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About This Study

This study was conducted and published by
Siemens Stiftung. The project was funded by
The Special Initiative on Training and Job Cre-
ation of the German Federal Ministry for Eco-
nomic Cooperation and Development (BMZ),
implemented among others by the Deutsche
Gesellschaft fiir Internationale Zusammen-
arbeit (GIZ) GmbH.

Invest for Jobs

African countries increasingly offer attractive prospects for companies and investors: a
young population, growing availability of workforce and skilled labor, rising purchasing
power, new markets, and integration in global value chains. However, additional support
is sometimes required to overcome local challenges and to leverage existing potential.
With the Marshall Plan with Africa and the G20 “Compact with Africa” investment part-
nership as its starting point, BMZ has set itself the goal of supporting German, European,
and African companies and investors in investment activities that have a high impact on
employment in Africa. Under the brand Invest for Jobs, the Special Initiative offers advice
from experts in Germany and Africa, contacts and financial support to overcome invest-
ment barriers. The objective in terms of development is to create good jobs and appren-
ticeships and to improve the working conditions in Cote d'lvoire, Egypt (in preparation),
Ethiopia, Ghana, Morocco, Rwanda, Senegal and Tunisia.
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PART 11

Introduction

Social entrepreneurship has caught the attention of both
African entrepreneurs and (global or local) investors or
supporters. With social business models being designed
around revenue generation, social enterprises are often
hailed as being particularly efficient, scalable, and sus-
tainable in the pursuit of their social mission. They are
also expected to create employment opportunities in
markets that so far remain neglected by traditional com-
mercial market players for their limited profitability. For
many social enterprises creating jobs or income opportu-
nities for particularly vulnerable populations is a central
objective of their innovative business models.

However, knowledge about the actual job creation
potential of social enterprises remains fragmented and
often anecdotal. Commissioned by the Gesellschaft fiir

Internationale Zusammenarbeit (GIZ), Siemens Stiftung
has approached the task of quantifying and better under-
standing the job creation potential of social enterprises in
selected African countries. Overall, the results were used
to derive specific recommendations for the development
of technical and financial interventions that may signifi-
cantly increase the number and the quality of jobs created
by social enterprises in Africa.

This document features elaborated country profiles for

12 countries: Cote d'lvoire, Egypt, Ethiopia, Ghana, Kenya,
Morocco, Nigeria, Rwanda, Senegal, Tunisia, Uganda, and
South Africa. These profiles are a central part of the larger
study “Social Enterprises as Job Creators in Africa” that has
been published in three parts:

I Social Enterprises

b Creators in Africa

Proy
12 2020-2030

STUDY - PART |

Main Report
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PART I
Main Report

A main comprehensive document
that contains the overall findings of
the study about the job creation po-
tential of social enterprises in Africa.

This also includes the specific rec-

ommendations, as well as detailed

elaborations about the approach
and methodology that has been
applied to conduct the study.

I Social Enterprises

as Job Creators in Africa

Country Profiles
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PART II
Country Profiles

A first satellite document with
detailed country profiles that have
been elaborated for the macro-level
projections on social enterprises’ job
creation potential.

I Social Enterprises

Job Creators in Africa

121 020-2030

STUDY - PART Il

Case Studies
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PART III
Case Studies

A second satellite document with
five detailed case studies that
provide a deep understanding of the
job creating and job inhibiting fac-
tors that influence social enterprises’
ability to create significantly more
and better jobs.

We hope the country profiles in this second part of the
publication series will inform players who seek detailed
information about the countries, such as analysts, poten-
tial investors and local organizations or other stakeholders

whose mission is related to the creation of decent jobs in
Africa. For an embedded perspective on the country pro-
files as part of the larger study, please refer to the main
document (Part 1).
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1.
Methodology
and Approach

Quantitative estimations about the social enterprise space are challenging. The lack

of a widely agreed upon definition for “social enterprise” as well as the lack of robust
data are obstacles that hinder the faster development of research-based insights and
recommendations. Based on a screening of applied definitions of social enterprise, this
study is based on an understanding of social enterprise as defined by the following core
elements:

1) the generation of revenues through the sale of products or services, 2) a
high degree of social innovation, 3) the dominance of the social mission over
profit generation, 4) an organizational structure and governance that reflects
the superiority of social objectives, e.g. in the form of principles of participation
or employee ownership and the reinvestment of the largest share of financial
surpluses in the further pursuit of the social mission.

Regarding the quantification of the job creation potential of social enterprises, the au-
thors developed a theoretical model based on proxy data about the 12 focus countries.

In particular, the number of small- and medium-sized enterprises (SMEs) was identified
as an important proxy to estimate the number of social enterprises. A social enterprise
prevalence rate for each country was calculated by considering the strength of social
enterprise ecosystems as an influential factor regarding the emergence and survival of
social enterprises. Furthermore, the expected number of jobs that social enterprises will
provide until 2030 have been estimated based on historical data about job growth in the
focus countries. It has to be noted that these estimations have been made in a rather
conservative way. This means that the numbers provided in this report refer to the min-
imum job creation potential of social enterprises and may be overperformed depending
on the scope and intensity of implemented interventions.

More detailed information about the methodology to develop the country profiles can be
found in the main document of the study “Social Enterprises as Job Creators in Africa”.
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An Overview of Social
Enterprise Ecosystems
Across 12 African Countries
This section provides a summary of the study’s findings on the estimated job creation po-
tential of social enterprises and an analysis of the supporting ecosystem in 12 countries
across Africa. As described in Chapter Ill of the Main Report, a theoretical quantitative
model was built to inform the country profiles, which allowed a review of the total num-
bers across all countries and sectors.
Overall, this study estimates that social enterprises in the target countries could create
1 million additional direct jobs in the next 10 years, resulting in a total of approximately
5.3 million direct jobs in social enterprises by 2030. The following paragraphs will pres-
ent the total numbers, highlight specific findings by country and by sector and assess
each country's ecosystem.
Job Creation Potential
As described earlier, the first step in approximating the job creation potential of social
enterprises was to look at the prevalence of SMEs in each country as a proxy for the
prevalence of social enterprises. Through research of existing data in all 12 countries, a
total of nearly 50 million SMEs was calculated for 2020. It has to be noted that the large
majority, namely 37 million, or nearly 75%, of these SMEs are located in Nigeria.?
Country demographics, job numbers, and expected increase per country
As a next step, the number of jobs directly created in social enterprises was estimated
for 2020. It has to be noted that the average number of jobs per social enterprise varies
significantly which might reflect different approaches and/or a variation in the quality of
data in general for the 12 target countries (see Appendix for more information).
NUMBER
WORKING
OF SOCIAL DIRECT JOBS | DIRECT JOBS | DIRECT JOBS
REGION COUNTRY AGE POPULA ENTERPRISES | IN SE 2020 IN SE 2030 ADDED
TION 2020!
2020
Cote d'lvoire 14.7m 9.1k 33k 42.4k 9.5k
WEST Ghana 18.5m 97.5k 413.3k 508.8k 95.5k
AFRICA Nigeria 110.9m 1,291k 1,452k 1,884k 432.1k
Senegal 9.1m 16.5k 78.8k 104.9k 26.1k
Egypt 62.1m 134.6k 1,188k 1,421k 233.3k
NORTH M 24.2 49.2k 155.3k 170k 14.7k
AFRICA orocco .Zm o o o
Tunisia 7.9m 33k 48.1k 50.9k 2.8k
Ethiopia 64.9m 27.9k 42.7k 55.6k 12.9k
EAST Kenya 31.7m 85.6k 345.1k 444k 98.8k
AFRICA Rwanda 7.4m 4.3k 18.3k 23.3k 5k
Uganda 23.8m 27.4k 62.3k 86.1k 23.7k
SOUTHERN South Afri 39.0 141.5k 589.9k 666.6k 76.7k
AFRICA ou rica .Um o o o o
TOTAL 781.1m 1.92m 4.43m 5.46m 1.03m
|
Figure 1:

Estimated country demographics, number of social enterprises,
job numbers (2020 and 2030) and the expected increase per country
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As Figure 1 shows, this study estimates that social enter-
prises in the focus countries currently provide 4.43 million
direct jobs. Again, Nigeria accounts for the biggest share
(35%) with 1,188,000 estimated jobs in 2020.

The final step of this study’s theoretical model was to
estimate the job creation potential of social enterprises
by projecting the number of jobs created based on an
analysis of historical job growth in the focus countries.
The findings show that three countries stand out in terms
of estimated absolute numbers of additional jobs created
until 2030 - namely, Nigeria (432,000), Egypt (233,300),
and Kenya (98,800).

Sector distribution of job creation potential

This study didn’t quantify the number of jobs that could
be created in each sector as robust data for such a pro-
jection is not available. However, given the GDP distri-
bution within the countries, the sectors that contribute
the most to economies (excluding extractives) have been
identified. Across the countries, these sectors are agri-
culture, affordable housing, and manufacturing. It can’t
be asserted that these will also be the sectors in which
social enterprises create the most jobs. However, it can
be assumed that they will also include significant social
enterprise activity.

Agriculture is the largest sector in most of the target
countries, contributing to >15% of the GDP in seven of
them and providing employment to 54% of the working
population.>*This has led to support from governments
and other development organizations towards the sector
in the respective countries. For example, in Ethiopia,

the government provides funding and technical support
through its Growth and Transformation Plan 1. In Ghana,
the government provides high quality inputs to smallhold-
er farmers through its ‘Planting for Food and Jobs’ initia-
tive.® These measures are expected to increase smallhold-
er farmer productivity and provide the capital required for
agricultural social enterprises to scale, creating more jobs
and income opportunities.

Population growth and rapid urbanization have increased
demand for affordable housing, which governments are
trying to solve in collaboration with the private sector.
This is likely to drive direct job growth in this sector as
more social enterprises engage in the development of
affordable housing. Though government programs such
as the National Development Plan 2016-2020 in Kenya
and the First Home Program in Tunisia are geared towards
increasing the availability of low-cost housing, supply is
still insufficient.” Private developers, such as social enter-
prises, are expected to supplement this supply through
private-public partnerships (PPPs) with governments to
develop low-cost housing, as is the case in Kenya through
the National Development Plan 2016-2020.8 Affordable
housing businesses receive funding and technical support
through these PPPs which enable them to sustain and
scale their operation to create jobs.

Manufacturing is also one of the largest sectors, con-
tributing to >10% of GDP in six of the target countries.
The sector is also expected to catalyze growth in other
sectors including agriculture through demand for raw
material (e.g. food and beverage processing and textile
subsectors) and affordable housing through increased
demand for low-cost housing from factory workers. Due
to its importance, the sector has attracted government
support as different countries focus on industrialization.
Governments have played an enabling role including
facilitating access to finance (e.g. Morocco) and infra-
structure development including rural electrification and
road construction (e.g. Ghana). These interventions are
expected to encourage the creation and scale of small-
and medium-sized enterprises (SMEs), including social
enterprises in manufacturing which could then employ
more people.
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SPOTLIGHT BOX:

There is clear evidence that the COVID-19 crisis pandemic has far-reaching effects on eco-
nomic growth and labour markets in Africa, like elsewhere in the world.

As IMF projections on GDP growth show, Nigeria, Morocco, Tunisia, and South Africa are pro-
jected to be most impacted by COVID-19 as their economies are expected to contract. Nigeria
is @ major oil exporter and its economic contraction is further driven by plunging oil prices
that have hit an 18-year low of less than 20 $US per barrel.® Morocco and Tunisia are food
and non-oil commodity exporters and the decline in prices of commodities like base metals

is expected to drive their economic contraction.' Other unique factors such as structural
constraints in South Africa, policy adjustment in Ethiopia, and locust invasions in East Africa
are expected to compound the impact of COVID-19 on various economies. All these economic
effects are expected to reduce the job creation potential of businesses, including social enter-
prises, at least in the short term. Uganda’s economy is expected to be least impacted by the
pandemic with a GDP growth change of -2.6%. This is because Uganda is not heavily reliant
on commodity exports and worsening global financial conditions leading to higher interest
rates will not likely impact the nation severely as it does not have a Eurobond issue." The
impact of COVID-19 on overall economic growth rates is discussed further below.

Expected job losses from COVID-19

To further understand the impact of COVID-19 on job creation potential in the target coun-
tries, it is important to consider expected job losses from the pandemic. In April 2020, McK-
insey projected that 9-18 million jobs would be lost on the continent because of COVID-19,
and 30-35 million jobs were at risk of wage reduction.'? Restriction of movement, business
closures, and disruption of supply chains, were cited by analysts as the three primary reasons
for increased job losses and job insecurity.

Sector-specific job losses

Organizations such as the African Union have researched the expected impact of the pan-
demic on expected job losses in various sectors across African countries. Although it is not
possible to break down this research at an individual country level, the continental picture
highlights sectors that are both particularly vulnerable and estimated to generate social enter-
prise jobs, including tourism, manufacturing, agriculture and export related industries.

Expected job losses in the informal sector

COVID-19 is also projected to have a significant impact on the informal economy which
includes smallholder farmers. Approximately 100 million informal jobs in Africa are at risk
because of the pandemic.’® The informal sector accounts for 92.4% of employment in West
Africa, 91.6% in East Africa, 67.3% in North Africa, and 40.2% in Southern Africa.™ On av-
erage, 71% of all jobs in the target countries are in the informal sector.’”™ The estimated job
losses were driven by reduced demand as consumers had lower incomes and lack of access
to markets because of restrictions of movement.'® Given the nature of the informal econo-
my, detailed estimates on the expected job losses, sectoral breakdowns of the same, and the
impact on macroeconomic factors such as GDP growth are not widely reported.

Post-COVID-19 recovery scenarios

Deloitte created three possible recovery scenarios to project how countries could return to
growth after the initial economic shock from COVID-19. How quickly economies recover
depends on the effectiveness of containment measures to curb transmission of the disease
and the effectiveness of fiscal and monetary policies to limit the economic impact. 2020 GDP
growth rates in Sub-Saharan Africa and North Africa are expected to decline to -1.6% and
-2.5% from 3.6% and 4.0% respectively.':'® Economies are expected to begin recovery in
2021, with average growth rates of 4.1% and 3.4% in the two regions.-2°
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PRE-COVID-19 GDP POST-COVID-19 POST-COVID-19
REGION COUNTRY GROWTH RATES GDP GROWTH GDP GROWTH
(2020)?" RATES (2020)%%23 RATES (2021)%425
Cote d'lvoire 7.4% 2.7% 8.7%
. Ghana 6.3% 1.5% 5.9%
West Africa o

Nigeria 1.9% -3.4% 2.4%

Senegal 6.0% 3.0% 5.5%

Egypt 5.6% 2.0% 2.8%

North Africa Morocco 2.9% -3.7% 4.8%
Tunisia 2.0% -4.3% 4.1%

Ethiopia 7.4% 3.2% 4.3%

. Kenya 6.3% 1.0% 6.1%

East Africa

Rwanda 8.6% 3.5% 6.7%
Uganda 6.1% 3.5% 4.3%
Southern Africa South Africa 0.4% -5.0% 4.0%

AVERAGE 5% 0.3% 5%

—

Figure 2:
Pre- and post-COVID-19 GDP growth projections

Social Enterprise Ecosystems

The study also assessed social enterprise ecosystems in
the target countries by analyzing major factors expect-

ed to influence job creation by social enterprises. These
factors include the state of the financial and technical
ecosystem, as well as the enabling environment and their
possible impact on job creation (see Chapter Il for further
details on the assessment criteria).

As the assessment of social enterprise ecosystems shows,
countries differ regarding the strengths of the financial
and technical support that is provided to social enterprises
as well as the conduciveness of the environment in which
they operate. This was reflected in the social enterprise
maturity factors that were calculated for each country.

In two of the focus countries, the ecosystem is mostly
weak, with social enterprises having limited access to cap-
ital and the appropriate technical support to enable them
to scale and create jobs. Nigeria is one of the countries
with an ecosystem of medium strength,but at the same
time accounts for the highest number of SMEs. As men-
tioned earlier, this is mainly due to the fact that the coun-
try introduced an improved data collection process and

thus reports having nearly 37 million SMEs.2¢ Additionally,
seven of the 12 countries lack a social enterprise industry
body that would lobby for social enterprise-specific poli-
cies, e.g. low taxes. The ecosystem in South Africa is the
only one that has been assessed as being mostly strong.
Here, social enterprises have access to diverse sources of
funding and technical support organizations.

The differences in the ecosystems is reflected in their
social enterprise factor (see respective country profiles
for more information). In Uganda, for instance, where
social enterprises have little access to finance, moderate
technical support and a weak enabling environment, a
comparably low social enterprise factor of 1.9 was calcu-
lated, corresponding to roughly 27,400 social enterprises
in 2020. On the other end of the spectrum, in South
Africa, where social enterprises have access to a range

of technical support providers and a well-developed ena-
bling environment, it was estimated that the number of
social enterprises amounted to 141,500 in 2020. Figure 3
shows the assessment of all focus countries’ social enter-
prise ecosystems.
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|
Figure 3:
Overall ecosystem strength in the target countries

Financial ecosystem

While evaluating the financial ecosystem, this study con-
sidered the availability and accessibility of capital to social
enterprises, including the type of capital available, size

of capital deployed, and interest rates. Social enterprises
may particularly struggle to access available traditional
commercial funding and despite significant amounts of
impact capital available, funds are often deployed in large
ticket sizes. Often early-stage social enterprises need
small amounts of patient or philanthropic capital to start
growth and job creation.

Traditional funding e.g. through commercial banks and
microfinance institutions (MFIs) is the dominant source

of funding in the target countries. However, most social
enterprises are not able to access this funding due to
stringent terms such as high collateral (more than 200%
of the loan) and interest rates required.?’ This leads to
limited debt financing options for social enterprises which
limits their ability to create jobs.

To supplement available traditional funding, there are
significant volumes of impact capital deployed across the
12 countries e.g. USD $852 million was deployed in West
Africa in 2015.%8

However, this capital is often deployed in large ticket sizes
of USD $500,000 to USD $5 million and also includes im-
pact investments with market rate return expectations.?
This locks out many social enterprises, whose financing
needs typically are smaller (e.g. ~USD $20,000 for social
enterprises in Ghana), from accessing impact capital
which could be used to scale the businesses, enabling
them to create jobs.*°

Ecosystem assessment
B Mostly strong factors
Mostly medium factors

B Mostly weak factors

Crowdfunding and diaspora remittances are also available
and could provide additional options for social enterprises
to access capital. In Coéte d'lvoire, crowdfunding platforms
such as Seekewa enable the diaspora (USD $379 million
remitted in 2017) to invest in local enterprises including
social enterprises.>!

In Egypt, angel investors such as Cairo Angels invested
more than USD $2 million in 2017 in businesses, includ-
ing social enterprises.3?

Technical ecosystem

In determining the strength of the technical ecosystem,
this study examined the number of support organizations,
quality of services offered, and accessibility to social en-
terprises in different geographies and sectors.

There is an emerging network of technical support
organizations with more than 450 support entities in the
target countries, including accelerators, incubators, and
hubs. These organizations provide a wide range of ser-
vices including mentorship, business development, train-
ing, workshops, and networking opportunities. However,
it is noted that very few support organizations provide
investment readiness support (e.g. 11% in Rwanda) hin-
dering the ability of social enterprises to engage investors
who could provide the capital required to spur job growth
during fundraising rounds.3?
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In addition, technical support providers are concentrated
in urban areas across the target countries, likely limiting
awareness of support services by social enterprises in
other areas. These social enterprises struggle to access
skills and support that could allow them to scale and
create jobs.

Enabling environment

In evaluating the strength of the enabling environment,
this study considered the business policy environment,
supporting business infrastructure, tax laws, and the pres-
ence of an industry body. Most of the countries do not
have a social enterprise industry body which is expected
to limit their ability to advocate for targeted policies (e.g.
low taxes) that could enable social enterprises to create
jobs. Furthermore, most of the countries rank poorly in
the Ease of Doing Business index.

Small- and medium-sized enterprises (SMEs) and private
sector industry bodies exist across the target countries.
However, only five of the countries (Ghana, Ethiopia,
South Africa, Tunisia, and Kenya) have social enterprise
industry bodies. The lack of social enterprise industry
bodies in seven of the target countries could limit the abil-
ity of social enterprises to advocate for enabling policies,
including tax exemptions that consider both their social
impact and profit-seeking nature.

Of the 12 target countries, seven offer tax exemptions to
SMEs including social enterprises e.g. Tunisia offers a tax
exemption for the first four years of operation and three
offer tax incentives.>* These tax exemptions promote the

growth of social enterprises but there is need for further
investor tax incentives that could promote the deploy-
ment of capital.

In terms of the business environment, most countries
rank poorly in the Ease of Doing Business index, with
seven countries attaining a score of more than 100 due
to the high costs of setting up businesses, including social
enterprises (e.g. USD $6,150 to acquire an LLC license in
Senegal) and low electrification rates (45% in Nigeria).3*3¢
However, measures taken by the government have
resulted in improved ranking in 10 countries. Reforms in
business registration procedures and increased access to
electricity have contributed to ease increased productivity
and reduction in costs for businesses, including social
enterprises, that could allow them to create jobs. Per-
sistent power outages in some countries such as South
Africa and expensive tax laws in others including Ghana
have resulted in a decline in ease of doing business. These
factors could increase the cost of operations for social
enterprises, likely limiting their ability to create jobs.
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Northern
Africa:

Egypt

Overview

Egypt had a GDP of USD $280 billion in 2019 and a population of 102.3 million in
2020.3738 |t has approximately 2.5 million small- and medium-sized enterprises (SMEs)
which provide 27.5 million jobs, 14% being formal employment.3940:41

The International Monetary Fund's (IMF) initial estimates (post-COVID-19) expect Egypt’s
economy to grow at a rate of 2.8% in 2021, an adjustment of -2.8% from pre-COVID-19
estimates, after 2.0% growth in 2020.%? This study estimated that around 135,000 social
enterprises are active in Egypt in 2020, directly employing approximately 1,187,000
people.*®* The population is expected to grow by 1.9% annually, leading to a working age
population (15-64) of 75.6 million people in 2030.4*

This study estimates there will be approximately 1,420,000 direct jobs in social enterpris-
es in Egypt by 2030, 233,000 more than in 2020. As discussed further below, financial
and technical support from the government, increased microfinance lending, and digital
and mobile financial products are expected to drive these jobs. Figure 4 shows the total
number of direct jobs projected to be in social enterprises in 2020 and 2030.

15M 1,420,824

1,187,506

09M

0.6 M

03M

Number of jobs 2020 Number of jobs 2030

|
Figure 4:
Estimated direct jobs in social enterprises in Egypt, 2020-30
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Financial ecosystem Financial ecosystem
: Egypt has received a large volume of private equity capital, with USD
Medium $960 million deployed between 2010 and 2016.4 Alternative sources of

capital are also available to social enterprises, including crowdfunding
platforms, angel investor networks, and Zakat philanthropy.*¢ However,
there is a persistent USD $46.7 billion funding gap for micro-, small-, and
medium-sized enterprises (MSME), in part because impact capital is in
limited supply and recent political unrest has made investors nervous to
commit capital.*’

Technical support Technical support ecosystem

ecosystem The agtivi.ties of a large !'Ietwork of more than 55 technical support .
organizations are coordinated by an umbrella body, Egypreneur, which

m matches business needs to the offered support and conducts focus
groups to share experiences and learnings. However, more than 50% of
these organizations are in Cairo, which may limit their ability to support
social enterprises elsewhere in the country, particularly in rural areas.*

Enabling Enabling environment
3 Social enterprises in Egypt benefit from favorable SME lending policies,
environment tax exemptions for Non-Governmental Organizations (NGO), and the
Medium presence of an MSME advocacy body, as well as 100% electrification rate.
However, financial regulations that prohibit NGOs from raising commer-
cial capital, slow internet, lack of tax exemption policies specifically for
social enterprises, and lack of a social enterprise advocacy body could
hinder the development and job-creation potential of social enterprises in
the country.
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Financial ecosystem

Egypt receives a large volume of private equity capital, and alternative sources of
funding are available to social enterprises. However, the IMF estimated in 2017 that
micro-, small-, and medium-sized enterprises in Egypt, including social enterprises, face
a funding gap of USD $46.7 billion.* Causes of the disparity between the available and
accessed capital may include political unrest, which has increased uncertainty and may
have discouraged investment and limited impact investment. Figure 5 below highlights
the types of capital which are most accessible to social enterprises in Egypt. The example
organizations are non-exhaustive.

- Strength of financial ecosystem Predominant type of support in Egypt

Traditional financial

Philanthropy Impact investing services

Investor

Profit first
focus

Impact first

Venture

Investor Charitable Venture . . ) Traditional commercial
type donor philanthropy Directimpact | capital or PE banks
yp equity
Capital Grants and donations Equity and quasi-equity Debt

|
Figure 5:
Financial ecosystem assessment

Strengths

Egypt accounted for 40% of private equity capital and 24% of private equity deals

in North Africa between 2010 and 2016 (USD $960 million in capital invested in 33
deals).* Investors have focused on deals in education and energy (both conventional
and renewable) sectors,®' and the increased liquidity in the sectors is expected to benefit
social enterprises and support their potential.

The Egyptian government provides capital to social enterprises through the Bedaya
Fund, launched in 2015 in collaboration with private-sector players and donors. The USD
$17 million fund targets SMEs, including social enterprises, providing equity investments
for enterprises in agriculture, manufacturing, and ICT.>?

Social enterprises in Egypt also have access to alternative sources of funding through
crowdfunding platforms, angel investor networks, and Zakat, a major source of philan-
thropic funding.> As of 2015, five crowdfunding platforms in Egypt (such as Shekra)
had raised USD $842,000 for SMEs and social enterprises.>* Growing investor networks
also give access to funds from high-net-worth Egyptians. Cairo Angels, for example, is a
network of more than 80 angels that has invested USD $2.2 million across 20 deals.>®
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Barriers

Impact investment in Egypt is limited. In general, just 3.7% of impact investment globally is directed to
the Middle East and North African region.>¢ Social enterprises therefore compete for more readily availa-
ble commercial private equity capital against purely profit-seeking enterprises.

Organizations registered as NGOs cannot raise commercial finance. As discussed further below, financial
regulations in Egypt prohibit these social enterprises from raising commercial finance, leaving them
reliant on philanthropic funding.

Egypt’s political unrestin 2011 increased perceived investment risk by foreign investors looking to de-
ploy capital into the country.®” The 2011 uprising protested Egypt’s leadership with mass demonstrations
followed by violence and the takeover of government by the military.>® The political instability that fol-
lowed the revolution, coupled with the threat of terrorist attacks, discouraged investors from deploying
capital into the country.*® Returns on capital remain uncertain, since 33.8% of enterprises cite political
instability as a major barrier to their operations.®®

Technical support ecosystem

Egypt has a large network of technical support organizations that are coordinated by an umbrella body,
Egypreneur. These organizations, which aim to help SMEs, including social enterprises, grow and create
jobs through non-financial interventions, are funded by venture capitalists (e.g., Sawari Ventures),
corporations (e.g., Microsoft), and philanthropies (e.g. USAID). Many support organizations in Egypt
are in Cairo, the capital city, which may limit their ability to impact social enterprises in rural parts of
the country or in other urban areas. Figure 6 shows the features of technical support most accessible to
social enterprises in Egypt, with examples of organizations (non-exhaustive).

Strength of technical support Predominant type of support in Egypt

Incubators Accelerators Hubs Co-working

Services Business development services, mentorship, training and funding Shared Office

Focus Innovation Scalability Collaboration Networking

Duration of 3-4 months 12-18 months Unlimited

I
Figure 6:
Technical support ecosystem assessment
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Strengths

Egypt has a large network of technical support organizations. At least 56 technical sup-
port organizations are active in Egypt, and Cairo has the third-largest number of hubs of
all African cities.®' These organizations offer services such as capacity-building training
and business development support to businesses, including social enterprises, to equip
them with the skills necessary to operate efficiently and scale to create jobs. A focus on
innovation and scaling provides strong support for the establishment of diverse social
enterprises across various sectors which could help to realize job-creation potential.

An umbrella body, Egypreneur, coordinates the technical support ecosystem. Egypreneur
is the largest network of entrepreneurs, business owners, and technical support organi-
zations in Egypt. It holds focus groups with entrepreneurs and support entities to match
the needs of businesses and social enterprises with available technical support. This
ensures that social enterprises receive relevant and impactful technical support.5?

Barriers

Concentration of technical support organizations in Cairo (approximately 30 of the
56 organizations) limits their ability to impact social enterprises outside the capital city.®
This could prevent social enterprises outside urban centers from accessing services
altogether, or accessing services could require significant additional time and cost. Social
enterprises in the agriculture sector could especially struggle to access non-financial
services, as they are mainly based in rural areas.

Enabling environment

Egypt has improved its operating environment through policies that are favorable to
SME lending. The country offers tax exemptions for Non-Governmental Organizations
(NGOs), a 100% electrification rate, and an MSME advocacy body. Indeed, the ease of
doing business ranking improved from 120 out of 190 in 2019 to 114 in 2020. However,
slow internet, lack of tax exemptions for social enterprises, and lack of a social enterprise
advocacy body could limit the development of social enterprises and their potential to
create jobs.

Business policy

The Central Bank of Egypt has instituted policies that are favorable to SME lending,
issuing a directive for banks to lend 20% of their extended credit to MSMEs at interest
rates below 5%. This gives MSMEs, including social enterprises, access to capital at lower
rates, with the cheaper capital enabling growth to greater scale and therefore more jobs
created.

Financial regulations prevent social enterprises registered as NGOs from accessing com-
mercial finance. In Egypt, businesses, including social enterprises, registered as NGOs
cannot raise funds from commercial sources, such as banks or private investors.®> Such
enterprises can only accept grants and donations. This keeps more than 45,000 organi-
zations in Egypt registered as NGOs from accessing commercial funding, leaving them
solely reliant on philanthropic funding.5¢

Business infrastructure

There is 100% electrification in Egypt, achieved by the Rural Electrification and Renew-
able Energy Corporation.®” Reliable electricity enables social enterprises to work more
efficiently and be more productive.

Egypt has slow internet, however, ranked 173 globally.®® Social enterprises are there-
fore less able to leverage the internet to reach out to new customers or access useful
business knowledge, and tech-enabled business models may not be able to reach scale.

Tax policy

Egypt lacks tax exemption policies targeted specifically towards social enterprises. Only
social enterprises registered as NGOs are eligible for an exemption from the corporate
tax rate of 22.5%,% yet NGO-registered businesses, as discussed above, are prohibited
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by law from raising commercial finance. This tax treatment reduces the earnings that “for-profit” social
enterprises can reinvest to scale their operations, which could limit their job-creation potential.

Industry body

A micro-, small-, and medium-sized enterprise (MSME) body in Egypt, the MSME Development Agency,
was established in 2017 to coordinate the activities of MSMEs in Egypt, including social enterprises.”®
The agency aims to promote enterprise growth through policy formulation and implementation and

by monitoring the MSME sector’s performance. Policies and programs developed by this agency could
benefit social enterprises and encourage an enabling operating environment.

Egypt does not have a social enterprise body, which means there is no coordinated effort to lobby for
policies to support social enterprises in light of both their social impact and profit goals. Policies such as
tax exemptions for all social enterprises, not just those registered as NGOs, could promote their job-cre-
ation potential.

—— Egypt
Population in 2020: 102.3 million
GDPin 2019: USD $280 billion
Number of SMEs 2020: 2,500,000
Number of SEs 2020 135,000
Prevalence rate SE/SME (%): 5.5%
Ease of Doing Business Ranking: 114 of 190 economies
Human Development Index: 0.700 (high)
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Northern
Africa:
Morocco

Overview

Morocco had a GDP of USD $121.3 billion in 2019 and a population of 36.9 million in
2020.77273 |t has approximately 1,410,000 small- and medium-sized enterprises (SMEs)
providing 4.58 million jobs, of which 49% are formal employment.”*757¢

The International Monetary Fund's initial estimates (post-COVID-19) expect Morocco's
economy to grow at a rate of 4.8% in 2021, an adjustment of +1.9% from pre-COVID-19
estimates.”” The government'’s fiscal stimulus packages of USD $3.3 billion and mone-
tary measures are expected to not only mitigate the impact of COVID-19 but also propel
the country’s economy to higher GDP growth.”® This study has estimated that 49,000
social enterprises are operating in Morocco as of 2020, offering direct employment of
155,000.7° Morocco's population is expected to grow by 1.1% annually, leading to a
working age population (15-64) of 26.7 million people in 2030.

This study projects there will be approximately 170,000 direct jobs in social enterprises
in Morocco by 2030, an addition of 14,700 jobs from 2020. This growth will be sup-
ported by tax incentives, operational and financial support from the government, and
financing from international development organizations, such as the World Bank, as dis-
cussed further below. Social enterprises in the financial inclusion sector are expected to
provide the most additional income-generating opportunities driven by operational and
financial support from the government and the World Bank, among other international
development organizations. Figure 7 shows the estimated number of direct jobs in social
enterprises in 2020 and 2030.

200K

170,021
155,296

150K

100 K

50K

Number of jobs 2020 Number of jobs 2030

Figure 7:

Estimated direct jobs in social enterprises in Morocco 2020-2030
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Financial ecosystem Financial ecosystem
Banks and microfinance institutions have lent about USD $3 billion to

m SMEs, including social enterprises, which can also access the state-run
Innov-Invest fund (USD $67 million), and diaspora funding (USD $7.4 bil-
lion in remittances in 2018).8%81.82 However, investment and remittances
can only cover 20% of the USD $36.7 billion micro-, small- and medi-
um-sized enterprise (MSME) funding gap, even if all remittances were
directed to investments in MSMEs.®* Other sources of finance are either
inaccessible, such as large-ticket Development Finance Institutions (DFIs)

capital, or are invested in large companies in export-oriented sectors,
such as chemicals and oil .

Technical support Technical support ecosystem
Morocco has a network of more than 30 technical support organizations
ecosystem that provide mentorship and networking opportunities to SMEs.® Addi-
Medium tionally, local and international non-profit organizations actively work to
develop the ecosystem of support entities that offer linkages to investors
and training for early and seed-stage start-ups. This may try and address
the relatively ineffective entrepreneurial training currently available.
However, support organizations may struggle to access social enterprises
outside of Casablanca and major towns.

Enabling Enabling environment
: The country’s ease of doing business ranking improved from 60 out of
environment 190 countries in 2019 to 53 in 2020.% Two key agencies, The Moroccan
Medium Centre for Innovation and Social Entrepreneurship (MCISE) and the Na-
tional Agency for the Promotion of Small- and Medium-sized Enterprises
(Maroc PME), as well as growth-related tax incentives, have helped to
create an enabling environment for social enterprises. However, gov-
ernment policy often favors State-Owned Enterprises (SOEs) and large
foreign investors which may hold back SMEs and social enterprises.
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Financial ecosystem

Social enterprises in Morocco have access to loans from commercial banks and microfi-
nance institutions (MFls), as well as diaspora funding. Additionally, the government actively
provides finance to early-stage businesses through the Innov-Invest fund. However, the IMF
estimated in 2017 that micro-, small-, and medium-sized enterprises (MSMEs) in Morocco,
including social enterprises, face a USD $36.7 billion funding gap.®” DFIs deploy capital in
ticket sizes which are too large for most social enterprises, which does not help to narrow
the gap. Figure 8 below highlights the types of capital which are most accessible to social
enterprises in Morocco. The example organizations are non-exhaustive.

- Strength of financial ecosystem Predominant type of support in Morocco

Philanthropy Impact investing Traditional financial

Intizsies Impact first Profit first
focus
Investor Charitable Venture Direct impact Venture Traditional commercial
type donor philanthropy investor capital or PE banks
Capital Grants and donations Equity and quasi-equity Debt

|
Figure 8:
Financial ecosystem assessment

Strengths

Morocco has readily-available commercial loans, with more than USD $10.6 billion deployed
by commercial banks to SMEs, including social enterprises.® Social enterprises also have
access to debt financing from microfinance institutions (MFIs) in the country.?® A key reason
why SMEs and social enterprises can access debt in Morocco is that collateral requirements
are typically no more than 65% of the loan value.®

There are more than 4.5 million Moroccans overseas who remitted USD $7.4 billion in
2018.992 83.7% of this is invested in the real estate sector, including affordable housing,
and 7.5% is invested in agriculture.”?

The government actively provides funds to start-ups through a USD $67 million innovation
and seed financing fund called Innov-Invest to provide early-stage companies with finance.>*
Early-stage social enterprises can access these funds to sustain and scale their operations
and create jobs.

Barriers

While Development Finance Institutions (DFIs) have deployed more than USD $1.5 billion in
Morocco, DFI ticket sizes are too large for most social enterprises: between USD $500,000
and USD $2 million.*®

Foreign investors may find it challenging to invest in non-export sectors because 90% of
enterprises are family-led, without formal governance structures.?® These enterprises do not
access foreign capital inflows to fund growth.
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Technical support ecosystem

Morocco has an emerging network of technical support organizations, with increased involvement of
local and international non-profit organizations that help SMEs, including social enterprises, grow and
create jobs through non-financial interventions. They are funded by educational institutions (e.g., Inter-
national University of Rabat) and Development Finance Institutions (e.g., DfID). However, they tend to
be concentrated in Casablanca and major towns, which may limit the uptake of their services. Figure 9
shows the features of technical support most accessible to social enterprises in Morocco, with examples
of organizations (non-exhaustive).

_ Strength of technical support Predominant type of support in Morocco

Co-working
spaces

Incubators Accelerators Hubs

SlAVle=I98  Business development services, mentorship, training and funding | Shared office space

Focus Innovation Scalability Collaboration Networking

Duration of 3-4 months 12-18 months Unlimited

|
Figure 9:
Technical support ecosystem assessment

Strengths

Morocco has over 30 technical support organizations offering mentorship and networking events. The
network focuses on innovation and scalability, supporting social enterprises to develop skills that help
grow operations and create jobs. Similarly, a focus on collaboration fosters knowledge exchange among
social enterprises and mutual support.

Local and international non-profit organizations are actively engaged in the development of the eco-
system. Non-profit organizations such as Start Up Your Life host networking events to offer linkages to
investors and establish programs to provide training to early and seed-stage start-ups and social enter-
prises to enable them to scale and create more jobs.

Barriers

Morocco’s technical support organizations are concentrated in the capital city and major towns. Twen-
ty support organizations are in Casablanca, while Marrakesh and Rabat each have three organiza-
tions.?”%89% Many social enterprises specifically in agriculture are mainly in rural areas, and they and
others may not be able to access support in urban centers.

The entrepreneurial training on offer may have room for improvement. Morocco was ranked 48 out of
56 economies assessed by Global Entrepreneurship Monitor in terms of the relevance and impact of
training.'® Entrepreneurial training for youth in Morocco is limited and does not impart the basic skills
needed to effectively become an entrepreneur.' This may prevent entrepreneurs from starting social
enterprises or make those that do start, more likely to have slow growth, and more likely to fail.
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Enabling environment

Maroc PME and MCISE help foster an enabling environment for all SMEs, including social
enterprises. The country has achieved 100% electrification and implemented tax holidays

to support business growth. The country’s ease of doing business ranking improved to 53 in
2020 from 60 out of 200 countries in 2019.'°2 However, policies favoring State-Owned En-
terprises (SOEs), low coverage of enterprise-quality broadband, tax incentives favoring large
foreign investors, and lack of lobbying for enabling policies by MCISE may prevent some
social enterprises growth and job creation.

Business policy

The government established the National Agency for the Promotion of Small- and Medi-
um-sized Enterprises (Maroc PME) to support the implementation of the SME Contractual
Framework of 2015-2020."% This framework aims to support SMEs by developing an ena-
bling and competitive environment for them to operate.

Existing policies favor State-Owned Enterprises (SOEs), which mainly operate in sectors,
such as manufacturing and real estate, that have large infrastructure and development pro-
jects.’® Some SOEs are not required to pay corporate taxes and have access to tax revenue
from the government to sustain their operations.’® This could discourage entrepreneurs
from establishing social enterprises in these sectors, and undermine their job creation po-
tential.

Business infrastructure

Morocco achieved 100% electrification in 2017 through its Global Rural Electrification Pro-
gramme.'% Social enterprises in both the urban and rural parts of the country have access
to electricity, which can increase productivity, enable scale, and unlock jobs and income
opportunities.

Morocco has the lowest broadband penetration in North Africa, although, at 70%, it is one
of the highest in the countries looked at in this study.’®” This may hamper the growth of high
tech-enabled social enterprises.

Tax policy

The government offers tax holidays to support business growth. For instance, businesses
registered after the publication of the 2017 budget are exempt from tax for their first five
years of operation.'® This could promote the establishment of new social enterprises and
investment into these enterprises, as a reduced tax burden allows reinvestment of earnings
not only to earn more competitive returns for investors but also to create more jobs.

Investor tax incentives, however, focus on large, new foreign investors deploying at least
USD $10 million.’® These incentives exclude existing investors, who are subject to a 31%
tax rate. This could discourage the establishment of local investors and the deployment of
capital to local businesses and social enterprises.
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Industry body

The MCISE hosts social enterprise events, offers incubation services, and disburses debt and equity
funding.''® It was founded in 2012 to support social enterprises addressing social challenges in the
country. However, MCISE does not lobby the government to adopt enabling policies, such as tax exemp-
tions based on their social impact.

Maroc PME offers technical support and training on cash flow management, business development, and
other operational matters.™

Morocco

Population in 2020: 36.9 million

GDPin 2019: USD $121.3 billion
Number of SMEs 2020: 1,410,000

Number of SEs 2020 49,000

Prevalence rate SE/SME (%): 3.5%

Ease of Doing Business Ranking: 53 of 190 economies
Human Development Index: 0.676 (medium)
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Northern
Africa:
Tunisia

Overview

Tunisia had a GDP of USD $39.9 billion in 2018 and has a population of 11.8 million in
2020.12113 |t has approximately 600,000 small- and medium-sized enterprises (SMEs) and
7.5 million jobs, of which 23% are formal employment.''#115.116

The International Monetary Fund's (IMF) initial estimates (post-COVID-19) expect Tunisia’s
economy to grow at a rate of 4.1% in 2021, an adjustment of +0.1% from pre-COVID-19
estimates, after a 4.3% contraction in 2020 (down 8.3% from a late-2019 projection of 4.0%
growth)."7:18 This study estimates approximately 33,000 social enterprises are active in
Tunisia as of 2020, directly employing around 48,130 people.” Tunisia’s population is ex-
pected to grow by 0.9% annually, leading to a working age population (15-64) of 8.4 million
people in 2030.720.121.122

This study estimates there will be approximately 50,900 direct jobs in social enterprises in
Tunisia by 2030, only a very small increase from 2020. 50,949s discussed further below,
government policy and increased funding for infrastructure could support an additional
potential growth. Figure 10 shows the expected growth in direct jobs in social enterprises
between 2020 and 2030.
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Figure 10:

Estimated direct jobs in social enterprises in Tunisia, 2020-2030
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Financial ecosystem

Medium

Technical support
ecosystem

Medium

Enabling
environment

Financial ecosystem

Though commercial debt financing is available and there are growing
numbers of impact investors, social enterprises in Tunisia may struggle to
access capital. Nearly 72% of all businesses were formed after the 2011
revolution; and the concept of social enterprise is relatively unfamiliar.
This means that targeted financial products are nascent and rare.'?® Com-
mercial lenders looking for returns on debt may be wary of lending to
social enterprises pursuing impact at scale before achieving profitability.

Technical support ecosystem

Nearly 60 technical support organizations in Tunisia offer high-quality
and relevant services to businesses and social enterprises. Their support
is skewed, however, towards short-term, grant-funded interventions,
potentially limiting the long-term support required to scale and provide
jobs.'?* There are, however, government incentives for technical support
organizations to target social enterprises in rural areas with the capaci-
ty-building they need to grow and provide jobs, which may help mitigate
short term grant funding.

Enabling environment

Government policies aim to support SMEs, including social enterpris-

es, and Tunisia has strong energy and human resources infrastructure,
though slow internet speeds limit productivity. Tunisia’s national social
enterprise industry body helps social enterprises access technical support
and links them with funders. However, the industry body does not ac-
tively lobby the government for social enterprise-specific policies, such as
tax exemptions, which could further enable growth, nor has the industry
body been successful in lobbying the private sector, such as financial
institutions, for products targeted and tailored to the needs of social
enterprises.'®
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Financial ecosystem

Tunisia’s financial ecosystem has a large network of financial institutions offering af-
fordable credit. Despite this, the IMF estimated in 2017 that micro-, small-, and medi-
um-sized enterprises in Tunisia, including social enterprises, faced a USD $6.9 billion
funding gap.'? Much of the available capital may be inaccessible to social enterprises
because investors do not prioritize impact alongside financial returns in their investment
decisions.’ Figure 11 below highlights the types of capital which are most accessible to
social enterprises in Tunisia. The example organizations are non-exhaustive.

- Strength of financial ecosystem Predominant type of support in Tunisia

Traditional financial
services

Philanthropy Impact investing

Investor
{oJI

Impact first Profit first

Investor Charitable Venture Direct impact Venture Traditional commercial
type donor philanthropy investor capital or PE banks

Capital Grants and donations Equity and quasi-equity Debt

|
Figure 11:
Financial ecosystem assessment

Strengths

Tunisia has a large network of financial institutions, including 42 registered banks and
micro-finance institutions, that offer affordable debt financing (around 7% interest rates)
to small- and medium-sized enterprises (SMEs), including social enterprises.’®2° Addi-
tionally, micro-finance institutions in Tunisia have experienced steady growth in loans
disbursed (24% increase in lending between 2017 and 2018), signaling an increased
appetite for SME lending."° This could provide SMEs, including social enterprises, with
the capital they need to grow and create jobs.

Tunisia is a growing market for impact investors, with USD $22.1 million invested in 47

deals in 2018. This represents 215% growth since 2017.3" Increased impact investment
offers increased funding options for high-growth-potential SMEs, including social enter-
prises, to scale and create jobs.

Barriers

Despite the large network of financial institutions, social enterprises struggle to access
financing. Social enterprise is a fairly new concept in Tunisia, and financial institutions
do not distinguish them from other SMEs."3? Due to this lack of understanding, financial
products offered are not targeted towards social enterprises, and the focus is placed

on profits as opposed to impact. This limits access to financing that would allow social
enterprises to grow and create jobs.
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Technical support ecosystem

Tunisia has a vibrant network of technical support organizations to help SMEs, including social enter-
prises, grow and create jobs through non-financial interventions. These organizations are funded by
non-governmental organizations (e.g. Hivos), impact investors (e.g. Yunus Social Business), and the
government. Many of these technical organizations run as incubators, accelerators, and hubs. In Tunisia,
many support organizations, funded primarily by grants, focus on the grant-supported shorter-term
interventions, which may limit social enterprises’ longer-term growth. Figure 12 shows the features

of technical support most accessible to social enterprises in Tunisia, with examples of organizations
(non-exhaustive).

_ Strength of technical support Predominant type of support in Tunisia

Co-working
spaces

Incubators Accelerators Hubs

=1V« Business development services, mentorship, training and funding | Shared office space

Focus Innovation Scalability Collaboration Networking

Support
duration

3-4 months 12-18 months Unlimited

|
Figure 12:
Technical support ecosystem assessment

Strengths

Tunisia’s vibrant network of support organizations includes accelerators, incubators, and co-working
spaces.'® They offer mentorship, training, and workshops for social enterprises, as well as opportunities
to network with funders. Some (such as Flat 6 Labs Tunis) also provide investment-readiness support
and funding to early-stage SMEs, including social enterprises.'** This support will help social enterprises
create jobs as they move from early to growth stage.

With support from the World Bank, the government established the USD $75 million Tunisia Innovative
Start-ups and SMEs project, which provides grants to ecosystem actors, particularly incubators and
accelerators, that specifically support women-led and rural-focused enterprises.'® This is expected to
increase access to ecosystem support services for social enterprises in rural areas, especially in the agri-
culture sector, which could support growth and job creation. This will help realize the potential for direct
jobs in social enterprises and an increase in additional income opportunities to be in agricultural social
enterprises by 2030.
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Barriers

Technical support providers mostly rely on grants to support their operations. The limited
available grant funding skews technical support towards short-term interventions.'3®
Most organizations provide training and workshops over less than four months, yet social
enterprises may require longer-term support, such as business incubation, to facilitate
their growth and job creation.

Enabling environment

Tunisia has a pro-business policy environment, which supports enterprise creation and
growth. The Tunisian Center for Social Entrepreneurship promotes social entrepreneur-
ship and provides social enterprises with opportunities to meet funders. The government
has a number of policies that aim to help SMEs, including social enterprises, access
funding and technical support. Tunisia also has a well-developed business infrastructure,
with high rates of electrification and literacy. Tunisia rose two places on the Ease of Do-
ing Business index to 78 out of 190 in 2019 after reducing business registration fees and
introducing a risk-based tax audit system.'3”

Business policy

Government policy aims to support the growth of locally owned SMEs, including social
enterprises. A key piece of legislation was the 2018 Start-up Act, which simplified admin-
istrative procedures, improving access to finance and markets. It also granted all employ-
ees in the public and private sector a one-year leave to concentrate on creating a new
business.’® These policies provide incentives for Tunisians to establish SMEs, including
social enterprises, that could drive job growth.

Business infrastructure

100% electrification, 82% literacy, and high grid reliability facilitates business
productivity'3°'40141 These factors drive job growth through increased
productivity and efficiency.

However, less than 20% of the population has access to 3G or 4G internet.'* This de-
creases access to more sophisticated forms of mobile and online banking, which may
limit the potential for job creation in sectors like financial inclusion.

Tax policy

The Tax Incentives Law 2017/18 provides tax exemptions on income and profits of
early-stage SMEs, including social enterprises, for their first four years of operation (on
a sliding scale from 100% exemption in their first year to 25% in their fourth year). Addi-
tionally, social enterprises in the agriculture sector benefit from 100% tax exemptions of
profits or revenues invested in subscription to initial capital or capital increases.’*® These
taxation policies allow social enterprises to re-invest their profits into growth, helping
them scale and create jobs.
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Industry body

Founded in 2011, the Tunisian Center for Social Entrepreneurship aims to create awareness of social
enterprises among the community, government, and private-sector stakeholders through community
outreach and advocacy. The Center works closely with incubators to tailor technical assistance for social
enterprises, link them with funders through networking activities, and assist them to market and com-
mercialize their products and services.' This financing and technical support provides social enterprises
with the skills and resources they need to scale and create jobs.

However, the Center does not engage in lobbying activities which could create further specific tax
exemptions to reflect the profitability and social impact motives of social enterprises. Furthermore, the
industry body has not engaged financial institutions to consider providing targeted financial products
designed for social enterprises.

Tunisia

Population in 2020: 11.8 million

GDPin 2019: USD $39.9 billion
Number of SMEs 2020: 601,416

Number of SEs 2020 33,000

Prevalence rate SE/SME (%): 5.5%

Ease of Doing Business Ranking: 78 of 190 economies

Human Development Index: 0.739 (high)




034 WESTERN AFRICA: COTE D'IVOIRE

Western
Africa:
Cote d'Ivoire

Overview

Cote d'lvoire has a GDP of USD $45 billion and population of 26.4 million in 2020.4>146
It has approximately 203,000 small- and medium-sized enterprises (SMEs) that provide
735,000 jobs.

The International Monetary Fund's initial estimates (post-COVID-19), expect Cote
d'lvoire’s economy to grow at a rate of 8.7% in 2021, an adjustment of +1.3% from
pre-COVID-19 estimates.'®” The government's fiscal stimulus packages of USD $2.1
billion should not only mitigate the impact of COVID-19 but also propel the country’s
economy to higher GDP growth.™® This study estimated that 9,100 social enterprises are
operating in Cote d'lvoire as of 2020, offering direct employment to 33,000 people.'
Cbte d'lvoire’s population is expected to grow by 2.8% annually," leading to a working
age population (15-64) of 19.3 million people in 2030.>"152

This study projects there will be approximately 42,400 direct jobs in social enterprises in
Cote d'lvoire by 2030, adding 9,400 jobs from 2020. As discussed further below, local
and international programs, government support, and the increased adoption of mobile
money services would enable to drive this growth. Figure 13 shows the total number of
direct jobs in social enterprises in 2020 and 2030 (projected).
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Figure 13:
Estimated direct jobs in social enterprises in Cote d'Ivoire 2020-2030
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Financial ecosystem Financial ecosystem
. While Céte d'lvoire is the third-largest recipient of impact capital in West
Medium Africa, with USD $891 million deployed between 2005 and 2015, most

of it was deployed by DFlIs in sectors such as energy and infrastructure
that contain fewer social enterprises. Social enterprises have access to
alternative sources of capital, namely diaspora funding, often aggregated
through crowdfunding platforms. However, the limited supply of non-
DFI impact capital and the informal structure of many social enterprises
makes access to capital challenging.

Technical support Technical support ecosystem
ecosystem An emerging network of technical support organizations is increasingly
partnering with financiers to offer capacity-building training, advisory
Medium services, and networking opportunities. While Cote d'lvoire has more

than 22 support entities, they are concentrated in Abidjan, and limited
awareness of these organizations and the benefit of their services has
hindered uptake by social enterprises.

Enabling Enabling environment
3 The country’s Ease of Doing Business ranking improved in 2019 by 17
environment positions to 122 out of 190,'>* and tax incentives in agriculture and
Medium healthcare support these common sectors for social enterprise. However,

higher payroll taxes on foreign investors, delayed implementation of sev-
eral business-enabling policies (such as the Phoenix Program), high levels
of corruption, and lack of a body to actively lobby for social enterprise-
needs a short dash, not a long oneenabling policies limit the develop-
ment of social enterprises and obstruct their job-creation potential.
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Financial ecosystem

Cote d'lvoire is the third-largest recipient of impact capital in West Africa and has access
to a large pool of diaspora funding. However, the IMF estimated in 2017 that micro-,
small-, and medium-sized enterprises in Cote d'lvoire, including social enterprises, face a
USD $12.4 billion funding gap. Causes of the disparity between available and accessed
capital include the informality of businesses in the country and limited availability of
non-DFI capital. Figure 14 below highlights the types of capital which are most accessi-
ble to social enterprises in Cote d'lvoire.
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Figure 14:
Financial ecosystem assessment

Strengths

Cote d'lvoire’s prevailing political stability and rapid economic growth have led to
increased investor interest, demonstrated by the high volume of impact capital flowing
into the country. It is the third-largest recipient of impact capital in West Africa, with USD
$891 million deployed between 2005 and 2015.'>* While the majority was deployed by
development finance institutions (DFIs), approximately USD $11 million non-DFI impact
capital was invested in businesses in agriculture or financial inclusion.’®

Crowdfunding platforms in Cote d'lvoire offer alternative sources of capital for social
enterprises. These platforms, such as Seekewa, enable Ivorian diaspora to invest in
local businesses, including social enterprises. Cote d'lvoire has a diaspora population of
approximately 1.1 million, who remitted USD $379 million in 2017."6"57 Diaspora Ivo-
rians seeking investment opportunities in Cote d’lvoire can use crowdfunding platforms
to channel investment to suitable businesses, offering social enterprises an alternative
source of finance to scale their operations and achieve their job-creation potential.

Barriers

Although Cbte d'lvoire is the third-largest recipient of impact capital in West Africa,
nearly all of it comes from DFls; non-DFIl impact capital is limited to about USD $11
million, as noted above.™® The average deal size of capital deployed by DFIs between
2005 and 2015 was USD $17.9 million, an amount often too large for social enterpris-
es in the country, which have an approximate maximum annual turnover of USD $1.7
million.™21¢® Moreover, DFIs active in Cote d'lvoire primarily focus on businesses in the
energy and infrastructure sectors, which only account for 7.5% of social enterprises.

While Céte d'Ivoire has the largest financial sector in the West African Economic Mon-
etary Union (WAEMU) in terms of the number of financial institutions, the informal
structure of many smaller businesses, including many social enterprises, limits the ability
of commercial banks and microfinance institutions to provide them with capital.'®' There
are approximately 26 commercial banks, 15 microfinance institutions, and 47 Savings
and Credit Cooperatives (SACCOs) which could provide funding to social enterprises in
Cote d'lvoire.’? However, 70% of businesses in the country are informal and, therefore,
lack the documentation and financial structures needed to access this funding.'?
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Technical support ecosystem

Cote d'lvoire has an emerging network of technical support organizations that are increasingly part-
nering with financiers to help SMEs, including social enterprises, grow and create jobs through non-fi-
nancial interventions. They are funded by investment funds (e.g. Injaro), philanthropists (e.g. Edmond
de Rothschild Foundation), and corporates (e.g. Orange). Their concentration in Abidjan and limited
awareness of the benefit of their services could limit their impact on social enterprises. Figure 15 shows
the features of technical support most accessible to social enterprises in Cote d'lvoire.
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Figure 15:
Technical support ecosystem assessment

Strengths

Cbte d'lvoire has an emerging technical support ecosystem; the number of support organizations has
grown fivefold from four in 2015 to more than 22 in 2017.'%* Some organizations are locally sponsored,
while others are founded or funded by international organizations. The organizations offer a wide range
of services from capacity-building training and advisory services to networking opportunities. By part-
nering with these organizations, social enterprises can build skills and develop a network of key partners
that could enable them to create jobs.

A growing number of partnerships between support entities and financiers provide technical support.'®
For example, Injaro Investment Fund, ESPartners, and the Edmond de Rothschild Foundation collaborat-
ed to set up the Archimédiens & Entrepreneurs incubator. Such partnerships lead to the development
of support programs that provide services, such as investment-readiness support, with a view to what
financiers expect. These tailored services could help social enterprises more easily access finance to
scale their operations and create jobs.
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Barriers

Awareness and uptake of technical support services is limited. SMEs in Cote d'lvoire,
including social enterprises, are often unaware of the benefits of technical support
services or may not know which organizations provide these services. Only about 25%

of enterprises in Cote d'lvoire are aware of available services; 19% are interested in these
services but are unaware of the benefits.'® Lack of awareness of support organizations
and the benefits of their services could hinder social enterprises’ ability to access finance,
scale, and create jobs in Cote d'lvoire.

Technical support organizations are concentrated in the economic capital. Approximately
15 of the 22 support organizations in Cote d'Ivoire (nearly three-quarters) are in Abid-
jan.'®” This could limit access for social enterprises operating in rural areas or in other
cities outside Abidjan, such as the 37% of social enterprises in agriculture.

Enabling environment

Cote d'lvoire has improved its operating environment, establishing agencies such as the
Investment Promotion Centre in Cote d'lvoire (CEPICI) and offering income tax exemp-
tions to businesses and investors in agriculture and healthcare. The active engagement
of the General Confederation of Enterprises of Cote d'Ivoire (CGECI) with the government
facilitates private sector development. The country’s Ease of Doing Business ranking
improved to 122 in 2020 from 139 out of 200 countries in 2019.'%¢ However, lack of
implementation of some policies, high levels of corruption, disparate payroll tax policies,
and lack of a social enterprise body threaten to hinder social enterprises from growth
and job creation.

Business policy

The government has established agencies to enforce enabling policies for social enter-
prises and other businesses. The Investment Code, introduced in 2012, contains incen-
tives for investors to promote the deployment of capital to businesses.'® The Investment
Promotion Centre in Cote d'lvoire was also established in 2012 to facilitate the registra-
tion of businesses and the implementation of these policies. The agency shortened the
business registration period to 24 hours, encouraging the formation of new businesses,
including social enterprises.

Delayed implementation of these business policies limits their potential impact, how-
ever. The SME Development Policy (Phoenix Program) was adopted in 2015 but imple-
mentation was delayed.’® The program was to include the launch of a guarantee fund
to offer financial support to SMEs, including social enterprises. As a result of this delay,
social enterprises have not been able to access an additional source of capital that could
enable them to scale operations and create more jobs. Implementation has been delayed
primarily due to a lack of coordination with the private sector.

Business infrastructure

The National Rural Electrification Program improved the electrification rate to 65.6% in
2017 and aims to increase this to 80% by the end of 2020."" Access to good-quality in-
ternet connections in urban centers and strong mobile internet penetration in rural areas
offers social enterprises access to tech-based solutions to operate more efficiently (e.g.,
accounting software).

The high level of corruption in Cote d’Ivoire limits social enterprises’ operations. Cote
d’lvoire was ranked 106 out of 180 countries in Transparency International’s 2019 Cor-
ruption Perceptions Index."”? Enterprises often must offer bribes, increasing their costs
and decreasing efficiency. The reduction in retained earnings naturally limits scale and
further job creation.

Tax policy

The government provides income tax exemptions between 50% and 75% to businesses
and investors in agriculture and healthcare.’” This could give the 41% of social enter-
prises operating in these sectors more retained earnings to scale their operations. Tax
exemptions for investors in these sectors encourages the deployment of capital, giving
social enterprises further access to funding to reach scale.
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On the other hand, Cote d'lvoire imposes higher payroll taxes on foreign investment companies than on
Ivorian-owned enterprises. Foreign investment firms are subject to 12% payroll tax, as opposed to the
2.8% charged to local firms."”* This discourages investors from setting up a local presence; the higher
payroll taxes raise monitoring costs.

Industry body

The General Confederation of Enterprises of Cote d’Ivoire (CGECI) is a national private-sector body in
Cbte d'lvoire. Established in 2005, it coordinates the activities of its member companies and liaises with
government to facilitate private-sector development. It promotes a conducive operating environment
for businesses, including social enterprises.

Cote d'lvoire lacks a dedicated social enterprise body. While CGECI facilitates the development of the
private sector overall, social enterprises require a body that will lobby for enabling policies (such as tax
relief) that take into consideration their social-impact and profit-seeking dual mandate.

Cote d'Ivoire

Population in 2020: 26.4 million

GDP in 2019: USD $45 billion
Number of SMEs 2020: 203,491

Number of SEs 2020 33,000

Prevalence rate SE/SME (%): 4.5%

Ease of Doing Business Ranking: 110 of 190 economies

Human Development Index: 0.516 (low)
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Western
Africa:

Ghana

Overview

Ghana had a GDP of USD $65.6 billion in 2018 and has a population of 31.1 million in
2020.775776 It has approximately 1.78 million small- and medium-sized enterprises (SMEs)
and 7.5 million jobs.

The International Monetary Fund's (IMF) initial estimates (post-COVID-19) expect
Ghana's economy to grow at a rate of 5.9% in 2021, an adjustment of -0.4% from
pre-COVID-19 estimates, after growth is expected to slow to 1.5% in 2020 (from a
previous projection of 5.8% growth in December 2019).77778 This study estimates that
approximately 97,500 social enterprises are active in Ghana, directly employing around
413,300 people. The population is expected to grow by 2.2% annually,'® leading to a
working age population (15-64) of 23.3 million people in 2030.

This study estimates there will be approximately 508,800 direct jobs in social enterprises
in Ghana by 2030, adding more than 95,500 from 2020. As discussed further below,
government support and increased mobile money penetration are expected to drive this
growth in jobs. In addition, social enterprises in the agricultural sector are projected to
provide the most income-generated opportunities, driven by the government’s delivery
of technical and operational support to smallholder farmers. Figure 16 shows the expect-
ed growth in direct jobs in social enterprises between 2020 and 2030.
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Figure 16:
Estimated direct jobs in social enterprises in Ghana 2020-2030
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Financial ecosystem

Though impact investment and debt financing are both available, social
enterprises may struggle to access capital, except for relatively prevalent
grant funding. Impact investment is targeted towards larger ticket sizes
of USD $500,000 or more, locking out early-stage, high-growth social en-
terprises with financing needs starting from USD $20,000."®" Commercial
debt terms, meanwhile, include high collateral requirements (100% of
loan value) and interest rates (about 30%), stifling any lending to SMEs,
as well as to social enterprises.®

Technical support ecosystem

Ghana'’s vibrant network of technical support organizations offers
high-quality and relevant services to businesses and social enterprises.
There are more than 153 such organizations, but many services are
skewed towards early-stage businesses, potentially limiting their benefit
and accessibility for more mature social enterprises.'®

Enabling environment

Government policies aim to support SMEs, and Ghana has a well-devel-
oped power and communications infrastructure, though poor rural roads.
Ghana also has a national social enterprise industry body that helps social
enterprises to raise growth capital (through the Social Enterprise Ghana
Fund) and provides technical support, including investment-readiness
support. However, this industry body does not actively lobby the govern-
ment for social enterprise-specific policies, such as tax exemptions, which
could further enable growth.’® While many tax policies favor social en-
terprises, some policies discourage foreign investment, and onerous tax
administration requirements divert resources from enterprise growth that
could lead to the creation of more direct jobs.
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Financial ecosystem

Ghana's financial ecosystem is not especially well developed, with impact capital and
debt financing inaccessible to most social enterprises. The IMF estimated in 2017 that
micro-, small-, and medium-sized enterprises in Ghana, including social enterprises, face
a funding gap of more than USD $5 billion. Causes of the inaccessibility of capital include
strict debt financing terms and impact investors’ preference for mature-stage business-
es.”® Figure 17 below highlights the types of capital which are most accessible to social
enterprises in Ghana. The example organizations are non-exhaustive.
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Figure 17:
Financial ecosystem assessment

Strengths

The government provides financing to venture capital funds that support SMEs, includ-
ing social enterprises, through the Venture Capital Trust Fund (VCTF). Through funds

it has financed, the VCTF has invested more than USD $40 million in 48 SMEs, some of
which are social enterprises, in sectors including agriculture, manufacturing, and ICT.
The VCTF estimates that more than 2,000 direct jobs have been created through these
investments.'® In addition, tax relief on private equity management fees incentivizes
investors to provide financing.'® These initiatives should lead to increased financing
options for social enterprises to grow and create jobs.

Social enterprises in Ghana have access to donor funding, with more than 44% of or-
ganizations having received grants.'®® This provides access to financing for early-stage,
high-growth social enterprises that are unable to access other sources of funding due to
large required ticket sizes and stringent debt terms.

Barriers

The high unit cost of managing funds at low ticket sizes discourages investment in
early-stage social enterprises, whose financing needs typically start at USD $20,000.
Most of these social enterprises struggle to access impact capital, as impact investment
is targeted at larger ticket sizes (USD $500,000 and above).'® The inability of these
social enterprises to access capital limits their ability to improve operations and provide
additional jobs.

Financial institutions in Ghana are risk-averse and usually unwilling to invest in start-up
or early-stage social enterprises. Financial institutions willing to lend, offer stringent
terms, including high collateral requirements (100% of loan value) and interest rates
(30%). This makes commercial debt too expensive for most social enterprises to use to
fund growth and job creation.’®
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Technical support ecosystem

Ghana has a vibrant network of technical support organizations to help SMEs, including social enter-
prises, grow and create jobs through non-financial interventions. These organizations are funded by
development aid organizations, revenue-generating activities, and the government. In Ghana, many
support organizations focus on early-stage social enterprises, which may limit their impact on more ma-
ture enterprises. Figure 18 shows the features of technical support most accessible to social enterprises
in Ghana, with examples of organizations (non-exhaustive).
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Figure 18:
Technical support ecosystem assessment

Strengths

Ghana’s vibrant network of support organizations includes more than 150 non-financial support provid-
ers.’ Some are locally sponsored, while others are founded and funded by international organizations.
All offer a range of assistance, including networking (76%), leadership development (67%), and busi-
ness strategy and planning (64%). Most (>75%) provide technical support to early-stage social enterpris-
es, allowing them to gain the skills they require to scale and increase the direct jobs they create.'?

Technical support organizations in Ghana target sectors that have the highest potential for job creation;
70% of organizations target agriculture and manufacturing, which could provide most direct jobs in so-
cial enterprises by 2030. Additionally, another 31% of organizations are sector-agnostic, allowing social
enterprises in all sectors to benefit from their support that could help them grow.™?
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Barriers

Most support organizations in Ghana target early-stage social enterprises; very few
address the needs of more mature social enterprises. Of the 153 support organizations
present, only 15% provide support to mature enterprises, greatly limiting the ability of
these businesses to grow and provide additional jobs.?

Moreover, most support organizations are located predominantly in the major urban
areas of Accra and Kumasi.”> However, small and medium-sized enterprises (SMEs),
including social enterprises, provide more than 80% of direct jobs in seven of the 10
administrative regions and more than 76% of jobs in the western region. Thus, lack of
non-financial support impedes SMEs in rural areas from creating more direct jobs.™®

Enabling environment

Ghana has a pro-business policy environment, which also serves to enable the creation
and growth of social enterprises. The industry body, Social Enterprise Ghana, provides
grants, debt, and equity financing to social enterprises that are unable to obtain financ-
ing from other sources. The government has also adopted policies that facilitate access
by SMEs, including social enterprises, to funding and technical support. Ghana also has a
well-developed business infrastructure, with high rates of electrification and mobile pen-
etration. However, the country’s Ease of Doing Business ranking fell from 114 in 2019 to
118 out of 190 in 2020 after the introduction of tax laws that raised costs for businesses,
including social enterprises.™”

Business policy

Government policy aims to support the growth of locally owned SMEs, including social
enterprises, by facilitating access to funding and technical support. In 2018, the Ministry
of Business Development introduced the National Entrepreneurship and Innovation Plan
(NEIP), which provides up to USD $10 million in business development services, start-up
incubation, and funding for early-stage businesses, as well as tax incentives, and prefer-
ential government procurement. Through this initiative, the government plans to create
500,000 direct jobs and income opportunities, some of which could be created by social
enterprises.'®®

The government has enacted policies that could limit foreign investment in Ghana and
discourage foreign investors from establishing social enterprises that could otherwise
create additional jobs for Ghana's citizens. These policies include a minimum capital
requirement of USD 1 million for foreign equity investors.™

Business infrastructure

An electrification rate of 83% and internet connectivity rate of 67% raise business
productivity.?°>2°" Access to high-quality, robust internet connectivity and high mobile
phone penetration (55%), the highest in West Africa (average of 44.8%), provides incen-
tives for tech-enabled solutions, such as digital lending.?°? These factors should drive job
growth, particularly in the financial inclusion and ICT sectors.

Conversely, Ghana has a poor road network in rural areas, with 98% of feeder roads
not tarmacked. This constrains the economic activities of social enterprises operating
in these areas by, for example, increasing time spent transporting goods to markets.2%
By raising the cost of reaching the market, the poor road network could discourage the
establishment of social enterprises in key sectors that are dominant in rural areas, such
as agriculture, limiting job growth.

Tax policy

In 2019, the government abolished the application of VAT to management fees for
private equity, venture capital, and mutual funds.?%* The expected reduction in cost
should encourage funds to enter the Ghanaian market. These taxation policies facilitate
increased access to funding by SMEs, including social enterprises, allowing them to scale
and create jobs.
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Tax filing procedures in Ghana are very time-consuming (on average tax filing takes each business about
226 hours to complete annually), diverting resources that could otherwise be used for production or
growth.2%

Industry body

With around 200 members, Social Enterprise Ghana aims to provide funding and technical support to so-
cial enterprises, including investment readiness support. Through its Social Enterprise Fund, supported
by donors and investors, the organization provides grants, debt, and equity financing to social enter-
prises that require between USD $20,000 and USD $250,000.2% This financing and technical support
provides social enterprises with the skills and resources they need to scale and create jobs.

However, this industry body does not actively lobby the government to develop social enterprise-specif-
ic policies, such as tax exemptions, that would take into consideration both the profitability and social
impact aspects of social enterprises.

Ghana

Population in 2020: 31.1 million

GDP in 2019: USD $65.6 billion
Number of SMEs 2020: 1,777,209

Number of SEs 2020 413,300

Prevalence rate SE/SME (%): 5.5%

Ease of Doing Business Ranking: 118 of 190 economies

Human Development Index: 0.596 (medium)
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Western
Africa:
Nigeria

Overview

Nigeria had a GDP of USD $397 billion in 2019 and a population of 206 million in
2020.297:2%8 |t has approximately 37 million small- and medium-sized enterprises (SMEs)
and 41.6 million jobs.

The International Monetary Fund's (IMF) initial estimates (post-COVID-19) expect Nige-
ria’'s economy to grow 2.4% in 2021, after contracting anywhere between 3.4% to 9% in
2020. This is 6 to 11 or more percentage points below Nigeria's expected pre-pandemic
growth in 2020, and expected to be half a percentage slower than previous estimates
in 2021.29921° This study estimates that 1.29 million social enterprises are operating

in Nigeria in 2020, offering 1.45 million direct jobs.?'* This figure is particularly high
compared to all other target countries, due to the high number of SMEs in Nigeria. The
population is still expected to grow by 2.7% annually, leading to a working age popula-
tion (15-64) of 147.7 million people in 2030.2'2

This study projects that approximately 1.88 million direct jobs will be in social enterpris-
es in Nigeria by 2030, an increase of approximately 432,000 since 2020. As discussed
further below, government support, growing internet penetration and an increasingly
sophisticated ICT sector, and SME-led industrialization are expected to drive this growth
in jobs. Social enterprises in the agricultural sector are projected to provide significant
additional income opportunities in 2030, driven by technical and operational support
offered by the government. Figure 19 shows the total number of direct jobs that could
be in social enterprises in 2020 and 2030.
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Figure 19:
Estimated direct jobs in social enterprises in Nigeria, 2020-2030



SOCIAL ENTERPRISES AS JOB CREATORS IN AFRICA PART Il COUNTRY PROFILES 047

Financial ecosystem

Medium

Technical support
ecosystem

Medium

Enabling
environment

Financial ecosystem

Nigeria accounts for more than a third of all remittances into Sub-Saha-
ran Africa and the total is seven times more than net official development
assistance.?'® However, remittances, foreign aid, and government sup-
port only cover 14% of the USD $158.1 billion funding gap for SMEs.?'4
Only a handful of impact funds have a local presence, and most DFIs and
impact investors active in Nigeria are headquartered outside of the coun-
try. This may make it challenging for many social enterprises to access
this network.

Technical support ecosystem

Nigeria has the strongest technical support network in West Africa, with
more than 90 organizations offering support.?'> Support organizations
focus on early-stage enterprises, with only 14% offering support to ma-
ture stage social enterprises. Additionally, most of the support is skewed
towards tech-enabled social enterprises, limiting support to those in
other key sectors such as agriculture which could provide 42% of direct
jobs by 2030.

Enabling environment

Restrictive taxes on investor returns make investment in Nigeria unattrac-
tive. Besides the country’s low ranking (131 of 190 globally) in terms of
ease of doing business, stringent currency controls limit the use of for-
eign currency and discourages capital inflows.?'® Additionally, there is no
social enterprise industry body to advocate for social enterprise positive
government policies.
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Financial ecosystem

Nigeria has a well-developed banking sector and a large supply of diaspora remittances
(~USD $23.63 million) with government funding supplementing the sector. Despite

the available capital, a MSME funding gap of USD $158.1 million reported by the IMF in
2017 persists.?'” There are several reasons why social enterprises in particular struggle to
access available capital whether commercial, private, or philanthropic. Commercial debt
comes with high collateral requirements (~200% of the value of the loan). The govern-
ment banned equity crowdfunding (a popular destination for remittances in other West
African countries, such as Cote d'Ivoire). Philanthropy is often only available in grants of
more than USD $5 million, considerably more than most social enterprises can absorb.
Figure 20 below highlights the types of capital which most accessible to social enterpris-
es in Nigeria. The example organizations are non-exhaustive.
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Figure 20:
Financial ecosystem assessment

Strengths

Government funds have provided funding for some enterprises. For example, the
government launched a loan program, the Lagos State Employment Trust Fund (LSETF),
that offers affordable funding to small businesses, offering loans at 5% interest per year
to businesses registered in Lagos State.?'® Such programs could help social enterprises
access financing to grow and create more direct jobs.

Nigeria has the largest diaspora network in the region — an estimated 5 to 15 million
people — who send more than a third of all remittances flowing to Sub-Saharan Africa,
USD $23.63 million per year. This is often accessible to SMEs and social enterprises
through friends and family funding.?'® Remittances are expected to keep growing as a
result of large intra-regional migration from the SSA region. For this reason, the govern-
ment launched a commission Nigerians in Diaspora Commission (NiDCOM),??° in 2017 to
help engage and utilize diaspora capital and material resources in the economic develop-
ment of Nigeria.

Barriers

Most social enterprises find it hard to access debt funding from MFIs and commercial
banks because of expensive offered terms. Banks may require more than 200% of the
value of the loan as collateral, limiting access to institutional debt for social enterprises.
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In 2016, the government, through the Nigerian Security and Exchange Commission, banned equity
crowdfunding, despite this mechanism having raised close to USD $8 million the previous year.??? This
represents a step back on efforts to cover the existing funding gap for SMEs, including social enterpris-
es. Meanwhile, philanthropic institutions in Nigeria have been inaccessible to social enterprises, since
most offer ticket sizes greater than USD $5 million, which may be too much for some of the small social
enterprises.

Some social enterprises are not investable with investors struggling to find a good pipeline of business
that have robust operational systems, proper financial management, and good governance. Impact
investors struggle sourcing viable investments that meet both financial and social objectives with most
of the business created out of a need to find employment and not really solving any problems in society.

Technical support ecosystem

Nigeria has more than 90 technical support organizations, funded by grants, corporate
institutions (e.g. Facebook), and local educational institutions, i.e. Covenant University
and the University of Nigeria launched Start-Up Labs in 2017. Many of these technical or-
ganizations run as incubators and accelerators working with early-stage businesses and
are skewed more towards tech-based start-ups. Figure 21 shows the features of technical
support most accessible to social enterprises in Nigeria, with examples of organizations
(non-exhaustive).
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Figure 21:
Technical support ecosystem

Strengths

Nigeria has a large and diverse network of support organizations, with more than 90 organizations
offering a range of support, including mentoring and coaching, incubation and acceleration, co-working
spaces, and even medium-term consulting. Many of them focus on the information and communica-
tions technology, access to finance, and education sectors.

Early-stage enterprises that receive support from these organizations are 23% more likely to receive in-
vestment and therefore also more likely to generate new jobs.??" This track record also encourages social
enterprises to work with these organizations offering technical support.
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Barriers

Only 20% of the supporting organizations offer support in finance or accounting, which
is a substantial element of investment readiness.??* This can hinder social enterprises
from building robust financial management systems that can attract investors. Mean-
while, only 14% of support organizations focus on mature social enterprises, which still
need support with expansion and strategy.??*

Enabling environment

Nigeria's government has tried to stimulate SME growth through several different pro-
grams but still lacks specific policies to support the growth of social enterprises. In the
past, the government has played a reactionary role in the private sector, addressing chal-
lenges as they arise. Indeed, the country’s Ease of Doing Business ranking improved from
146 out of 190 in 2019 to 131 in 2020.2%° A strong SME body, the Small and Medium
Enterprises Development Agency of Nigeria, coordinates activities and policy between
the government and the private sector.

Business policy

The government established the Export Promotion Council to catalyze development of
enterprise in non-oil sectors by offering consulting and advisory services and investment
to non-oil firms to enable them to scale up.?2® This will support any social enterprises
that export or import goods, for example by matching businesses that export agricultural
produce with potential buyers.

Currency controls by the Central Bank of Nigeria discourage foreign investment and cap-
ital inflows.??” These currency controls limit the use of foreign currency. As investments
into the country are typically denominated in dollars, this greatly discourages investors
from deploying capital into the country, limiting the amount of capital available to social
enterprises.

Business infrastructure

To encourage formal business formation, the government'’s Presidential Enabling
Business Environment Council (PEBEC) automated business registration and reduced
tax payment time to eight hours.?? In terms of physical infrastructure, however, Nige-
ria has a low electrification rate (45%) and very slow internet (176th globally); internet
penetration is 39%.229230.231 | ack of access to high-quality, robust internet and electricity
prevents social enterprises from accessing technology-based solutions to business prob-
lems, hindering productivity.

Tax policy

The government of Nigeria has reduced the tax burden on SMEs. The new finance bill,
when signed into law, will offer preferential tax rates for SMEs, including social enterpris-
es. Businesses with annual turnover greater than USD $261,000 will be subject to 30%
tax, while those with annual turnover between USD $65,000 and USD $261,000 will be
charged 20%.%3? Those below this bracket will be exempt from tax altogether. This will
allow social enterprises to retain more earnings to reinvest in their operations to scale
and create jobs.

Restrictive tax policies for investors discourage the deployment of capital into Nigerian
businesses. The Tertiary Education Trust Fund and National Information Technology De-
velopment Fund Acts impose 1% and 2% taxes, respectively, on foreign investor profits,
on top of the corporate tax charged.
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Industry body

The Nigerian government established the Small and Medium-sized Enterprise Development Agency of
Nigeria (SMEDAN), which develops and facilitates development programs (e.g.,the National Enterprise
Development Porgram) and hosts sessions to provide training to SMEs.?2 Additionally, it advocates

for SMEs, lobbying for supportive policies, and creating networking opportunities to share knowledge
among SMEs, including social enterprises.

Nigeria lacks a social enterprise advocacy body to raise awareness of social enterprises and promote
social enterprise-specific policies, such as tax exemptions, that would take into consideration both the
profitability and social impact aspects of social enterprises.

Nigeria

Population in 2020: 206 million

GDPin 2019: USD $397 billion
Number of SMEs 2020: 37,000,000

Number of SEs 2020 1,200,000
Prevalence rate SE/SME (%): 3.5%

Ease of Doing Business Ranking: 131 of 190 economies

Human Development Index: 0.534 (low)




052 WESTERN AFRICA: SENEGAL

Western
Africa:
Senegal

Overview

Senegal had a GDP of USD $24.1 billion in 2019, and its population in 2020 is 16.7 mil-
lion.34235 |t has 300,000 small- and medium-sized enterprises (SMEs) and approximately
4 million jobs, of which 4.6% are formal employment.?3¢

The International Monetary Fund's (IMF) initial estimates (post-COVID-19) expect Sene-
gal's economy to grow at 3% in 2020 and 5.5% in 2021.2%” Lloyds Bank predicts that Sen-
egal’s recovery will be driven by public investment under the pre-existing development
strategy, ‘Plan Sénégal Emergent’ (PSE), as well as global economic recovery and private
consumption.?®® This study has estimated that approximately 16,500 social enterprises
are operating in Senegal, employing 78,800 people directly.?*® The population is expect-
ed to grow at 2.8% annually, leading to a working age population (15-64) of 12.5 million
people in 2030.2%°

This study projects there will be approximately 104,900 direct jobs in social enterprises
in Senegal by 2030, approximately 26,100 more than in 2020. The government is sup-
porting industrialization of agriculture and increased value-added processing. They have
also improved the legal and regulatory framework for ICT companies, including social
enterprises. Social enterprises in the agricultural sector are expected to provide signifi-
cant additional income-generating opportunities, driven by the government'’s technical
and operational support, including subsidies for capital equipment. Figure 22 shows the
estimated total number of direct jobs in social enterprises in 2020 and 2030 (projected).

_
<
O
LL]
Z
LL]
v

120K

104,928

100K

78,838

80K

60 K

40K

20K

Number of jobs 2020 Number of jobs 2030

|
Figure 22:
Estimated direct jobs in social enterprises in Senegal, 2020-2030
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Financial ecosystem

More than 20 Development Finance Institutions (DFls) and impact in-
vestors are active in Senegal, and they offer capital in small ticket sizes,
which is often crucial for social enterprises’ growth.?' However, commer-
cial debt terms which often include high collateral requirements (>250%
of loan value) make it inaccessible to all SMEs, including social enterpris-
es_242

Technical support ecosystem

An emerging ecosystem of technical support providers offers a wide va-
riety of services, including training, office space, and tax and accounting
services. Most support providers, concentrate on tech-focused business-
es, making it hard for social enterprises operating in other sectors to
access support. Moreover, the number of support organizations is small
compared to the number of businesses that need support, compared to
other countries.

Enabling environment

The government supports SMEs through funding and policies to encour-
age SME growth. High urban electrification rates and the introduction of
online tax filing systems have fostered business productivity. However,
small- and early-stage businesses lack any specific tax relief and 80% of
SMEs remain informal. UNACOIS (Union Nationale des Commercants et
Industriels du Sénégal) supports the development of business-enabling
policies, but there is no social enterprise-specific body to advocate for
policies to support social enterprises specifically.
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Financial ecosystem

Development Finance Institutions (DFIs) and private impact investors invested more
than USD $536 million and USD $16 million in Senegal respectively between 2005 and
2015.%%3 However, by 2017 the IMF estimated that micro-, small-, and medium-sized
enterprises (MSMEs), including social enterprises, still faced a USD $915 million funding
gap.?** This is particularly acute for small and informal enterprises who are unable to
meet the strict requirements to access commercial debt, although it is available.?** Figure
23 below highlights the types of capital which are most accessible to social enterprises in
Senegal. The example organizations are non-exhaustive.

- Strength of financial ecosystem Predominant type of support in Senegal

Traditional financial
services

Philanthropy Impact investing

Investor

Profit first
{oJdI

Impact first

Investor Charitable Venture Direct impact Venture

type donor philanthropy investor capital or PE Traditional commercial banks

Capital Grants and donations Equity and quasi-equity Debt
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Figure 23:
Financial ecosystem assessment

Strengths

Impact investors focus on sectors with high job creation potential like manufacturing and
agriculture, which are projected to account for 55% of social enterprise jobs in 2030. Up
to 2015, 87.5% of funds committed, more than USD $14 million were spent in these two
sectors.?*® DFIs invested more than USD $132 million, although this was a lower propor-
tion, 25% of all funds committed.

Impact investors and DFIs make capital accessible for social enterprises. More than half
of DFI deals and all non-DFI deals completed between 2005 and 2015 were smaller than
USD $5 million. Furthermore, 67% of non-DFI deals were in ticket sizes of less than USD
$1 million.?*” This matches the capital needs of many social enterprises.

Barriers

Social enterprises are likely to struggle to access commercial loans, as banks can require
collateral of more than 250% of the loan size.?* This is often to mitigate risks inherent in
lending to informal organizations, as more than 80% of SMEs, including social enter-
prises, are informal in Senegal. This can often also mean they do not have up to date
financial reports.?*
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Technical support ecosystem

Senegal has a growing network of technical support organizations to help SMEs, including social
enterprises, grow and create jobs through non-financial interventions. These organizations are funded
by non-government organizations (e.g., Ker-Thiossane), financial institutions (e.g., Grofin, through a
technical assistance facility), and banks (e.g., Société General). Most of these organizations focus on
tech-enabled social enterprises and SMEs, which may exclude organizations in sectors with the greatest
potential to create jobs. Figure 24 shows the types of technical support most accessible to social enter-
prises in Senegal, with examples of organizations (non-exhaustive).

_ Strength of technical support Predominant type of support in Senegal

Co-working
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Incubators Accelerators Hubs

SV Business development services, mentorship, training and funding

Shared office space

Focus Innovation Scalability Collaboration Networking

Support
duration

3-4 months 12-18 months Unlimited
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Figure 24:
Technical support ecosystem assessment

Strengths

Most support focusses on tech-enabled SMEs which will help realize the potential jobs in Senegal’s
growing ICT sector. They encourage innovation and growth in the ICT sector by promoting digital litera-
cy to drive demand and usage and helping enterprises to develop technical expertise.2%%2

Support organizations provide a variety of services, including networking and collaboration, training,
entrepreneur coaching, tax and accounting services, links to capital sources, and co-working space. Of-
ten these services are provided under one roof, which theoretically should decrease the time and effort
for social enterprises to access them.?>?

Barriers

Despite growing ecosystem support, the network of 28 support organizations is relatively small given
the considerable number of SMEs in Senegal: an estimated 300,000 SMEs and 13,500 social enterprises
in 2020. This limits access to capacity-building services and hinders social enterprises’ ability to scale.

Technical support organizations are not always organized around sectors that are expected to create the
most jobs. For example, agriculture is expected to account for 41% of jobs in social enterprises, only four
hubs focus on agri-tech, and even fewer focus on agriculture.?>




056 WESTERN AFRICA: SENEGAL

Enabling environment

The Senegalese government has tried to support SME growth through various policies
and improved bureaucracy such as creating online systems for filing and paying taxes,
were introduced in 2018.2542552% The country's Ease of Doing Business ranking improved
from 141 out of 190 in 2019 to 123 in 2020. However, social enterprises may not be
able to benefit from these improvements as there is no specific body to facilitate policy
collaboration between the government and the private sector to encourage social enter-
prise.

Business policy

The government actively supports SMEs by developing policies that support their
growth. Through the Economic Modernization Act, it has established bodies that provide
development support and funding to SMEs. Additionally, it has simplified the process of
starting a business, reducing the minimum capital requirement to start a business to USD
$2,000, introducing a new company structure that is cheaper and faster to incorporate,
and reducing notary fees for company incorporation.?’

Despite government support, limited collaboration among different policy initiatives
makes SME adoption slow and ineffective.?>® For example, while current policies accel-
erate the business set-up process to support formalization, lack of tax relief discourages
small businesses from registering due to fear of additional tax-related costs that could
impede business growth and long-term sustainability.?*®

Business infrastructure

Senegal has a high urban electrification rate (88%), greater than the Sub-Saharan African
urban average of 78%.2502¢7 This facilitates access to support services such as informa-
tion and telecommunications systems that boost operational efficiency and improve
businesses’ productivity.

While the government has intensified efforts to reduce business startup costs, it still
costs USD $6,150 to register a new business.?%? This both discourages new business reg-
istration, but it is also a barrier to informal businesses registering formally, which means
they cannot access financing commercial and/or formal impact capital.

Tax policy

In 2018, the government introduced online systems for filing and paying taxes that re-
duced the time and cost businesses spend on tax compliance processes from 441 to 416
hours per year between 2019 and 2020.2

Nonetheless, there is no dedicated tax relief for small- and early-stage businesses, which
is an added incentive for new and informal SMEs, including social enterprises, to avoid
formal business registration. As discussed, they are locked out from growth capital as a
result.
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Industry body

Union Nationale des Commercants et Industriels du Sénégal (UNACOIS) supports the development of
business-enabling policies by empowering members to engage with government in direct dialogue and
submitting proposals for potential policy reforms.26*

However, there is no social enterprise-specific body to lobby the government for enabling policies (such
as tax exemptions) that would take into consideration both the profitability and social impact aspects of
social enterprise.

Senegal

Population in 2020: 16.7 million

GDP in 2019: USD $24.1 billion
Number of SMEs 2020: 300,000

Number of SEs 2020 16,500

Prevalence rate SE/SME (%): 5.5%

Ease of Doing Business Ranking: 123 of 190 economies

Human Development Index: 0.514 (low)
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Eastern
Africa;
Ethiopia

Overview

Ethiopia has a GDP of USD $94 billion and a population of 109 million in 2020.26256 |t

has approximately 800,000 small and medium-sized enterprises (SMEs) and 1.2 million
j0b5.267'268'269'270

The International Monetary Fund's (IMF) initial estimates (post-COVID-19), expect Ethio-
pia’s economy to grow at a rate of 4.3% in 2021, an adjustment of -3.1% from pre-COV-
ID-19 estimates.?”" This study estimates that in 2020 there are 27,900 social enterprises
in Ethiopia, employing possibly 42,700 people directly.?”? The population is expected

to grow by 2.6% annually, leading to a working age population (15-64) of 86.8 million
people in 2030.

There are expected to be approximately 55,600 direct jobs in social enterprises in Ethi-
opia by 2030, and it is projected that approximately 12,900 could be added between
2020 and 2030. As discussed further below, government and private support, increased
demand for housing, and expansion of the financial sector are expected to drive these
jobs. In addition, social enterprises in the agricultural sector are also expected to provide
significant additional income opportunities by 2030, driven by technical support offered
by the government. Figure 25 shows the total number of direct jobs that could be in
social enterprises in 2020 and 2030.
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Figure 25:
Estimated direct jobs in social enterprises in Ethiopia, 2020-2030
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Financial ecosystem

Impact capital is available from investors, such as those involved in
Renew LLC's Impact Angel Network.?”> However, the available capital is
not sufficient to address the financing needs of MSMEs, including social
enterprises. This has resulted in a persistent funding gap of ~USD $4.3
million as of 2017.27*

Technical support ecosystem

Ethiopia has a network of 62 support organizations, concentrated in
Addis Ababa. However, only 18% of social enterprises are in the capital,
which may restrict accessibility.?”> Additionally, 50% of support organ-
izations are focused on agriculture, signaling that social enterprises in
other sectors may struggle to access specialized support for their sector’s
needs.

Enabling environment

Ethiopia has an active social enterprise body, Social Enterprise Ethiopia,
which was established in 2018. According to the Aspen Network of
Development Entrepreneurs, the industry body has so far focused on
facilitating member networking rather than taking on an advocacy role
to lobby and collaborate with government which could result in favorable
policies towards social enterprises.?’®
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Financial ecosystem

The current supply of capital for social enterprises includes debt financing from microfi-
nance institutions (MFIs) and impact capital from local angel networks, mainly supported
by international non-governmental organizations (NGOs) and donors. Despite the capital
availability, the IMF estimated in 2017 that micro-, small- and medium size enterprises
faced a >USD $4.3 billion funding gap in Ethiopia and social enterprises are expected

to share this challenge. According to Intellecap, this disparity is likely caused by govern-
ment restriction on direct foreign investments and mismatch of funding needs between
investors and entrepreneurs, in terms of type of capital provided.?”” Figure 26 shows the
type of capital available to social enterprises in Ethiopia.
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Figure 26:
Financial ecosystem analysis

Strengths

Given the low inflow of impact capital (only 7% of total foreign impact capital in East
Africa), more than 45 micro-finance institutions (MFIs) in Ethiopia play a significant role
in filling this gap between the demand and supply of impact capital. MFIs have a client
base of more than 3 million and have issued ~USD $394 million in loans as of 2017.278 In
addition to no or low collateral terms, MFls also leverage informal financial models, such
as ‘iqub’ and ‘iddir’, to tailor their financial products and widen their client base.?”®

Additionally, international non-governmental organizations (NGOs) and donors are
shifting from charitable giving to long-term development. A portion of the 62% of NGOs
piloting new impact investing approaches in East Africa, have channeled their funds to
local angel investor networks (e.g. RENEW). As a result, the availability of impact capital
to social enterprises has increased and enabled through equity investments of USD
$200,000 - $3 million provided by the networks.2

Barriers

Despite the high volume of foreign impact capital, flowing into East Africa from private
impact investors, only 7% (~USD $90 million) is received in Ethiopia and available to
social enterprises. Low inflows of impact capital are a result of government restriction
on foreign investments through heavy regulations limiting direct investment, requiring
majority local ownership and capping the amount of funds repatriated outside the coun-
try.?8! These measures are instituted to protect against majority foreign control in key
sectors but have further discouraged investors even from minority stake investments.

In addition, there is a mismatch between the funding needs of social enterprises and the
type of capital available. While 86% of investors provide equity, only 5% of social enter-
prises require this type of financing as most businesses tend to be family owned and may
be hesitant to share ownership rights.?%
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Technical support ecosystem

Ethiopia has a strong network of support entities which aim to help SMEs, including social enterprises,
grow and create jobs through non-financial interventions. They are mainly funded by foundations (e.qg.
Ford Foundation) and bilateral organizations including USAID. The Aspen Network of Development
Entrepreneurs reports however, that ~75% of them are concentrated in the capital, Addis Ababa, which
is likely to limit their ability to support social enterprises in other regions.?2 Figure 27 shows the types of
technical support most accessible to social enterprises and examples of organizations (non-exhaustive).

Strength of technical support Predominant type of support in Ethiopia
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Figure 27:
Technical support ecosystem Assessment

Strengths

Ethiopia has a network of more than 62 technical support organizations, including 36 business devel-
opment providers and 27 accelerators and hubs (e.g., Growth Africa and Seedstars). These organiza-
tions offer a wide range of services, with 40% offering business strategy and planning, 32% providing
networking opportunities, 32% offering value chain development, 25% offering financial management,
22% providing technology development and 18% offering marketing research and support.?®* These
services provide social enterprises with the skills and networks they require to grow and create jobs.

Many support organizations bundle social enterprise services, including co-working spaces, training, and
entrepreneur coaching.?® This makes it easier for social enterprises to access a wide range of services
and should be more cost efficient for support organizations which are fully using their resources, e.g.
providing training from a co-working space.

Barriers

Accelerators and hubs are concentrated in Addis Ababa. This could likely limit the attention to innovative
social enterprises in other regions including Somali, which is a high renewable energy zone.?¢Social
enterprises in these regions therefore may be unable to acquire skills needed to scale and create jobs.

There is limited amount of support available to non-agriculture social enterprises with 50% of support
organizations focused on agriculture.?®’ This could limit the ability of social enterprises in other sectors
to scale and create jobs, for example, with add space before ‘with” only 3% of organizations specializing
in affordable housing, although the sector is expected to generate the 2" highest number of direct jobs
in social enterprises.
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Enabling environment

Ethiopia has a state-controlled policy environment, which in the main also serves as a
restrictive environment for social enterprise creation and growth in government priority
sectors including renewable energy and ICT. The ease of doing business ranking has im-
proved from 161 in 2018 to 159 in 2019 and 2020, on the back of policies to support lo-
cal SMEs and favorable business registration policies. The industry body, Social Enterprise
Ethiopia, aims to support social enterprise policy, but has had limited market influence,
as it is still young, and social enterprises are still subject to commercial tax rates.

Business policy

The government created a MSME development agency, the Federal Micro and Small
Enterprises Development Agency (FeMSDA), in 2011 to promote the MSE sector in the
country. Through the technical support provided, the agency has led to the elevation of
3,141 enterprises from small enterprise level to middle enterprise level and facilitated ~5
million SMEs to access finance.?® This support has benefitted social enterprises which
operate in the MSME sector by enabling the enterprises to scale and create jobs.

Investment policies are aimed at limiting foreign investment in priority government sec-
tors. Some of the key sectors include renewable energy and ICT which are expected to
account for approximately 5% of direct social enterprise jobs. Restrictive policies include
arequirement for foreign investors interested in investing in these sectors to provide
goods and services to domestic firms. This discourages foreign investments that could
drive job growth in these sectors, including financial inclusion which has the 3 highest
number of direct jobs.?®

Business infrastructure

The government eliminated the minimum capital requirement in 2018 to promote the
registration of new businesses. Prior to this, the paid-in capital amounted to 184% of a
business owner’s income. The elimination of the minimum capital requirement incentiv-
ized entrepreneurs, including social entrepreneurs to formally register new businesses,
which gave employees the statutory protections of formal employment.?*©

Ethiopia has only 12% internet penetration and 43% mobile penetration, significantly
behind East African neighbors such as Kenya with 24% internet penetration and 112%
mobile penetration.?' This threatens the ability of internet and mobile-based social
enterprise models to scale successfully, as many have done using Kenya’'s mPesa, for
example. In financial inclusion, low mobile penetration will prevent increased income
opportunities through mobile banking. In all sectors, social enterprises will struggle to
make data-informed decisions which could help them to realize their scale potential and
connect and communicate with potential investors and technical support organizations.

Tax policy

The government provides tax incentives to businesses in high priority sectors such as
agriculture, manufacturing, and sustainable tourism to drive expansion. For example,
manufacturing firms with more than 50 employees can make capital investments with-
out attracting any tax.?®? The provision of the tax incentives could enable social enterpris-
es to achieve this potential as they are motivated to create employment.

Industry body

Ethiopia has an industry body, Social Enterprise Ethiopia, which was established in 2018
to bring together social enterprises and champion their needs. The industry body pro-
vides networking opportunities among its members and with ecosystem actors such as
funders, coordinates peer learning and mentorship programs e.g., talent programs and
provides co-working spaces to members at subsidized rates.?> In 2018, Social Enterprise
Ethiopia partnered with the British Council to organize the Social Enterprise World Forum
(SEWF) which brought together more than 1,200 delegates. Such initiatives provide
social enterprises with the opportunity to network with peers globally and learn from
experts through trainings, allowing them to gain the skills needed to scale their business-
es and create jobs.
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However, the industry body is still nascent and has not actively engaged in advocacy as it has main-

ly focused on providing networking opportunities for members, office space and training.?°* Social
Enterprise Ethiopia was founded in 2017 in a collaboration between British Council Ethiopia and Reach
for Change.?*> The organization’s key focus to date has been to raise awareness on social enterprises.
To further support social enterprises in the country, the body needs to lobby the government for policy
recognition that will acknowledge the social enterprise structure. The organization is yet to engage the

government in policy discussions as it is currently focused on establishing itself.

—— Ethopia

Population in 2020:

GDPin 2019:

Number of SMEs 2020:
Number of SEs 2020
Prevalence rate SE/SME (%):

Ease of Doing Business Ranking:

Human Development Index:

109 million

USD $94 billion

800

27,900

3.5%

159 of 190 economies

0.470 (low)
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Eastern
Africa;
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Overview

Kenya has a GDP of USD $91.2 billion and a population of 53.8 million in 2020.2962%7 |t
has approximately 1.56 million small- and medium-sized enterprises (SMEs) and 6.29
ml”lon jObS. 298,299,300,301

The International Monetary Fund's (IMF) initial estimates (post-COVID-19), expect Ken-
ya's economy to grow at a rate of 6.1% in 2021, an adjustment of -0.2% from pre-COV-
ID-19 estimates, after a slowdown to between 1% and 3% growth in 2020.3923% This
study has found that there could be approximately 85,600 social enterprises in Kenya in
2020, employing possibly 345,000 people directly.3** The population is expected to grow
by 2.4% annually, leading to a working age population (15-64) of 41.8 million people in
2030.

There are expected to be approximately 444,000 direct jobs in social enterprises in Kenya
by 2030, and it is projected that approximately 98,800 will be added between 2020 and
2030. As discussed further below, government and private support, increased demand
for housing, and adoption of mobile money are expected to drive these jobs. Additional-
ly, social enterprises in the agricultural sector are also expected to provide significant ad-
ditional income opportunities in the future, driven by technical and operational support
offered by the government. Figure 28 shows the total number of direct jobs that could
be in social enterprises in 2020 and 2030.
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Figure 28:
Estimated direct jobs in social enterprises in Kenya 2020-2030
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Financial ecosystem

Impact investment and debt financing are available in Kenya, but social
enterprises may struggle to access this capital. Kenya attracts 46% of
impact investments in East Africa, but investors are mainly in major cities
and rural social enterprises may not be able to access those networks.3%
Additionally, commercial debt terms include high collateral requirements
(252.7% of loan value), which can stifle any lending to SMEs, or social
enterprises.3%

Technical support ecosystem

Kenya has a robust network of technical support organizations that offer
high quality and relevant services to businesses and social enterprises.
There are more than 120 such organizations, but many services are
skewed towards tech-enabled business models which may limit the bene-
fits and accessibility for social enterprises that are not tech-enabled.3%’

Enabling environment

Government policies aim to support SMEs, and Kenya has both a national
social enterprise industry body and hosts the regional social enterprise
body. However, neither actively lobbies the government for social enter-
prise specific policies (e.g. tax exemptions), which could further enable
growth.
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Financial ecosystem

Kenya is a regional impact investment hub with a well-developed banking sector that
could provide a variety of types of capital to social enterprises. However, the IMF es-
timated in 2017 that micro-, small- and medium size enterprises faced a > USD $19.3
billion funding gap in Kenya, and social enterprises are expected to share this challenge.
Research indicates that causes of the disparity between available and accessed capital
may include strict debt financing terms and investors struggling to find pipeline outside
of major cities.?® Figure 29 below highlights the types of capital which is most accessible
to social enterprises in Kenya.
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Figure 29:
Financial ecosystem assessment

Strengths

Kenya is a vibrant hub for impact investors and impact investment in the country ac-
counts for 46% of all impact investment deals in East Africa.>*® Approximately 95 impact
investors are active through more than 135 impact investment vehicles.>"® Of more than
220 deals closed between 2005-15, approximately 40 deals were in either agriculture
or financial inclusion. This represents strong financial support for two sectors which

are expected to contribute the most to the total number of jobs in social enterprises in
Kenya.3™"

The dominance of mobile money in the country has led to the development of mobile
lending services (e.g. Branch International and TALA) that provide capital to small busi-
nesses including social enterprises.

The banking sector is highly developed and social enterprises can expect to find debt
capital at various ticket sizes and terms from over 40 commercial banks, 55 microfinance
institutions (MFls), and 5,000 Savings and Credit Cooperatives (SACCOs).32 Although
there can be challenges in accessibility (see ‘Barriers’), at the smaller ticket size, MFls
have a total exposure of about USD $44 million to SMEs (which includes social enterpris-
es) and at the larger ticket size, commercial banks do offer SME financial products.3'?

Barriers

Many social enterprises may find themselves unable to access debt capital, because they
are either too big for MFIs or cannot afford the terms offered by commercial banks.>
Bank interest rates were capped until 2020 at 14% (average rates in the period were
12.4%) but commercial banks required more than 250% of loan value in collateral, on
average, to compensate.3'>31¢ Surveys of commercial banks find that lack of quality fi-
nancial information prevents lending to SMEs, and by extension social enterprises, which
explains extremely high collateral requirements to mitigate the risk of the unknown.
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There is limited availability of angel investment in Kenya. Angel investing is nascent in Kenya with USD
$10 million deployed between 2008 and 2015.3"” Despite an increasing network of high-net-worth
individuals (HNWIs) willing to invest in early-stage businesses, including social enterprises, angel
investment provides funding to approximately 2% of businesses in Kenya.3'® This could be attributed to
limited awareness of available opportunities by HNWIs and limited awareness of angel investors among
businesses.

An estimated 48% of social enterprises in Kenya are in the agricultural sector which mainly operate in
rural and peri-urban areas of Kenya. By contrast, funders are mainly based in Nairobi, Mombasa and
Kisumu.3"™ This may result in underperformance, in job creation terms, by agriculture social enterprises,
if they are unable to connect with funder networks.

Technical support ecosystem

Kenya has a large network of technical support organizations which aim to help SMEs, including social
enterprises, grow and create jobs through non-financial interventions. They are funded by grants, rev-
enue generating activities, local educational institutions (e.g. Strathmore University) and corporations
(e.g. Microsoft). In Kenya, many support organizations focus on tech-enabled start-ups, which may limit
their impact on social enterprises that are not tech-enabled. Figure 30 shows the features of technical
support most accessible to social enterprises in Kenya, with examples of organizations (non-exhaustive).

_ Strength of technical support Predominant type of support in Kenya
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Figure 30:
Technical support ecosystem assessment

Strengths

Kenya has a large and diverse network of support organizations including more than 50 hubs and over
70 incubators.?? These range from locally-sponsored organizations to those founded by international
organizations. They all offer a range of types of assistance from mentoring and coaching sessions to
networking opportunities. There is also a wide spectrum of foci from investor readiness support to inno-
vation.

Kenya has a strongly entrepreneurial culture, which encourages experimentation and new ventures, in
2018 alone there were 44,000 new business registrations.3?' This can make for a competitive envi-
ronment which has already generated a significant number of well-known social enterprises such as
M-KOPA, Twiga Foods, etc.
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Barriers

More than 45 existing technical support organizations focus on tech-enabled businesses.
This helps boost Kenya'’s reputation as a regional tech hub, but may limit support acces-
sible to non-tech-enabled start-ups in sectors such as affordable housing and financial
inclusion (where there are traditional cooperative social enterprise business models
which are well established and successful) would be excluded.???

Enabling environment

Kenya has a pro-business policy environment, which also serves as an enabling environ-
ment for social enterprise creation and growth. The Ease of Doing Business ranking im-
proved from 61 in 2019 to 56 out of 190 in 2020, coupled with policies to support SMEs
and favorable foreign investment policies.3?® The industry body, Social Enterprise Society
of Kenya, aims to support social enterprise policy, but government has not focused on
social enterprises specifically and they are still subject to commercial tax rates.

Business policy

The Micro and Small-sized Enterprise Authority (MSEA) was established in 2012 to un-
dertake policy reforms and implement programs to develop the MSME sector in Kenya.??*
Some supportive SME policies in Kenya include increasing the SME procurement from
10% to 30% in 2013.3%

There is weak government involvement in Public Private Partnerships (PPPs) that could
support social enterprises. The effectiveness of these PPPs often requires strong private
sector initiative as the government provides limited funding and engagement.326

Business infrastructure

An electrification rate of 64.5% contributes to social enterprise productivity.>?” Access to
high quality, robust internet in urban centers, and strong mobile internet penetration in
rural areas gives social enterprises access to tech-based solutions to operate efficiently
(e.g. accounting software).

There is a long duration to receive a patent (~3 years) with Kenya Industry Property
Institute (KIPI). This limits the incentive for fast-changing ICT and tech-enabled social
enterprises to invest in [P.3%

Tax policy

The Foreign Investment Protection Act encourages foreign investment into local SMEs,
including social enterprises, and guarantees foreign earnings may be repatriated without
additional tax.* This encourages foreign investors to deploy capital in Kenya giving so-
cial enterprises access to larger pools of capital to sustain and scale operations to create
jobs. Additionally, the Presumptive Tax came into effect in January 2019 and imposes

a tax of 15% of the business permit for businesses with a turnover lower than approx-
imately USD $47,000, payable once a year.3® This replaced the Turnover Tax which
imposed a tax of 3% on gross sales of a business, payable monthly.'

On average, Kenya Revenue Authority imposes a total tax rate of 44% on businesses’
profit. This tax burden may be a disincentive for social enterprises to grow revenues and
create more jobs and it caps the profit available to funnel back into the social enterprise.

Industry body

The Social Enterprise Society of Kenya (SESOK) was established in 2017 and aims to
provide support to and raise awareness about social enterprises by offering technical
support and networking opportunities.?3? Additionally, East African Social Enterprise Net-
work (EASEN) is a regional social enterprise body that offers advisory services and aims
to advocate for social enterprises in Kenya, Uganda, Tanzania, Rwanda, South Sudan,
and Burundi.
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However, these industry bodies do not actively lobby the government to develop social enterprise
specific policies. There is a lack of collaboration between the industry bodies and social enterprises to
lobby the government for social enterprise enabling policies that would take into consideration both the
profitability and social impact aspect of social enterprises (e.g. tax exemptions).

— Kenya
Population in 2020: 53.8 million
GDPin 2019: $91.2 billion
Number of SMEs 2020: 1,560,500
Number of SEs 2020 85,600
Prevalence rate SE/SME (%): 5.5%

Ease of Doing Business Ranking: 56 of 190 economies

Human Development Index: 0.579 (medium)
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Eastern
Africa:
Rwanda

Overview

Rwanda had a GDP of USD $9.5 billion as of 2019 and a population in 2020 of 13.0 mil-
lion.333:33% This study estimates that Rwanda has approximately 123,496 small and medi-
um-sized enterprises (SMEs) and 2.6 million jobs, of which 19% are formal employment.

The IMF's initial estimates (post-COVID-19) expect Rwanda’s economy to grow at a rate
of 6.7% in 2021, an adjustment of -0.2% from pre-COVID-19 estimates, after a slowdown
to 3.5% growth in 2020.3%533¢ The population is expected to grow 2.5% annually.?*” This
annual growth will lead to a working age population (15-64) of 9.7 million people by
2030.3% This study has estimated that there are 4,300 social enterprises in Rwanda,
employing 18,300 people directly.

There are expected to be approximately 23,300 direct jobs in social enterprises in Rwan-
da by 2030, a projected increase of 5,000 from 2020. As discussed further below, gov-
ernment and private support for the agricultural sector, increased demand for affordable
housing, and growing adoption of mobile banking are expected to drive job creation in
these sectors. Additionally, social enterprises in the agricultural sector are expected to
provide a significant amount of additional income opportunities, driven by technical and
operational support offered by the government. Figure 31 shows the total number of
direct jobs in social enterprises in 2020 and 2030 (projected).
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Figure 31:
Estimated direct jobs in social enterprises in Rwanda 2020-2030



SOCIAL ENTERPRISES AS JOB CREATORS IN AFRICA PART Il COUNTRY PROFILES 071

Financial ecosystem

Technical support
ecosystem

Enabling
environment

Financial ecosystem

Rwanda receives less impact investment than its neighbors (representing
7% of deals in East Africa); 89% of such funding comes from Develop-
ment Finance Institutions, which prefer deals larger than USD $ 1 million.
Commercial debt financing is available, but social enterprises may find
the terms unaffordable, with high interest rates (~26% by MFIs and ~18%
by banks) and collateral demands by some MFIs of up to three times the
value of the loan. These strict terms for debt have led to a heavy reliance
on grants among social enterprises.?

Technical support ecosystem

While they offer a diverse range of services, Rwanda has a small network
of technical support organizations (~12 entities). Moreover, 59% focus
primarily on the agriculture sector; other critical sectors may have more
limited or less tailored technical support.

Enabling environment

The government of Rwanda has been at the forefront regionally in terms
of setting up a pro-business environment; the country ranks among the
top 30 (29/190) globally in ease of doing business, compared to an av-
erage 111 rank in the region.?*® Besides reducing regulatory complexity
and making it easy to start a business, the government offers preferential
taxation for new SMEs and investors in the energy and ICT sectors.
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Financial ecosystem

While Rwanda is becoming a regional impact investment hub, the IMF estimated in 2017
that micro-, small- and medium-size enterprises in Rwanda faced a > USD $ 1.3 billion
funding gap; social enterprises share this challenge.3*' Commercial funding is expensive
(~26% interest rates and stringent demands for collateral), leaving most SMEs and social
enterprises to meet their total funding requirements using their own capital. Additional-
ly, impact investment volume is historically low, with USD $44 million deployed between
2004 and 2014 (~7% of funding in East Africa), limiting social enterprises’ access to fi-
nance. Figure 32 below highlights the types of capital which are most accessible to social
enterprises in Rwanda. The example organizations are non-exhaustive.

- Strength of financial ecosystem Predominant type of support in Rwanda

Traditional financial
services

Philanthropy Impact investing

Investor

Profit first
focus

Impact first

\VEHGIA  Charitable Venture Direct impact Venture

type donor philanthropy investor capital or PE Traditional commercial banks

Capital Grants and donations Equity and quasi-equity Debt

|
Figure 32:
Financial ecosystem assessment

Strengths

Social enterprises have access to a large pool of donor funding, with USD $1.2 billion
coming from Official Development Assistance countries to support businesses that
promote economic development and welfare, including social enterprises. In 2017, USD
$157 million of such funding was donated to support production sectors, which includes
agriculture, a sector which could provide a majority of direct social enterprise jobs by
2030.34

Impact investors support high-priority sectors and early-stage social enterprises in Rwan-
da. Half of the deals have low ticket sizes (less than USD $250,000). Sectors with high
potential for job creation, such as agriculture and financial inclusion (which together
could provide 56% of direct jobs in social enterprises by 2030), attract more than 65% of
all deals. Investment in these sectors could provide the capital social enterprises need to
grow, including at the early stage.*

Barriers

Most social enterprises in Rwanda have trouble accessing local credit because of strin-
gent terms set by MFIs or local banks, such as interest rates as high as 26% or demand
for collateral up to three times the value of the loan.>** More than 99% of loans issued
by MFIs and banks in Rwanda depend solely on collateral to underwrite loan issuance
rather than cash flow or credit history. This has created a credit gap that prevents social
enterprises from accessing commercial credit that could enable them to scale.3*

With Rwanda accounting for only 7% of deals in East Africa, impact investors have direct-
ed a low volume of investment to social enterprises in the country. Development finance
institutions (DFls) account for 89% (about USD $371 million) of the funding available
from investors and primarily focus on deals larger than USD $1 million; only USD $44
million was deployed by private impact investors in Rwanda between 2004 and 2014.34¢
This limits access to funding for early-stage social enterprises, which typically require
small ticket sizes (less than USD $250,000).
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Technical support ecosystem

While Rwanda'’s network of technical support organizations aiming to help SMEs with their business
operations is growing, existing organizations cannot meet the increasing need for supportive services.
In Rwanda, most support organizations focus on agriculture, leaving out other critical sectors. Figure 33
shows the features of technical support most accessible to social enterprises in Rwanda.

_ Strength of technical support Predominant type of support in Rwanda
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3-4 months 12-18 months Unlimited

|
Figure 33:
Technical support ecosystem assessment

Strengths

A diverse range of supportive services are offered to social enterprises in Rwanda. More than half are
targeted towards the agriculture sector, which could provide 50% of direct jobs by 2030. Such services
include business strategy and planning (75% of support organizations), networking opportunities (67%),
financial management (56%), and marketing research and support (47%).34

Networking events are very common in Rwanda and these increase collaboration among social enter-
prises in the country. 67% of technical support organizations have facilitated such events, which allow
social enterprises to share knowledge and experience amongst themselves.

Barriers

Despite the growing need for support, the network of technical support organizations remains small,
comprising of just 12 hubs and accelerators. This limits the number of social enterprises that can access
supportive services. Additionally, more organizations could offer business advisory services, especially
for those social enterprises outside of Kigali, which is most of them.3

There is less support provided to non-agriculture social enterprises, as most organizations (59%) provide
technical support primarily to companies in the agriculture sector.
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Enabling environment

Rwanda is ranked 29t globally in terms of ease of doing business, with government
measures helping to create a pro-business policy environment. The government has
proactively implemented policies that favor businesses, drive public investment, and
encourage foreign investment. Social enterprises can register as NGOs or private limited
companies, each governed by different funding and taxation laws. The government has
encouraged entrepreneurship through tax exemptions for new SMEs, as well as reduc-
tions in the timeline required to open a business.

Business policy

The government has reduced regulatory complexity, making it easy for businesses to
acquire legal operating requirements, such as licenses. For example, it takes just four
days to start a business, with only five procedures required. This encourages the estab-
lishment of SMEs, including social enterprises.

There is an investment law (2015) which encourages private investments by protecting
investor and intellectual property rights. However, the law does not apply to social enter-
prises registered as NGOs, which may face barriers to their operations as a result.3*

Business infrastructure

Rwanda has high internet penetration (52%), as well as high mobile penetration
(82%).3°° These factors enable social enterprises to easily access tech-based solutions and
enable efficient operations. This in turn catalyzes increased income-generating oppor-
tunities; for example, digital lending increases access to the capital required to establish
revenue-generating activities.

Electrification rates remain low in Rwanda at about 30% of the population.**' This
increases the cost of maintaining reliable business operations and reduces productivity.
For example, social enterprises without reliable access to electricity need to purchase
diesel to power generators to support their operations. This also constrains their ability
to expand. Supporting renewable energy social enterprises provides the opportunity to
strengthen the business environment as they could provide electricity to other social
enterprises and promote the job creation potential of social enterprises focused on
renewable energy.

Tax policy

New SMEs in Rwanda are exempt from trade license tax for their first two years of
business operations.?>? This gives a grace period for businesses to create a foundation
without needing to pay taxes to the government. The government also offers a preferen-
tial 15% corporate tax rate for investors in the energy and ICT sectors.

Social enterprises may register as NGOs with the government. Those that are registered
as limited companies are subject to Rwanda’s high standard corporate tax of 30%.
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Industry body

There is currently no industry body that represents social enterprises and lobbies for policies that sup-
port the operation of social enterprises, such as tax exemptions. However, social enterprises in Rwanda
are represented by the East African Social Enterprise Network (EASEN), which provides social enterpris-
es in East Africa with technical support and access to business networks. The Rwanda Private Sector
Federation also lobbies the government to enact favorable laws to support activity in the private sector,
including SMEs.

— Rwanda
Population in 2020: 13.0 million
GDPin 2019: USD $ 9.5 billion
Number of SMEs 2020: 123,496
Number of SEs 2020 4,300
Prevalence rate SE/SME (%): 3.5%

Ease of Doing Business Ranking: 38 of 190 economies

Human Development Index: 0.536 (low)
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Eastern
Africa;
Uganda

Overview

Uganda had a GDP of USD $34 billion in 2019, and a population of 45.7 million in
2020.3%33% |t has 1.1 million small- and medium-sized enterprises (SMEs) and 2.5 million
jobs in SMEs.?%

The International Monetary Fund’s (IMF) initial estimates (post-COVID-19) expect Ugan-
da’s economy to grow at a rate of 4.3% in 2021, an adjustment of -0.6% from pre-COV-
ID-19 estimates, after a 2% to 2.5% slowdown in projected growth in GDP in 2020.3%6:357
The population is still expected to grow at 3.7% annually.3*® This study has estimated
that approximately 27,400 social enterprises are operating in Uganda, employing 62,300
people directly. In 2030, based on the above estimate for population growth, Uganda’s
working age population (15-64) will reach 33.9 million people.?*

This study projects there will be approximately 86,000 direct jobs in social enterprises

in Uganda by 2030, corresponding to an addition of approximately 23,700 between
2020 and 2030. As discussed further below, support by the Ugandan government and
development partners, adoption of mobile money and telecommunications, eased gov-
ernment regulations of ICT, and tax incentives are expected to drive job growth in these
sectors. Social enterprises in the agricultural sector are also expected to provide consid-
erable income-generating opportunities in the future, driven by technical and operation-
al support offered by the government. Figure 34 shows the estimated total number of
direct jobs in social enterprises in 2020 and 2030 (projected).
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Figure 34:

Estimated direct jobs in social enterprises in Uganda 2020-2030
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Financial ecosystem Financial ecosystem
While impact investment is available, there is a mismatch between pre-
ferred investor ticket sizes and social enterprise needs.3*° Impact inves-

tors have long supported SMEs and social enterprises in agriculture and
financial inclusion.3¢" Commercial debt terms are prohibitive for social
enterprises, with high interest rates (19%) and collateral requirements
(162% of loan value) stifling lending to all SMEs, as well as to social
enterprises.362363

Technical support Technical support ecosystem
Entrepreneurs in Uganda value collaboration and networking to support
ecosystem their businesses’ growth; 68% of entrepreneurs in Kampala belong to
Medium peer networks. An emerging ecosystem of technical support providers

offers, for example, training, office space, and seed investment, but their
concentration in Kampala makes it hard for the many social enterprises
operating outside ofKampala to access support. Moreover, limited availa-
bility of pre-investment support hinders access to growth capital.

Enabling Enabling environment

environment Whlle Fhe governmer?t support§ SMEs through stgte—led fundlng and tgx
incentives, many social enterprises cannot benefit because the incentives

m have large capital requirements. Government power concessions have
dramatically improved the reliability and cost of electricity, a key oper-

ational input, but electrification rates countrywide are low (23% urban,
19% rural). Additionally, lack of a social enterprise body hinders the
development of enabling policies.
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Financial ecosystem

Impact investors and Development Finance Institutions (DFls) invested more than USD
$300 million and USD $879 million respectively in Uganda between 2004 and 2014.3¢*
However, the IMF estimated in 2017 that micro-, small-, and medium-sized enterprises
(MSMEs) in Uganda, including social enterprises, face a funding gap in excess of USD
$4.9 billion.3%> Causes of the disparity between available and accessed capital include
strict terms for debt financing and mismatched preferences between investors and en-
terprises.3¢%3¢7 Figure 35 below highlights the types of capital which are most accessible
to social enterprises in Uganda. The example organizations are non-exhaustive.

- Strength of financial ecosystem Predominant type of support in Uganda

Traditional financial
services

Philanthropy Impact investing

Investor

Profit first
{oJdI

Impact first

Investor Charitable Venture Direct impact Venture

type donor philanthropy investor capital or PE Traditional commercial banks

Capital Grants and donations Equity and quasi-equity Debt
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Figure 35:
Financial ecosystem assessment

Strengths

According to the GIIN's landscape report, Uganda is the second-largest impact investing

market in East Africa.>®® Approximately 82 impact investors are active through more than
119 vehicles for impact capital. Between 2004 and 2014, impact investors and DFls pro-

vided more than USD $300 million and USD $879 million respectively in investment.3®

Funders’ key priority sectors include agriculture and financial inclusion, which each ac-
count for 40% of all impact investor deals in Uganda. Half of DFI deals, meanwhile, were
in financial inclusion.?”° This represents strong financial support for two sectors which
are accordingly expected to contribute the most to the total number of jobs in social
enterprises in Uganda.

Barriers

Social enterprises have trouble accessing commercial loans due to prohibitive financing
terms required by commercial banks, which demand high interest rates (19%) and collat-
eral-to-loan requirements of 162%.3"372 Most SMEs, and by extension social enterprises,
lack high-quality financial reports. As a result, banks demand extremely high collateral
requirements to manage their credit risk.3”3

In terms of ticket sizes, a mismatch between investor preferences and social enterprise
needs limits access to finance.?’* Most SMEs require less than USD $300,000, while
investors prefer larger ticket sizes to amortize high risk and the costs of transaction,
selection, and capacity-building.?”® This limits SMEs’ access to finance, as investors may
be unwilling to undertake the risk and cost involved in disbursing the small amounts the
businesses require.
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Technical support ecosystem

Uganda has a strong and diverse network of technical support organizations to help SMEs, including
social enterprises, grow and create jobs through non-financial interventions. These organizations are
funded by grants, revenue-generating activities, local educational institutions (e.g., Makerere Universi-
ty), and the government (e.g., UIRI). Most of these organizations, however, are stationed in the capital,
Kampala, which may limit their ability to help social enterprises in rural areas. Figure 36 shows the
features of technical support most accessible to social enterprises in Uganda, with examples of organiza-
tions (non-exhaustive).

_ Strength of technical support Predominant type of support in Uganda
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Figure 36:
Technical support ecosystem assessment

Strengths

Uganda has a strong network of support organizations offering a range of types of assistance, includ-
ing mentoring and coaching, networking opportunities, training, office space, and seed investments to
develop teams and capacity.3’® Some organizations are locally sponsored, while others are founded or
funded by international organizations.

Most entrepreneurs in Uganda value collaboration and networking to support their growth. In Kampa-
la, 68% of entrepreneurs use co-working spaces, which enables them to network, share learnings, and
access new opportunities to facilitate their growth.””

Barriers

Most business support organizations are stationed in Kampala. By contrast, social enterprises are distrib-
uted across the country to maintain close relationships with their customers and serve them efficiently.
Social enterprises operating outside of Kampala have difficulty accessing support in the capital, incurring
high costs in transport and time to access the needed services.?”®

Supporting organizations typically do not adequately prepare social enterprises for investment. This
inhibits the ability of social enterprises to access funding and scale. Consequently, 70% of Ugandan
entrepreneurs have unfulfilled capital needs; 40% of MSMEs close annually from lack of credit.3”®
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Enabling environment

While government policies aim to support SME growth, many of these policies’ large
capital requirements lead them to have minimal impact on social enterprises. Com-
pounding this, Uganda lacks a specific body to facilitate policy collaboration between
the government and private sector to encourage social enterprise. Some efforts have
advanced, however, as the country’s Ease of Doing Business ranking improved from 127
in 2019 to 116 out of 190 in 2020 and SME-focused tax incentives were introduced in
the 2019/2020 budget.3®

Business policy

The government aims to support the growth of SMEs through state-led funding. Various
government-led initiatives include a Micro-finance Support Center American English
unless this is the proper name under the Ministry of Finance that provides funding and
management training to SMEs and a SACCO credit facility that provides affordable credit
and management training to SACCOs.381382

The Bank of Uganda, the country’s central bank, charges a high base interest rate (8-
10%).3% The high cost of borrowing from the central bank, combined with other risk fac-
tors, such as the inadequate financial information that typically define local SMEs, leads
commercial banks to charge high interest rates (as high as 20%). This expense inhibits
commercial funding of social enterprises.

Business infrastructure

Power concessions have improved the reliability of power and lowered its cost. Before
2013, Ugandan businesses experienced long hours of load shedding, causing service
firms to lose up to 25% of their sales.®* Since then, government concessions have
enabled it to extend electricity to more people and reduce incidents of load shedding

to almost zero.® Tariffs have dropped to USD $0.07 for bulk supply and USD $0.14 for
end users per kilowatt-hour. More reliable and cheaper power lowers costs of operation,
enabling social enterprises to operate more efficiently.38

While Uganda’s measures to increase access to electricity drove its rising ranking on the
World Bank’s Ease of Doing Business scale, low electrification rates persist: 23% in urban
areas and 19% in rural areas.?® In addition, the country has the highest cost of internet
in East Africa with an average of USD $4.69 for 1 gigabyte (compared to USD $0.56 in
Rwanda), making it inaccessible to most businesses.>® This limits businesses’ access to
supportive services such as information and telecommunications systems, hindering
operational efficiency and service delivery.

Tax policy

In the 2019/2020 budget, the Ugandan government offered tax incentives to support
SME growth, including a 10-year income tax exemption. For Ugandan citizens, this
applies to investments worth more than USD $1 million or, if renting or leasing facilities
in an industrial park or free zone, to investments worth more than USD $10 million. For
foreigners, the exemption applies to investments worth more than USD $50 million for a
person renting or leasing facilities in an industrial park or free zone.3®

These tax incentives are often not available to social enterprises, however, as they are
tied to investment in industrial parks and larger capital investments that are more com-
mon to manufacturing businesses than to social enterprises.
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Industry body

The Federation of Small- and Medium-sized Enterprises (FSME) was established in 2017 to create a
robust and conducive business environment for small- and medium-sized businesses in Uganda. It lob-
bies for SME-enabling policies and provides advisory services to SMEs, such as business registration.3%°
Additionally, the East African Social Enterprise Network (EASEN) is a regional social enterprise body that
offers advisory services and aims to advocate for social enterprises in Kenya, Uganda, Tanzania, Rwanda,
South Sudan, and Burundi.

However, these industry bodies do not actively lobby the Ugandan government to develop social enter-

prise-specific policies. There is a lack of collaboration between the industry bodies and social enterprises
to lobby the government for enabling policies (such as tax exemptions) that would take into considera-

tion both the profitability and social impact aspects of social enterprise.

— Uganda
Population in 2020: 45.7 million
GDPin 2019: USD $34 billion
Number of SMEs 2020: 1,100,000
Number of SEs 2020 27,400
Prevalence rate SE/SME (%): 2.5%
Ease of Doing Business Ranking: 116 of 190 economies

Human Development Index: 0.528 (low)
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Southern
Africa:
South Africa

Overview

South Africa had a GDP of USD $356.1 billion in 2019 and a population of 59.3 million in
2020.2°'3°2 |t has approximately 2.2 million small- and medium-sized enterprises (SMEs)
and 9.1 million jobs.39339439%

The International Monetary Fund's initial estimates (post-COVID-19) expect South Africa’s
economy to grow at a rate of 4.0% in 2021, an adjustment of -1.4% from pre-COVID-19
estimates, after shrinking by 5.8% in 2020 and historically poor 0.15% growth in 2019.3%
This study estimated that 141,500 social enterprises are operating in South Africa as

of 2020, offering direct employment to 589,900 people.3*” South Africa’s population is
expected to grow by 1.6% annually, leading to a working age population (15-64) of 44.6
million people in 2030.398:399:400

This study projects there will be approximately 666,600 direct jobs in social enterprises
in South Africa by 2030, 76,700 more jobs than in 2020. Figure 37 shows the total num-
ber of direct jobs in social enterprises in 2020 and 2030 (projected).
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Figure 37:
Estimated direct jobs in social enterprises in South Africa 2020-2030
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Financial ecosystem Financial ecosystem
. South Africa has a well-developed financial sector and nearly three-quar-
Medium ters of impact capital disbursed in Southern Africa between 2005 and

2015 was invested in South Africa.*' Despite the substantial amount of
available funding, it is not always accessible to small social enterprises, as
most banks and investors prefer larger ticket sizes than social enterprises
are ready to raise.

Technical support Technical support ecosystem

ecosystem §outh 'Afrlca has a stron'g neto\ivork of.organlzatlons that. support SME§,
including social enterprises.*°? Technical support organizations work in

m partnership with investors to offer capacity-building, advisory services,
and networking opportunities to businesses. There is also good geo-

graphical coverage which makes the support more readily accessible to
social enterprises than in other target countries in this study.

Enablmg Enabling environment
g The policy environment is designed to support SMEs and social enterpris-
environment el . Jrey - @50 i
es. Social enterprises registered as public benefit organizations receive
m tax exemptions on grants and donations. Procurement regulations
favor SMEs, and there are incentives for foreign and domestic investors

across sectors including manufacturing, agriculture, and tourism. The
country’s Ease of Doing Business ranking stood at 84 out of 190 as of
2020, making it the easiest place to do business in Southern Africa.**
However, frequent power shortages, strict labor laws, and poor economic
performance in recent years may limit the development and job-creation
potential of social enterprises in South Africa.




<C
O
'
L
<C
1
—
D)
@
s

084 SOUTHERN AFRICA: SOUTH AFRICA

Financial ecosystem

South Africa is the largest recipient of impact capital in Southern Africa and has a large
diaspora who send remittances. However, the IMF estimated in 2017 that micro-, small-,
and medium-sized enterprises, including social enterprises, faced a USD $5 billion
funding gap. Much of the available capital is out of reach of social enterprises because it
is deployed in large ticket sizes, or they do not have the technical expertise to raise com-
mercial capital. Figure 38 below highlights the types of capital which are most accessible
to social enterprises in South Africa. The example organizations are non-exhaustive.

- Strength of financial ecosystem

Philanthropy Impact investing

Predominant type of support in South Africa

Traditional financial
services

Investor

Profit first
focus

Impact first

N\EH I Charitable Venture Direct impact Venture

type donor philanthropy investor capital or PE Traditional commercial banks

Capital Grants and donations Equity and quasi-equity Debt

|
Figure 38:
Financial ecosystem assessment

Strengths

Social enterprises have access to more diverse funding options than social enterprises in
other countries in the Southern Africa region. Enterprises in the country received nearly
USD $29 billion in impact capital between 2005 and 2015 with USD $2.5 billion of this
deployed by non-DFIs to businesses in financial inclusion and manufacturing.“®* This
came from venture capital, grants, and impact capital.

Barriers

Social enterprises in South Africa struggle to access commercial loans, which are larger
than they need. Banks typically offer loans larger than USD $35,000 and early-stage
SMEs, including social enterprises, typically need less than USD $15,000.4°> Therefore,
social enterprises have to approach a wider range of sources of capital to fund their
initial growth, which adds time and expense.

Some social enterprises in South Africa lack the skills and experience needed to properly
package their funding requests. A study by Finfind noted that most entrepreneurs lack
knowledge of funders, types of ideal investment structures for their business, or criteria
required to qualify for funding.*®® Together with a lack of proper documentation and
financial structures, social enterprises’ growth has been inhibited by the lack of funding.
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Technical support ecosystem

South Africa has a large network of technical support organizations that are increasingly partnering
with investors to help SMEs, including social enterprises, grow and create jobs through non-financial
interventions. These key support services are accessible to more than 80% of social enterprises. These
organizations include accelerators (whether locally sponsored or funded by international organizations),
hubs, co-working spaces, and incubators funded by corporations (e.g., Old Mutual, Eskom’s Enterprise
Development program, and Sappi’s Project Grow) and government. Figure 39 shows the features of
technical support that are most accessible to social enterprises in South Africa, with examples of organi-
zations (non-exhaustive).

_ Strength of technical support Flizalan ty;i\efrci)i;upport o S

Co-working
spaces

Incubators Accelerators Hubs

S« Business development services, mentorship, training and funding

Shared office space

Focus Innovation Scalability Collaboration Networking

Support
duration

3-4 months 12-18 months Unlimited
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Figure 39:
Technical support ecosystem assessment

Strengths

South Africa has an active network of more than 70 support organizations, more than 75% of which are
located in Gauteng and Western Cape, where more than 80% of social enterprises are located.*” The
organizations offer a wide range of services, from capacity-building training and advisory services to
networking opportunities. By partnering with these organizations, social enterprises can build skills and
develop a network of key partners that can enable them to create jobs.

In South Africa, most support organizations are sector-agnostic.“*® They support a wide variety of sectors
including financial services, manufacturing, agriculture, and ICT with funding, training, consulting,

and networking opportunities*® Since social enterprises from any sector are likely to require similar
support at an early stage, this enables more growth by social enterprises and therefore more jobs and
income-generating opportunities.

Barriers

Despite the huge number of technical organizations providing support to businesses, many social enter-
prises are still not ready for investors. The Global Entrepreneurship Monitor noted that SMEs, including
social enterprises, often lack updated financial records, a key requirement for any sort of investment.#°
This points to a gap in available support that could hinder social enterprises’ ability to access finance,
scale, and create jobs in South Africa.

Since most support organizations are sector-agnostic, there may be a lack of specialized support for
social enterprises in more technically specialized sectors, such as renewable energy and ICT. This could
hinder the growth of social enterprises in these sectors.
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Enabling environment

South Africa has a relatively friendly business operating environment for SMEs. Existing
policies that support social enterprises include tax exemptions on grants and donations
for social enterprises registered as public benefit organizations. There are incentives for
domestic and foreign investors and a social enterprise industry body. South Africa was
84 out of 190 in the Ease of Doing Business index in 2020, making it the easiest place to
do business in Southern Africa.*’" However, frequent power shortages and lack of a body
that lobbies on behalf of social enterprises threaten social enterprise growth and job
creation.

Business policy

The government of South Africa revised its procurement regulations in 2019 to increase
the share of procurement awarded to micro-, small-, and medium-sized enterprises,
including social enterprises. Specifically, tenders over USD $1.8 million are awarded to
businesses that subcontract at least 30% to SMEs.*'2 This will allow social enterprises to
sell to the government, thereby allowing them to grow and create more jobs.

South Africa has strict labor laws, which are designed to protect workers' rights, but
which can restrict businesses’ growth. The laws make it hard to lay off workers if a
business can no longer afford to keep them or if they are found to be unproductive.*'?
Labor-intensive social enterprises, such as those in the manufacturing sector, may face
high labor costs as a result, which hinders their growth and ability to create more direct
jobs. The Skills Development Act (SDA) added a levy to fund the national skills develop-
ment initiative, further increasing labor costs.*™*

Business infrastructure

South Africa has no minimum capital requirements or prescribed minimum investment
to form a company in South Africa.*’> This encourages entrepreneurs to register new
businesses and supports formal employment by social enterprises.

Frequent power shortages in South Africa can disrupt operations.*'® Eskom, the state-
owned power company, generates almost all of the country’s electricity and faces large
financial losses. Its inability to meet demand is expected to continue, keeping South
Africa’s economy below its potential. This will especially limit social enterprises that rely
heavily on electricity, such as those in the manufacturing sector and hospitality.

Tax policy

The South African government has supportive tax policies for social enterprises. Social
enterprises registered as public benefit organizations enjoy tax exemptions on grants
and donations for as long as they are in operation.*”” This can increases retained earn-
ings, allowing social enterprises to scale their operations.

Despite these policies to support social enterprise, businesses still spend around 200
hours on average filing taxes each year. This reduces the resources available for social
enterprises to focus on their operations.
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Industry body

The African Social Entrepreneurs Networks (ASEN) is a network of more than 3,800 social entrepre-
neurs.*'® The networking body, rare among Sub-Saharan African countries, provides social enterprises
with business training and networking opportunities. It also provides a platform for social enterprises to
find mentors, other social innovators, new business partners, and potential investors.

However, ASEN does not lobby the government on behalf of social enterprises or advocate for social en-
terprise-enabling policies.*'® Social enterprises would still benefit from a wider range of enabling policies
that take into consideration their social-impact and profit-seeking dual mandate.

South Africa

Population in 2020: 59.3 million

GDP in 2019: USD $356.1 billion
Number of SMEs 2020: 2,182,283
Number of SEs 2020 141,500
Prevalence rate SE/SME (%): 6.5%

Ease of Doing Business Ranking: 69 of 190 economies

Human Development Index: 0.705 (high)
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Number of SMEs in Focus Countries

Total
number
of SMEs

Total
number
of jobs in
SMESs

Job crea-
tion per
SME

Source Total
Number of SMEs

Source Total
number of jobs
in SMEs

Source Job crea-
tion per SME

Cote
d'Tvoire

Egypt

Ethiopia

Ghana

Kenya

Morocco

Nigeria

203,491

2,453,567

800,000

1,777,209

1,560,500

1,410,000

36,994,578

735,000

21,648,750

1,223,700

7,535,365

6,291,887

4,448,902

41,586,410

8.82

8.96

4.24

4.03

World Bank (2017):
MSME Finance Gap:
Assessment of the
Shortfalls and Oppor-
tunities in Financing
Micro, Small, and
Medium Enterprises in
Emerging Markets.

World Bank (2017):
MSME Finance Gap:
Assessment of the
Shortfalls and Oppor-
tunities in Financing
Micro, Small, and
Medium Enterprises in
Emerging Markets.

ADA asbl & First
Consult PLC (2017)
Ada Micro-finance Pg 4

Total number of jobs
in SMEs/ Job creation
per SME

World Bank (2017):
MSME Finance Gap:
Assessment of the
Shortfalls and Oppor-
tunities in Financing
Micro, Small, and
Medium Enterprises in
Emerging Markets.

World Bank (2017):
MSME Finance Gap:
Assessment of the
Shortfalls and Oppor-
tunities in Financing
Micro, Small, and
Medium Enterprises in
Emerging Markets.

World Bank (2017):
MSME Finance Gap:
Assessment of the
Shortfalls and Oppor-
tunities in Financing
Micro, Small, and
Medium Enterprises in
Emerging Markets.

Dutch Good Growth
Fund (DGGF): Ivory Co-
ast. Key Challenges for

the “"Missing Middle".

Amount of SMEs:
Oxford Business Group
(2020): SMEs key to
sustainable growth of
Egypt's industry.
Workforce:
Ahram Online(2019):
Egypt’s labor force
reached 28.9 million in
2018, 90% employ-
ment rate: CAPMAS.

Ethiopian Economic
Association (2015):
Small and Micro
Enterprises (SMEs) De-
velopment in Ethiopia.
Policies, Performances,
Constraints and Pro-
spects

Korea Development In-
stitute(2003): Building
the foundation for the
development of SMEs
in Ghana.
Working age popula-
tion (2019) & employ-
ment rate (2019):
World Bank Open Data.

Viffa Consult (2018):
Kenyan SME Finance
Survey.
Working age popula-
tion (2017) & employ-
ment rate (2017):
World Bank Open Data.

African Development
Bank Group(2013):
Catalyzing Job Creation
and Growth Through
MSME Development in
the Deauville Partner-
ship Countries.
Working age popula-
tion (2017) & employ-
ment rate (2017):
World Bank Open Data.

Premium Times
(2020): Small, medium
enterprises account for

84 per cent of jobs in
Nigeria.
Working age popula-
tion (2017) & employ-
ment rate (2017):
World Bank Open Data.

Total number of jobs
in SMEs/Total number
of SMEs

Total number of jobs
in SMEs/Total number
of SMEs

Total number of jobs
in SMEs/Total number
of SMEs

Average of Job Crea-
tion per SME

Total number of jobs
in SMEs/Total number
of SMEs

Total number of jobs
in SMEs/Total number
of SMEs

Total number of jobs
in SMEs/Total number
of SMEs
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Job crea-
tion per
SME

Source Total
Number of SMEs

Source Total
number of jobs
in SMEs

Source Job crea-
tion per SME

Rwanda

Senegal

South
Africa

Tunisia

Uganda

4.24

4.79

1.46

2.27

World Bank (2017):
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Assessment of the
Shortfalls and Oppor-
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Micro, Small, and
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Emerging Markets.

GIZ (2016): Promoting
the competitiveness
and growth of small

and medium-sized ent-
erprises and capacity
development in the
microfinance sector.

Bureau for economic
research (2016): The
small, medium and
micro enterprise sector
of South Africa.

World Bank (2017):
MSME Finance Gap:
Assessment of the
Shortfalls and Oppor-
tunities in Financing
Micro, Small, and
Medium Enterprises in
Emerging Markets.

Fortune of Africa
(2020): https://fort-
uneofafrica.com/ug/
micro-small-and-me-

dium-enterprises-
msmes-in-ugandal.

Total number of SMEs
* Job creation per SME

GIZ (2016): Promoting
the competitiveness
and growth of small

and medium-sized ent-
erprises and capacity
development in the
microfinance sector.
Working age popula-

tion (2016) & employ-
ment rate (2016):
World Bank Open Data.

ClockWork (2020): An
Overview of the SME
Landscape in South
Africa.

African Development
Bank Group(2013):
Catalyzing Job Creation
and Growth Through
MSME Development in
the Deauville Partner-
ship Countries.

Uganda Investment
Authority (2016): SMEs
Driving the Economy.

Average of Job
Creation per SME

Total number of jobs
in SMEs/Total number
of SMEs

Total number of jobs
in SMEs/Total number
of SMEs

Total number of jobs
in SMEs/Total number
of SMEs

Total number of jobs
in SMEs/Total number
of SMEs

Total

Total
Total
number
b of jobs in
of SMEs
SMEs
123,496 523,623
300,000 1,437,255
2,182,283 9,100,000
601,416 877,500
1,100,000 2,500,000
48.843.173 | 97.908.392
Country

Average:
4,24

Annual Growth of Employment Rate

Cote d'lvoire

Egypt
Ethiopia
Ghana
Kenya
Morocco
Nigeria
Rwanda

Senegal

South Africa

Tunisia

Uganda

2.55%

1.81%

2.67%

2.10%

2.55%

0.91%

2.64%

2.44%

2.90%

1.23%

0.57%

3.28%
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