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Before providing comments on the proposed legislation, let me briefly share some 

background information on the Schwab Foundation for Social Entrepreneurship.  

Schwab Foundation for Social Entrepreneurship/Global Agenda Council 

The Schwab Foundation was the first support organization for social entrepreneurs in 

continental Europe, established in 2000 by Klaus Schwab, Founder of the World Economic 

Forum and his wife Hilde. 

The Schwab Foundation and its partners annually screen ~1000 social enterprises and 

selects 25-30 into its global network. Our community now counts 200 social entrepreneurs. 

We do not directly finance or invest in these social entrepreneurs, but help facilitate 

connections with investors, the corporate and public sectors through events such as the 

Annual Meeting in Davos. Being perceived as independent, we receive very frank 

feedback from social entrepreneurs. Last years, social entrepreneurs developed a Social 

Investment Manual to guide social entrepreneurs through the jungle of funds investing in 

social enterprises and the process of raising capital from them. 

In addition, we convene a group of experts on Social Innovation as part of the World 

Economic Forum’s Global Agenda Councils on 80 topics covering everything from 

cyberterrorism to water scarcity. The Global Agenda Council on Social Innovation is a 

group of 20 experts, including social entrepreneurs, leading academics in the field, the 

heads of many of the most significant funds investing in social enterprises (Acumen Fund, 

Ignia, Asia Impact Investment Exchange), bankers, and not least, my predecessor here, 

Nick O’Donohoe, CEO of Big Society Capital. From their various perspectives, these 

experts are developing a joint toolkit for policy makers to identify regulations that spur 

social innovation and the scaling of it. 

http://www.schwabfound.org/pdf/schwabfound/SocialInvestmentManual2011.pdf
http://www.schwabfound.org/pdf/schwabfound/SocialInvestmentManual2011.pdf
http://www.weforum.org/content/global-agenda-council-social-innovation-2011


My comments are based on the input from the experts in the Global Agenda Council on 

Social Innovation and my experience of working with leading social enterprises for over a 

decade.  

What is a social entrepreneur? 

Social enterprises focus on their social or environmental mission. They are not defined by 

a particular legal form or ownership structure, nor by their size. 

They work across a range of issues to, for example, provide income opportunities to 

unemployed youth, extend healthcare services to migrants or housing and employment to 

the homeless. They often find innovative and efficient means to tackle a societal problem. 

While grants and donations remain important, they often run businesses that need a range 

of financial instruments to grow. This capital market is currently, in most of the EU, as in 

fact the rest of the world, very fragmented and intransparent. Social Entrepreneurs 

typically spend 50% of their time raising funds and capital. This is highly inefficient. Making 

the capital markets for social enterprises more efficient therefore bares a huge potential. 

What type of investment is most needed?

We see that social enterprises find it particularly difficult to find investors that are willing to 

provide loans or equity in the € 200,000 to € 2 million range (the “Valley of Death”). This is 

where typically the largest demand currently is by social enterprises that are trying to 

expand into new regions or services. Particularly the prevailing smaller funds will rather 

overexpose to larger size investments (at their detriment and at the detriment to the 

investee), because the due diligence costs are the same as for larger sized-investments, 

while they earn less from management fees for smaller investments. This is therefore an 

area where either larger sized funds are able to cross-subsidize due diligence costs or 

where public funding mechanisms can play a vital role. 

Social businesses have different capital needs over their lifecycle. Many social businesses 

are also inexperienced in raising capital from investors. Funds should have the possibility 

to provide grants for technical assistance to get an enterprise investment ready or for 

early-stage investments. Over time, public and private financing should foster an 

intermediary sector that can provide the needed technical assistance to bring together 

demand and supply of capital efficiently. 



Monitoring/Reporting

We have seen the repercussions in the microfinance sector in India, where profit-oriented 

investors have caused a social business to move away from its original mission in order to 

accommodate the return expectations of its investors. It will be important to ensure that 

European Social Entrepreneurship Funds (EUSEFs) will stay true to the mission of 

investing in social enterprises with a strong social impact. 

Finding an adequate reporting mechanism will be a big challenge. Any imposed reporting 

standards risk over-regulation and strangling the smaller funds. For a decade, social

enterprises and investors have been trying to come up with meaningful standards. The 

good news is that we are seeing a number of emerging standards such as the European 

Social Reporting Standard or the American B Corp and Global Impact Investing Reporting

Standard (GIIRS). National regulators and the ESMA may have to contend themselves 

with various different reporting standards for several more years to come. If the ESMA 

database is publicly accessible it will spur vital research into the sector and the social 

impact of the listed funds, thus advancing the field. 

Importance of labels 

Uniformly, every expert and CEO of a social investment fund I spoke to, highly welcomed 

the prospect of a European label that differentiates between funds that have an explicit 

focus on social impact and those that do not. There is a perceived need to differentiate the 

funds to, in some cases, explain the potential trade-off between lower financial returns and 

higher social impact. The need for close monitoring of the funds to maintain the credibility 

of the label was also universally stated. 

Everyone also agreed that the portfolio of the EUSEF funds should allow for investments 

made outside the EU. 

I did hear wildly diverging feedback on the percentage of capital that should be invested in 

“qualifying investments”. Some felt this percentage should be as high as 80 or 90% while 

allowing for the fund manager to hold liquidity (in cash or bonds without a social aspect to 

them) for say up to 18 months to allow for proper identification of investment opportunities 

and due diligence. Others felt that blending social and normal investments has the 



advantage of mitigating risk and providing needed cash flow. Hence the threshold should 

be as low as 50%. Overall, 70% was considered to be a good starting point. 

Clearly, this is a rapidly emerging field and it surely is sensible to consider a review of the 

proposed regulation in latest four years. 

Outlook

Europe already is home to a significant and rapidly rising number of funds investing in 

social enterprises. In closing, I’d like to highlight two future opportunities for the EU to 

“monetize” social value:

1) Introducing tax incentives that encourage investing in social entrepreneurship: If a 

fund does not disburse profits or only in a marginal way, the investments might be 

considered in a similar light to charitable donations or CSR activities that already 

receive a tax break. 

Tax breaks could also be considered at the delivery level (i.e the level of the social 

enterprise). 

2) Investing matching public funds: There is a large need for low-return investment 

capital, taking first loss positions, which could be provided from public sources. 

Private sources would come in with matching funds. The financial upside accrues to 

private investors putting in the funding. This does not alter the risk, but increases 

the return possibilities, therefore improving the risk/return profile – the key factor for 

investors. Does not create the perverse incentives that exist with, ie guarantee 

mechanisms, which also alter the risk/return profile, but by reducing the risk. 

Through these measures, the EU governments could truly stimulate investment into the 

social sector. 

Thank you for the opportunity to be with you today and I look forward to your questions. 
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