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is not just a funding problem

It is a collection of system failures
that demand a coordinated approach

—



SME Demand

Structural barriers
constraining both the
demand and supply of SME
financing can be understood
through a lens of institutional
dynamics and relations

FMO  Entrepreneurial Development Bank




SMEs

Micro-enterprises &

A 4

FMO

; Small & growing Mid-large
sbl:;sl::::::: businesses (Growth Firms) enterprises
Emerging Scaling

0-5 staff 5-50 staff 50-250 staff 250+ staff

Survival, stable, flat Established
Growth FirmS are a h |gh |y Devgloplng growth- Growth-ready
o <$10k needs readiness
impactful category of $5m+ tickets
SMEs that are acutely $20k-$500k needs $500k—$2m needs

Informal and

under-financed

Entrepreneurial Development Bank

microfinance,
working capital, bank
overdraft

Banks, DFls, PE

System failures
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Registered SMEs

Low Growth

(<20%)

Moderate Growth (20-
50%)

High Growth
(>50%)

FMO

Segments have different
financial and non-
financial needs. Growth
rate and driving motivation
are the key differentiators.

Entrepreneurial Development Bank

Survival Livelihood

+ business banking

Cash-flow based lending
for working capital.

Aspired Expansion
+ Relationship
management
+ LT debt
+ Sophisticated financial
services
+ Early stage alternative
investment

Stability

+ Business banking
+ Affordable & quick
working capital &
equipment finance

Capital

Wealth Creation
+Strategic equity

Legacy Building

+ LT+MT
Financing

+ Sophisticated
banking services.
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Why doesn’t capital flow to Growth
Firms?

Established dynamics and
relations create a collection of
linked system failures that
constrain the supply of
capital and demand from
Growth Firms

Growth Firms
Disincentives Missing or weak
and alternatives institutions
A lack of Inappropriate
Reliable data instruments
Mindsets and Market
risk perception fragmentation

FMO  Entrepreneurial Development Bank
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Demand

Building robust support providers and
ecosystems that enable Growth Firms to scale

By add reSSi ng these i Bu.ilding Developing Creating an
hall thi k | SIS ecosystem enabling
cha enges7 IS WOrK can i STSIie Creriis infrastructure environment

Firms

‘break ground’ by increasing
Growth Firm demand and
readiness for capital
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Demand

_______________________________________________________________________

But it is also crucial to build
the ‘pipes and pumps’ that
can direct capital into

G rOWth FlrmS ; Supporting Establishing Creating an
Growth Firms Growth Firm enabling

finance financing financing

deployment infrastructure conditions

We need pathways for
Building ‘pipes and pumps’ to direct capital

capltal to ﬂOW. i into Growth Firms, and maintain these financing channels

_________________________
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Demand

FMO

. ’ 1. Breaking
What does this look like ground
over time to build these Prove the model
pathways and create works
markets?

v

Entrepreneurial Development Bank

2. Setting the
conditions

Build the shared
infrastructure

AAA

3. Forging the
channels

Create access to
capital markets

Global
Gateway

AbAA

4. Mobilising
flow at scale

Reach
commercialisation

il




But what needs to be built, with
whom, in what order?

Looking back at historical examples of Market
Creation can shed light on the process



Learning from the past

Micro-enterprises

Breaking Setting the Forging the Mobilising flow
ground conditions channels at scale
11 AdA VY VY

Business model
demonstration

1980s Building the support
. . ecosystem
How microfinance T— 19905
. Valldatl(l;gI the p N Mainstreaming into \ 4
mode -
InfraStru Ctu re developed \ J Refining & codifying L c;ggglsmarkets Transformation &
. - p \ practices commercialisation
to direct global capital ommaliing the fre ] ) ( ‘ 50000+
- ] L] . . . 4 N\
into micro-enterprises | el Regulation & Scaling of global . \
N scaling support institutions Microfinance crisis
Public \ J \ < & re-evaluation
g \ J
funding led [ Institutional | [ Specialised p .
h g expansion & channels & inv. Evolution into a
(____replication _ vehicles | broader set of
. services (FI) )
BRI e sanSol © MiroRte s BlucOrchard

Capital

4
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Learning from the past

Growth Firms

Breaking Setting the Forging the Mobilising flow
ground conditions channels at scale
11 AdA VY VY

Forming the policy
& institutions

2000-06 Reform to unlock
domestic capital
] - v
How Mexico built a [ Recognising the ) 2006-12 Scaling the  /
Growth Firm r “ fund base
ve ntu re an d g rOWth __ risk-capital gap Legal vehicles 2012-18 ComTercigl
H H refined e A gravity an
ca p Ital market creatl n g ( e e ) \ J Entrepreneurship ecosystem effects
H : olicy coordination 2018+
over 800,000 jobs indusiry " ndusty ) N ) ) .
E - coordination - N Reduced reliance
( ) L deepens ) Fund count on the public
Public funding led r N grows to 80 \ anchor y
L y Instruments unlock \ 7/ r \
i i e .
international capital
_ follow each other | N g
[ | P 1= # IGNIA €@ DADEM = e KAVAK

Capital

. = 4
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Learning from the past

Growth Firms

Breaking Setting the Forging the Mobilising flow
ground conditions channels at scale

11 444 S -

I 1
Early government : |
action & initial I !
market building Pension policy 1 :
- 2002-06 reform to unlock v : I
HOW penSIOI‘I fundS Government domggﬁig ;l;pply i :

H ili enterprise growth ) Convening and I
are being mobilised e e[ o : i
- H 2021-26 1 Target 1
n G ha Na to d ire Ct (First demonstration) ( Regulatory : |
- A A intermediaries pathways for 7 \ 1
d OmeStl C Ca pltal l nto L supported y Wholesale facilities ) Codified operating : 1
= 1
Growth Firms e ~ e ~ | wesd ) : !
Public-led grants Risk sharing i |
and TA facilities ( ) i 1
E - E - FoF established i :
. J ' 1
I 1

|
S y

Vent_urrg Capita —/ E‘:E%E't;:{ G’ A

Capital
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What patterns do we see?



Micro
Providers of
) . . finance & BDS
Market Creation is not just to Growth Firms

|
|
|
|
|
|
addressing failures, but also S e o e e e 7
integrating system levels to | Meso

: : Financial & non-financial
create self-reinforcing growth L et infrastrocture

A

dynamics b !

N e e o o e e e e e e e e e e e e e e e e e

|
1

! Macro
: Enabling environment

1
|
|
|
|
|
|
|
|
|
|
|
|
|
|
|
|
|
|
|
1

4
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Building Growth Firm capacity

and demand for financing 1 1 1

. Buildi rt Structuri d .
Market functions need to Y Broviders Deploying capital Micro

grow and work together | _____ | ___________ | _____________________ | ___________ | ___________ | ______________

Developing ecosystem

I EE FuE e Aggregating and intermediating Meso
Creating enabling business Creating enabling financing Macro
conditions conditions
1 1 1 Mobilising new sources of capital

for Growth Firms

Capital Supply
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Create demand Capital and capacity must grow / Recent examples of these N

and supply alongside each other principles in action
together
Coordinate Coordination is agreeing who A\
There are common action does what, in what order, and NABI
= = : o who carries the risk, Small Business Growth Initiative
principles in effective (sBGI)

oW
]

Impact ¢
Investing ‘ CiGABA
Ghana ‘f’ : '

Ci-Gaba Fund of Funds

+

commercial capital uses

Unlock domestic  Enable flows of domestic funds
capital (e.g. pension funds, venture
capital, retail banks)

2 2 Sequence Public and then concessional
Market Creatlon praCtlceS capital capital builds the layers i
Build the pipes  Build the channels, then let E

and pumps others use them. Do not become And many more
a permanent fixture in the flow. AN L

FMO  Entrepreneurial Development Bank
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A diverse group of organisations are recognising the potential of
Market Creation and learning and developing the practice

International donors and actors

/o
w2

Triple Z,sJump

FMO

Entrepreneurial
Development
Bank

™ British
(7 International
“a@// Investment

European

E Development
Finance

— Institutions
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v
VISA

Foundation

IKEA Foundation

Market builders and finance

institutions
A‘ c Growth % AGRA
NABII =1 | Teams WY smacemaenng
ZAMBIA
- H @Ecst Africa

\O\ nghtcastle Stanbic Bank \- Philanthropy Network
- PG!’I’HE’!’S A member of Standard Bank Group Promoting Philanthroy py in East Africa

% Impact 3:"‘

STISSEURS ) Invest for A
IPHEIRHE (it Nepat  Investing
ana

L .'/. “
.\;;;:)& KIEFF ”" 'V ’ SAVANNAH
\;‘-" Makong Inclitiva Vantires

Open “

. -
dNSSI— o Capital COLLABORATIVE
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Capital flows through the
easiest pathways

Break ground, set the
conditions, forge the channels,
mobilise flow, and build the
institutions to support it.

What will you leave behind?

FMO  Entrepreneurial Development Bank




Where do you and your
organisation fit in this system?

Where are the roles that you can
really play?

What are the markets in which
you're trying to contribute to
Market Creation?

FMO  Entrepreneurial Development Bank




OUR PARTNERS

Entrepreneurial Development Bank



OUR

PARTNERS

FMO

IlYBA MCP

Investing in Young Businesses in Africa

The Team Europe Initiative Investing in Young Businesses in Africa (TEI I'YBA) is EU’s Global Gateway flagship
strengthening entrepreneurial ecosystems and supporting early-stage businesses and MSMEs to drive jobs and
private investment across Sub-Saharan Africa. [YBA Market Creation Platform (MCP) aims to build an open
architecture platform that brings together Team Europe and the whole European ecosystem to jointly support early-
stage businesses to a point where DFls and investors are confident enough to provide them with equity or debt
financing. It provides technical and financial support to investment funds and funds of funds.

y
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The Growth Firms Alliance is a collaborative network of private philanthropies dedicated to driving inclusive
economic growth by improving the ecosystem around growth firms in low- and middle-income economies.

The Alliance acts as a force multiplier — using philanthropy's flexibility and convening power to de-risk new models,
crowd in domestic capital, and influence policy and donor agendas that have historically underserved growth firms.
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FMO, Entrepreneurial Development Bank
Growth Firms Alliance

THANK YOU
FOR YOUR TIME!

Matt Guttentag, GFA
Alliance Manager
mattg@growthfirmsalliance.com

Marlies van Luin, FMO

Learning, Convening & Influencing Lead
Market Creation Platform
mba.van.luin@fmo.nl
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