuals (HNWIs), banks, pension funds, insurance companies and retail investors. 
	Figure 5 below illustrates the market maturity differences as presented by the Joint Research Centre (JRC). Market maturity scores presented in the figure take into account the maturity of the market infrastructure, demand, and supply sides.
	Figure 5: Maturity of SII market in the EU Member States 
	Colour
	% EU Member States
	№ EU Member States
	Segments
	 
	15%
	4
	Performing market
	 
	37%
	10
	Infant market 
	 
	48%
	13
	Incipient market
	100%
	27
	Source: Maduro et al. 2018. 
	The differences in SII progress across the different EU Member States are due to several reasons. First of all, SII markets are in general more advanced in developed economies with mature financial markets. While most countries in the EU are developed countries, nine countries still receive Official Development Assistance (ODA). They are classified as upper middle-income countries and have comparatively less mature SII markets (GIIN 2018). Another factor affecting SII development in different European countries is their different political and sociological set-ups and associated philosophy regarding the social economy. Countries with extensively developed public provision of social services (e.g., Nordic countries) exhibit a small social enterprise field and, consequently, a limited number of investors. Other nations that display a rather liberal private-market oriented ideology (such as the former member of the EU, the UK) have a widely commercialised social economy that requires appropriate private funding (European Commission 2020b). Finally, the historical background and dominant governance practices seem to determine some differences between SII market development across the EU. Due to its post-communist history and thus centralised government style with a less developed social sector, the SII ecosystem is still less advanced in Central and Eastern Europe (CEE) (EVPA 2017). Below we discuss the key challenges that prevent rapid SII market development in a systematic way.
	SII market development has been slowed down by a number of challenges (see Figure 6 below). For the sake of simplicity and clarity, challenges are categorised in accordance to the elements of the SII ecosystem to which they are the most closely related. Nevertheless, this strategy of categorising should be interpreted with caution because all challenges are interrelated. For instance, the low capacities of intermediaries have negative effects on the demand side actors.
	Figure 6: Key challenges that prevent rapid SII market development across the EU.
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	Source: Authors' own elaboration.
	Some of the challenges make the entire environment of the country unfavourable for SII and this has a negative effect on all actors in the SII market (investors, investees, and intermediaries). First and foremost and probably the challenge that leads to other problems is the lack of systematic and consistent government attention to SII. The majority of EU countries do not have comprehensive national strategies presenting the guidelines and objectives of SII in their countries. There are also very few (government) entities whose missions have been focused on the development of SII (Interviews with SII experts 2020). Because of the lack of clear direction and guidelines, initiatives targeted at finding solutions to SII related challenges have been sporadic, and thus have rarely created significant positive results. The insufficiency of governments' attention to SII has resulted in a lack of awareness about SII (OECD 2019, p. 104). Many potential beneficiaries or investors still lack knowledge about the existence and the specifics of this approach and the terminology is still incoherent (e.g., impact investing and social investment are used interchangeably) (Interviews with SII experts 2020). Moreover, individuals and organisations that are in principle aware of the SII concept still have doubts regarding its benefits. Perceptions that a trade-off between social and financial returns is necessary remain widespread across the EU. Two-thirds of SII investors claim that this challenge remains significant (GIIN 2018).
	The second general challenge is the lack of a unified and precise definition of SII. Although the question as to whether the definition of SII should be narrower or more inclusive remains controversial (see Section 3.1.1 above), most SII actors agree that establishing a single definition instead of relying on a variety of interpretations is absolutely necessary. Varying SII interpretations result in other, even more specific issues. First of all, monitoring the SII market becomes highly complex. For instance, it is impossible to identify whether spending on SII differs across countries due to differences in definitions or for other reasons. Secondly, instances when investments that are definitely not SII (e.g. ESG) are still interpreted as such or when investments that meet SII criteria are interpreted as something else, create the risk of eradicating the transformational power of SII (Interviews with SII experts 2020). Finally, the lack of a unified definition increases the risk of 'impact washing'. Some providers have started labelling their products as SII products due to tighter regulations on sustainable investment criteria even though their funding sources do not adhere to SII standards (Klaiber et al. 2019).
	Thirdly, regulatory barriers concerning the legal status and definition of demand side actors are preventing the successful development of the SII market (Maduro et al. 2018, p. 23; US National Advisory Board on Impact Investing 2014), such as: 
	 There is a large heterogeneity between definitions of social enterprises across the EU Member States (US National Advisory Board on Impact Investing 2014). This creates confusion, especially in cases of foreign direct investment because the same type of organisation might be interpreted as a potential suitable investee in SII in one country, but is considered an unsuitable candidate for SII in another country. 
	 Some organisations that solve social challenges and theoretically would be able to receive SII, do not fall under the definition of social enterprises, such as profit-with-purpose businesses, grant-reliant organisations and grant-funded organisations with trading activities and are excluded and not interpreted as potential investees in the impact investment related legislation (Interviews with SII experts 2020; Eurosif 2018). 
	 A majority of EU Member States do not have a specific policy framework for supporting the development of social enterprises (Eurosif 2018). Moreover, 10 out of 27 EU Member States have not introduced any specific organisational legislation to recognise and regulate social enterprise activity, while the rest of the EU Member States mostly rely on a weak form of legislation. This means that the legislation is relatively abstract and works more as an advisory document. It lacks specific or strict requirements concerning activities and funding to social enterprises and is not associated with practical benefits to demand side actors (Eurosif 2018). 
	Other regulatory barriers have negative effect on the supply of funds:
	 Some regulatory barriers prevent the mobilisation of private funds towards impact investment. For instance, in some EU Member States, a clarification and refinement of rules regarding foundation investments in for-profit enterprises is needed (OECD 2019). To give an example, Banking Foundations in Italy are prevented from either providing grants or repayable investments into for-profit entities. 
	 The public procurement process could be more actively used for fostering the SII approach. First, procurement regulations that clearly emphasise a preference for social enterprises during the public procurement process remain rare. Moreover, few countries have adopted procurement schemes following the 'pay-by-result' principle (Interviews with SII experts 2020).
	Finally, challenges related to the measurement of impact also pose a significant barrier. Impact measurement practices are underdeveloped in the majority of EU Member States: there is not enough guidance for impact measurement, actors lack the experience and skills necessary for doing it, and there are not enough external institutions that could provide help to SII actors with respect to impact measurement (OECD 2019). Moreover, there is no coherent standardised approach towards impact measurement. The standardisation of impact assessment methods is expected to enable greater transparency in the sector and, as a consequence, allow for higher investor comparability. This should result in increased funding for companies with the greatest impact and, hopefully, lead towards a greater capital inflow for the whole SII market. Finally, impact measurement systems are still too highly focused on outputs (activities) rather than outcomes and/or impacts (effects) (Interviews with SII experts 2020). This may lead to situations where social organisations simply aim to deliver all promised products or outcomes and do not pay attention as to whether these products or outcomes have resulted in a wider scale impact (e.g. a focus on the number of trained unemployed people while excluding data as to whether these people found jobs after their training). Internationally, there were some attempts to introduce unified impact measurement principles and although no framework has definitely prevailed over others, the classification introduced by the Sustainable Development Goals (SDGs) is gaining significant momentum (Interviews with SII experts 2020). In the context of impact measurement, the 17 dimensions identified by the United Nations in the SDGs to define shared social and environmental objectives have become the most commonly adopted taxonomy to help SII organisations, investors and companies to identify the type of impact they produce. 
	When it comes to the supply side, an overall funding gap for SII still exists in Europe. For instance, the need for debt as well as equity impact capital for social enterprises across Europe is estimated at an average of €6.7 billion for the period from 2021 to 2027 (Spiess-Knafl & Scheck 2020). This overall funding gap exists for several reasons. First, the attractiveness of the SII approach remains limited looking at it from the perspective of private investors. Transaction costs are much higher in SII compared to traditional commercial investments. This challenge is highly determined by the fact that average 'ticket-sizes' remain relatively small. The risks associated with financial returns are also higher. Thus, not many private investors are willing to participate in SII if there are no additional guarantees or 'safety cushions' provided. In addition, as of now, the number of exits for impact investing deals is still limited, meaning that evidence of the profitability of impact investing deals is still in the process of being validated (Spiess-Knafl & Scheck 2020). This leads to a situation where theoretically available resources (i.e. supply) cannot be successfully targeted at the demand level because of a lack of suitable tools. Second, institutional investors dispose of large funds, but play only a negligible role. One area of growth to be further developed is the role of institutional investors in directing existing funds towards impact investment (UK National Advisory Board on Impact Investing 2017). The potential of pension funds to contribute to the SII market is not being realised (Salvador 2018). In the United States, pension funds such as the California Public Employees' Retirement System, are already active in the SII area (California Public Employees' Retirement System (CalPERS) 2017), whereas, in the EU there are very few examples of this type of approach. 
	Demand side related challenges in Europe are even more daunting (Interviews with SII experts 2020). First and foremost, there are not enough demand side actors that are able to receive SII investments (Interviews with SII experts 2020). This general challenge is determined by several specific issues. First, public sector institutions still remain the main providers of social services in the EU. There is a lack of social enterprises - organisations that solve societal challenges through market mechanisms and are thus suitable candidates for SII. Second, the legal definitions of social enterprises or SII demand side actors in general often exclude some organisations that prevent them from receiving SII (for more details see 'Enabling environment-related challenges'). Third, the low investment-readiness of potential investees is amongst the key challenges for a rapid development of the SII market (GIIN 2018). Many social enterprises and other demand side actors have limited organisational capacity to receive SII. SII demand side actors often lack the human resources necessary for managing investments on their side. Moreover, employees often lack the knowledge and skills necessary to attract and manage investments in their organisation (Interviews with SII experts 2020). Finally, many of SII demand side actors are small organisations that are usually not investment-ready for the larger ticket sizes preferred by the majority of investors (Spiess-Knafl & Scheck 2020). 
	Effective intermediaries can help to 'create liquidity, reduce risk, lower transaction and information costs, and facilitate payment mechanisms' (World Economic Forum Investors Industries 2013, p. 16). The success of the SII market relies greatly on the capacity of financial intermediaries 'to sustain long-term projects by minimising the cost of running them' (Maduro et al. 2018, p. 32). Capacity-building intermediaries are also crucial when taking into account the lack of strong demand side actors that are ready to receive investment (see above) (Interviews with SII experts 2020). However, the lack of both types of intermediaries remains a major obstacle for SII market development in many countries (Scheck & Spiess-Knafl 2020). 
	Moreover, intermediaries that operate in the market often lack the necessary capacities to manage their budget or provide comprehensive support to the investees themselves. For instance, most capacity-building intermediaries are newly established and still relatively small. Thus, they often lack both the human resources and work experience (Interviews with SII experts 2020). Also, the business model of an intermediary's operation and funding is complicated. Potential investees are expected to pay intermediaries in order to strengthen them and make them investment-ready. However, paradoxically, investees that need the most support do not have enough money to pay for the services of intermediaries. Therefore, only a few social enterprises are willing or able to pay intermediaries for providing investment-readiness support (Scheck & Spiess-Knafl 2020). 
	Some challenges for the rapid development of the SII market are related to funding mechanisms through which capital is meant to reach the investees (directly or involving the funds). Funding mechanisms are not tailored to the specific needs of social enterprises. The expansion of innovative financial mechanisms in the SII market remains insufficient and is concentrated in only a few countries (e.g. the Netherlands, France, Portugal) (Maduro et al. 2018). Loans, followed by grants and equity, are the most popular products used by governments in the social investment space (Gianoncelli et al. 2018). Many social enterprises do not meet the formal criteria of these traditional financial mechanisms which are more suitable to exclusively commercial investments. For instance, loans might require a very high financial return, which is usually lower in social enterprises compared to fully commercial ones. In addition, small or new social organisations in transition (esp. the so-called hybrid enterprises whose activities often apply principles from the non-profit as well as the third sector) need different and more types of blended capital as well as better access to early-stage capital (OECD 2019, p. 141, UK National Advisory Board on Impact Investing 2014). Thus, the access to funding that meets the needs of the majority of social enterprises remains a prevalent problem across the EU.
	In many countries, SII is still a relatively new approach. Thus, intervention by governments is needed in order to foster a rapid development of the SII market. Leading EU Member States have already proved that the challenges to SII market development identified above can be successfully addressed by various public initiatives and/or targeted policy instruments. The OECD has identified at least 325 such initiatives in support of SII (OECD 2019). A mapping and analysis of such initiatives revealed several specific trends with respect to public market development approaches and strategies in the EU. Below we discuss these trends in accordance to our conceptual framework (see Chapter 2 above).
	First, an absolute majority (over 80%) of the initiatives are domestic, i.e. they target national SII ecosystems. International or cross-border initiatives (i.e. targeted at several countries at once) remain scarce (OECD 2019). Second, it is not surprising that a majority of successful initiatives are implemented in countries with the most mature SII markets, and that there are very few initiatives implemented in CEE and other countries with the least mature SII markets. This creates a vicious circle – SII progress in these countries is slow and there are not enough successful public initiatives that could foster progress (Interviews with SII experts 2020).
	Third, policy instruments targeted at the supply side of the SII market dominate over instruments targeted at the demand side or intermediaries. The majority of identified instruments work as supply side mechanisms (direct budget provision) or support other SII investors through financial schemes, funds or fiscal incentives. Policy makers are more used to and are more experienced at implementing such supply side instruments regardless of the area of investment. The support for SII demand side actors (e.g. their capacity building) is often perceived as a 'less intuitive' approach requiring additional efforts as well as innovative approaches (Interviews with SII experts 2020). Thus, there is a lack of instruments facilitating the establishment of or support for already established social enterprises and other SII demand side actors across the EU e.g. accelerators, capacity building initiatives (Interviews with SII experts 2020). Initiatives supporting SII intermediaries are even rarer when compared to instruments targeted at the demand side. According to the OECD, less than 10% of domestic policy instruments in OECD countries were dedicated to intermediaries (OECD 2019, p. 167). A lack of instruments facilitating the demand side and intermediaries of SII may result in an oversupply of the available budget – there might be enough strong investors and financing but not enough investment-ready social organisations or intermediaries that are able to connect investors and investees (Interviews with SII experts 2020).
	Fourth, instruments targeted at or working as supply side mechanisms are highly reliant on a government's power to grant financial resources (in the conceptual framework described above this is defined as Governments' Power to Finance). Therefore, initiatives providing financial support, especially the provision of financing through financial instruments, are more prevalent compared to other types of SII support initiatives i.e. initiatives targeted at steering, ruling, strengthening or informing (Interviews with SII experts 2020). 
	Fifth, regarding the role of governments in the process of SII market development, it seems that governments are most likely to act as SII Market Participants. They relatively often take on the role of supply side actors and provide investment capital. There are also quite a few initiatives where governments take on the role of a Market Steward. For instance, they introduce legislation regulating the activities of social enterprises (Interviews with SII experts 2020). However, the majority of governments in EU Member States are not systematic or consistent in taking on the role of a Market Steward. This means that initiatives that might remove barriers to SII market development are sporadic and that there are very few examples where governments focus on this aim and consistently implement initiatives removing different barriers one by one. Finally, initiatives where governments take on the role of an active SII Market Builder are the rarest. Just a few Member States have emphasised that SII is one of their policy priorities. 
	Below, we discuss successful initiatives based on a) how frequently they have been mentioned in the literature and by the SII experts interviewed and b) their positive results and impact. Successful initiatives are grouped and presented according to the challenges they solve. This chapter describes just a few of all the available public SII market development initiatives implemented in the EU during the last couple of decades. Other identified initiatives are presented in the Annex I 'Database of Successful SII Market Development Initiatives' to this study. 
	The key condition for the creation of a SII enabling environment in a country is the government taking on the role of a SII market 'steerer' by establishing responsible policy bodies and introducing SII facilitation strategies. Employing or reforming government structures to ensure the rapid development of the SII market can take many forms and be adapted to different contexts. For example, seven EU Member States and EU itself have established SII National Advisory Boards (NABs). These NABs liaise between the government and other SII market stakeholders and together belong to the Global Steering Group (GSG 2018) (see Box 2 below). In some countries, SII markets are also 'steered' by organisations supported by the national government or institutions focused on the development of SII (e.g. Sitra in Finland). However, in the majority of EU countries, there are no entities that focus specifically on SII. SII is often perceived as one of the many responsibilities of central government institutions (e.g. ministries of social affairs). As a result, the approach does not receive sufficient attention. 
	There are some examples across the EU proving that employing government structures to ensure the rapid development of the SII market and the development of comprehensive SII strategies are necessary conditions that in turn result in significant positive changes across the entire SII environment in the country (OECD 2019). For instance, the key reason why Portugal and Finland have made significant breakthroughs in developing the SII market over the past number of years has been the establishment of institutions that are focused on the development of this approach in their countries, as well as the creation of national plans for SII development (Maduro et al. 2018; Interviews with SII experts 2020) (see Box 2 below). 
	Box 2: Successful initiatives focused on steering the SII market – creating an enabling environment 
	Source:  Maduro et al. 2018, Portuguese Social Investment Taskforce 2018, Interviews with SII experts 2020, GSG 2018, GSG 2019, GSG n.d.
	Challenges related to the definitions of SII and SII actors can be addressed by using the power of public institutions to rule the SII market. As many as 18 EU Member States have established legislation addressing or defining social enterprises. For instance, in France, the Social and Solidarity Economy Law was amended to change the legal form of a Solidarity-based Enterprise to a Solidarity-based Enterprise with a Social Purpose (ESUS). This law identified the particular features of solidarity-based (social) enterprises, and thus ensured that only organisations that focus on the creation of social impact are viewed as solidarity-based enterprises. To obtain the status of ESUS, the enterprise must prioritise social impact and satisfy the requirements for salary limits (GSG n.d.). Several EU countries have also developed Social Enterprise marks and labelling schemes e.g. The Finnish Social Enterprise Mark (F-SEM), the 'Social Economy Enterprise' certificate in Poland, the Social Enterprise Mark in the UK, 'It Works' stamp in Germany. However, the majority of these legislative changes or labelling schemes lack power (Interviews with SII experts 2020). This means that these legal forms or labels are not linked to tangible benefits, and thus they remain mere marketing tools without any real traction. A good example of addressing this challenge is the 'It Works' ('Wirkt') stamp introduced in Germany (see Box 3 below). 
	Furthermore, some governments have introduced tax incentives for both demand- and supply side actors. So far, they have been more prevalent in countries that have recognised a specific legal status for social enterprises (GSG 2018, p. 2). For example, the French government offers tax relief for investors in Solidarity Funds and impact businesses and provides fiscal incentives, financial support and coaching for impact businesses that work in the area of job integration (GSG 2018, p. 39). Portugal has acknowledged investments in SIBs as an expenditure with a mark-up of 130% on the amount invested from 2018 (GSG 2018, p. 48) (see Box 3 below). However, despite some positive examples, fiscal initiatives remain the least popular type of government action targeting SII market development. 
	Box 3: Successful initiatives addressing the definition of SII and tax incentives
	Source: European Commission 2016a; GSG 2018 p. 48.
	National governments can contribute to solving challenges related to impact measurement by introducing regulatory initiatives or by building stakeholders' capacity. Regulatory initiatives may improve impact measurement procedures by adopting social impact reporting standards. Some tentative steps towards measuring the impact of SII have been taken by the UK and Portugal, both of which have introduced unit cost databases to provide unitary cost estimates (cost of a social problem, intervention or service, broken down to the level of a single individual over a certain period of time) in different policy areas (EVPA 2018). 
	Public initiatives can also contribute to the development of guidelines on impact measurement or provide help to SII stakeholders in this area. For instance, research centres at 10 Italian universities are conducting studies and research on defining impact measurement standards and guidelines. A Ministry level programme in partnership with the Italian NAB (GSG 2018, p. 45) funds this activity. Another positive example is a centre for impact measurement created by Torino Social Impact. This centre helps social businesses to measure their impact and, in doing so, identifies how they can become more attractive to impact investors (GSG 2018, p. 45).
	Box 4: Successful SII market building initiatives: impact measurement related challenges
	Source: Maduro et al. 2018, Torino Social impact n.d. 
	To address the knowledge gap about SII and encourage participation in the market, some EU Member States have set up initiatives aimed at raising awareness about SII such as communication campaigns, consultations, research, etc. (i.e. initiatives attributed to the type 'inform'). Research on the SII market is crucial in order to determine the state of SII, including the strengths and barriers to its further development. For example, the Irish Government Economic & Evaluation Service released a report entitled 'Social Impact Investments in Ireland: Learnings from the Pilot Initiative' (published in 2016) and the Dutch Ministry for the Economy funded a study on 'Stimulating the Social Enterprise Sector: Experience and Lessons from Europe' (published in 2013) (OECD 2019, p. 212-213). Some countries have research units or centres focusing on the analysis of SII in particular. TIRESIA (IT) is one of the great examples of consistent research efforts in this area. Other examples where individual research initiatives have developed into actual research centres are the Danish National Centre for Social Enterprises or the UK Social Investment Research Council (OECD 2019, p. 193). 
	Information campaigns are another type of policy initiative that have contributed to closing the knowledge gap about SII. A majority of the most successful information campaigns implemented across the EU have been part of broader measures, such as the Portuguese Social Innovation Mission Structure (EMPIS) (Portugal Inovação Social n.d.) or regional Torino Social Impact initiative (Torino Social Impact n.d.). Despite their relative success, experts emphasise that information efforts could be more widespread and targeted at broader and more various audiences e.g. not only the academic community, but also society in general (Interviews with SII experts 2020).
	Box 5: Successful SII market building initiatives: research activities 
	Source: Tiresia n.d.
	Governments address supply side related challenges mainly by providing funding themselves i.e. through initiatives attributed to the type 'finance' based on the conceptual framework. First of all, when an investment in a social service has a low commercial potential i.e. a low financial return, governments might replace private investors by providing the funding themselves, for example, through public procurement. Therefore, public procurement regulations could play a major role by demonstrating a preference for social enterprises in their purchasing decisions. For instance, the Action Plan for Sustainable Procurement introduced in Belgium or the Public Procurement of Innovation of Products and Services regulation introduced in Spain are regulatory documents that require the criterion of sustainability in public procurements. 
	Second, public institutions have the power to increase SII's attractiveness by introducing and supporting innovative financial instruments. Governments' contributions to the financial schemes decrease the risk of low or no financial returns and decrease transaction costs for private investors. Social Impact Bonds (SIBs) are probably the most widely used innovative financial mechanism aimed at increasing SII attractiveness for private investors. Private investors are much more likely to fund social organisations by participating in SIBs because they are guaranteed that their initial investment and interests will be returned to them using the public savings generated. Between 2008 and 2018, a total of 109 SIBs were launched across the EU (incl. UK) (Social Finance 2018), raising more than €350 million and affecting almost 750 thousand lives (Eurosif 2018). Some SIBs have already generated positive results. For instance, the SIB introduced in Rotterdam aimed to decrease youth unemployment. The local job-training firm Buzinezzclub mentored 160 unemployed young people, helping them to identify skills, find work or develop business plans. More than 60% of citizens mentored by Buzinezzclub have already found jobs and come off government unemployment benefits. This reveals that successful SIBs can decrease the demand for public allowances (Guay 2017). An analysis reveals that the most successful SIBs are the ones focused on particular social groups and their problems (instead of SIBs with a more general, wider scope). The specificity of a SIB's target ensures that activities implemented by the social enterprises participating are well adapted to the needs of specific groups, and thus can successfully create a positive impact. For instance, Koto-SIB (FI) focuses on the employment and integration of immigrants (Koto-SIB n.d.) (see Box 1 above). 
	Thirdly, governments can create, manage or provide additional funding for platforms and mechanisms whose main purpose is to attract more private capital to SII. For instance, crowdfunding and peer-to-peer lending initiatives are innovative SII financial mechanisms that have been slowly but constantly gaining popularity over the past few years. Online alternative financing (including crowdfunding and peer-to-peer lending) in Europe has increased from €1 127 million in 2013 to €7 671 million in 2016 (Ziegler et al. 2018; OECD 2019, p. 140). Governments can encourage the spread of crowdfunding practices in the context of SII by supporting relevant crowdfunding platforms. One successful example of a public crowdfunding initiative is Crowdfunding Bizkaia (ES) (see Box 6 below). 
	Finally, targeted public regulations might encourage institutional investors to fund SIIs. Among the best practice examples is the French government's pension regulation on 90/10 solidarity investment funds, which must invest at least 5% – and up to 10% – of their funding into solidarity-based enterprises (Global Steering Group (GSG), 2018).
	Box 6: Successful public initiatives addressing supply side related challenges
	Source: Finansol 2019, Social platform 2015, Bizakaia Talent n.d.
	Governments address demand side challenges by introducing or supporting facilitating initiatives such as incubators, accelerators, impact investing advisory consultants, training, coaching or the exchange of best practices (Scheck & Spiess-Knafl 2020). These measures focus directly on the demand side actors and building their capacity. Government institutions take over some functions of the intermediaries by facilitating the establishment of new social enterprises or making already existent demand side actors investment-ready. In some cases, public initiatives may support intermediaries by encouraging them to provide high-quality and comprehensive support to potential investees. 
	The facilitation of SII demand side actors and intermediaries remains scarce in comparison to financial support working as a supply mechanism (see above). Nevertheless, there are some good examples worth mentioning. Initiatives such as PUST in Sweden or Maxe X in Portugal (see Box 7 below) aim at providing comprehensive support, which includes training, network facilitation and other services. In contrast to initiatives including comprehensive 'sets' of support services, there are other initiatives that are more targeted. For instance, France has a programme that helps potential investees with impact-driven investor assessment. 
	Box 7: Successful initiatives addressing demand side challenges and intermediaries
	Sources: European Commission 2016a, Maze-X n.d., EU-Startups 2019. 
	Several external success factors increase the likelihood of establishing and effectively implementing successful and innovative SII market facilitation initiatives: 
	 Education raises awareness and creates a base of qualified specialists who could foster the market (GSG 2018). University courses, training programmes and research centres focused on impact investing are most frequent in countries like Italy, Portugal or the UK, the prominent leaders of the European SII market (GSG 2018). For instance, the 'Cottino Social Impact Campus' initiative is entirely dedicated to the creation, dissemination and promotion of the Impact Culture through education.
	 Demonstrating that SII development is a priority increases the engagement of potential stakeholders. Political leadership and specific commitment to the SII market, expressed through the creation of a national SII strategy, the establishment of a central unit for SII or stakeholder consultations, are all very effective in mobilising public and private actors, as well as facilitating the creation of other initiatives (OECD 2019, p. 38). In this instance, Portugal has shown significant progress. It established the Portuguese Social Investment Task force that published 'A Blueprint for Portugal's Emerging Social Investment Market: Portugal's National Strategy for Investment and Social Innovation in Setting Clear Goals and Giving Direction to the Creation of New Legislation and Policies' in 2015 (GSG 2018, p. 47). Following a similar scheme, there are attempts to rejuvenate the SII Market in CEE: a Central and Eastern European Social Investment Taskforce was set up in 2017 (EVPA 2017). 
	 International initiatives foster actions on a national level. The Global Steering Group initiated the establishment of NABs, which not only ensure communication with fellow members, but also take care of localised needs (GSG 2018). In addition, international groups facilitate the sharing of good practices. For example, the establishment of the impact investor wholesaler Big Society Capital in the UK inspired the setting-up of such funds in Portugal (Portugal Inovação Social initiative, worth €150 million), a fellow member of the Global Steering Group (OECD 2019, p. 178). 
	Some features of the SII facilitation initiatives increase the likelihood of an initiative's success and the achievement of its expected results: 
	 The most successful initiatives encompass a broad spectrum of activities to create a long-lasting impact e.g. funding followed by capacity building or additional lobbying and/or information campaigns. For example, 'Sitra' (Finland) is a public fund that also acts as an intermediary - it has an accelerator programme and offers workshops for different stakeholders (GSG 2018, p. 35-36). Even if the initiatives tend to focus on financial instruments, their wide range of applied financial instruments reach more social enterprises in need and promises support more suitable to their specific needs. For instance, 'Ananda Ventures' offers financing structures from mezzanine to equity adapted to each particular business model, stage and exit scenario (Ananda Impact Ventures n.d.). Furthermore, it is important that initiatives with a narrower focus not be left on their own to support a very limited group of stakeholders, resulting in a minimal SII system impact. Even if such initiatives have very specific targets, it is possible to co-ordinate between them to ensure maximum outreach at different interconnected points of the SII chain.
	 Successful practices often include innovative solutions: innovative financial instruments, new forms of planning or similar (Maduro et al., p. 81). For instance, innovative solutions help to attract funding for ventures that would normally be restricted by legal frameworks or alternatively they may offer more tools that are effective. In addition to traditional financial mechanisms, 'CAF Venturesome' created a new financial instrument that fills the gap between debts and grants/equity, hence it is beneficial to ventures that do not allow the sharing of capital or do not qualify for debt financing (CAF Venturesome 2008). Innovative approaches can also contribute to better-informed decision making. The first Unit Cost Database (UK) has been used for outcomes pricing in the majority of SIBs in the UK (EVPA 2018). It has helped to evaluate interventions and base new solutions on quantitative data. 
	 It is important to involve relevant stakeholders and experts in the design or decision-making process when developing public initiatives (Maduro et al. 2018). In the process of drafting the Social Investment Tax Relief (UK), there were multiple consultations and revisions with the market players (Maduro et al. 2018). It produced legislation that was better adapted to the needs of the market participants and encouraged stakeholder engagement. ESIF experts/negotiators also provided consultations to the Portuguese government during the creation of EMPIS, thus ensuring the efficient use of funds and market facilitation techniques (Maduro et al., p. 49).
	 Local initiatives with a close 'proximity' to the market have proved that strategies adapted to the local context and its needs have great potential (Maduro et al. 2018). The Torino Social Impact platform unites local public and private actors, promoting the ecosystem by creating a collective brand and building common infrastructures. It has also created a centre for impact measurement, enabling businesses to obtain proof of their achievements in order to attract more investors (Torino Social Innovation 2017). 
	This sub-chapter looks at the SII market in the context of the Covid-19 pandemic. It analyses how SII could facilitate the post COVID-19 recovery, how the SII market has been affected by the COVID-19 pandemic, and what measures are being introduced in reaction to the recent changes.
	SII has the potential to contribute to three different phases of investment that are needed for addressing the global crisis brought on by the pandemic (GIIN 2020a, EVPA 2020):
	 During the response phase, funding is targeted at the immediate needs of society in emergency cases. SII has already proved its potential to contribute to the response phase during the first wave of the pandemic. For instance, SII mechanisms could be (and in some cases have already been) used to fund the purchase of medical equipment, hospital beds, and personal protective equipment for frontline health staff. SII may help respond to the pandemic mostly through grants or government-aided emergency funding.
	 During the recovery phase, the main purpose of SII lies in the attempt to save and support social solutions by restoring SII actors and mechanisms that were negatively affected during the crisis. For instance, a government's economic packages might be used to mitigate the negative medium-term consequences of the pandemic (e.g. prevention of job losses). Simultaneously, investors might provide bridging loan facilities or relax the agreed terms of SII contracts (e.g. investors might postpone the deadlines for reporting on impacts or send an agreed share of financial returns) in order to give investees 'breathing space to weather the storm'. 
	 The resilience phase of funding focuses on more systemic long-term solutions that are expected to contribute to the creation of a more resilient society. These may include investment in pharmaceuticals and vaccines or new technologies and innovative solutions to cope with future problems.
	There are several reasons behind a growing need for SII. First, the Covid-19 crisis has intensified the severity and urgency with respect to certain social and environmental needs. An unprecedented share of people in society are currently facing high risks with respect to viral exposure and vulnerability, unemployment, and poverty (GIIN 2020c). Consequently, all available efforts need to be deployed and strengthened to address these rapidly growing needs. Second, there is a high risk that the budget that governments normally allocate to solving societal challenges will significantly decrease due to the emerging economic crisis. SII might contribute to quickly solving the challenges created by the pandemic by ensuring that limited public budgets are spent as efficiently as possible. Moreover, the SII approach may mobilise additional financial resources needed to address the current crisis by turning to the private sector (OECD 2019). Finally, the high adaptive capacity of social businesses ensures an effective and timely reaction to changes during and after the pandemic (OECD 2020).
	The Covid-19 pandemic has had a significant effect on the SII market. First, and probably most importantly of all, policy makers, potential and current SII actors, and society as a whole, have recently begun to pay more attention to SII, viewing this approach as one of the most effective solutions to challenges created by the pandemic (GIIN 2020a, Stauffenberg 2020, GIIN 2020c). The increased focus on this approach might prove to be an important catalyst for SII market development. 
	Moreover, responses to the Covid-19 pandemic might also foster the SII market by bringing about cultural change - changing people's perceptions of certain social and environmental needs and their personal responsibility in solving societal challenges. In the fight against the Covid-19 pandemic, the people-centric approach has become a priority. Governments and the private sector introduced a variety of different initiatives to support those hit by the pandemic. Individual citizens also invested their money and time by volunteering or donating to charities. If this 'compassion and proactive approach in taking care of those most vulnerable' does not fade entirely after the pandemic, it is likely to foster the further development of the SII market (Case-research, 2020). Remembering the success stories of joined forces and the people-centric approach in fighting the global crisis might encourage organisations to aim at creating positive social impact through their activities. Similarly, more investors may start to consider the social impact created using their investment. 
	The Covid-19 pandemic seems to have affected the 'thematic' focus of SII. There is some evidence that the topics of health and digitalisation are seeing a push and, given the emerging economic crisis, that employment will become one of the most critical topics of SII in the near future (World Economic Forum 2020, Interviews with SII experts 2020). Based on the GIIN Impact Investors' Survey, a meaningful minority (21%) of surveyed investors expected to change their target impact themes. Interest in themes such as good health and well-being, quality education, and decent work and economic growth has emerged (GIIN 2020c). 
	Despite all of this growing attention, SII demand side actors are facing negative consequences resulting from the pandemic that are similar to other economic actors, including falling revenues (OECD 2020). For example, the Association of work integration enterprises from France recently reported that an absolute majority (95%) of their economic activity was affected by the pandemic and that the work integration enterprises are likely to lose more than a quarter (27%) of their projected revenues for 2020 (Ernst and Young 2020, OECD 2020). Furthermore, the legal status of some SII demand side actors (e.g. associations or foundations) might prevent them from accessing government support measures available to other organisations during the crisis (OECD 2020).
	At this point, while data on the value of impact investing for 2020 is still unavailable, it is especially difficult to predict the effects of the pandemic on the size of SII spending. However, there is some evidence suggesting the likelihood that the overall amount of SII will decrease during 2020. The SII experts interviewed forecast that the value of impact investing will drop significantly because many investors themselves are facing economic difficulties and might be less interested in SII (which usually brings less monetary profit when compared to traditional commercial investments) (Interviews with SII experts 2020). It has already been noticed that investors have undertaken fewer transactions in 2020 compared to previous years (due to lockdowns and travel restrictions less money was invested) (Interviews with experts, 2020). Moreover, it is likely that investors will focus on providing support to their current investees who have been negatively affected by the crisis instead of funding new SII demand side actors (Interviews with SII experts 2020). Based on a recent GIIN survey, more than half of the impact investors plan to invest the same amount of capital they had initially expected to invest at the start of 2020. Almost the same proportions of investors plan to increase (16%) and decrease (20%) the amount of capital they usually invest (GIIN 2020c).
	SII actors have already introduced a number of measures in reaction to the above-mentioned changes and the SII market in particular. First of all, social enterprises and other demand side SII actors have introduced a number of new solutions or adapted their activities in accordance to rapidly changing social needs e.g. an increased need for remote social services. (OECD 2020).They have assisted in responding to the crisis by providing innovative solutions aimed at strengthening public services to complement government actions (OECD 2020). For instance, the social enterprise 'SOS Médecins' in France provided doctor home visits for those who needed assistance and medical checks, reducing the number of unnecessary hospital visits during the quarantine (OECD 2020). In the UK, a third of all National Health Service community-nursing services were provided by social enterprises during the crisis (Social Enterprise UK 2020). In Germany, social economy organisations, in partnership with the federal government, held a hackathon '#WirVsVirus', which resulted in a number of innovative solutions for solving of the crisis (OECD 2020; Kühner 2020). 
	On the supply side, SII investors have established a number of new recovery and relief funds targeted specifically at challenges that emerged as a result of the Covid-19 pandemic (GIIN 2020). For example, 'Acumen', 'CDC', 'responsibility', 'Shell Foundation', and others developed the €100 million Covid-19 Energy Access Relief Fund (Energy Access Action Network 2020). The European Bank for Reconstruction and Development (EBRD) provided support worth €21 billion over the 2020-21 period to help 38 emerging economies to fight the negative consequences of the pandemic and dedicated all of its activities to combating the economic impact of the crisis (Williams 2020). Big Society Capital (UK) social investors have launched a £100 million program of loans, including a new Resilience and Recovery Loan Fund (GIIN 2020a).
	Furthermore, many SII investors have been supporting their investees in order to mitigate the negative consequences of the crisis (GIIN 2020a). Some investors have increased existing funding or provided additional funding (e.g. Big Society Capital – UK (Rogers 2020)). Other investors launched advisory programs or provided tailored support to assist their investees with liquidity challenges, risk management and other challenges resulting from the pandemic (e.g. DOEN Foundation (Stichting DOEN)– the Netherlands, Finance in Motion – Germany (Finance in Motion 2020)). A proportion of SII investors also changed schedules of request for the earned profit of their investees or introduced other accommodating modifications (e.g. Lemelson Foundation – the USA). Finally, some SII actors even decreased their organisational spending in order to support portfolio companies (e.g. PG Impact Investments) (Mendoza 2020).
	SII actors also responded to the crisis by commissioning research with respect to the changes in the SII market or by engaging in active communication and calling for action (GIIN 2020a). For instance, GIIN has recently conducted a SII investors survey focused on the effects of the pandemic (GIIN 2020c). Acumen, Open Road Alliance, and USAID (United States International Development Agency) conducted an industry survey to map what funding is available in the impact investing sector for social enterprises to manage disruptions caused by Covid-19. Other SII actors urged shareholder advocacy through their public statements (e.g. the GIIN (GIIN 2020a) and Domini Impact Investments (Domini Impact Investments 2020) - USA). 
	Finally, many SII market players reacted to the crisis by joining forces, strengthening global links and introducing new collaborative initiatives. For instance, a number of impact investing networks have formed the new Response, Recovery, and Resilience Investment Coalition ('R3 Coalition'). The R3 Coalition aims to mobilise and coordinate impact investors to quickly fill financing gaps in efforts to address the COVID-19 crisis. The initiative aims to showcase investment opportunities (esp. ones related to health sector interventions and access to capital) to investors seeking new pandemic-related investments (EVPA 2020, GIIN 2020b).
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	The European Union has recognised the strategic importance of SII since the Dutch presidency in 1997, which inspired both the Lisbon Treaty and the Europe 2020 Strategy (Maduro et al. 2018). Over the course of time, the commitment to SII as a key driver of both economic growth and social progress – fostering both innovation and cost-efficiency - has led to the creation of a wide range of policies, funding programmes and other measures (e.g. communication campaigns) for the development of the SII market. In this chapter, we focus on EU level policies, funding programmes, and other initiatives developed between 2010 and 2020, a period of time which has seen EU's SII agenda starting to turn into a coherent and ambitious policy. The primary purpose of this chapter is to provide an up-to-date summary and comprehensive overview of the evolution of SII EU policies and funding programmes over the last decade. We then present recommendations based on market experience regarding how the effectiveness of EU action can be improved. 
	The following list comprises the most significant efforts delivered at the EU level to grow the social impact investing market in the last decade, with a few references to relevant initiatives proposed under the upcoming 2021-2027 financial framework. 
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	Source: Elaboration of authors in collaboration with PlusValue Ltd.: https://www.plusvalue.cloud/.
	Social innovations are considered new ideas (products, services and models) that simultaneously meet social needs (more effectively than alternatives) and create new social relationships or collaborations. Both the Innovation Union Initiative and the Social Investment Package assert that innovation is an essential element of social investment policy since social policies require constant adaptation to new challenges. Through these strategies, the European Commission contributed early on to developing social impact investing by encouraging market uptake of innovative solutions and stimulating employment to promote social innovation as a source of growth and jobs and to support innovative entrepreneurs as well as to mobilise private investors and public organisations.
	Social enterprises and entrepreneurship combine societal goals with an entrepreneurial spirit in order to achieve both a social impact and market returns. For this reason, the European Commission has been a committed actor in the attempt to create a favourable financial, administrative and legal environment for these enterprises so that they can operate on an equal footing with other types of enterprises in the same sector. The Social Business Initiative (SBI), launched in 2011, aimed to introduce a short-term action plan to support the development of social enterprises, key stakeholders in the social economy and social innovation through 11 priority measures, organised around 3 themes: making it easier for social enterprises to obtain funding (e.g. through a dedicated European Social Entrepreneurship and Venture Capital Fund and to allow marketing and growth of these types of funds across the EU while using a single set of rules (European Commission 2015); increasing the visibility of social entrepreneurship (e.g. through a dedicated Social Innovation Europe platform and SME Forum); and creating a legal environment enabling social enterprises (European Commission 2015).
	The Employment and Social Innovation programme is a financing instrument at EU level to promote a high level of quality and sustainable employment, guaranteeing adequate and decent social protection, combating social exclusion and poverty and improving working conditions. EaSI is managed directly by the European Commission, with a total budget for 2014-2020 of €919 million along three axes: a) the modernisation of employment and social policies with the PROGRESS axis; b) job mobility with the EURES axis; c) access to micro-finance and social entrepreneurship with the Microfinance and Social Entrepreneurship axis (European Commission. Employment, Social Affairs & Inclusion n.d.-a). 
	Although it does not constitute a European Union policy per se, the G8 Social Impact Investing Taskforce has represented one of the key initiatives to promote impact investing globally. Launched by UK Prime Minister David Cameron and led by Sir Ronald Cohen (venture capitalist and founder of several impact investing initiatives such as Social Finance, Bridges Venture, and Big Society Capital), the Taskforce brought together government officials and senior figures from the worlds of finance, business and philanthropy from across the G8 countries through national Advisory Boards established with the aim of coordinating national and international cooperation in the field. The Taskforce was superseded by the Global Social Impact Investment Steering Group (GSG) in August 2015. The GSG will continue the work of the Taskforce with a wider membership, comprising 13 countries plus the EU, active observers from government and leading network organisations that are supportive of impact investment (Government of the UK n.d.).
	The EFSI (also known as the Juncker Plan) is a public and private investment programme launched in 2014 to finance strategic infrastructures and innovative projects in Europe including social infrastructures. EFSI has supported a wide range of sustainable investment projects. These include the construction, expansion or refurbishment of buildings for education, such as schools and universities; for healthcare, such clinics and hospitals; and for affordable, social housing projects in the community. As well as physical infrastructure and equipment, the EFSI has supported strategic investments in social enterprises (European Commission n.d.-a) through investments directed towards Social Incubators/Accelerators, and Payment-by-Results. However, the full potential of EFSI was not used for the impact investing market: EFSI was used for EaSI, but not for the Social Impact Accelerator (SIA) managed by the European Investment Fund (EIF). 
	The Social Impact Accelerator (SIA) is the first pan-European public-private partnership addressing the growing need for the availability of equity finance to support social enterprises. It operates as a fund-of-funds managed by the European Investment Fund and invests in social impact funds that strategically target social enterprises across Europe. SIA ended its activity in July 2015 at the amount of €243 million, combining resources from the EIB Group and external investors, including Credit Cooperatif, Deutsche Bank as well as the Finnish group SITRA and the Bulgarian Development Bank (BDB) (EIF n.d.-b). 
	The objective of this EaSI instrument is to build up the institutional capacity of selected financial intermediaries that have not yet reached sustainability or are in need of risk capital to sustain their growth and development. An indicative amount of 16 million euros has been earmarked within the EaSI Programme for this initiative in order to support organisational development and expansion; strengthen operational and institutional capabilities; and provide seed financing support for newly created intermediaries with a strong social focus (EIF n.d.-a). The countries covered by the EaSI Capacity Building Investments Window comprise EU Member States, Albania, North Macedonia, Iceland, Montenegro, Serbia, Turkey, and may include other associated countries that have entered into relevant agreements with the European Union. 
	Social outcome contracting is an innovative model to provide social services based on outcomes rather than outputs. This model offers new opportunities for combining public and private resources using local expertise and channelling them towards positive social impact, social impact bonds or other SII financial instruments. It also has the potential to expedite the use of public funding. The Platform supports the development and use of social outcome contracts (including social impact bonds and payment-by-results contracting) as a strategic and operational tool for social impact and innovation. This is key to addressing social inclusion challenges in Europe and improving social well-being. The Platform, launched in partnership with the Finnish Ministry of Social Affairs and Health and supported by SITRA, the Finnish Innovation Fund, has been successful in facilitating knowledge and a best practice exchange among public sector stakeholders in various EU countries (European Investment Bank 2020).
	The platform will be an advisory body subject to the Commission's horizontal rules for expert groups and will be composed of experts from the private and public sectors. The 57 members will assist the Commission in the preparation of technical screening criteria for a "taxonomy" regulation to monitor and report on capital flows towards sustainable investments and will advise the Commission on sustainable finance policy more broadly. The Platform will draw upon the work of the Technical Expert Group on sustainable finance (2018 - 2020) in order to deliver:
	 an EU classification system – the so-called EU taxonomy – to determine whether an economic activity is environmentally sustainable;
	 an EU Green Bond Standard;
	 methodologies for EU climate benchmarks and disclosures for benchmarks; and 
	 guidance to improve corporate disclosure of climate-related information.
	The taxonomy regulation has already garnered particular attention amongst market players as it is seen as the first public attempt to regulate the market and filter genuine initiatives from opportunistic behaviour (e.g. 'green-washing'). Moreover, if successful within the EU, it has the potential to set an international standard beyond the EU. The Platform is due to renew its membership and extend its work for the next four years. There has been some discussion about their praiseworthy intention to further develop the taxonomy regulation to include social objectives (the 'S' in 'ESG'). The EC is currently exploring possibilities and the results of its analysis are planned to be published at the end of 2021 (Ashurst 2020).
	BNP Paribas and the European Investment Fund launched the BNP Paribas European Social Impact Bond Co-investment Fund. This dedicated fund – unique in its field – aims to promote social innovation via financial innovation and, in particular, through Social Impact Bonds (SIBs) – an instrument very similar to a social outcome contract. SIBs are innovative financial instruments used by public bodies to raise private funding for public utility projects and support public administrations in delivering both social impact and budgetary savings. The EIB Social Impact Bond Co-investment Fund will have an endowment of 10 million euros and will build upon BNP Paribas' Asset Management subsidiary, which has long-time expertise in impact assessment and the management of solidarity funds (European Commission 2020a ).
	The Multiannual Financial Framework of the European Union is a seven-year framework regulating its annual budget. The total budget of MFF for 2021-2027 is €1 074.3 billion. A wide array of mechanisms are embedded in the 2021-2027 Multiannual Financial Framework, the most significant of which are presented below:
	 Invest-EU (follow up programme to Juncker Plan – EFSI) 
	The programme will complement all existing financial instruments at the EU level and aims to further develop investment, innovation and job creation, reaching more than 650 billion euros of additional investments (European Commission 2019b). The EU provides a 75 billion guarantee. The InvestEU Fund will support four main policy areas: sustainable infrastructure; research, innovation and digitisation; small and medium businesses; and social investment and skills.
	 The European Structural and Investment Funds (ESIF)
	ESIF invests in local and regional projects that contribute to solving the social and economic challenges of EU Member States through three financial mechanisms: grants, repayable assistance, and financial instruments. ESIF financial instruments that target 'social projects' are based on the logic of SII, and thus, directly contribute to the development of the SII market. The European Social Fund (ESF) is the ESIF fund that is most relevant for the SII market because it is Europe's main tool for promoting employment and social inclusion (European Social Fund, n.d.). During the 2014-2020 Multiannual Financial Framework, the ESIF contributed to the creation and implementation of several SII mechanisms. One example is the Social Impact Investing Fund in Sardinia (Italy) which was partly supported by the ESIF: €2 million were allocated from the European Regional Development Fund (ERDF) budget and €6 million from the ESF budget.
	 The Structural Reform Support Programme (SRSP)
	SRSP is an EU programme that provides tailor-made support to all EU countries for their institutional, administrative and growth-enhancing reforms. SRSP support covers the entire reform process from its preparation and design to the implementation of the reforms. It is demand driven and does not require co-financing from EU countries. SRSP support can be called on by EU countries to implement: reforms undertaken at their own initiative; economic adjustment programmes; growth-sustaining reforms in the context of EU economic governance (e.g. Country-Specific Recommendations under the European Semester and implementation of EU law) (European Commission 2020c). 
	Aiming to help repair the immediate economic and social damage wrought by the Covid-19 pandemic, EU institutions presented the new recovery framework 'Next Generation EU' Recovery Fund. The temporary reinforcement of 'Next Generation EU' is equal to €750 billion. 'Next Generation EU' complements the MFF and together they create a comprehensive package of €1824.3 billion. It represents an ambitious effort to power a fair socio-economic recovery; repair and revitalise the Single Market; guarantee a level playing field and support urgent investments – in particular in green and digital transitions – which hold the key to Europe's future prosperity and resilience. 
	Besides the Recovery Fund, in response to the Covid-19 crisis, €25 billion have been mobilised for a Pan-European Guarantee Fund financed by the EU Member States. To be immediately available, the fund will be based on the «Partnership Platform for Funds» established by the EIB. It will support local banks and financial intermediaries with the aim of unlocking €200 billion for small and medium enterprises and mid-cap enterprises (EIF 2020).
	 Recovery and Resilience Facility 
	The new Recovery and Resilience Facility is the key recovery instrument at the heart of 'Next Generation EU', which will help the EU, emerge stronger and more resilient from the current crisis. The Facility will provide €672.5 billion in loans and grants in frontloaded financial support for reforms and investments undertaken by EU Member States, with the aim of mitigating the economic and social impact of the coronavirus pandemic and of making the EU economies more sustainable, resilient and better prepared for the challenges posed by the green and digital transitions (European Commission 2020e). The reform will help Member States to cope with challenges in areas such 'competitiveness, productivity, environmental sustainability, education and skills, health, employment, and economic, social and territorial cohesion' (European Commission 2020f). The Facility builds on the progress already made on the Commission's 2018 proposal for a Reform Support Programme while adapting to the new situation determined by the global pandemic. The Reform Support Programme has been withdrawn and its content replaced by the Recovery and Resilience Facility and a Technical Support Instrument in two stand-alone regulations.
	 Technical Support Instrument 
	The Technical Support Instrument is the continuation of the existing Structural Reform Support Programme (see above). It builds on its success, allowing the Commission to help strengthen the administrative capacity of the EU Member States. The Technical Support Instrument will provide support to the Member States' efforts to implement the reforms necessary to achieve economic and social recovery, resilience and convergence (European Commission 2020f). 
	There is no doubt that recent SII market development across the EU could not have been achieved without a number of EU-level measures implemented during the last decade (Interviews with SII experts 2020). However, despite the overall positive impact of EU actions, a brief overview of existing studies and evaluations has revealed some existing issues and opportunities for improvement with respect to SII market development measures, which require the attention of EU policy makers. 
	The EU measures listed (see Chapter 4.1 above) may be categorised using the same typology as public initiatives targeting SII market development. While some EU-level measures contribute to the development of the market by providing finance, other initiatives contribute to steering, ruling, or informing SII market actors. Moreover, some measures combine different types of mechanisms at once (e.g. the InvestEU Programme consists of the InvestEU Fund, the InvestEU Advisory Hub and the InvestEU Portal). The identified issues and opportunities for improvement with respect to EU-level measures may be also categorised in accordance with the same logic. The issues identified and opportunities for improvement are described in this chapter. 
	Different EU funds and programmes such as the EFSI (InvestEU starting from 2021), ESIF, COVID-19 Recovery Funds, or the EIB Social Impact Bond Co-investment Fund, contribute to the facilitation of the SII market mainly by providing funding for social development. In these cases, EU funds often function as SII supply side mechanisms. EU financial support is distributed through various funds and operates as an additional source of finance alongside national public or independent private investment. Nevertheless, the potential of EU financial funds and programmes in fostering the SII market has not yet been fully realised. Below we describe key risks and lessons with respect to the implementation of EU funds and programmes that contribute to the SII's market development. 
	First, there are some specific difficulties related to the application of the SII approach within ESIFs. Grants remain the key mechanism for the distribution of the ESIF's budget while financial instruments, tailored to the logic of SII, remain scarce. In order to encourage a more active application of the SII approach within the context of ESIFs, it is important to overcome structural and long-lasting problems such as the regulation of structural funds (ESF – ERDF). Despite repeated commitments, regulatory barriers have made it nearly impossible to allocate such funds for impact investing (e.g., see the case of Portugal Social Innovation and the failed attempt to set up an impact investing fund in Liverpool). For instance, the reimbursement of eligible costs paid is not a suitable mechanism for the implementation of SIBs in cases when the ESIF replaces EU Member States as the outcome payer (Maduro et al. 2018). 
	Second, experts claim that the EU Recovery funds aimed at repairing the economic and social damage of the Covid-19 pandemic do not make use of the potential of the SII approach (Interviews with SII experts 2020). Most of the budget is distributed as direct financial support to the most negatively affected economic sectors or society's groups without requiring reporting on the positive impacts achieved. Some countries have even chosen to distribute part of their recovery budget by giving it directly to individuals (e.g. in Lithuania each pensioner received an additional €200; in Italy, part of the Recovery funds' budget was given directly to youth). This strategy does not achieve the positive impact expected from distributing financial support. On the contrary, it poses the risk of inefficient budget spending (e.g. funds used to 'bribe' an electorate instead of creating the most needed social outcomes) (Interviews with SII experts 2020).
	Third, defining impact as a condition for an EU-level intervention, especially in respect to InvestEU and the EU Green Deal, has to be a priority. EU institutions (EIB and EIF in particular) have not been able to define a clear-cut rationale for awarding concessionary capital (cost of capital below market value) to commercial operators in accordance with deliberate, additional and measurable impact (either social or environmental). The EU institutions intervene not only in cases of market failure. For instance, in the case of EFSI, the EIB has repeatedly operated within viable market conditions. This can be justified and can create added value if social impact is interpreted as the key condition and reason for action. The promotion of societal impact as a key condition for EU action may support the emergence of a European impact investing market and induce market operators to aim to create positive social impact, or increase effectiveness of all EU-level interventions. 
	Fourth, ESIFs mainly fund traditional financial products, i.e. loans, guarantees, and equities (IFISE 2019, p. 13). Only 4% of financial instruments supported by the ERDF and the Cohesion Fund (CF), and only 3% of financial instruments supported by the ESF used other types of financial products (European Commission 2017). ESIF authorities are only starting to look at options for using Payment-by-Results and other innovative financial SII mechanisms applicable to the social economy (IFISE 2019, p. 13). Further guidance for national and regional administrations in designing and implementing innovative financial instruments is needed (Interviews with SII experts 2020). For example, in order to encourage more active usage of SIBs across all EU Member States, it might be beneficial to develop a template for a Social Outcome Purchase Fund aligned with the structural funds (especially ESF). The template might help to overcome the limited capabilities of local administrations (both national and regional) in taking advantage of SIBs, simplifying and speeding up their ability to 'purchase' social outcomes from private providers.
	Finally, there is the risk related to the lack of coordination between various EU funds and programmes. For instance, the challenge of coordinating the ESIF and the EFSI occurred because while managing the EFSI, the EIB has been taking on a more and more significant role in supporting the development of the ESIF financial instruments at the request of and on behalf of several EU Member States. This situation, where some of the ESIF financial instruments were managed by national authorities on a Member States' level, while other instruments were managed centrally on a EU-level (by EIB), caused significant problems. Not only did this increase the risk of overlap, but also exponentially increased the risk of cannibalising and crowding out national financial instruments (Maduro et al. 2018). Reacting to these challenges, the Commission made amendments to the EFSI rules, stating that the ESIF financial instruments leverage and are subordinate to the EFSI financial instruments (COM 2016). However, according to experts, the amendments should be complemented by establishing additional possibilities for the mutual coordination of actions by the ESIF and EFSI (InvestEU starting from 2021):
	 EFSI might support a project that benefits from an ESIF grant;
	 EFSI might support a project that benefits from an ESIF financial instrument. For instance, EFSI might focus on the capacity building or assessment of the impact of initiatives, while national authorities would remain responsible for management; and
	 EFSI and ESIF can establish a financial instrument together. The establishment of common financial instruments can contribute to capacity building and governance strengthening because EFSI may be able to overcome the geographic and thematic limitations to which ESIF is subject (Maduro et al. 2018). 
	The EU-level programmes and initiatives might also provide strategic advice and contribute to capacity building in EU Member States with respect to SII market facilitation. For example, the EaSI Capacity Building Investments Window aims to build up the institutional capacity of selected financial intermediaries. The InvestEU programme provides for an Advisory Hub to provide technical support and assistance for the preparation, development, structuring and implementation of projects, including capacity-building (European Commission 2019b). Moreover, the Structural Reform Support Programme (or its successor, the Technical Support Instrument) the might provide comprehensive help to EU Member States that are willing to implement reforms necessary for more active SII market development (European Commission 2020c). EU-level expert teams may also advise EU Member States on improving national legislation or regulations relevant for SII or new financial instruments. For instance, the Portuguese EMPIS initiative was developed with the help of EU experts. 
	European institutions can play a significant role by encouraging EU Member States to prioritise SII. For example, the Social Investment Package has called on EU Member States to prioritise social investment and to modernise their welfare states (European Commission 2013). In 2017, the Commission, the Council of Ministers, and the European Parliament proclaimed the European Pillar of Social Rights and emphasised that solving social challenges should become a priority for the upcoming years (Maduro et al. 2018). Both of these policy frameworks have contributed towards developing the SII market by placing social challenges and social investment under the spotlight. However, the majority of relevant European strategies and programmes emphasised the importance of social goals or the social economy in general, but not SII in particular. Therefore, the current strategies are not enough to promote SII as a specific type of social investment. This indicates the need for further strategic improvements.
	The EU needs a comprehensive strategy to foster the SII market across the entire European Union (Interviews with SII experts 2020). This means overcoming two major barriers. First of all, the environment of the social services delivery in the EU is still divided with respect to the potential of markets in delivering services of general interest (private companies delivering welfare services) and the health and education sectors in particular. This lack of a clear-cut position translates into limiting the definition of social entrepreneurship (or purpose-driven enterprise) to non-profit-distribution companies (see EaSI, Social Business Initiative, EIF SIA). In turn, this means that companies operating in the domain of services of general economic interest are either unable to attract adequate investments on the capital market (when a distribution of profits is limited) or they cannot access tailored financial instruments that specifically reward their positive impact (in the case of private companies). Secondly, the fact that the main sectors requiring capital investment and overhaul such as education and healthcare fall outside of the scope of EU legislation/jurisdiction and are left to EU Member States means that it is extremely difficult to develop European groups that would be able to operate across national borders. While this builds on the historical diversity of welfare systems across European countries, it also makes the European landscape for such a vital sector fragmented and unable to attract investments, lead innovation and respond to the challenges of the 21st century and post-Covid society (Interviews with SII experts 2020).
	A number of EU-level policy measures have contributed to the development of the SII market through regulatory or legislative measures. This chapter presents these measures and identifies opportunities for improvement with respect to the EU's role in 'ruling' (OECD 2019) the SII market. 
	First of all, EU-level legislation has great potential for solving challenges related to the definitions of SII entities (Interviews with SII experts 2020). For example, in 2018, the European Parliament released a resolution that acknowledged the diverse and innovative character of the existing legal forms of social enterprises (Eurosif 2018, p. 38). This resolution called on the Commission to improve the regulatory framework of social and solidarity-based enterprises by creating a 'European social economy label'. However, as of today, this label has not been established and the need for improvements remains. The EU might also contribute to the creation of an SII-enabling legal environment. For instance, the Services of General Economic Interest package introduced more proportionality and flexibility to public authorities when providing state aid to social enterprises. This package raised the threshold exempt from EU notification for public service compensations to €500,000 per undertaking over a three-year period (European Commission 2015). 
	The EU can also contribute to progress in the impact measurement area by creating and promoting impact measurement frameworks, procedures and tools. Significant progress in impact measurement can be made only by combining different types of EU initiatives: regulatory measures should be followed by stakeholder strengthening and information provision. More particularly, EU efforts can target three specific aims with respect to impact measurement: promoting the standardisation of impact measurement, encouraging capacity building in the area of impact measurement and increasing the availability of necessary data. 
	 First and foremost, EU measures might promote the standardisation of impact measurement procedures and processes. The Platform on Sustainable Finance (within the 'EU Green Deal') and its taxonomy has contributed to the standardisation of environmental impact measurement. However, the measurement of social impact still lacks standardised guidelines (European Commission n.d.-c). To resolve this challenge, European institutions may assume the leadership of the EU level research process, involving key European experts, as has been done through the Technical Expert Group on Sustainable Finance, which will continue through the work of the soon-to-be-appointed Platform on Sustainable Finance (Somo 2019). The same research efforts should be directed to map and identify which dimensions should be retained to measure social impact (i.e. employment, education, health, non-discrimination). Attention should also be devoted to finding convergence around measurement tools by identifying and solving the major methodological challenges concerning social impact measurement. Finally, there is a need for convergence between social and environmental impact measurement in a single all-encompassing framework. A potential idea could be to bring the categories of social and environmental impact together under societal impact. 
	 Secondly, an effort should be made at the European level to promote capacity building of public, private and intermediary organisations in the area of impact measurement. Poor impact evaluations can provide misleading or just plainly erroneous results, leading to unsatisfactory future decisions (Gugert & Karlan 2018). SII organisations need to be guided towards change from an output-centred to an impact-centred culture (i.e. long-term consequences of actions). This implies the advancement of more sophisticated frameworks of causality. The result of a similar improvement would be a move from simple measures of volume (e.g. number of jobs created) to a more articulated analysis of the state of effects deriving from an action (e.g. quality or outcome of jobs created) (Maduro et al. 2018). Some experts claim that the solitary EU-level efforts targeting impact measurement capacity building might not be enough and that there is a need for an EU-level 'centre' (or a group of experts) for impact measurement. This centre could provide training for impact measurement, consult national stakeholders on specific impact measurement related questions, create and promote guidelines of impact measurement, or even provide impact measurement services (Interviews with SII experts 2020).
	 Thirdly, EU-level measures could also increase the availability of real-world up-to-date data and findings. In a new post-Covid world, traditional in-person data collection will be more difficult while real-time analysis of data and on-demand reporting will become key for research and evaluation efforts (Rockefeller Foundation 2020). The development of EU-level data architecture and innovative data science techniques (e.g. open data, machine learning) should be further advanced, while maintaining alignment with the policy recommendations of relevant advisory bodies, such as the High-Level Expert Group on Artificial Intelligence (European Commission n.d.-b). This will allow for the integration of multiple kinds of data (e.g. linking together health, economic, socio-cultural and demographic data) and tracking changes over time, making it possible to understand the impact generated on a large scale (Investment Impact Index 2020).
	EU-level efforts have also contributed to the 'advertising' of the SII approach by providing and sharing information on SII's potential and current state. European institutions have the potential to ensure consistent and widespread communication and knowledge exchange about SII across the entire EU. For example, the Social Business Initiative has increased the visibility of social entrepreneurship through a dedicated Social Innovation Europe platform and SME Forum. The EIB Advisory Hub on Social Outcome Contract Platform facilitates knowledge and best practice exchanges with respect to the potential of SIBs in various EU countries (European Investment Bank, 2020). The more active EU communication tools (e.g. webpages, handbooks and a library of the most successful SII examples, developed and disseminated by EU institutions, are likely to increase potential investors' knowledge and interest in SII even more (Interviews with SII experts 2020). EU institutions can also contribute to the facilitation of current SII networks such as the Global Impact Investors Network (GIIN) or European Sustainable Investment Forum (Eurosif). EU institutions can promote organisations' participation in these networks or call on networks to collect knowledge on the European SII market's needs. For example, European SRI studies (Eurosif 2018) present systematised information on SII market development across the EU.
	5. Conclusions
	Despite the significant growth of the SII market over the last decade, its maturity level is considered to be at its 'incipient' or 'infant' stages in four fifths of the EU. Germany, France, Portugal, Italy and former member of the EU, the United Kingdom, have already reached relatively high SII market maturity levels. The SII market and (not surprisingly) SII development policies are the least developed in CEE countries. SII progress has been slowed down by a number of particular challenges. However, three of them are the most important and have had the most significant negative impacts.
	First, only a few national governments are taking any initiatives or active roles as SII market 'steerers'. The majority of EU countries do not have comprehensive national strategies presenting the guidelines and objectives of SII in their countries. There are also very few (government) entities whose missions are focused on the development of SII (e.g. only seven countries have their SII NABs). Comprehensive strategies towards the development of SII in any particular country, along with public entities that act as central units during the development process, are the necessary conditions that would lead to further positive changes in all SII related areas.
	Second, EU and national supply side policy initiatives that provide SII funds directly or support other supply side actors through financial schemes, funds or fiscal incentives dominate over initiatives to strengthen the demand side or intermediaries. This leads to a situation where few demand side actors are investment-ready. 
	Third, grants remain the key mechanism for the distribution of European funds (ESIF, Recovery Funds), while financial instruments, tailored to the logic of SII, remain scarce. Unprecedented financial resources are circulating through the European funds. Thus, they have a lot of potential to contribute to the development of the SII market. For this reason, an active introduction of the SII approach in the context of EU funds is one of the most important solutions that can fundamentally improve the SII situation in Europe.
	Table 2 below presents some additional specific conclusions and related recommendations for actions to be taken at the EU and national/regional levels. Actions are attributed to specific types of public initiatives that would contribute to the development of the SII market: steer, rule, inform, finance, and strengthen. 
	Table 2: Specific conclusions and recommendations
	Source: Authors' own elaboration.
	REFERENCES
	 Addarii, F., Lipparini, F., Medda, F. (2018), Impact Investing Innovation: Bringing Together Public, Private and Third Sectors to Create Greater Value: The Case of the Public Private Partnership Initiative for the New Public Hospital of Treviso. In Mario Latoree & Mario Calderini, Social Impact Investing Beyond the SIB. Evidence from the Market, Palgrave Macmillan, 2018. Available at: https://link.springer.com/chapter/10.1007/978-3-319-78322-2_5.
	 Addarii, F., Lipparini, F. (2017), Vision and trends of social innovation for Europe, European Commission, available at: https://op.europa.eu/en/publication-detail/-/publication/a97a2fbd-b7da-11e7-837e-01aa75ed71a1.
	 Adec Innovations (2020), What is ESG Investing?, available at: https://www.esg.adec-innovations.com/about-us/faqs/what-is-esg-investing/#:~:text=ESG%20(Environmental%2C%20Social%20and%20Governance,the%20performance%20of%20the%20business.
	 Ananda Impact Ventures (2020), How we select, invest and add value, 2020, available at: https://ananda.vc/how-we-select-invest-and-add-value. 
	 Anheier, H., K., Toepler S. (2009), eds. International encyclopedia of civil society, Springer Science & Business Media. 
	 Ashurst (2020), EU Taxonomy Regulation published: an update on sustainable finance developments in the EU and the UK's position post Brexit, available at: https://www.ashurst.com/en/news-and-insights/legal-updates/eu-taxonomy-regulation-published/.
	 Australian Advisory Board on Impact Investing and Impact Investing Australia (2017), Impact Investing: Submission to the Australian Government on Social Impact Investing Discussion Paper. See: https://impactinvestingaustralia.com/wp-content/uploads/Impact-Investing-Australia-response-to-Social-Impact-Investing-Discussion-Paper.pdf, accessed 8/26/2020.
	 Bizkaia Talent (n.d.), Crowdfunding Bizkaia, the world's first public online platform for innovation projects, available at: https://www.bizkaiatalent.eus/en/crowdfunding-plataforma-innovadores/. 
	 CAF Venturesome (2008), Quasi-equity. Case study in using Revenue Participation Agreements. Venturesome, available at: https://www.cafonline.org/docs/default-source/about-us-publications/venturesomequasiequitymarch2008.pdf.
	 CalPERS (2017), CalPERS California Initiative 2017 Creating Opportunities in California's Underserved Markets, available at: https://www.calpers.ca.gov/docs/forms-publications/ca-initiative-2017.pdf. 
	 Case-research (2020), showCASE 104 I Can the COVID-19 Response Teach Us Anything About Tackling the Climate Emergency? Available at: https://www.case-research.eu/en/showcase-104-i-can-the-covid-19-response-teach-us-anything-about-tackling-the-climate-emergency-101361. 
	 Clarke, A. (2020), Navigating the complex world of impact measurement, Tribe, available at: https://tribeimpactcapital.com/navigating-the-complex-world-of-impact-measurement/. 
	 Cottino Social Impact Campus (n.d.), available at: https://www.cottinosocialimpactcampus.org/en/home-eng/, accessed 8/26/2020.
	 Deloitte (2018), Social Investment Leveraging Index Investing for Impact in Central and Eastern Europe, available at: https://evpa.eu.com/uploads/documents/Deloitte_EVPA_GSEN_DSILI_Final_Online.pdf. 
	 Domini Impact Investments (2020), Investment Statement on Coronavirus Response, available at: https://www.domini.com/uploads/files/INVESTOR-STATEMENT-ON-CORONAVIRUS-RESPONSE-final.pdf.
	 EIF (n.d.-a), EaSI Capacity Building Investments Window, available at: https://www.eif.org/what_we_do/microfinance/easi/easi-capacity-building-investments-window/index.htm, accessed 8/26/2020.
	 EIF (n.d.-b), The Social Impact Accelerator (SIA), available at: http://www.eif.europa.eu/what_we_do/equity/sia/index.htm, accessed 8/26/2020.
	 EIF (2020), EIB Group establishes EUR 25 billion guarantee fund to deploy new investments in response to COVID-19 crisis, available at: https://www.eif.org/what_we_do/guarantees/news/2020/eib-group-establishes-eur-25-billion-guarantee-fund-to-deploy-new-investments-in-response-to-covid-19-crisis.htm?media=rss&amp;language=en, accessed 8/26/2020.
	 Energy Access Action Network (2020), COVID-19 Energy Access Relief Response, available at: https://www.energyaccessrelief.org/, accessed 8/26/2020.
	 Ernst and Young (2020), Etude de l'impact du Covid-19 sur les entreprises d'insertion et perspectives de relance du secteur, available at: http://www.lesentreprisesdinsertion.org/sites/www.lesentreprisesdinsertion.org/files/file_fields/2020/06/09/etudecovid19-rapportfinal.pdf, accessed 8/26/2020. 
	 European Commission (n.d.-a), EFSI in the social sector, available at: https://ec.europa.eu/commission/strategy/priorities-2019-2024/jobs-growth-and-investment/investment-plan-europe/investment-plan-results/efsi-social-sector_en#socialimpactinvestments. 
	 European Commission (n.d.-b), High-Level Expert Group on Artificial Intelligence, available at: https://ec.europa.eu/digital-single-market/en/high-level-expert-group-artificial-intelligence.
	 European Commission (n.d.-c), Sustainable finance, available at: https://ec.europa.eu/info/business-economy-euro/banking-and-finance/sustainable-finance_en#action-plan.
	 European Commission, Employment, Social Affairs & Inclusion (n.d.-a), EU Programme for Employment and Social Innovation (EaSI), available at: https://ec.europa.eu/social/main.jsp?catId=1081, accessed 8/26/2020.
	 European Commission. Employment, Social Affairs & Inclusion (n.d.-b). Social investment, available at: https://ec.europa.eu/social/main.jsp?catId=1044&langId=en, accessed 8/26/2020.
	 European Commission (2013), Social investment: Commission urges Member States to focus on growth and social cohesion, available at: https://ec.europa.eu/social/main.jsp?langId=en&catId=1044&newsId=1807&furtherNews=yes.
	 European Commission (2015), The Social Business Initiative of the European Commission, available at: https://ec.europa.eu/docsroom/documents/14583/attachment/3/translations/en/renditions/pdf.
	 European Commission (2016a), A map of social service providers and their eco-systems in Europe.
	 European Commission (2016b), Proposal for a REGULATION OF THE EUROPEAN PARLIAMENT AND OF THE COUNCIL, available at: https://ec.europa.eu/budget/mff/lib/COM-2016-603/COM-2016-605_en.pdf.
	 European Commission (2016c), Public procurement – Study on administrative capacity in the EU: Belgium Country Profile, available at: https://ec.europa.eu/regional_policy/sources/policy/how/improving-investment/public-procurement/study/country_profile/be.pdf, accessed 8/26/2020.
	 European Commission (2016d), Public procurement – Study on administrative capacity in the EU: Spain Country Profile, available at: https://ec.europa.eu/regional_policy/sources/policy/how/improving-investment/public-procurement/study/country_profile/es.pdf, accessed 8/26/2020.
	 European Commission (2017), Financial instrument under the European Structural and Investment Funds, available at: https://ec.europa.eu/regional_policy/sources/thefunds/fin_inst/pdf/summary_data_fi_1420_2016.pdf.
	 European Commission (2018), Sustainable finance: Making the financial sector a powerful actor in fighting climate change, available at: https://ec.europa.eu/commission/presscorner/detail/en/IP_18_3729.
	 European Commission (2019a), Financing Sustainable Growth, available at: https://ec.europa.eu/info/sites/info/files/business_economy_euro/banking_and_finance/documents/finance-events-190321-factsheet_en_0.pdf, accessed 8/26/2020.
	 European Commission (2019b) The InvestEU Programme: Questions and Answers, available at: https://ec.europa.eu/commission/presscorner/detail/lt/memo_19_2135.
	 European Commission (2020a), BNP Paribas and European Investment Fund launch €10 million fund for co-investment into Social Impact Bonds in the EU, available at: https://ec.europa.eu/commission/news/bnp-paribas-and-european-investment-fund-launch-eu10-million-fund-co-investment-social-impact-bonds-eu-2020-feb-04_en.
	 European Commission (2020b), Social enterprises and their ecosystems in Europe. Comparative synthesis report, Publications Office of the European Union, Luxembourg, available at: https://europa.eu/!Qq64ny. 
	 European Commission (2020c), Structural Reform Support Programme (SRSP), available at: https://ec.europa.eu/info/funding-tenders/funding-opportunities/funding-programmes/overview-funding-programmes/structural-reform-support-programme-srsp_en. 
	 European Commission (2020d), Communication from the Commission to the European Parliament, the Council, the European Economic and Social Committee and the Committee of the Regions, Brussels, A STRONG SOCIAL EUROPE FOR JUST TRANSITIONS, available at:https://eur-lex.europa.eu/resource.html?uri=cellar:e8c76c67-37a0-11ea-ba6e-01aa75ed71a1.0003.02/DOC_1&format=PDF.
	 European Commission (2020e), NextGenerationEU: Commission presents next steps for €672.5 billion Recovery and Resilience Facility in 2021 Annual Sustainable Growth Strategy, available at: https://ec.europa.eu/commission/presscorner/detail/en/IP_20_1658, accessed 8/26/2020. 
	 European Commission (2020f), Questions and Answers on the EU budget for recovery: Recovery and Resilience Facility, available at: https://ec.europa.eu/commission/presscorner/detail/en/qanda_20_949. 
	 European Commission (2020g), What's next? The InvestEU Programme (2021-2027), available at: https://ec.europa.eu/commission/priorities/jobs-growth-and-investment/investment-plan-europe-juncker-plan/whats-next-investeu-programme-2021-2027_en, accessed 8/26/2020. 
	 European Investment Bank (2019), European Investment Advisory Hub Report, available at: https://www.eib.org/attachments/thematic/eiah_annual_report_2019_en.pdf. 
	 European Parliament (2020), EU response to coronavirus, available at: https://europarl.europa.eu/news/en/headlines/priorities/eu-response-to-coronavirus/.
	 European Parliament (2014), Social impact bonds: Private finance that generates social returns, Author: Ron Davies, available at: https://www.europarl.europa.eu/EPRS/538223-Social-impact-bonds-FINAL.pdf, accessed 8/26/2020. 
	 European Parliament (2018), Statute for social and solidarity-based enterprises, available at: https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:52018IP0317&rid=10. 
	 European Social Fund (n.d.), A New, Stronger European Social Fund Plus, available at: https://ec.europa.eu/esf/main.jsp?catId=62&amp;langId=en.
	 Eurosif (2018), European SRI Study, available at: http://www.eurosif.org/wp-content/uploads/2018/11/European-SRI-2018-Study.pdf. 
	 EU-Startups (2019), 4 recommendations to get you in Maze X startup accelerator, available at: https://www.eu-startups.com/2019/12/4-recommendations-to-get-you-in-maze-x-startup-accelerator-sponsored/.
	 EVPA (2017), CEE Social Investment Taskforce, available at: https://evpa.eu.com/uploads/documents/CEE-Taskforce-1-Pager_intro.pdf.
	 EVPA (2018), Policy Brief. Unit Cost Databases, 8, available at:https://evpa.eu.com/knowledge-centre/publications/unit-cost-databases.
	 EVPA (2019), Policy Brief. Incubators and Accelerators.
	 EVPA (2020), Launch of the Response, Recovery, and Resilience Investment Coalition (R3 Coalition), see: https://evpa.eu.com/news/2020/launch-of-the-response-recovery-and-resilience-investment-coalition-r3-coalition. 
	 Fi-compass (2016a), Financial instruments working with social entrepreneurship, see: https://www.fi-compass.eu/sites/default/files/publications/Factsheet_Financial_instruments_working_with_social_entrepreneurship.pdf.
	 Fi-compass (2016b), Loan fund INNODEM2 Belgium. Case Study, available at: https://www.fi-compass.eu/sites/default/files/publications/case-study_esf03d_belgium.pdf. 
	 Finance in Motion (2020), LinkedIn, available at: https://www.linkedin.com/feed/update/urn:li:activity:6653995513110642688/.
	 Finansol (2019), Study on '90/10' funds, available at:https://www.finansol.org/_dwl/Study-On-2090-10-20Funds-20Finansol.pdf. 
	 Gajdošová, K. (2011), Socially Responsible Investment as a Trend in Investment Services in Europe, In Proceedings of the 10th International Conference Liberec Economic Forum. 
	 Gianoncelli, A., Boiardi, P. and Gaggiotti, G. (2018), The EVPA survey 2017/2018 investing for impact, available at: https://evpa.eu.com/knowledge-centre/publications/investing-for-impact-the-evpa-survey-2017-2018, accessed 8/26/2020. 
	 GIIN (2017), Annual Impact Investor Survey, 7th Edition, New York.
	 GIIN (2018), Annual Impact Investor Survey, available at: https://thegiin.org/assets/2018_GIIN_Annual_Impact_Investor_Survey_webfile.pdf.
	 GIIN (2020a), GIIN Response to Covid-19, available at: https://thegiin.org/covid19, accessed 08/26/2020. 
	 GIIN (2020b), Response, Recover, and Resilience Investment Coalition, available at: https://thegiin.org/r3coalition, accessed 8/26/2020.
	 GIIN (2020c), The Impact Investing Market in the COVID-19 Context. Response, Recovery, and Resilience, available at: https://thegiin.org/assets/The%20Impact%20Investing%20Market%20in%20the%20COVID19%20Context_An%20Overview.pdf. 
	 GIIN (n.d.), What you need to know about impact investing, available at: https://thegiin.org/impact-investing/need-to-know/, accessed 8/26/2020.
	 Government of the United Kingdom (n.d.), Social Impact Investment Taskforce, available at: https://www.gov.uk/government/groups/social-impact-investment-taskforce.
	 GSG (2018), Catalysing an Impact Investment Ecosystem: A Policymaker's Toolkit, Global Steering Group for Impact Investment, available at: https://gsgii.org/wp-content/uploads/2018/10/GSG-Paper-2018-Policy.pdf, accessed 8/26/2020.
	 GSG (n.d.), NAB Countries, available at: https://gsgii.org/nab-countries/, accessed 8/26/2020.
	 Guay, J. (2017), Rotterdam gets young people off benefits with social impact bond, Apolitical, available at: https://apolitical.co/en/solution_article/rotterdam-gets-young-people-off-benefits-social-impact-bond, accessed 8/26/2020.
	 Gugerty, M. K., Karlan, D. (2018), Ten Reasons Not to Measure Impact—and What to Do Instead, Stanford Social Innovation Review, available at: https://ssir.org/articles/entry/ten_reasons_not_to_measure_impact_and_what_to_do_instead. 
	 Harris, R. S., Jenkinson, T., Kaplan, S.N. (2014), Private equity performance: What do we know?, The Journal of Finance 69.5.
	 Hayes, A. and Mansa, J. (2020), Mezzanine Financing, available at: https://www.investopedia.com/terms/m/mezzaninefinancing.asp, accessed 8/26/2020.
	 Hemerijck, A. (2014), The Social Investment Package And The Europe 2020 Policy Agenda, Social Europe, available at: https://www.socialeurope.eu/social-investment-package.
	 Höchstädter, A. K., Scheck, B. (2015), What's in a Name: An Analysis of Impact Investing Understandings by Academics and Practitioners, Journal of Business Ethics 132(2). 
	 IFISE, Handbook: Financial instruments for social impact, 2019. 
	 Investment Impact Index (2020), Reimagining The Future of Impact Management, Measurement & Evaluation, available at: https://investmentimpactindex.org/future-of-impact-management-evaluation/, accessed 8/26/2020.
	 Klaiber, J., Scheck, B. and Schmidkonz, Ch. (2019), Do Impact Investments Deliver on Their Promise? Assessing Mutual Funds as Vehicles for Retail Impact Investments. Munich Business School Working Paper Series (ISSN 2367-3869), 2019-01.
	 Koto-SIB (n.d.), About the programme, available at: https://kotosib.fi/en/, accessed 8/26/2020.
	 Kühner, J. (2020), WirVsVirus: match funding against COVID-19, Fi-compass, see: https://www.fi-compass.eu/sites/default/files/publications/WirVsVirus%20match%20funding%20against%20COVID-19.pdf.
	 Maduro, M., Pasi, G., Misuraca, G. (2018), Social impact investment in the EU. Financing strategies and outcome oriented approaches for social policy innovation: narratives, experiences, and recommendations, Publications Office of the European Union, Luxembourg, available at: https://publications.jrc.ec.europa.eu/repository/bitstream/JRC111373/jrc111373_jrc-s4p_report_sii-eu_maduro-pasi-misuraca_def_12122018.pdf.
	 Martin, M. (2014), Building Impact Businesses through Hybrid Financing: Special Impact Starter Edition, Impact Economy Working Papers, Volume 6 Special Impact Starter Edition, Geneva, available at: https://www.impacteconomy.com/papers/IE_PREFACE_HFIS_EN.pdf, accessed 8/26/2020.
	 Maze X, Programme (n.d.), available at: https://maze-x.com/programme/, accessed 8/26/2020.
	 Mendoza, C. (2020), Partners Group senior execs forgo salary in response to covid-19 crisis, Private Equity International, available at: https://www.privateequityinternational.com/partners-group-senior-execs-forgo-salary-in-response-to-covid-19-crisis/, accessed 8/26/2020.
	 Mudaliar, A., Bass, R., Dithrich, H. (2019), Sizing the Impact Investing Market, Nova York: Giin, available at: https://thegiin.org/assets/Sizing%20the%20Impact%20Investing%20Market_webfile.pdf. 
	 OECD (2015), Social Impact Investment. Building the evidence base, available at: https://www.oecd.org/publications/social-impact-investment-9789264233430-en.htm.
	 OECD (2019), Social Impact Investment: The Impact Imperative for Sustainable Development, OECD Publishing, Paris, available at: https://www.oecd-ilibrary.org/docserver/9789264311299-en.pdf?expires=1589892599&id=id&accname=guest&checksum=9E1645F386E691D60E29347105CFD37A, 2019, accessed 8/26/2020.
	 OECD (2020), Social economy and the COVID-19 crisis: current and future roles, OECD Policy Responses to Coronavirus (COVID-19), available at: http://www.oecd.org/coronavirus/policy-responses/social-economy-and-the-covid-19-crisis-current-and-future-roles-f904b89f/, accessed 8/26/2020.
	 Porter, M. E., Why Business Can Be Good at Solving Social Problems, TEDGlobal, TED, London, United Kingdom, June 14, 2013, available at: https://www.hbs.edu/faculty/Pages/item.aspx?num=47216.
	 Portugal Inovação Social (n.d.), Empis, available at: https://inovacaosocial.portugal2020.pt/tag/empis/.
	 Portuguese Social Investment Taskforce (2018), Progress Report, see: http://taskforce.maze-impact.com/wp-content/uploads/2018/09/Progress_report_EN_WEB_092018.pdf. 
	 Rogers, J. (2020), Three things we're doing in response to Coronavirus, Big Society Capital, available at: https://bigsocietycapital.com/latest/three-things-were-doing-in-response-to-coronavirus/. 
	 Salamon (2014), New Frontiers of Philanthropy. A Guide to the New Tools and Actors Reshaping Global Philanthropy and Social Investing, New York: Oxford University Press. 
	 Salvador, E. (2018), Pension Funds in Figures, OECD, Paris, available at: http://www.oecd.org/daf/pensions, accessed 8/26/2020.
	 Scheck, B., Spiess-Knafl, W. (2020), Impact investing in the framework of business and human rights.
	 Schwab Foundation for Social Entrepreneurship (2013), Breaking the Binary: Policy Guide to Scaling Social Innovation, available at: http://www3.weforum.org/docs/WEF_Breaking_Binary_Policy_Guide_Scaling_Social_Innovation_2013_2604.pdf.
	 Sitra (n.d.), Integration SIB, available at: https://www.sitra.fi/en/cases/integration-sib/, accessed 8/26/2020.
	 Sitra (2018), Good practice of the co-operation of private and public sectors, available at: http://www.socialinisverslas.lt/wp-content/uploads/2018/11/Sitra_impact-investing_Vilnus12102018.pdf, accessed 8/26/2020.
	 Social enterprise UK (SEUK, 2020), Social Enterprise and COVID-19, SEUK, available at: https://www.socialenterprise.org.uk/wp-content/uploads/2020/05/Social-Enterprise-COVID-19-research-report-2020.pdf.
	 Social finance (2019), Impact Bond Global Database, available at: https://sibdatabase.socialfinance.org.uk/, accessed 8/26/2020.
	 Social Impact Investment Taskforce (2014a), Impact Investment: The Invisible Hearts of Markets, see: https://gsgii.org/reports/impact-investment-the-invisible-heart-of-markets/, accessed 8/26/2020.
	 Social Impact Investment Taskforce (2014b), Social Impact Investment: Policy Levers & Objectives, available at: https://gsgii.org/reports/policy-levers-and-objectives/, accessed 8/26/2020.
	 Social Investment Task Force (2011), Social Investment Manual. An Introduction for Social Entrepreneurs, available at: http://www3.weforum.org/docs/WEF_Social_Investment_Manual_Final.pdf.
	 Social platform (2015), The French social investment approach, available at: http://www.socialplatform.org/wp-content/uploads/2015/03/Hugues-Sibille_pr%C3%A9sentation.pdf, accessed 8/26/2020. 
	 SOMO (2019), Investor's disclose of sustainability risks, available at: https://www.somo.nl/new-eu-law-obliges-investors-to-disclose-sustainability-risks/.
	 Spiess-Knafl, W., Scheck, B. (2020), Social enterprise finance market Analysis and recommendations for delivery options.
	 Statista (2017), Value of impact investing by high-net worth individuals on European ethical investments (SRI) market from 2011 to 2017, available at: https://www.statista.com/statistics/425974/socially-responsible-investments-europe-impact-investing/.
	 Stauffenberg, A. von (2020), Impact Investing in Covid-19 Times: A Three-Step Mission, Insead Knowledge, available at: https://knowledge.insead.edu/blog/insead-blog/impact-investing-in-covid-19-times-a-three-step-mission-14446, accessed 8/26/2020. 
	 Stichting DOEN (2020), Solidariteit in tijden van het Coronavirus/ Solidarity during COVID19 crisis/ Solidarité en période de crise du COVID19, available at: https://www.doen.nl/nieuws/solidariteit-in-tijden-van-het-coronavirus-solidarity-during-covid19-crisis-solidarite-en-periode-de-crise-du-covid19-.htm, accessed 8/26/2020. 
	 The Rockefeller Foundation (2020), Measuring Results and Impact in the Age of Big Data: the Nexus of Evaluation, Analytics, and Digital Technology, available at: https://www.rockefellerfoundation.org/wp-content/uploads/Measuring-results-and-impact-in-the-age-of-big-data-by-York-and-Bamberger-March-2020.pdf.
	 Thornley, B. et al. (2011), Impact Investing: A Framework for Policy Design and Analysis, Pacific Community Ventures, Institute for Responsible Investment at Harvard University, and Rockefeller Foundation, available at: https://www.pacificcommunityventures.org/2015/07/28/impact-investing-a-framework-for-policy-design-and-analysis/, accessed 8/26/2020.
	 Tiresia (n.d.), Technology Innovation and REsearch for Social ImpAct, available at: http://www.tiresia.polimi.it/tiresia/.
	 Torino Social Impact (n.d.), available at: https://www.torinosocialimpact.it/, accessed 8/26/2020. 
	 Torino Social Innovation (2017), Nasce Torino Social Impact: sociale, tecnologia e finanza per una nuova città, available at: http://www.torinosocialinnovation.it/nasce-torino-social-impact-sociale-tecnologia-e-finanza-per-lo-sviluppo-sociale-ed-industriale-della-citta/, accessed 8/26/2020.UK National Advisory Board on Impact Investing (2014), Building a Social Impact Investment market: The UK experience, available at: https://gsgii.org/reports/uk-advisory-board-to-the-social-investment-taskforce-report/, accessed 8/26/2020.UK National Advisory Board on Impact Investing (2017), The rise of impact: Five steps towards an inclusive and sustainable economy, available at: https://www.impactinvest.org.uk/the-rise-of-impact-five-steps-towards-an-inclusive-and-sustainable-economy/, accessed 8/26/2020.
	 United Nations (2014), World Investment Report 2014: Investing in SDGs: An Action Plan.
	 US National Advisory Board on Impact Investing (2014), Private Capital Public Good: How Smart Federal Policy Can Galvanize Impact Investing - and Why It's Urgent, available at: https://www.novoco.com/sites/default/files/atoms/files/advisory_board_report_private_capital_public_good_062414.pdf, accessed 8/26/2020.
	 Williams, A. (2020), EBRD targets coronavirus financing of €21 billion through 2021, European Bank for Reconstruction and Development, available at: https://www.ebrd.com/news/2020/ebrd-targets-coronavirus-financing-of-21-billion-through-2021.html, accessed 8/26/2020.
	 World Economic Forum Investors Industries (2013), From the Margins to the Mainstream Assessment of the Impact Investment Sector and Opportunities to Engage Mainstream Investors, available at: http://www3.weforum.org/docs/WEF_II_FromMarginsMainstream_Report_2013.pdf. 
	 World Economic Forum (2020), Challenges and Opportunities in the Post-COVID-19 World, available at: http://www3.weforum.org/docs/WEF_Challenges_and_Opportunities_Post_COVID_19.pdf. 
	 Ziegler, T. et al. (2018), Expanding Horizons: The 3rd European Alternative Finance Industry Report, Cambridge Centre for Alternative Finance, available at: https://www.jbs.cam.ac.uk/faculty-research/centres/alternative-finance/publications/expanding-horizons/#.X3sg4KfiuUk, accessed 8/26/2020.
	Annex 1a: List of interview respondents

