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Introduction1

1.1. Objective
This Report aims to examine the particular characteristics, challenges 
and needs of the market targeted by growth finance investment funds in 
sub-Saharan Africa, and make recommendations on how this space can 
best grow in scale and sustainability.

Although this Report is focused on growth finance in sub-Saharan Africa, the problem of the ‘missing middle’ 
and the solution of growth finance are pertinent to creating a vibrant and sustainable small to medium sized 
enterprise space in many developing country contexts. Accordingly, it is hoped that the recommendations 
contained in this Report will serve to encourage and strengthen the growth finance space worldwide.

1.2. Executive summary
Growth finance, which provides capital to small and medium sized enterprises, is emerging as an important 
solution to the problem of the funding gap between private equity and microfinance, often referred to as 
the ‘missing middle’. Addressing this capital shortage, which is prevalent across the developing world and 
most pronounced in sub-Saharan Africa, will lead to more robust small and medium sized sectors with 
increased job creation and economic development. The critical issue for the success of growth finance lies in 
determining how to create the conditions for it to scale and prove its potential for widespread sustainability. 
Confronting the nascent nature of the growth finance market and the bias towards private equity norms is 
vital to creating these conditions. This Report offers 15 practical recommendations to stakeholders, drawn 
from a strategic market review of five specialist growth finance fund managers and associated investors and 
entrepreneurs (for details on funds analysed in this Report, refer to Appendix A). 

Investment funds in the sub-Saharan African growth finance space are notable in their heterogeneity. 
With a lack of established players, relative to either private equity or microfinance, no single model has yet 
become the standard. Variation in approaches is evident in virtually all facets of these funds’ structures 
and operations. In order to make recommendations for how the overall space might grow in scale and 
sustainability so that it can serve more entrepreneurs, this Report provides a strategic overview of the key 
stakeholders in the growth finance market by examining three key categories:

•  Entrepreneurs, exploring broadly who they are and what they require;

•  Investment funds, describing their structure and how they operate; and

•  Investors, mapping who they are, as well as how and why they invest in growth finance.

Due to the lack of a realised track record for many of the models currently in operation, there is little firm 
evidence as to which approaches are superior. Indeed, given the size of the market that the space is aiming 
to serve, it is unlikely that one model will prove itself to be appropriate in all areas. However, in analysing the 
current characteristics of the market, it has been possible to identify the key challenges faced by stakeholders. 
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The final section of this Report considers the common underlying themes that were found to be critical to 
understanding how to address these challenges, particularly:

•   The nascent nature of the growth finance space, which has had particular impact due to: existing funds 
having limited proven track records; debate as to the financial and social value of particular operational 
models; and the nature of business ecosystems in developing economies.

•   The way in which many funds have evolved from, and hence inherited their institutional logic from, the 
private equity space. This has particularly affected the funds’ structures, transparency and investment 
processes.

Although many issues are not resolvable at this time, there are steps that could be taken to give the best 
possible chance for solutions to be identified. Therefore, where possible and appropriate, this Report makes 
direct recommendations to stakeholders on areas that might profitably be focused on, addressed or 
reconsidered.

It is hoped that, by identifying key themes and providing practical recommendations, stakeholders 
will be better equipped to address the issues that currently restrict the growth and sustainability of 
the growth finance space.

1.3. What is growth finance?

How is it defined?

This Report defines growth finance as the provision of capital, in transaction sizes of US$1 100,000 to  
US$1 million, and business support to small and medium sized enterprises (SMEs)2. Notably, this range is an 
indication only and the outer limits are not absolute. Various studies define the ‘missing middle’, where the 
provision of finance to entrepreneurs is weakest, as reaching as low as $20,000 and as high as $2 million. 
It is therefore useful to consider growth finance as occupying the space between the transaction sizes of 
microfinance and private equity, with overlap at both upper and lower boundaries. This is presented in  
Figure 1 below:

Figure 1: Boundaries of investment spaces

 
*Note: $ amounts indicate typical transaction sizes

Growth Finance Mid-market Private Equity

Large-cap Private EquitySME Private EquityMicrofinance

$0 $50K $100K $1m $5m $20m $50m+
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How does it differ from private equity and microfinance?

Despite an overlap in transaction size and similar product offering (both in terms of financing and business 
support), SME private equity and growth finance are demarcated by their investment models and by the 
types of companies that each invests in. Whereas private equity funds invest in a small number of high 
growth companies, growth finance takes a more volume based approach and provides financing for a wider 
breadth of companies (i.e. both high growth and lifestyle businesses). Microfinance, on the other hand, has 
a smaller transaction size (i.e. usually well below $50,000) and a distinct investment method of lending to 
individuals and communities on the basis of community guarantees. Finally, unlike funds operating in the 
growth finance space, both microfinance and private equity have been able to attract commercial investors, 
on commercial terms. (For more comparative detail, refer to Appendix B.)

Why is growth finance important?

Growth in the private sector is a key contributor to sustainable economic development and the SME sector 
is a vital part of many economies.3 It is widely accepted that investing in SMEs can have a significant 
development impact through direct and multiplier effects in terms of creating jobs and stimulating  
economic growth.4 

There is, however, a significant funding gap for SMEs in developing countries. In a recent report, entitled  
“Two trillion and counting”, the IFC and McKinsey & Company identified this gap as between $2.1 trillion 
to $2.5 trillion globally.5 This funding gap, termed the ‘missing middle’, is particularly pronounced in sub-
Saharan Africa where it is estimated to be approximately $80-$100 billion, with 40-59% of formal SMEs 
unable to access finance. Notably the funding gap for informal SMEs is even greater.6 

In “Two trillion and counting”, it is postulated that this gap could be closed with significant effort both from 
governments (who need to create the necessary financial infrastructure and enabling environments) and 
private institutions (who are mandated to create ‘economically sustainable’ ways to serve SMEs). According 
to the IFC and McKinsey & Company, this has the potential to create a huge opportunity for those private 
firms to obtain financial returns, whilst contributing to economic development.7 Growth finance is one such 
private sector solution to the ‘missing middle’ SME funding gap.

1.4. Research methodology
This research commenced by mapping fund managers, investors and other key stakeholders involved in 
growth finance in sub-Saharan Africa. In order to obtain a broad perspective of the nascent growth finance 
market in sub-Saharan Africa, fund managers were selected if they utilised a variety of investment models or 
operated in more than one country. This resulted in a focus on the Kenyan and South African markets. 

Subsequently, interview questions were created to explore the needs and experiences of each group. 
Interviews were held in Kenya and South Africa with a number of fund managers, entrepreneurs and banks. 
Additional interviews with investors and other stakeholders, including development finance institutions (DFIs), 
foundations, corporations and key members of the impact investment community, were conducted.



5

1 Introduction

As part of the research, the following individuals and organisations were interviewed. The authors would like 
to thank them for their assistance:

Fund Managers
Abraaj Capital

Acumen Fund

Anglo American Zimele

Aureos Capital

Business Partners International

Enablis 

E&Co

GroFin

Root Capital

Summit Development Group

Venturesome

Entrepreneurs
Dinor Catering Services

Emalahleni Oil Collection

Ebukhosini Fast Food

Mani & Company

HHB

BrandHouse

Lima Feeds

Langamed Emergency Management

Greenbell Communication Ltd

Greenforest Food

Moto Mia

Nairobi International School

One Degree South Hotel

Rhapsody’s

Investors
African Development Bank

CDC Group

FMO

IFC

Norfund

Proparco

Other Stakeholders
ANDE

Blended Value

Branson Centre for Entrepreneurship

Chase Bank

Equity Bank

Instant Grass

Shell Foundation

Skoll Centre for Social Entrepreneurship

Standard Chartered Bank

Individuals
Henry Gonzalez

Kojo Parris

Matt Scott

Nick O’Donohue

Professor Tim Jenkinson

Dr Pamela Hartigan
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Defining the market2

2.1. Entrepreneurs: identifying the demand

Who are the entrepreneurs?

While it is hard to describe a typical profile of entrepreneurs that seek finance from the growth finance 
space, there are two unifying factors. The first is an inability to access the finance they need to expand their 
businesses. The second is the reason why they cannot access finance from more traditional sources, such as 
banks. This is generally because of a lack of collateral and/or their business’s lack of formal track record.

In every other aspect, however, the range of profiles is striking in its breadth, with entrepreneurs differentiated 
by their:

• Backgrounds: from experienced entrepreneurs that have already managed businesses, to those who are 
entrepreneurs out of necessity due to a lack of employment opportunities; 

• Stage in the business-lifecycle: with firms in all stages of the typical business lifecycle, i.e. from start-ups, 
to firms in their growth stage, to those that have reached maturity; 

• Growth profile: from high-growth businesses that may become market leaders, to lifestyle businesses 
with only a limited desire or potential for growth; 

• Locations: from urban businesses to rural entrepreneurs;

• Sectors: from agriculture to IT services provision; and

• Sizes: from a single entrepreneur, to larger companies with multiple locations.

Some characteristics are more common than others, and the prevalence of low-growth, lifestyle businesses 
is notable. Indeed the proportion of companies with a potential for high-growth, that might be of interest 
to private equity funds, is very low. Another common characteristic is low levels of financial literacy amongst 
entrepreneurs, which means that they often require support beyond just the provision of capital. 

The following figure shows the geography and activities of the entrepreneurs that were interviewed as part of 
the research for this Report: 
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Nairobi International School  
Primary and secondary education

One Degree South
Boutique Hotel

Moto Mia
Sales of motorcycles

Langamed Emergency Management 
Ambulance services

Green Bell Communications 
Web design and E-Commerce services

Lima Feeds 
Producers of animal feeds

EG Brand House 
Banners and Advertising

Rhapsody’s 
Restaurants Franchiser

WECO 
Service provider mining sector

Dinor Catering 
Catering Services

Ebukhosini Fast Food 
Fast Food Outlet

Emalahleni Oil Collection 
Recycling of used oil

Greenforest Food 
Producer of nuts and snacks

Figure 2: Entrepreneur locations and activities
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What do they require?

Despite the wide variation in activities, the common needs of entrepreneurs fall into two key categories: 
appropriate financing and business support.

Appropriate Financing

Corresponding to the different stages in their lifecycle, companies require different forms of capital. However, 
two common requirements are constant: the need for flexibility and the need for affordability.

All firms differ in their cash flow and growth profiles, and so designing financing plans in a bespoke manner is 
always beneficial for a company. Flexibility is highly valued by entrepreneurs if they are able to appropriately 
restructure financing plans as circumstances change. This could, for example, involve providing moratoriums 
on interest payments to allow breathing space to a company that is growing quickly or is in distress, or 
offering additional complementary products or capital, such as trade finance.

Secondly, entrepreneurs will naturally want to access finance at the most affordable rates and the growth 
finance space is no different in this respect. 

Business Support

Although each entrepreneur’s level of business experience and financial acumen is different, the majority are 
characterised by a limited level of financial literacy. This means that entrepreneurs need business support in 
addition to finance to have the best possible chance of success. The provision of an often high level of 
business support is critical, and can take many forms, including training or advice relating to:

• Accessing suitable financial products;

• Accounting and financial management;

• Company registration and formalisation;

• Company structure; 

• Environmental, social and governance issues;

• Company processes and operations;

• Marketing efforts; and

• Access to networks of suppliers and buyers. 

2.2. Business ecosystem: foundations to growth
Growth finance in sub-Saharan Africa operates within a particular set of interrelated institutions, companies, 
policies, financial products and informal interactions. Together these parts form the business ecosystem in 
each country. In a nascent market, such as that for growth finance, models are uncertain and are refined over 
time, often through competition as the ecosystem strengthens and becomes more institutionalised.8

The business ecosystems of Kenya and South Africa differ significantly. Kenya is markedly less developed 
than South Africa, and until recently it did not have an effective credit rating bureau. Kenya is ranked 98th 
in the World Bank’s Doing Business 2011 report9, whilst South Africa is 34th, indicating the social, economic 
and regulatory challenges faced by funds and businesses in these countries. Another contrast is found in the 
penetration of banking institutions, which is often an indicator of the level of trust placed in institutions as 
well as of the reach of such institutions and general financial literacy. In 2010 Kenya had 381 bank accounts 
per 1,000 persons whilst South Africa had 839 respectively.10 Differences aside, however, a lack of available 
growth finance for SMEs is common to both countries.
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The ecosystems serve a number of important functions at different stages in a business lifecycle. Different types 
of capital are suitable for a business depending on whether it is in its start-up phase: requiring flexible and 
often lower cost forms of capital, its growth phase: requiring larger amounts of financing that fit with cash flow 
limitations, or the maturity phase. The amount of financing available to companies at start-up will determine 
how many reach a level that is ready for outside finance and can progress to the next phase. Figure 3, below, 
lists the typical sources of finance for companies at each stage in a developed financial market:

Figure 3: Typical sources of financing across the business lifecycle

• Grants
• Friends & family
• Angels
• Venture capital

• Private equity
• Growth finance
• Banks

• Banks
• Public markets

Start-up

Growth stage

Maturity

2.2.1. Business ecosystem in Kenya

The role of banks in developing the growth finance ecosystem

In Kenya, as elsewhere, banks take a prudent internal policy to protect deposits. Accordingly, banks often 
require very high levels of collateral for loans to SMEs, often equal to the size of the loan, which is prohibitive 
for many entrepreneurs. In addition, businesses must demonstrate an established track record, which is not 
possible for those that have only recently been created or that have only had an informal history. Interaction 
with banks is also correlated to financial literacy and institutional trust, which also seems to be limited.  
For example, although 63% of the general population of Kenya own their own home, only 1.5% does so 
through access to formal loans or other credit.11

Notably there have recently been some positive developments in the banking industry’s provision of finance 
to SMEs. Equity Bank, for example, through its extensive network of outlets has been improving access for 
entrepreneurs to banking facilities such as deposit and cheque accounts and helping companies to formalise. 
In addition, Chase Bank has increased the range of SMEs that it lends to. Nevertheless, as deposit-taking 
institutions, they will always have a low risk appetite, and likely always demand a significant level of collateral 
from entrepreneurs. It will therefore not be possible for the banking industry alone to ever serve the majority 
of the demand in the growth finance market.

The SMEs that do grow in experience and turnover will become more attractive to banks and therefore 
eligible to receive collateralised bank loans, often at lower rates than from growth finance funds.
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Role of institutions in developing the growth finance ecosystem

The early phase of a new business requires low cost seed finance, advice and support, especially for 
entrepreneurs with low levels of financial literacy. This is difficult to achieve in a country with low levels 
of venture capital availability and little access to significant capital from friends and family or subsidised 
financing. The Kenyan entrepreneurs interviewed for this Report had not accessed government-funded 
business support or financing; however, many interviewees referred to the availability of small amounts of 
cash via government-supported microfinance lending programmes in their early stages of development, such 
as the Youth Enterprise Development Fund and the Women’s Enterprise Development Fund. 

Business hubs exist in Nairobi; however, entrepreneurs express that they are not geographically spread across 
the country and are limited in number and consistency (i.e. they are not comprehensive in the information 
and support that they provide). Some hubs have found popular success, such as the tech-oriented iHub, 
which is resourced by a number of large organisations, including Ushahidi, Nokia, Google and Microsoft, but 
owned by its 4,500+ local members. Additionally, the IFC has created a series of business hubs. Notably, 
entrepreneurs did not have a clear sense of where to go to access services, and often heard about key 
support and funding opportunities from friends. They cited that this was because of an absence of a reliable 
central repository for such information.

2.2.2. Business ecosystem in South Africa

The South African business ecosystem is well developed for the region. This is certainly linked to its more 
developed economy, which on a nominal GDP measure comprised 40%12 of the economy of sub-Saharan 
Africa in 2010. However, it is misleading to look at the ecosystem through purely high level indicators, 
because socio-economic indicators vary dramatically. In particular, South Africa’s history has led to high 
unemployment and low business growth amongst historically disadvantaged groups.

Role of banks in developing the growth finance ecosystem

Although generally more sophisticated, banks in South Africa follow similarly conservative lending practices 
as banks in Kenya with respect to SMEs. The financing gap is therefore still present and cannot be fully closed 
by banks, due to their prudent requirements for collateral and proven track records. Relative to the region, 
there is a significant level of interaction between banks and the general population, suggesting stronger 
levels of financial literacy and trust. 

Role of institutions in developing the growth finance ecosystem

The South African government coordinates business support through its Khula financing agency and 
through the Small Enterprise Development Agency, which funds business support hubs. Finance for 
entrepreneurs is available from both these agencies as well as other government-backed programmes 
such as the National Empowerment Funds and the Industrial Development Corporation. In addition, 
the South African government’s policies, including Broad-based Black Economic Empowerment, require 
larger companies to invest in enterprise development activities that support previously disadvantaged 
communities. This combination, plus the role of international development agencies, means that grants, 
competitions, hubs and business support are much more widely available in South Africa than in Kenya. 
In addition, there are many independent hubs with established market linkages, for example the Branson 
Centre for Entrepreneurship, Anglo American, and Google’s business support hubs, amongst many others. 
Entrepreneurs expressed that they found it relatively easy to access business support and information 
about different points of access to finance. Finance is available through a limited number of access points13, 
however, securing it requires negotiating a highly competitive and disjointed market.
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2.3.  Funds and fund managers: facilitators of  
growth capital

Growth finance funds come in a number of shapes and sizes, and are managed and operated in a variety 
of ways. This section gives an introduction to the key characteristics of these funds, and is complemented 
by Appendix A, which provides summaries of the five fund managers that were researched in detail for this 
Report: Anglo American Zimele, Business Partners International (BPI), Enablis, GroFin and Root Capital.

The areas discussed herein are:

•  The structures of growth finance funds;

•  How growth finance funds make investments;

•  How growth finance funds manage investments; and

•  Who growth finance funds compete with.

The structures of growth finance funds

The majority of growth finance funds in Africa have been launched over the last eight years, and so those 
with limited lives are yet to be fully realised. Long track records are relatively rare, although they do exist.  
Two of the longest track records in the African growth finance space belong to Business Partners 
International and Anglo American Zimele, which were established in South Africa in 1981 and 1989 
respectively. The presence of cornerstone investors is a common factor amongst many fund managers, with 
four of the five fund managers profiled for this Report being established thanks to the long-term support 
of one or a group of committed seed investors. In the case of funds set up within existing corporations, the 
direct buy-in of top management seems to have been a similarly critical factor in their establishment.

The funds themselves are generally structured in two broad ways: as limited life private equity style vehicles, 
based on the typical LP/GP model, or as corporations, i.e. permanent capital vehicles (refer to Appendix C for 
an introduction to these structures). Where private equity vehicles are used, investors make commitments 
to invest equity capital in the funds, which generally have lives of between seven and ten years. Corporate 
vehicles are able to finance themselves via issuing equity and/or debt; different fund managers make use of 
leverage inside the fund to different degrees. One common variation on the corporate vehicle is for it to be 
a charitable company, with equity built up through grants as well as retained earnings. The fund managers 
themselves vary from independent teams to large corporations (such as Anglo American Zimele) that 
operate the funds with in-house management teams.

The amount of assets under management by growth finance fund managers varies greatly, with many funds 
operating with low levels of capital. Two of the most significant pools of capital in the space are Business 
Partners International, whose South African balance sheet was valued at $374 million as at 30 June 2011, 
and GroFin’s Africa Fund, which has committed capital of $170 million.

Finally, however they are structured, growth finance funds generally target to provide net returns to investors 
below those which might be expected by a purely commercial investor, given the risk of the investments that 
they are making. Returns vary across the space, but targets in single-digits in US dollar terms are fairly typical.

How growth finance funds make investments

As discussed earlier, the types of entrepreneurs that require financing from the growth finance space are 
extremely diverse in terms of sector, experience and geography. Whilst growth finance funds do not have 
the same strict rules governing collateralisation and track record as banks in Africa, they do generally take 
security over some level of collateral in order to provide a minimum level of security and to align risks with the 
entrepreneur. Average levels of 50%-75% collateral for investments in a fund are fairly typical. Funds vary in 
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their approach to investing in start-ups with some funds comfortable to do so, whilst others prefer to invest in 
established companies.

The investment structures used by growth finance funds fall into three broad categories: debt, quasi-equity 
and equity. Debt is usually provided in the form of an amortising loan with a fixed or floating interest rate. 
Whilst most loans are medium term (4-7 years), shorter term trade finance style products are offered by some 
funds. Quasi-equity is generally structured as a debt instrument whose coupon is linked to both a defined 
interest rate as well as a fixed proportion of the company’s revenues. Finally, equity investment is usually 
restricted to minority positions and, due to the illiquid nature of shares in such small companies, is generally 
structured with a put option, requiring the entrepreneur to buy back the equity from the fund before the fund 
terminates. Some fund managers make use of all of these instruments, often combining at least two within 
the same investment, whilst others generally use one preferred instrument.

The size of investments made varies at both the upper and lower end of the scale, around the $100,000 
to $1 million core investment range focused on in this Report. The five fund managers profiled had target 
investment sizes ranging from $10,000 to $2.5 million.

The price of financing also varies, particularly with respect to the type of finance being provided. The expected 
returns for each investment targeted by growth finance funds interviewed for this Report varied in Kenya from 
8% to 30% p.a. in US dollars, and in South Africa from 14% to 30% in US dollars. Although funds usually raise 
their money in US dollars, investments are generally made in local currencies (one exception being Root Capital, 
whose loans are secured against expected US dollar receipts by its investees), with the funds therefore bearing 
the foreign exchange risk.

How growth finance funds manage investments

In general, the approach to managing investments taken by growth finance funds is to maintain close 
contact in order to monitor the progress of companies and support the needs of the entrepreneurs. The 
provision of business development support is varied, with some funds opting to hire outside consultants to 
provide specific support, and others relying on their investment personnel to provide mentoring alongside 
their investment duties. Furthermore, whilst some funds prefer to offer one-on-one support in order to tailor it 
to the individual needs of an entrepreneur, others aim to realise economies of scale and promote networking 
amongst entrepreneurs by holding group training sessions.

All funds that were profiled for this Report take specific steps to manage environmental, social and 
governance (ESG) issues in their portfolios.

Who growth finance funds compete with

The competitive landscape for growth finance funds contains several different players. At the small end of 
the scale, some entrepreneurs are able to access loans of up to $50,000 from microfinance institutions.  
At the larger end of the scale growth finance funds face competition from private equity funds that are 
looking to invest in the firms with the highest growth potential.

In Kenya, whilst there are a large number of funds targeting SMEs (with some commentators putting the 
number at around 40), there seem to be relatively few that have sufficient market presence to be considered 
as potential or actual competitors to the funds profiled in this Report. Most prominent was a mix of funds 
specifically targeting either high-impact or high-growth companies:

•   Acumen Fund: a US headquartered fund targeting high-impact entrepreneurs in Africa and across the 
developing world. Transaction sizes range from $300,000 to $2.5 million.

•   Grassroots Business Fund: another US headquartered fund investing globally into high-impact 
entrepreneurs, with transaction sizes of $250,000 to $1 million.
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•   TBL Mirror Fund: an east African venture capital fund, targeting high-growth companies, making 
transaction sizes of €100,000 to €1 million.

•   Fanisi Venture Capital Fund: also an east African fund targeting high-growth companies. Transaction sizes 
targeted are $500,000 to $3 million.

•   InReturn Capital: another east African fund targeting high-growth companies with transaction sizes of 
$250,000 to $2.5 million.

In South Africa, as the overall financial sector is more developed than in Kenya, the private equity market is 
also more developed, with a large number of established players. However, the competitive landscape for the 
growth finance funds that were profiled in this Report is similar to that in Kenya. Although a number of SME 
private equity funds have transaction sizes that overlap with the growth finance space, they target specifically 
the highest-growth companies. The space that growth finance operates in, financing all companies 
regardless of growth profile, therefore has relatively limited competition. Indeed there seems to be very 
little evidence of direct competition on specific deals between the fund managers profiled in South Africa: 
Business Partners International, GroFin, Enablis and Anglo American Zimele.

Across Africa, banks are another important source of competition to growth finance funds, not necessarily 
when entrepreneurs are first financed by the funds (as at this point they are generally unable to access bank 
finance), but rather after they have grown and become sufficiently well-established to satisfy the banks’ lower 
risk appetite. This can therefore result in the strongest investee firms repaying early the investments from 
growth finance funds (possibly detrimentally affecting the returns made by the funds) in order to refinance 
themselves with cheaper bank debt.

The final key source of competition for the space is from government-backed programmes offering investment 
or grants to entrepreneurs. The prevalence of such programmes varies greatly from country to country, and 
even in South Africa, where the level is quite high, the competition was not considered significant by the funds 
interviewed for this Report. The key reason for this was the considerable amount of time generally needed 
to access this form of finance, meaning that the entrepreneurs with the strongest investment cases would 
generally still approach the growth finance firms in order to access finance as quickly as possible.

2.4. Investors: supplying growth finance capital
The largest volume of capital invested into the growth finance space comes from Development Finance 
Institutions (DFIs); however, there is also significant investment by foundations and corporate institutions. 
High net worth individuals, impact investment funds and other institutions are also present, although to a 
lesser degree. These different groups of investors all have their own rationales for investing in the growth 
finance space, seek different levels and types of returns (e.g. trading off financial performance for other forms 
of returns such as development impact) and have different preferences for the structures and instruments 
through which they invest. This section looks at the key characteristics of the main investors:

•  Development Finance Institutions;

•  Governments (domestic);

•  Corporate institutions;

•  Foundations; and

•  Other investors. 
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Development Finance Institutions

DFIs are government controlled financial institutions with mandates to make investments that promote 
development and strengthen the role of the private sector in their target geographies. They may be 
multilateral institutions, part of larger regional development banks, or bilateral institutions that are funded in 
one country. Key multilateral bodies that invest in the African growth finance space are the IFC (the private 
sector arm of the World Bank), the African Development Bank and the European Investment Bank. Key 
bilateral institutions in the growth finance space include CDC Group, FMO, Norfund and Proparco, which are 
the British, Dutch, Norwegian and French DFIs respectively.

Rationale for investing

As part of their role to promote development through the private sector, DFIs look to fund solutions to market 
failures. Their guiding principles for selecting investments were defined well in a 2011 report from Dalberg14 as:

  the need to be additional (going where other investors don’t), catalytic (paving the way for 
others to follow) and sustainable (making sure that investments have long-term viability). 

It should be noted that in some interviews with DFIs, the focus on sustainability seemed to be replaced by 
the idea of ‘commerciality’. The precise meaning of commerciality that was implied by this varied from the 
ability of an entity to support itself through its own operations, to one where it offered a risk/return profile 
that would be acceptable to a purely commercial investor. Whilst the first definition is consistent with the idea 
of sustainability, the second is much narrower and seems to preclude the eventuality of an entity finding a 
long-term supply of capital to support itself, where the capital is not invested on purely financial grounds. 
In either guise, this was a critical point for the DFIs, although it was acknowledged that the exact route to 
achieving this within the growth finance space was unclear.

Exact capital allocations to the growth finance space differ between DFIs. Some have a dedicated allocation 
to this part of the market, others have an allocation to SMEs and so investments in the growth finance space 
compete with investments in SME private equity funds. Finally, some others have no strict allocations but 
make investments based on where they see the greatest need and largest potential impact, meaning that 
growth finance funds compete for funding with all other investment opportunities.

Investment methods

DFIs invest both directly into companies and indirectly through investment funds. With respect to the growth 
finance space, the majority of investments are made via equity commitments in private equity style funds, 
although some DFIs provide debt to funds structured as corporate vehicles. These investments complement 
other strategies to increase the provision of finance to entrepreneurs through, for example, investments 
intended to strengthen the ability of banks to serve this market. Investments are generally made for several 
years, with tenors above 10 years quite rare.

Some DFIs also provide grants through the form of technical assistance (TA) to fund managers. These are 
generally used for capacity development purposes, helping fund managers to grow and to strengthen their 
systems, or for funding business support programmes for the funds’ investee companies.

Return and other requirements

Although DFIs need to earn financial returns on their investments in order to remain financially viable themselves, 
they are able to sustain sub-commercial returns in order to support the establishment of a solution to a particular 
market failure. Although the ability to eventually generate returns satisfactory to commercial investors is seen as 
a critical factor, the DFIs that were interviewed for this Report were pragmatic in their expectations of potential 
returns from the growth finance space in the short to medium term.
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The developmental impact of funds is of key interest 
to DFIs with some requiring reporting on specific 
development indicators such as job creation and 
tax payments. In addition, DFIs generally request 
specific reporting on ESG issues. A lack of coordination 
amongst DFIs around reporting requirements seems 
to have been burdensome for funds; however, this 
may be improving following a recent effort by DFIs to 
harmonise requirements.

Governments (domestic)

Across the world the provision of support for small 
scale entrepreneurs is often seen as primarily the 
responsibility of governments. The degree to which 
investment and support is actually provided varies 
dramatically. Many governments, particularly those 
in more developed countries, play leading roles in 
sponsoring investment funds for SMEs and providing 
grants in order to support the sector. Whilst a lot 
of government interventions were evident in South 
Africa, there was also comment that they were often 
uncoordinated and bureaucratic to deal with. Within 
Kenya, almost no signs of government programmes 
offering finance to SMEs that were materially 
impacting the market were discernible.

Rationales for investment

Governments invest in this space in order to support the 
economic and social development of their country.

Investment methods

Investment structures used vary greatly, but generally 
come in the form of grants, guarantees and soft capital 
(subsidised loans and equity that only seeks a low return). 
In terms of liquidity requirements, governments are able 
to provide any tenor of finance and should have the most 
flexibility of any investor in this regard.

Return and other requirements

Governments do not generally invest where 
commercial returns are available, and so usually look 
to either receive just their capital back, or to make a 
sub-commercial return.

Anglo American Zimele
Capturing shareholder value

Anglo American created Anglo American Zimele 
(‘Zimele’) in 1989, which today comprises four 
distinct SME investment funds that combined 
currently invest R498 million ($69 million). 
It provides marginal financial returns as an 
overall portfolio; however, it achieves significant 
economic and shareholder value.

In addition to managing investment funds, 
Zimele co-ordinates enterprise development 
activities that weave into the operational side 
of Anglo American’s business. For example, 
operational units fund hubs that provide 
business support in communities near to Anglo 
American’s operations and in a number of 
major cities in South Africa. At the hubs, Zimele 
guides the overall strategy and provides staff 
supervision. This integration maximises the 
impact of investments for entrepreneurs and 
the company itself in terms of strength of supply 
chain, organisational culture and reputational 
benefits.

  A model for enterprise development, 
such as Anglo Zimele’s, is moulded over 
many years, building on the successes 
and learning from the failures. We have 
learned that there is not a ‘one size fits 
all’ approach to developing businesses 
and entrepreneurs, says van Rensburg, 
Zimele Managing Director. “The trick to 
sustainable enterprise development is a 
strategic combination of financial support, 
through equity or loans, and hands-on, 
incubator-style mentorship. 

Much like the resilience that comes from seed 
investors backing many of the growth funds 
profiled in this Report, in its early years Anglo 
American Zimele had a strong ally in Anglo 
American’s chairman. Many large companies 
seek to generate shareholder value through 
targeted sustainability interactions; however, in 
order to develop a growth investment 
programme of scale, leadership is required at 
the highest levels to ensure that the initiative is 
properly integrated into the company and is 
able to innovate to develop a strong, suitable 
model over time.

Profi
le
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Corporate Institutions

Rationales for investment

The reasons why companies invest in the growth finance space are more varied than for any other category of 
investor. Given that financial returns from this space have not to date been at a commercially attractive level, 
investments are made seeking a variety of other benefits. These include reputational and relationship benefits 
with local communities and governments, improvements to a firm’s corporate social responsibility engagement 
(which can have positive effects on employee morale and corporate culture), and help in meeting legal 
requirements (such as the black economic empowerment codes in South Africa). Other more long-term spill-over 
effects onto a firm’s core business may be achieved through building up future clients (a potential benefit for 
banks supporting the growth finance space), increasing the robustness and efficiency of a firm’s supply chains, 
as well as through generally supporting the health of the local economy. In aggregate, these non-financial 
forms of returns can make it in the best interests of a company to invest in the growth finance space, hence 
fulfilling a company’s fiduciary duty to its shareholders, despite the possibility of sub-commercial financial returns.

The strongest example encountered in the research for this Report, of a corporate capturing these returns, is 
Anglo American’s Zimele programme, which is profiled on the previous page, as well as in Appendix A.

Investment methods

Corporate investors use a very broad range of investment structures, from internally managed funds (such as 
Anglo American Zimele), to investment in external funds via debt or equity. Liquidity requirements also vary 
greatly from short-term to quasi-permanent (e.g. providing equity to capitalise a permanent capital vehicle 
with no anticipated exit route).

Return and other requirements

To date there has been very little corporate investment into the growth finance space on a purely commercial 
basis, and so given the other types of benefits sought, the expectation has generally been for sub-
commercial returns. 

Foundations

Rationales for investment

Foundations make investments in accordance with their mandates, which vary extensively. The mandates 
may include a specific focus on supporting SMEs or be broader yet consistent with investment in the growth 
finance space (such as global poverty alleviation).

Investment methods

Foundations invest through a variety of structures, predominantly using grants and soft loans, although 
equity investments are also used. Liquidity requirements vary, although foundations do have the capability 
to invest for the long-term. Very large foundations can have difficulty managing small investments, therefore 
programmes or funds that are unable to absorb tens or even hundreds of millions of dollars may be unable to 
access these investors.

Two distinct varieties of foundation investment identified in the funds interviewed for this Report include 
Root Capital, which has received loans from foundations such as the Rockefeller Foundation, and GroFin, in 
several of whose funds Shell Foundation has made equity commitments.
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Return and other requirements

Return requirements vary from full loss (i.e. grants), to expectations of fully commercial returns. Investments 
may be made from two different sources within the institution. Firstly, from the foundation’s corpus of assets, 
as part of its investment strategy; these are often referred to as ‘mission related investments’ or MRIs when 
they are made in line with the foundation’s charitable mandate. Secondly, from the money that a foundation 
gives away, which in the US are classified as ‘programme related investments’ or PRIs. Whilst MRIs generally 
need to seek commercial levels of returns in order to satisfy the fiduciary duty of the trustees, PRIs are 
generally made at sub-commercial rates. Interestingly, some jurisdictions require that PRIs only return sub-
commercial rates, which may cause confusion over which side of the foundation could fund an investment 
that has the potential but not the expectation to deliver commercial returns.

Other investors

Other investors active in the growth finance space can be categorised under the banner of ‘impact investors’ 
and include high net worth individuals and institutions (such as funds and investment banks that have 
aggregated capital from individuals). They have a variety of investment rationales; however, the majority 
have primarily social motivations and so are not looking for purely financial returns.

The marketplace for impact investment is most developed in the US, and so this, together with the lack of 
any US institution similar to the European DFIs, has led US-based fund managers such as Acumen Fund 
and Root Capital to concentrate on sourcing funding from these investors. In general it is a nascent market, 
with few intermediaries that can aggregate capital or help funds navigate the wide range of preferences and 
requirements that different investors hold.

Funds that receive investment from impact investors therefore currently have to spend a large amount of 
time and money on marketing and negotiating funding. Liquidity requirements vary greatly but are often 
relatively short, further increasing fundraising costs. Reporting on impact is generally seen as a critical 
component of the marketing to the impact investment space; however, there is no clear agreement over the 
method of measurement or formality of reporting. Finally, it is notable that larger investors in the impact 
investing space may face similar problems to the larger foundations, in being unable to find funds large 
enough to be able to absorb their preferred sizes of investment.
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3 Challenges of operating in 
the growth finance space

The fund managers, entrepreneurs and investors interviewed all referred to the challenges that exist when 
operating in the growth finance space. These challenges were identified as both gaps, where demand from one 
party was unmet, and tensions, where a party had difficulty meeting two or more demands simultaneously.

Given the flows of funding in the growth finance space, this analysis is divided into two sections:

• Challenges between entrepreneurs and funds; and

• Challenges between funds and investors.

3.1. Challenges between entrepreneurs and funds
As noted in section 2.1, the ‘missing middle’ is made up of a variety of entrepreneurs and, for the purposes of 
this Report, the findings about entrepreneurs refer to the group as a whole. That said, however, it is important 
to note that issues faced by entrepreneurs could vary substantially according to a number of factors, 
particularly:

• The stage of the business, i.e. start-up companies vs. those in the growth or maturity stages; or

• The growth profile of firm: those with high growth trajectories vs. lifestyle businesses.

In terms of the flow of capital between entrepreneurs and funds, three main sources of potential bottlenecks 
were identified. These will be analysed in turn:

• Deal sourcing;

• Deal structuring; and 

• Deal managing. 

3.1.1. Deal Sourcing

In general, fund managers appeared to experience a degree of trouble sourcing deal flow. A shortage in deal 
flow negatively impacts returns when funds cannot be invested quickly enough, and when managers do 
not have a range of strong propositions to choose between. Fund managers and entrepreneurs identified a 
number of issues which affected deal sourcing:

A shortage of investment ready companies

Some fund managers (particularly newer fund managers and those operating in Kenya) noted that the supply 
of investable companies was insufficient. This meant that a lot of work was often necessary in order to make 
companies ready for investment, both in terms of education in financial literacy and practical business assistance 
(e.g. drawing up business plans, formalising companies, assisting in financial planning). In order to maintain 
their investment pace (so as to avoid weakening fund performance) fund managers face a tension of having to 
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look more widely for investment opportunities without 
deviating from their preferred investment strategies or 
being forced to select weaker propositions.

A shortage of growth finance funds

Interestingly, a number of entrepreneurs made the 
opposite remark to the previous point made by fund 
managers, namely that there was a shortage of funds 
and financing options available in the market. This 
appears to suggest some kind of market failure with  
a clear disconnect between supply and demand.

Fund managers lacking established brands

Some fund managers noted that their brand and 
market profile was not strong enough, thus preventing 
them from attracting the strongest entrepreneurs  
and businesses.

Difficulties finding the fund and issues of 
advertising

A number of entrepreneurs mentioned that they had 
difficulty finding growth finance funds and that they 
only found out about them through word of mouth 
or other ad hoc methods. This tension was also 
identified by fund managers, who wanted to increase 
their market presence but were reticent to advertise 
widely, due to previous experiences of receiving an 
overwhelming response from unsuitable businesses. 

The absence of a central information 
repository

In both Kenya and South Africa, there is a notable 
absence of an effective central information repository 
where entrepreneurs (as well as fund managers and 
investors) might go to for information on financial 
products, capital availability and business support 
opportunities in the growth finance space.

Enablis
Building a pipeline of investment 
ready SMEs

The network approach

In addition to direct investment and loan 
guarantees, Enablis is a member organisation 
that creates a unique network of entrepreneurs 
which allows its members to access networking 
platforms, training and events. This also helps  
to develop a pipeline of investment ready SMEs  
for Enablis. 

  Creating networks builds a level of 
sustainability that no individual fund 
can provide. In addition, it allows Enablis 
to build a pipeline of investment ready 
companies 

Before accepting investment proposals, Enablis 
requires that entrepreneurs have been a 
member of the Enablis network for at least 
six-months and attained a Gold membership 
level. An entrepreneur that has achieved Gold 
has a business that has been in operation for at 
least three years or exceptionally has achieved 
certain education and training milestones. 
Investee companies can access wider network 
activities in addition to tailored support provided 
both in-house and through outside consultants. 
This process allows Enablis significant insight 
into the future companies it will invest in.

Profi
le
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3.1.2. Deal Structuring

In general, entrepreneurs value the option of being able to choose between a range of types and terms of 
capital, with a bespoke and flexible approach to structuring. This is particularly the case for companies in 
the start-up or growth phases, as revenues can be unpredictable, and cash flow and other requirements may 
change. However, it is not always possible for fund managers to provide the ideal financing structures for 
entrepreneurs. This may occur for a number of reasons:

The structure of investment funds

Fund managers are limited in what they can offer entrepreneurs in terms of type and conditions of capital 
because of the structure of their own funds (i.e. private equity style structures vs permanent capital vehicles). 
For example, investment vehicles that are significantly leveraged may be unable to provide equity as they 
require regular cash flows in order to service their debt.

Financial literacy and product familiarity

A number of fund managers mentioned that entrepreneurs did not want to pursue equity investment 
options. Reasons for this included that entrepreneurs were more familiar with debt and thus they did not 
understand equity or that there was a significant cultural barrier to equity. The cultural issue arose because 
entrepreneurs did not want to give away ownership of what were often family-owned businesses. It was 
believed that this cultural barrier could be mitigated by introducing buy-back clauses into the equity 
agreement, however, in some cases this deep-rooted aversion to equity remained. In addition, a number of 
entrepreneurs expressed dissatisfaction with the revenue sharing model, commenting that taking payment 
from revenues rather than profits was difficult for companies to bear and so could actually disincentivise 
them from growth.

Preference for a simple financing solution

Fund managers referred to a tension between wanting to provide a raft of financing instruments to their 
entrepreneurs but being limited by a need to have streamlined processes due to their limited resources. 

The various financial instruments used by growth finance funds all have strengths and weaknesses.  
Those for debt, quasi-equity and equity are outlined in brief in Figure 4. Notably, fund managers have 
different opinions on and approaches to addressing these matters and the range of instruments that they 
utilise varies accordingly.
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Figure 4: Advantages and weaknesses of debt, equity and quasi-equity

Debt Pros Cons

Fund managers • regular payments

• predictable returns

• security through collateralisation

• no upside participation

• risk of repayments overburdening 
the business and restricting growth

Entrepreneurs • predictable costs

• retaining control of company

• risk of repayments overburdening 
the business and restricting growth

• risk of being unable to refinance

Equity Pros Cons

Fund managers • participation in upside

• alignment of interests

• ability to influence operations of 
business

• introduces downside risk

• generally only exit available is 
a sale back to entrepreneurs – 
negotiations on price may therefore 
be problematic

Entrepreneurs • lack of regular payment obligations

• risks of underperformance shared 
with the fund

• lose some control of company

• sharing the upside

• cost of buying back shares may be 
higher than anticipated

Quasi Equity* Pros Cons

Fund managers • participation in upside

• may still allow some level of 
collateralisation

• provides minimum rate of return

• risk of repayments overburdening 
the business

• may introduce relationship 
problems, due to incentive for 
entrepreneur to misrepresent 
company performance in order to 
lower costs

Entrepreneurs • lowers cost of capital should the 
company underperform

• retaining control of company

• absolute payments increase with 
revenues

• payments linked to revenue rather 
than net income can create a 
misalignment between the level of 
payments and the firm’s ability to 
honour them.

• risk of repayments overburdening 
the business 

*Note: Quasi equity refers to loans with coupons that are linked to an interest rate plus a defined share of revenues. 
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3.1.3. Deal Managing

Fund managers offered a wide range of business development 
support to entrepreneurs. It varied both according to how it was 
delivered (e.g. internally through in-house staff or by outsourcing, and 
individually or in a group) and how it was funded. Each method has a 
number of core strengths and weaknesses.

Internally delivered support

Although some concerns were raised regarding internal provision 
of business support, it easily aligns the interests of the provider of 
support (fund manager) and the entrepreneur to maximise profit. In 
addition, it enables the fund manager to collect information on the 
business and therefore target the most appropriate support for the 
entrepreneur and make the best financing decisions for the fund. 
However, providing the business support internally can also give 
rise to an actual or perceived conflict of interest between the fund 
manager, playing the role of both mentor and debt collector, and 
the entrepreneur. This has the potential to significantly damage the 
relationship between the two parties. According to fund managers, 
although they were comfortable managing this conflict when it arose, 
it was more commonly perceived as an issue by entrepreneurs. In 
addition, it should be noted that where staff are incentivised through 
payment collection, this could exacerbate the conflict of interests 
between mentoring and debt collection.

Outsourced delivery of business support

If business support is outsourced, fund managers can hand-pick 
experts in industry and professions to provide high quality, tailored 
support. This can also free the resources of fund managers. However, 
it is a challenge to incentivise the consultants to effectively align 
the commercial interests of the consultant and the entrepreneur. 
Furthermore, in some geographies it can be difficult to find 
consultants with the relevant expertise, or expensive to bring them to 
the entrepreneur from abroad. 

Individual vs. group support

There is no one answer as to the best approach. One-on-one 
mentoring allows entrepreneurs to access tailored individual support 
and to have dedicated, focused attention. On the other hand, 
group support sessions could allow the fund manager to benefit 
from economies of scale by better using their limited resources and 
creating an environment where entrepreneurs can network and go on 
to support each other.

GroFin
The importance of local, 
expert mentors in business 
development

GroFin operates in eight countries in 
Africa and the Middle East, and in each 
geography GroFin places particular 
importance on providing individually 
tailored business support.

Business support is an integral part 
of GroFin’s offering; it is primarily 
provided through GroFin’s own portfolio 
managers. Additionally, where needed, 
entrepreneurs are connected to 
specialists who understand the unique 
set of challenges facing a business 
in a particular market or with specific 
experience, such as an independent 
board member. Investees make use 
of GroFin’s support according to their 
needs, and on average portfolio 
managers are in contact several times 
each month.

Profi
le

  Entrepreneurs in the growth 
finance space benefit greatly from 
tailored local advice and support 
given the changing nature of their 
business and the markets they 
operate within. Specialised GroFin 
portfolio managers are on call 
whenever an entrepreneur needs 
them. 
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Funding business support

The costs of business support can be significant, and 
fund managers choose to finance it in different ways. 
Some managers choose to factor it partly into the cost 
of capital paid by the entrepreneur, and absorb the 
rest of the costs themselves. Others fund the support 
through subsidies and grants provided by external 
parties (that may then be passed on to entrepreneurs 
as grants or interest-free loans to pay for the support). 
Fund managers who take the latter approach justify the 
use of subsidies by referring to the high need (as well 
as the high cost and high impact) of business support. 
Other fund managers, however, believe that the fund 
and entrepreneur should be able to bear the costs, given 
the increased returns it should engender. In general, 
investors interviewed for this Report did not have strong 
preference between either of these approaches, but 
instead were strictly focused on ensuring that any 
subsidies or grants were applied to increase the resulting 
commerciality of funds and entrepreneurs, and never to 
support weak or unsustainable business models.

3.2. Challenges between 
funds and investors
There are many challenges that exist between funds and 
investors, which currently limit the ability for funds to meet 
the requirements of their existing investors and also to 
attract new sources of capital to the space. These can be 
divided into three broad areas:

• Increasing the profile of the growth finance space;

• Knowing and meeting investors’ requirements; and

• Finding the most appropriate fund structures.

3.2.1.  Increasing the profile of the growth 
finance space

Investment in growth finance funds in sub-Saharan 
Africa is dominated by DFIs, similar to many of the 
private equity funds in this geography. Amongst other 
groups of investors, there is a lack of familiarity with 
specific fund managers and the SME space in general, 
despite a commonly professed curiosity in exploring such 
investments. This lack of knowledge of the space is a 
key barrier to bringing in new investors. The contributing 
factors are explored herein.

Root Capital
Sustaining social impact capital

Root Capital practices cash flow lending in 
Kenya by extending credit against contracts 
for agricultural products from reputable, 
often international buyers like Starbucks. Its 
headquarters is based in the US and it is a not 
for profit organisation – both of these factors 
are helpful in attracting funding from social 
impact investors. Angel investors provided seed 
funding for its establishment in 1999 and it now 
attracts investment from charities, individuals, 
foundations, DFIs and a small amount from 
commercial entities.

To sustain investor confidence over time, 
Root Capital has focused its energy on clear 
and transparent communication regarding 
expenditure and returns.

Additionally, Root Capital has demonstrated 
efficiency through improving its operational  
self-sufficiency ratio every year of operations  
and is aiming to attain self-sufficiency on a 
global basis by 2013. Root Capital integrates 
a social value matrix that aligns with investor 
interests and includes key indicators, such as  
jobs created, farmers reached, women-led 
businesses supported.

Wider impact outcomes, including decreased 
vulnerability of farmers and community 
reinvestment are, where financially possible, also 
measured. In line with the recommendations 
of the Global Impact Investing Network, Root 
Capital will soon be initiating its first third party 
social impact evaluation with the support of Gates 
Foundation and an external researcher.

Profi
le

  Social impact investors have high 
expectations much like finance-first 
investors. They expect to be able to 
measure the economic impact of their 
investment and for Root Capital to 
be open and transparent in order to 
demonstrate efficiencies over time – 
investors want to know that their money 
is being well administered. 
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Existing funds are well supported by existing investors

Growth finance is, on the whole, a relatively new concept. The funds in this space have characteristically had 
one or two supportive seed investors, which have allowed them to become established without expending 
significant resources on finding new sources of funds. Much of the key support for recently established funds 
or country offices has come from DFIs. DFI funding is a natural source of capital given their ability to provide 
medium to long-term capital and their mandates, which are aligned with the growth finance space. However, 
this has likely led to a diminution of the need for funds to search for alternative sources of finance, or for the 
various growth finance players to publicly collaborate to widen the set of investors that understand the space. 

Most fund managers do not create a public profile

One cause of the lack of familiarity with the space is the lack of any history of broad based marketing to 
investors or public awareness campaigns that might have helped to build a public profile for funds and 
growth finance in general. As above, the main reason for this is that each fund has a committed private 
donor base so therefore does not wish to expend resources in this way to attract new funds – much like 
private equity. Root Capital is one exception to this, as its investor base has traditionally provided larger 
numbers of smaller investments, partly because of the lack of a US DFI similar to those in Europe.

Weak network of growth finance players

Another factor contributing to the low awareness and unequal understanding of the space is that it is a 
nascent, disparate market, which has not yet formed a unified public presence. The lack of a strong industry 
association to represent the funds in the space, or events to discuss the unique factors facing it, places it at a 
disadvantage to other, better organised, groups of investment funds.

The lack of effective placement agents for the impact investment community

Finally, some investors interviewed for this Report represented organisations that had specific remits such 
as representing high net worth individuals and foundations, or advising corporations on making social 
investments. They reported a lack of established and effective intermediaries (e.g. placement agents), 
which could assist funds to cost effectively access mission driven ‘impact investors’ or soft capital providers. 
Aggregator organisations such as the US-based organisation Toniic are relatively new, rare and were not 
known to the funds involved in this Report.

3.2.2. Knowing and meeting the investors’ requirements

Investors have a wide range of requirements, including financial returns, which for some might be traded off 
against other social, environmental and developmental returns. Additionally, there are other factors that drive 
investors such as reputation management. Understanding and meeting these requirements represents a 
significant challenge for funds. 

We divide the key investor requirements and associated challenges in meeting them, into three groups:

• Financial requirements;

• Environmental, social and developmental impact requirements; and

• Other benefits. 
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Financial requirements

Rarity of established track records

With the exception of the first committed investors that 
seed new growth finance vehicles, investors generally 
require fund managers to demonstrate a track record in 
terms of returns in order to reduce their risk. Given the 
nascent nature of the market, demonstrated experience 
exists for only one or two managers in the growth 
finance space. DFIs are generally comfortable with 
the risk of investing in teams without established track 
records; however, it takes time to develop relationships 
with them, and so this is likely to be a key limiting factor 
in attracting new investors at the current time.

The high cost structure of growth finance 
funds

Given the nature of the firms into which growth finance 
funds invest, achieving a market return is challenging. This 
challenge is due to the fact that the ratio of transaction 
and business support costs to investment amount is much 
higher than in standard private equity. This affects both 
the salaries and incentives that funds can provide to staff 
as well as the returns that investors receive. Subsidies, such 
as grants for technical assistance of SMEs, can assist with 
the cost of business support; however, funds differ on 
whether subsidy or commercial transparency is preferred 
depending on investor preferences.

The pressures to increase transaction sizes

Where funds are competing with private equity funds 
for investors’ capital, there is a pressure to provide the 
best returns possible. Managers may then feel pushed 
to move to bigger transaction sizes in order to increase 
returns. This is a key tension, as it means that they will 
therefore no longer be serving the full range of businesses 
in the growth finance space. This is a noted trend 
amongst funds that started making small transactions 
but have since attracted larger amounts of capital. One 
example is Aureos Capital, which began operating at 
the small end of the private equity spectrum, but has 
now moved to larger transaction sizes. Interestingly, 
however, there are also fund managers that are 
moving downwards in transaction size, having seen the 
commercial opportunities that the SME financing-gap 
can provide. For example, in 2009 Abraaj Capital (a large 
cap private equity firm) launched its Riyada Enterprise 
Development Fund that makes average investments of  
$5-6 million into SMEs. 

Business Partners 
International (BPI)
Building quality systems  
for scale

Since its establishment in South Africa in 1981, 
BPI has been process innovating in order to 
improve and refine the quality and efficiency of 
its systems to ensure that increases in scale will 
improve sustainability.

BPI reached significant scale some years ago 
and is continuing to grow its portfolio with  
$374 million currently invested, and aims to 
make 500-700 new investments each year. 
Quality systems are maintained through the use 
of key performance indicators that are built into 
the overall information technology environment, 
as well as integrated into a performance 
management system to encourage individual 
performance.

Scaling a large and successful model to a new 
country is important in order to improve access 
to finance; however, it is a challenging process. 
In 2006 BPI established a new fund in Kenya, 
which required translating the quality systems 
and culture of the South African operations,  
into a smaller fund in a different business 
ecosystem. This fund will complete its 
investment round in 2012.

Profi
le

  Scaling our services was important to 
expand the impact of our growth finance 
model to other countries, however it has 
required intensive support in the early 
years. BPI has benefited from its strong 
systems in South Africa that can be 
passed on. 
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Competition with SME private equity funds

A similar pressure to increasing investment sizes is for funds to only invest in the highest growth companies 
that provide the potential for the best returns. In general, funds in the growth finance space do seem 
comfortable managing this tension, i.e. to continue investing in lifestyle as well as high growth companies. 
However, there is also the risk that SME private equity funds, whose transaction sizes overlap with the growth 
finance space, and who already operate in this manner, will invest in and so remove from the market the 
strongest investment opportunities. This would leave growth finance funds with a reduced opportunity set, 
which without the high growth companies would render the investment proposition less profitable.

Pressures to expand

Another way to counter the issue of the ratio of returns to operational costs is to realise economies of scale 
through receipt of larger investment pools that leverage off existing management infrastructure. This can 
provide an incentive for managers to quickly raise larger amounts of capital to increase the volume of deals. 
Funds then have a tension between wanting to scale to realise such benefits and being able to do so whilst 
ensuring that quality and efficiency levels are maintained.

Environmental, social and developmental impact requirements

There is a growing group of investors willing to trade off lower financial returns for social and development 
impact. Social impact is important for many foundations and impact investors, whilst development impact is 
central for DFIs. However, there are difficulties in attracting new capital based on growth finance’s impact in 
these areas, as there is no real consensus as to:

• How the trade-off between financial and other returns can be balanced when different investors have 
different preferences?

• How the impact should be measured and monitored? For example, should a fund manager use accepted 
standards, such as IRIS, or external audits to monitor impact?

• How best to report? Some investors require detailed information on non-financial impacts and others are 
comfortable with anecdotal evidence.

Other benefits

In the discussion (in section 2.4) of the rationale of corporate investors in the growth finance space, such as 
Anglo American Zimele, various benefits of investment were discussed (including reputation, relationship and 
positive spill-over effects to other parts of the business). As the direct provider of the growth finance products, 
Anglo American Zimele has managed to harness a great deal of these ‘other benefits’; however, the same 
cannot be said for the external investors in many growth finance funds. Rather, the intermediation of the 
investor and the entrepreneur makes it difficult for investors to capture these more intangible benefits to the 
same degree. The reasons why fund managers are not always able to effectively ‘transfer’ these benefits to 
investors may include:

• Current reporting on development impact, that is based on the requirements of existing investors, largely 
the DFI investors, and so is often focused on the particular needs of the DFIs;

• The lack of information sharing beyond just the funds’ investors, similar to the approach taken in private 
equity; and

• The lack of publicly focused marketing and promotion by fund managers.
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3.2.3. Finding the most appropriate fund structures

Each investor type and individual investor has a preference for the products and structures that they are most 
willing to invest in. From the perspective of creating a sustainable growth finance space, there are strengths 
and weaknesses to each investor preference. Many investors seek the familiar and proven model of a private 
equity structure; however, some players noted that a different investment vehicle may bring positive benefits 
such as new investors and more sustainable funding for entrepreneurs. The tensions between investor and 
fund manager preferences centre on:

• The problems of short-term funding; and

• Pros and cons of longer term investment vehicles.

The problems of short-term funding

Many investors do not like to commit to unfamiliar investments for long periods, and so prefer to give short-
term funding. This type of financing, such as that often made by foundations, means that fund raising has 
to take place more regularly and is therefore more costly and time consuming. It also restricts the long-term 
planning of the fund manager, as it is unable to plan far beyond any one funding cycle.

Pros and cons of longer term investment vehicles

Longer term structures, such as private equity funds, are often preferred by fund managers as they allow 
them to lock in money for longer periods of time, thereby reducing fundraising costs. However, this fund 
structure can also limit the manner in which the fund manager is able to deploy the capital. For example, it 
leads to a limitation on the ability of a fund manager to recycle capital in order to provide follow-on financing 
to entrepreneurs due to the limited life of the fund. Recycling capital is particularly useful as entrepreneurs 
often prepay the investment early if they become attractive to banks, and are thus able to raise cheaper 
finance, before the fund has earned its target return on the investment.

This money could be reinvested through permanent capital vehicles that allow funds to be recycled such as 
happens at Root Capital and Business Partners International South Africa. These vehicles also easily allow 
for the blending of returns for specific investors. This means that different investors can more easily invest 
via debt or equity, each seeking different levels of returns. This then allows managers to offer a variety of 
pricing options according to risk. This would enable fund managers to provide finance to a wider set of 
entrepreneurs, including existing investees that have become attractive to banks and thus demand lower 
cost capital. A key disadvantage to permanent capital vehicles, however, is the lack of exit routes for equity 
investors in the funds (e.g. DFIs or foundations), which can make investors reticent to invest into them without 
confidence that the secondary market for their shares will be sufficiently liquid.
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4 Recommendations: the  
future of growth finance

The two key characteristics that most affect the ability of the growth finance market to achieve scale and 
sustainability are its nascent nature and the underlying logic of private equity that is evident in many funds. 
These two characteristics appear to account for a large number of the challenges referred to in this Report 
and hence are a source of recommendations.

As a nascent market, the typical institutions and infrastructure that surround a financial market in sub-
Saharan Africa are relatively underdeveloped. As identified above, the growth finance space is missing 
elements that are essential for a functioning market, ranging from adequate competition and substitutes 
in the credit market, to critical support institutions. Unsurprisingly, there are a number of challenges that 
arise from being an early entrant to a nascent market and it appears that many of the tensions and gaps 
identified above are amongst these.

Furthermore, it appears from the research conducted for this Report, that the growth finance space in sub-
Saharan Africa has itself inherited much of its logic from private equity. Both worldwide and within Africa, 
private equity has played a powerful role in making available flexible finance for high growth businesses. 
However, this success does not immediately imply that its standards, many of which evolved in the US, are 
the most appropriate for the growth finance space in Africa. Therefore, in addition to the challenges of a 
nascent market, certain tensions and gaps also seem to be explained by what will be termed: the ‘private 
equity mind-set’.

Accordingly, the two themes are:

• The role of the nascent market in growth finance; and

• The prevalence of the private equity mind-set. 

Where appropriate, recommendations are made on areas that might be profitably focused on, addressed or 
reconsidered. These are addressed to investors, fund managers and intermediaries, in the hope that they will 
help strengthen the foundations for sustainability for growth finance.

4.1. The implications of a nascent market 
There are a number of issues that arise from the fact that growth finance funds are operating inside a 
nascent market and they will be analysed in turn. These are the lack of:

• track record;

• consensus on overcoming operational tensions; and

• a developed ecosystem.
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Factor A: Lack of track record

Although a small number of fund managers have operated for some time, the growth finance space overall is 
yet to establish a track record. Notably the lack of a track record is not uniformly evident across the continent; 
for example, it is more apparent in Kenya than in South Africa, and in turn more apparent in other African 
countries than in Kenya.

Given the fact that these fund managers are new entrants to a relatively nascent market, it is unsurprising 
that demand from entrepreneurs has been limited, despite the existence of a significant funding gap of 
the ‘missing middle’. Relatedly, it is also unsurprising that, with the exception of the DFIs, investors are not 
generally aware of or involved in growth finance.

Furthermore, the current track record of many of the fund managers has been negatively skewed by the 
global economic crisis of recent years. The crisis caused economic difficulty for the entrepreneurs (depressing 
returns through more write-offs), depressed demand for loans (depressing returns through slow investment 
pace15), and negatively impacted US$ returns for investors as a result of the depreciation of many African 
currencies. This affected both financial and developmental returns of fund managers, making it more difficult 
to raise capital from investors and diversify funding sources away from the DFIs.

Accordingly, it is established that it is too early to draw firm conclusions about the track record of the growth 
finance space and the potential financial and developmental returns of the models being employed. CAF 
Venturesome’s Impact Investors Handbook, published in 201116, interestingly describes the development of 
microfinance as an asset class and draws out lessons that can be applied to impact investing as an emergent 
asset class. Many of these lessons are also relevant to the growth finance space. This report notes that, in 
establishing itself:

  Microfinance required risk taking, significant guarantees, subsidies and interventions to begin 
building a track record. 

Indeed, it required the use of guarantees, subsidies and soft capital over a period of 30 years in order to 
develop a track record and it is argued herein that growth finance similarly requires such subsidised financial 
support mechanism. Of the funds interviewed, many pointed to a committed cornerstone investor as 
providing invaluable support in allowing them to achieve scale and impact.

Recommendation:

1.  Investors should continue providing funds, grants and subsidies to growth finance fund managers 
to allow a track record to develop. This is necessary to encourage innovation and enable the most 
sustainable models to be identified.



30

Growth Finance in Sub-Saharan Africa
ROUTES TO SCALE AND SUSTAINABILITY

Factor B: Lack of consensus on overcoming operational tensions

Given the nascent stage of the market, there is much diversity in the operational processes of fund managers. 
It will take time to determine conclusively which methods are the most successful, and it is likely that many 
approaches will remain as trade-offs, without a definitive answer. These issues are noted as areas of which 
stakeholders ought to be cognisant. However, in some areas, more definitive judgements and recommendations 
could be made, insofar as certain factors appear to be positively correlated to success and sustainability.

These operational tensions can be divided into three broad areas:

• Managing growth well;

• Managing the relationship with the entrepreneur; and

• Structuring investments for success.

Managing growth well

Many fund managers are seeking to increase the volume of deals in order to realise economies of scale. 
Accordingly, being able to grow and scale well is central to success. Scaling is not, however, without tensions, 
including:

• Service standards: increasing the volume of deals may put pressure on a fund’s ability to maintain a 
quality product (both financing and support) for entrepreneurs;

• Ability to invest: growing in fund size may create a problem of being able to deploy the capital efficiently. 
The problems of generating sufficient deal flow and the limitations on internal resources can be exacerbated;

• Mission drift: raising larger and larger amounts of capital may have implications on the size of 
transaction that funds make, which would in turn change the investment mandate of the fund manager.

Unfortunately, these tensions cannot be avoided or easily resolved; however, good systems, processes and 
communication with investors can assist to mitigate them.

Recommendations:

2. When scaling, fund managers should be actively aware of the tensions that may arise, in 
particular in maintaining standards and efficiency, and avoiding mission drift. 

3. In order to ensure alignment with investors, fund managers should clearly communicate their 
mission to serve the growth finance market, and their expectations for financial, social and other 
forms of returns.

Managing the relationship with the entrepreneur 

There is often a lack of understanding amongst entrepreneurs of the role of fund managers, and about the 
types of products and services that they provide. Worryingly, this sometimes persists even after funding has 
been received. In order to bridge this information gap, it is vital that the fund manager develop a close and 
open relationship with the entrepreneur. This can assist in a number of ways, including:

• Explanation of costs and benefits: It is important that the entrepreneur understands the structure 
and characteristics of the finance as fully as possible. To this end, it is critical that the fund manager 
adequately explains the true cost and structure of payments and control to the entrepreneur. This 
requires education and transparent practices, but is vital, as the more fully the entrepreneur understands 
all the characteristics and terms of the finance, the more likely the fund manager is to avoid relationship 
difficulties and payment problems in future. 
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• Understanding the value of the business support: It is important that the entrepreneur understands 
the critical nature of business support, and consequently its value. This understanding of the value of 
business support requires education, transparency and the fund manager to have developed a reputation 
in the market, resulting from other entrepreneurs expressing the benefits they received. If the entrepreneur 
understands the value of the support they receive, it will be easier for fund managers to justify their costs 
(over and above other providers of capital who do not provide support or do not provide the same level or 
quality of support) and thus gain a competitive edge in the market.

• Accessing information: In addition to providing the level of support needed by many entrepreneurs, being 
on the ground also allows the fund manager to encourage open communication channels, which in turn can 
increase their access to information about the businesses. Unlike banks that see the balance and deposits of 
their clients on a daily basis (allowing them to get early warning signs of trouble), fund managers do not have 
this access to information and accordingly must try to develop information sharing practices.

Recommendations:

4. Having an on the ground presence is vital in order for fund managers to make effective decisions 
and provide the best support.

5.  Fund managers should work to build a wider understanding of their products and services in the 
market.

6. In order to maximise repayment and trust in their products, fund managers should ensure 
entrepreneurs fully understand the financial product and obligations.

Structuring investments for success

Providing the entrepreneur with the best possible chance of business success, and the fund manager with 
the highest chance of meeting its returns requirement, requires appropriate structuring of the financial and 
support offerings. 

• Tailoring financial products and instruments: avoid ‘one size fits all’ model. As noted in section 3.1.2, 
there are pros and cons of each of the financial instruments used by growth finance funds, which indicates 
that there is not one particular instrument that is suitable to all conditions. It therefore follows that a 
variety of instruments are needed and should be available for use. Investee companies require a variety of 
instruments according to their sector, growth profile and stage of their lifecycle. Managers that are able to 
offer the largest flexibility around price, type of instrument, refinancing options and cash flow schedules 
therefore seem best placed to provide their investees with the strongest chances of success.

• Provision of support: There are also important considerations in terms of the delivery of business 
support. Fund managers who provide the support internally should be cognisant of the conflict of interests 
that can arise from playing both the debt collector and mentor role to the entrepreneur. Although funds 
that use outside support and don’t incentivise staff over debt collection are able to avoid these conflicts to 
a certain degree, there is no perfect way to provide this support and once again, it is likely to depend both 
on the preferences of the fund manager and the individual entrepreneur.

Recommendations:

7. As far as possible, fund managers should have available a variety of instruments, in order to structure 
finance that is appropriate for each entrepreneur and thereby increase their chances of success.

8. Fund managers should be cognisant of the tensions between different models of business support 
provision. If this support is provided in-house, the fund manager should be aware of the potential 
conflicts of interest that may arise from being both a debt collector and mentor.
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Factor C: Lack of developed ecosystem

As a nascent market, the institutions and infrastructure of the growth finance space are relatively informal 
and are still developing, including rating agencies, knowledge centres, established thought leadership, 
advisory services and audit expertise. Particularly critical to the growth finance market at this time are a lack 
of support structures for entrepreneurs to help them access capital and a lack of intermediaries between 
funds and investors.

The lack of support structures for entrepreneurs includes notably too few hubs and little early stage support 
infrastructure that could assist entrepreneurs to access capital, understand the kinds of products available, 
and become investment ready. This need for support is particularly evident in Kenya. However, although 
the institutions in South Africa are more developed and support is more generally available, a number of 
interviewees in South Africa noted that the institutions were relatively disparate and disjointed. Interestingly, 
this may be due to the fact that both public and private initiatives are presently developing in the growth 
finance space with little coordination.

The lack of intermediaries between funds and investors includes:

• The lack of an effective industry association to promote a better understanding of the growth finance 
space as a whole to investors, and to help demarcate the space from that of SME private equity (i.e. funds 
seeking just the high growth companies); and

• The lack of defined path to access the impact investment markets, due to the absence of effective 
placement agents or other intermediaries. This leads to poor understanding about the requirements of 
different impact investors in terms of returns, liquidity and impact measurement.

Notably, all stakeholders in the growth finance space face similar problems as a result of the nascent market. 
In addition, where applicable, parallels and lessons should be drawn from the experience of microfinance, 
which developed a similar ecosystem and infrastructure.

Recommendations:

9. Stakeholders need to support the further development of targeted, coordinated infrastructure 
that can better enable entrepreneurs to understand and navigate the growth finance space and 
become investment ready.

10.  Stakeholders need to support the development of umbrella organisations that can help to build 
a particular identity for growth finance, increase understanding of the space, and encourage 
innovation in models.

4.2. The prevalence of the private equity mind-set
Whilst this second theme cannot be said to affect all funds, it is possible that many of the difficulties faced 
by growth finance funds relate to the way in which many common practices of the space have evolved from 
private equity. Indeed, a desire to adhere to such standards may be a factor restricting beneficial innovation. 
These effects are classified into three areas: 

• Fund structuring; 

• Transparency; and

• Investment processes.
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Factor D: Fund structuring

Where private equity fund structures (i.e. limited life vehicles, often limited partnerships) are used, the model 
and terms are generally closely based on those used by larger scale private equity funds. Although some 
key terms will differ, often management fees, there is little fundamental difference in structure, despite the 
significant differences in the markets being targeted. Namely, growth finance’s greater focus on smaller, often 
less established and slower growth companies. It seems that a lack of flexibility in adapting this model may 
be constraining the types of finance that funds are able to provide to entrepreneurs. This has the potential 
to negatively impact the performance of investee companies, should funds not be able to provide optimal 
financing structures. In turn, this may weaken the performance of funds, through investee underperformance 
as well as through a loss of their strongest clients to competitors such as banks.

The strongest influence keeping funds structured so similarly to private equity seems to come from 
investors. As a preferred format for DFI investors, use of this standard allows funds to access this large pool 
of capital. With growth finance funds almost always managed by the same teams at DFIs that manage 
investment into larger private equity funds, it is no surprise that structuring requirements and expectations 
of performance are based on the private equity market. The structure of private equity funds is, of course, 
a tried and tested model and all models have strengths and weaknesses according to the circumstances in 
which they are applied. However, the growth finance space may in general profit from more openness to 
operating through different fund structures. This may be through altering current terms more fundamentally, 
or even by experimenting with other models such as permanent capital vehicles.

Such innovation could have multiple benefits. Whilst purely financial investors may prefer as familiar a structure 
as possible, other types of investors may find themselves better able to invest through different structures. This 
may, for example, include foundations and impact investors, who often invest with low-interest loans, or even 
the general public through a system such as that operated by Kiva17. Another option may be an increased use 
of tiered capital structures for funds, whereby certain investors (often publicly-backed funds or foundations) 
are offered a low return, helping to leverage returns for other investors that may therefore be attracted. Such 
blending of capital with different return expectations may allow funds to increase the range of returns that they 
seek from their own investments, thereby increasing their pricing flexibility.

With increased ability to tailor the price, structure and tenor of finance offered, funds would not only give 
each investee company a better chance to succeed, but would also be better placed to profit for a longer 
period from the relationship with each entrepreneur. Funds take the most risk when they begin a new funding 
relationship. If, as soon as a company demonstrates strong performance, it is refinanced by a bank using 
a price or product (e.g. a short-term revolving trade finance facility or longer term mortgage) that the fund 
cannot match, then the rewards for the risk taken by the fund are effectively transferred to the bank.

More innovation in structuring could also help to demarcate the growth finance space from private equity 
in general. This could have two positive effects. Firstly, this could introduce more clarity over the differences 
between growth finance and SME private equity funds targeting high-growth firms. Investors may, therefore, 
begin to introduce specific allocations to the growth finance space, where before all funds in the SME space 
had been competing for the same allocation of capital. Secondly, it may move the natural performance 
benchmark for the growth finance space away from private equity. Competing for returns with funds that 
have lower cost structures and target higher growth companies will always be difficult for the growth 
finance space; therefore avoiding inappropriate comparisons may reduce the risk of mission-drift that might 
accompany the pressure for ever higher returns. 

Whilst such innovation will take time to effect, a change in investor mind-sets could provide immediate 
benefits in enabling the best funds to prosper. This is because of an apparent lack of separation between 
growth finance and private equity in the minds of investors, with potentially inappropriate evaluation criteria 
being applied to growth finance. Private equity funds are often primarily judged on the quality of their 
financial returns, which can be greatly affected by just one or two high performing investments. This is, 
however, much too narrow a measure for growth finance, which is seeking to provide finance and support to 
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the greatest number of entrepreneurs that have insufficient access to both. Such impact may not always be 
highly correlated with strong financial returns, and so there is currently a risk that models which might provide 
the highest impact will not receive the support that they require. There is therefore a need for investors to 
develop evaluation processes that recognise and account for this.

Recommendations:

11.  Investors and fund managers should be open to experimentation with investment models, 
whether through modifying existing structures or by moving to other forms such as permanent 
capital vehicles.

12. Investors should recognise the different characteristics of growth finance and private equity, and 
develop evaluation criteria that properly capture the impact of growth finance beyond simple 
financial returns.

Factor E: Transparency

Private equity is, as its very name denotes, a private industry. Reporting, for example, on transactions and 
underlying companies is often very limited, and is generally only given to existing investors. Many growth 
finance funds seem to have inherited this approach, with both reporting and marketing carried out in a very 
similar fashion to private equity.

A move away from this mentality, to one embracing as much openness as commercial concerns allow, may 
well be beneficial. As long as growth finance funds provide a sub-commercial financial return, and this may 
indeed always be the case, they will need to also compete on the other forms of returns that they are able 
to generate. DFIs and impact investors will examine the level of developmental returns realised, so the space 
needs to be proactive in making its case for its particular impact in this area. In addition to social impact, 
other investors such as Anglo American Zimele will value the reputational, organisational and relationship 
benefits from supporting the space, which are only realisable through the eyes of stakeholders (whether that 
is local communities, staff members or international shareholders).

Fund managers, therefore, need to explore moving away from reactive reporting, based on the requirements 
of and disseminated only to existing investors, to a proactive mind-set that publicly tells the story of their 
impact. This could improve the funds’ competitive positioning and help to attract new types of investors 
without the expensive one-on-one approach of private equity fundraising. Whether this is best done in a 
formal analytic format or a more anecdotal style is unclear; the likely reality is that different styles will appeal 
to different investors.

Recommendations:

13. Fund managers should aim for an increased level of transparency in reporting the activities and 
impact of their funds.

14. Investors should demand reporting metrics and methods from fund managers that ensure that 
they can best capture all benefits of investment. 
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Factor F: Investment process

The private equity investment process is based on a ‘buyer’ mentality, with funds selectively sourcing their 
own deals and then choosing a small number in which to actually invest. The model of many growth finance 
funds depends on realising economies of scale through financing a large number of entrepreneurs. In order 
to do this efficiently a volume-based ‘factory’ approach is necessary, with the adoption of a ‘seller’ mentality.

This approach emphasises the need for:

• Openness in engaging with the local market in order to attract deal flow, rather than just relying on a 
team’s own networks; 

• Scaleable and replicable systems, which can provide access to a fund’s institutional experience to all team 
members across a country or continent. Support from DFIs and foundations has been instrumental in 
helping some managers scale such systems, and in the minds of investors is not a controversial use of 
subsidies; and

• Defined processes that can be applied by a large and dispersed complement of staff, but which are at the 
same time flexible enough to account for differences between investees.

Recommendation:

15. Fund managers should focus on scaleable systems and processes, and a more public approach to 
generating demand.
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5 Recommendation  
Overview

Who Recommendation Rec. No.

Growth Finance 
Investors

Investors should continue providing funds, grants and 
subsidies to growth finance fund managers to allow a track 
record to develop. This is necessary to encourage innovation 
and enable the most sustainable models to be identified.

1

Investors and fund managers should be open to 
experimentation with investment models, whether through 
modifying existing structures or by moving to other forms 
such as permanent capital vehicles.

11

Investors should recognise the different characteristics of 
growth finance and private equity, and develop evaluation 
criteria that properly capture the impact of growth finance 
beyond simple financial returns.

12

Investors should demand reporting metrics and methods 
from fund managers that ensure that they can best capture 
all benefits of investment. 

14

Growth Finance  
Fund Managers

When scaling, fund managers should be actively aware of 
the tensions that may arise, in particular in maintaining 
standards and efficiency, and avoiding mission drift.

2

In order to ensure alignment with investors, fund managers 
should clearly communicate their mission to serve the 
growth finance market, and their expectations for financial, 
social and other forms of returns.

3

Having an on the ground presence is vital in order for fund 
managers to make effective decisions and provide the best 
support.

4

Fund managers should work to build a wider understanding 
of their products and services in the market.

5

In order to maximise repayment and trust in their 
products, fund managers should ensure entrepreneurs fully 
understand the financial product and obligations.

6

As far as possible, fund managers should have available 
a variety of instruments, in order to structure finance that 
is appropriate for each entrepreneur and thereby increase 
their chances of success.

7
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Who Recommendation Rec. No.

Growth Finance  
Fund Managers 
(continued)

Fund managers should be cognisant of the tensions between 
different models of business support provision.  
If this support is provided in-house, the fund manager 
should be aware of the potential conflicts of interest that 
may arise from being both a debt collector and mentor.

8

Investors and fund managers should be open to 
experimentation with investment models, whether through 
modifying existing structures or by moving to other forms 
such as permanent capital vehicles.

11

 Fund managers should aim for an increased level of 
transparency in reporting the activities and impact of  
their funds.

13

 Fund managers should focus on scaleable systems and 
processes, and a more public approach to generating 
demand.

15

Stakeholders in the 
Growth Finance Space

Stakeholders need to support the further development of 
targeted, coordinated infrastructure that can better enable 
entrepreneurs to understand and navigate the growth 
finance space and become investment ready.

9

Stakeholders need to support the development of umbrella 
organisations that can help to build a particular identity for 
growth finance, increase understanding of the space, and 
encourage innovation in models.

10
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Appendices6

Appendix A: Fund Profiles 

Notes:

Information contained in the Fund Profiles is current up to 30 June 2011. 

All amounts are given at cost rather than at valuation as at 30 June 2011.

KES means Kenyan Shilling

ZAR means South African Rand

USD means United States Dollar

Rate of Exchange (as at 30 June 2011)

1 ZAR = 0.148 USD // 1 USD = 6.757 ZAR

1 KES = 0.011 USD // 1 USD = 89.324 KES

(source www.xe.com) 

List of Fund Managers Profiled

1. Business Partners International (South Africa and Kenya)

2. Enablis (South Africa and Kenya)

3. GroFin (South Africa and Kenya) 

4. Root Capital (Kenya)

5. Anglo American Zimele (South Africa)
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Fund Manager:  
Business Partners Ltd &  
Business Partners Ltd International

Globally

Year established: 1981 (in South Africa)

Key initial backers: public private partnership between Anton Rupert (through Rembrandt Group),  
South African banks and the South African government.

Countries covered in Africa: South Africa (note: Business Partners Ltd International is a wholly owned 
subsidiary of Business Partners Ltd, established as a fund management vehicle for the purpose of replicating 
the model applied in South Africa, in other African countries)

Number of distinct funds: Three (two private equity funds in Kenya and Madagascar and one corporate 
vehicle in South Africa)

Size of balance sheet: US$374 million (not including PE style funds)

Amount invested: US$389 million (inclusive of PE style funds)

In Country: South Africa

Established: 1981

Size of Balance Sheet: US$374 million 

Amount currently invested: US$374 million

Investment target for 2011: US$150 million and 500-700 transactions

Fund structure: Business Partners is a limited company that makes investments from its balance sheet. Its 
shareholders are government, banks, foundations and other business institutions in South Africa. It operates 
on a commercial basis aiming to provide returns to its shareholders, although shareholders have shown a 
priority interest in social aims.

Investment criteria: Business Partners does not have set requirements for collateral, although it does take 
security where appropriate and available. Average collateral cover is around 75% of loan value. Investments 
are made based on a careful due diligence process carried out once a funding application has been received, 
and Business Partners does not set specific requirements for the disbursement of capital for social ends. There 
is no sector bias or particular focus on any stage in a business’s development; however, 95% of companies 
are likely to be lifestyle businesses and 5% entrepreneurs with very high-growth potential.

Deal structure: The range of investments provided is between US$50,000 and US$2.5 million and the 
average is US$400,000. The type of capital deployed includes debt, equity and quasi equity (e.g. revenue 
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sharing agreements), the blend of which is determined based on an assessment of the company. When 
investing in equity, Business Partners looks to structure put agreements with the entrepreneur, and it is 
expected that most SMEs will buy back Business Partners’ stake in their business. The duration of investment 
ranges from three to 10 years with an average tenor of five years. Business Partners currently has 3,800 
active investments in South Africa. 

Technical assistance / Business support: Business Partners intensively partners with local providers 
to provide technical assistance to its entrepreneurs on the basis of agreed weaknesses to be addressed. 
Additionally, Business Partners has developed a database of local mentors, which can be accessed by 
investees on a self-funded basis.

ESG / Development impact: Specific reporting on ESG issues and development impact is provided to 
investors. Reporting is detailed and is regularly utilised by investors to enhance reputation. 
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Fund Manager:  
Business Partners Ltd &  
Business Partners Ltd International

In Country: Kenya

Established: 2006

Size of fund: US$15 million 

Amount currently invested: US$10.5 million 

Fund structure: BPI in Kenya is a private equity limited-life investment vehicle, which has received investment 
by the IFC and other DFIs. Its investors provide equity commitments in US dollars whilst the fund makes 
disbursements in Kenyan Shillings. It operates on a commercial basis, funding itself through management 
fees paid by investors whilst aiming to provide returns to investors. 

Investment criteria: BPI Kenya aims for an average level of collateral across its portfolio, of around 60% 
of loan value. It focuses on a target investment size rather than a particular sector or type of business. 
Investments are made based on a careful due diligence process carried out once a funding application has 
been received. There is no particular sector bias, except for an assurance regarding environmental impact 
and a set of broad targets, including 30% female ownership of deals, 40% outside of Nairobi (rural), and 
30% equity deals.

Deal structure: The range of investments provided is between US$50,000 and US$500,000 and the average 
is US$150,000- 200,000. The type of capital deployed includes debt, equity and quasi equity (e.g. revenue 
sharing agreements), the blend of which is determined based on an assessment of the company. When 
investing in equity BPI looks to structure put agreements with the entrepreneur, and it is expected that most 
SMEs will buy back the BPI stake in their business. The duration of investment ranges from three to five 
years, with an average tenor of five years. There have not yet been any exits made by the fund, as it started 
investing in 2007. 

Technical assistance / Business support: Technical Assistance is provided using a specific purpose grant 
from the government of Kenya. It is delivered by third party service providers, but facilitated by investment 
officers and a post investment team. The TA fund (US$2.5 million) can be accessed via an interest free loan 
to investees up to an amount of 30% of the capital provided. It can be used flexibly for ‘non-operational’ 
items. The impact of the TA fund on cost of capital for entrepreneurs is significant, as on an aggregate 
weighted basis it will be reduced. 

ESG / Development impact: Specific reporting on ESG issues and development impact is provided to 
investors. Social and other targets are reviewed regularly using a team and individual scorecard. Reporting is 
detailed and is regularly utilised by investors to enhance reputation. 
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Fund Manager:  
Enablis

Globally: Part of the Enablis Entrepreneur Network  
(global headquarters in Montreal)

Year established: 2004 (in South Africa) 

Founding partners: Government of Canada, Telesystems, Accenture 

Countries covered in Africa: South Africa, Kenya and Tanzania

Number of distinct funds: Four

Total amount available for investments: ZAR90 million (South Africa), KES160 million (East Africa)

In Country: South Africa

Established: 2004

Amount currently invested: ZAR57 million 

Investment per year target for 2011: ZAR20 million and 15 transactions

Fund structure: Enablis operates a not for profit company in South Africa, looking after capacity building 
and networking opportunities for entrepreneurs. It also has for profit activities through Enablis Financial 
Corporation SA, which manages two investment funds. The funds under management are made up of 
original seed funding provided by the Canadian government and local investors. Enablis is currently exploring 
plans to raise new funding, and aims to achieve operational self-sufficiency in the future. 

Investment criteria: Enablis SA is a funder of last resort that generally requires that entrepreneurs have been 
a member of its organisation for six months and have attained Gold Membership Level (which generally 
indicates that they have been in operation for at least three years, or exceptionally have a shorter track 
record but have undertaken certain training). Whilst historically Enablis SA funded concept stage businesses, 
this is now only done in exceptional circumstances. Additionally, Enablis SA requires that investee companies 
be seeking growth (rather than replacement) capital. The Enablis funds have specific social aims, looking 
to back businesses with positive social impacts, whilst giving preference to black and female entrepreneurs. 
Enablis South Africa does not have specific collateral requirements; however, it does take security on collateral 
where appropriate and available. 

Deal structure: Enablis South Africa has (i) a Loan Guarantee Fund where 90% of an entrepreneur’s loan 
with a local bank is guaranteed, and (ii) a SME Acceleration Fund that has a range of funding instruments, 
including loans, quasi-equity and equity (through a self-liquidating equity instrument). For the Loan 
Guarantee Fund, the funding provided ranges from ZAR100,000 – ZAR5 million, and averages ZAR1,000,000 
with an average (and maximum) tenor of five years. For the SME Enablis Acceleration Fund, the funding 
ranges from equity investment of ZAR25,000 to ZAR2.5 million. 

Technical assistance / Business support: Enablis South Africa was initially established as a network for 
SMEs in South Africa providing networking platforms, training and events. Enablis South Africa’s investee 
companies obtain the majority of support through the wider network in addition to tailored support provided 
both in-house and through outside consultants. The technical assistance/business support side of Enablis is 
primarily grant funded.

ESG / Development impact: Development impact reporting is provided directly to the government of 
Canada and other funders as per their requirements.
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Fund Manager:  
Enablis

In Country: Kenya (Enablis East Africa)

Established: Office opened 2007 – Fund started investing 2010

Amount currently invested: KES37 million 

Investment per year target for 2011: KES140 million and 26 transactions

Fund structure: Enablis East Africa is a not for profit entity, which has a for profit associate: the Enablis 
Financial Corporation, which manages various funds in Africa, including in Kenya and Tanzania. The Enablis 
Loan Fund is a Guarantee Fund, and is structured as a limited partnership (for profit vehicle). The fund 
received seed funding in the form of a grant from the Canadian International Development Agency (CIDA) 
on certain conditions, including that Enablis Kenya located financing partners such that CIDA’s contribution 
be leveraged to 50%. To this end, Enablis Kenya has formed a partnership with Chase Bank. 

Investment criteria: Although each investment decision is made on a case-by-case basis, there are certain 
generalised criteria that Enablis Kenya employs:

• Businesses must demonstrate the potential to be sustainable and to achieve a positive social impact. 

• It does not fund start-ups but also does not specify a minimum amount of time that a borrower needs to 
be known to the fund prior to funding.

• It requires that the entrepreneur pledge their own collateral as a form of security but does not specify a 
minimum amount or form. 

Enablis Kenya does not have specific social pre-screening criteria, nor does it have any sectoral focus. 

Deal structure: Enablis Kenya makes investments in KES through its Loan Guarantee facility where loans 
are made by Chase Bank and 50% of the loan is guaranteed by Enablis Kenya. Enablis Kenya can provide 
50% guarantee for loans between KES1-20 million, with an average loan amount of KES7 million. The loan 
guarantees are provided for a maximum tenor of four years.

Technical assistance / Business support: Enablis Kenya was initially established as a network for SMEs in 
Kenya providing networking platforms, training and events. Enablis’ investee companies are able to access 
this network in addition to specific support provided both in-house and through outside consultants.  
The technical assistance/business support side of Enablis is primarily grant funded. 

ESG / Development impact: Development impact reporting is provided directly to CIDA as per their 
requirements.
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Fund Manager:  
GroFin

Globally 

Year established: 2004

Key initial backers: Established by support from CEO, Jurie Willemse, and Shell Foundation

Number of distinct funds: Six

Countries covered in Africa: South Africa, Kenya, Tanzania, Uganda, Rwanda, Ghana, and Nigeria

Committed capital: US$267.6 million

In Country: South Africa

Established: 2004

Fund structure: GroFin raises funds through limited-life vehicles, based on the LP/GP model used by private 
equity funds. Investors make equity commitments in US dollars, whilst the funds disburse money to investees 
in local currencies. Investors are predominantly development finance institutions, although it has secured 
some private institutional money (mainly from foundations and African banks). GroFin operates on a 
commercial basis, funding itself through management fees paid by investors (as well as to a limited extent, 
fees charged to investees), whilst aiming to provide returns to investors.. 

Investment criteria: GroFin does not have strict requirements for collateral cover or length of track record, 
although it does take security on collateral where appropriate and available (average cover is around 50% 
of loan value), and also places a ceiling on the proportion of start-ups that it will finance in each fund 
(currently set at 25%). GroFin has no sector bias, although it does not fund companies in primary agriculture. 
It does not set social targets around the disbursement of capital, for example proportion of women-owned 
businesses, but does have environmental, social and governance (ESG) requirements which form part of any 
investment decision. Investment decisions are based on due diligence carried out once a funding application 
has been received, with no requirements around the length of any existing relationship with GroFin or pre-
funding training.

Deal structure: GroFin currently targets transactions of between ZAR500,000 and ZAR10 million, with the 
average currently running at approximately ZAR2.4 million. GroFin exclusively invests via self-liquidating 
investment structures, and whilst in the past it used a lot of debt with revenue sharing agreements, it is 
currently investing predominantly via just debt. Capital is provided for a maximum of seven years.

Technical assistance / Business support: Business support is an integral part of GroFin’s offering; it is 
primarily provided through GroFin’s own portfolio managers, but outside consultants are also used when 
appropriate (e.g. providing independent board members). Consultants are recommended by GroFin, whose 
services are paid for by the investees. Whilst investees make use of GroFin’s support to varying degrees, 
according to their needs, the support relationship is generally relatively close with contact occurring several 
times a month.

ESG / Development impact: Specific reporting on ESG issues and development impact is provided to 
investors, and has been much informed by the requirements of the DFI investors.
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Fund Manager:  
GroFin

In Country: Kenya

Established: GroFin East Africa Fund – 2006, GroFin Africa Fund – 2008

Amount currently invested: c. KES500 million

Investment target for 2011: US$3 million / c. 17 deals

Fund structure: GroFin raises funds through limited-life vehicles, based on the LP/GP model used by private 
equity funds. Investors make equity commitments in US dollars, whilst the funds disburse money to investees 
in local currencies. Investors are predominantly development finance institutions, although it has secured 
some private institutional money (mainly from foundations and African banks). GroFin operates on a 
commercial basis, funding itself through management fees paid by investors (as well as to a limited extent, 
fees charged to investees), whilst aiming to provide returns to investors. 

Investment criteria: GroFin does not have strict requirements for collateral cover or length of track record, 
although it does take security on collateral where appropriate and available (average cover is around 50% 
of loan value), and also places a ceiling on the proportion of start-ups that it will finance in each fund 
(currently set at 25%). GroFin has no sector bias, although it does not fund companies in primary agriculture. 
It does not set social targets around the disbursement of capital, for example proportion of women-owned 
businesses, but does have environmental, social and governance requirements that form part of any 
investment decision. Investment decisions are based on a due diligence process carried out once a funding 
application has been received, with no requirements around the length of any existing relationship with 
GroFin or pre-funding training.

Deal structure: GroFin currently targets transactions of between US$50,000 and US$1.5 million. GroFin 
exclusively invests via self-liquidating investment structures, and whilst in the past it used a lot of debt with 
revenue sharing agreements, it is currently investing predominantly via just debt. Capital is provided for up to 
seven years, with an average tenor of four to five years.

Technical assistance / Business support: Business support is an integral part of GroFin’s offering; it is 
primarily provided through GroFin’s own portfolio managers, but outside consultants are also used when 
appropriate (e.g. providing independent board members). Consultants are recommended by GroFin, whose 
services are paid for by the investees. Whilst investees make use of GroFin’s support to varying degrees, 
according to their needs, the support relationship is generally relatively close with contact occurring several 
times a month.

ESG / Development impact: Specific reporting on ESG issues and development impact is provided to 
investors, and has been much informed by the requirements of the DFI investors.
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Fund Manager:  
Root Capital

Global

Year established: 1999

Key initial backers: Angel Investors

Countries covered in Africa: Kenya, Uganda, Tanzania, Rwanda, Zambia, Malawi, Senegal, Mali, Burkina 
Faso, Benin, and Ghana

Number of distinct funds: One (funds invested from balance sheet)

Committed capital: US$63 million globally

Amount currently invested: US$57.5 million

In Country: Kenya (and rest of Africa)

Established: 2005

Amount currently invested: US$13.3 million in Africa

Investment per year target for 2011: US$24 million in loan disbursements and 72 transactions

Fund structure Root Capital (RC) is a not for profit (501.c3) based in the USA. Being a charity helps RC to 
retain a SME remit. RC is examining the prospect of a special purpose vehicle to allow the use of mission-
aligned equity products. 

RC receives investments (in the form of debt) from a variety of investors, including charities, individuals, 
foundations, DFIs and commercial entities (the latter is at 2-5% of capital raised). The majority of the 
funding comes from foundations, with RC recently receiving DFI investment for the first time via OPIC. 
In general, loans are for a short duration, on average two to five years, and are priced at sub-market 
rates. Grants and retained earnings provide an equity cushion to manage leverage ratios and loan losses. 
Commercial investors, such as publicly traded mutual companies, treat RC investments like fixed income 
or a bond (of usually uninvested cash). Whilst RC is not yet operationally self-sufficient, it has improved its 
operational efficiency in every year of operations and is aiming to be operationally self-sufficient on a global 
basis by 2013. Whilst Root Capital raises and disburses its capital in US dollars, importantly there is no foreign 
exchange risk for the portfolio companies, as their sales agreements are also denominated in US dollars. It 
also makes use of currency hedging in order to be able to extend loans in Euros and Sterling to producers with 
agreements in these currencies.

Investment criteria: RC has a focus on SMEs, many of them agricultural producer organisations or  
co-operatives that help raise on-farm incomes and create employment. For trade credit loans, which make up 
the majority of its credit portfolio, RC practices cash flow lending by extending credit against a sales contract 
with a reputable international buyer for an assignment of goods. RC does not have any specific requirements 
regarding track record or the length of its relationship with investees prior to funding.

Deal structure: Funding is provided from between six months and five years, with most loans taking the 
form of working capital credit covering one agricultural production and export cycle (up to 18 months). 
Capital is provided in the form of debt at rates comparable to dollar lending rates in more mature regional 
financial markets, and RC is currently expanding its range of credit products. Repayment of trade credit loans 
is deducted on delivery of product, with payment received straight from the international buyer. Capital 
is provided for a short duration with most investment periods being less than one year, and 90% of all 
investments globally are repeat investments, although that number is much lower in Africa, which RC entered 
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more recently. RC provides hard (Dollar, Euro and Sterling) currency loans against a purchase contract with 
international companies denominated in the same currency. In Africa RC is currently experimenting with 
loans in frontier market currencies, particularly to further support agricultural production and processing 
for domestic and intra-regional markets, the current barrier to this being its inability to adequately hedge 
against local currency movements against the US dollar.

Technical assistance / Business support: Loan officers visit investees on average once a year and at other 
times liaise via phone. RC does not practice intensive partnering or direct technical assistance per se; however, 
a financial services adviser is currently being hired in Kenya. This person will be funded through a grant to 
provide a review of training needs and coordinate services delivered through external trainers.

ESG / Development impact: RC has a mission driven social value matrix that is aligned with investor 
interests and is made up of a set of key indicators (including jobs created and farmers reached, plus the 
number that are women) and wider impact outcomes (including decreased vulnerability of farmers, or 
community reinvestment). Notably, social impact measurement is particularly important to client selection 
and evaluation. RC is currently initiating its first third party social impact evaluation in partnership with a 
major foundation.
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Fund Manager:  
Anglo American Zimele

In Country: South Africa

Established: 1989

Countries covered in Africa: South Africa 

Number of distinct funds: Four

Committed capital: Budget is not strictly set in advance, but drawn when needed for investments 

Amount currently invested: ZAR498 million (from 2008 to 30.06.2011)

Investment per year target for 2011: ZAR258 million and 847 transactions

Fund structure: Zimele is set up as a wholly-owned subsidiary of Anglo American. Its investment activity is 
divided between four funds, three of which are solely funded by internal funds from Anglo American. The 
fourth, the Anglo American Khula Mining Fund, is set up as a joint initiative with Khula Enterprise Finance 
Limited, a government-owned entity. Return targets between the funds vary, but overall Anglo-American 
looks to break even.

Investment criteria: Across the four funds, 50% of the investees are start-ups. Zimele does not set any 
collateral requirements for investees, but does take security over collateral where available and appropriate. 
There are no requirements around the length of any existing relationship with Anglo American prior to 
funding. Furthermore, with the exception of the Olwazini fund (see below for further details), there are no 
skills training requirements set for the entrepreneurs prior to funding. Overall, Anglo American Zimele is 
targeting to create or sustain 25,000 jobs in 1,500 companies between 2008 and 2015.

The four funds are:

• The Supply Chain fund, which focuses on procurement and business development opportunities for 
black-owned and managed SMEs within Anglo American’s supply chain.

• The Anglo American Khula Mining fund, which provides investments for early stage mining exploration 
companies, in partnership with Khula Enterprise Finance Limited.

• The Communities Fund, which supports entrepreneurs and small businesses in the communities where 
Anglo American operates.

• The Olwazini Fund, which is designed to assist women, the disabled and young people to establish and 
run their own small businesses in Anglo American’s mining communities. Entrepreneurs are required to 
undergo skills training prior to establishing their enterprises.

Deal structure: Overall, Zimele invests using equity and debt. Deal structures differ fund by fund:

• The Supply Chain Fund invests via equity (minority stakes with at least 10% owner involvement) and debt 
totalling an amount up to ZAR5 million per investment with an average size of ZAR2.2 million. Capital is 
provided for up to five years, with an average tenor of four years.

Zimele
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• The Anglo American Khula Mining Fund invests via equity (minority stakes with at least 10% owner 
involvement) and debt in amount up to ZAR40 million per investment with an average size of ZAR8.2 
million. Capital is provided for up to five years, with an average tenor of five years.

• The Community Fund invests via debt in amounts of up to ZAR1 million per investment with an average 
size of ZAR230,000. Capital is provided for up to three years, with an average tenor of one year.

• The Olwazini Fund invests via debt in amounts of up to ZAR20,000 per investment with an average size of 
ZAR8,000. Capital is provided for up to three years, with an average tenor of three years.

Technical assistance / Business support: Zimele offers a high level of business support to its investees, 
which is provided in-house by the Zimele team and through decentralised business hubs across South Africa.

The network of business hubs, which are staffed and financed by Anglo American’s mining groups  
(i.e. platinum, coal, iron ore and diamond businesses) and are located in their respective areas of operation, 
offer business support to small community businesses through very close collaboration. The hubs offer 
incubator-like facilities, including access to internet, printers and meeting rooms.

ESG / Development impact: As an in-house operation, Zimele reports its impact internally with Anglo 
American and this in turn is used by Anglo American in its external reporting on sustainability initiatives.
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Appendix B: Growth Finance, Microfinance and 
Private Equity 
Following on from the discussion in section 1.3 on the similarities and differences between growth finance, 
microfinance and private equity, the table below sets out in more detail the key characteristics of each group:

Characteristic Micro Finance Growth Finance Private Equity

Investment size 
(approximate

Generally below 
US$50k

Concentrated between 
US$100k – US$1m, although 
many funds go past one or 
both of these boundaries

Predominantly above 
US$1m, although some 
funds do target deals 
below this

Investment 
method

Loans are generally 
made to groups of 
poor individuals or 
communities with 
security provided 
in the form of cross 
guarantees between 
the group members

Combination of financing 
and of business support. 
Close support provided by 
the fund manager and/or 
outside consultants playing 
a key advisory/mentoring 
role

Combination of financing 
and business support. 
Support generally 
provided at a strategic 
level, with fund manager 
influencing company 
direction through, 
for example, board 
membership

Commerciality of 
manager

Both commercial 
and subsidised 
models are used, 
with commercial 
models becoming 
increasingly common

Both commercial and 
subsidised models exist; 
however, commercial models 
have yet to attract much 
commercial capital

PE funds are usually 
commercially run; however, 
many funds in Africa 
receive their capital from 
DFIs rather than purely 
commercial investors

Investment 
instruments used

Short-term loans Debt, quasi-equity, equity Debt, quasi-equity, equity

Cost structure High cost volume 
based model with 
very high repayment 
rates

High cost model – difficult 
to cover costs of making and 
managing a large number of 
small investments with the 
returns available

Low cost model: high 
returns can cover the cost 
of making and managing 
a small number of 
investments

Exit routes for 
equity

n/a Very limited exit options. 
Equity is usually sold back to 
entrepreneur 

IPO, trade sale, secondary 
sale to another PE firm

Growth 
expectations

n/a Company growth is 
important to each investment 
proposition; however, both 
high growth and ‘lifestyle’ 
businesses are targeted

Focused on high growth 
companies – highly 
profitable investment 
opportunities are central 
to investment criteria

Type of investors Initially funded by 
DFIs and foundations, 
with increased 
participation by 
commercial investors 
on commercial 
grounds

DFIs and foundations, and 
to some extent corporations. 
Little or no investment 
made on the grounds of just 
financial returns

Commercial investors 
on commercial grounds. 
In Africa, given the 
significance of the funding 
gap, DFIs fund a large 
proportion of the market
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Appendix C: Fund Structuring 
Throughout this report we refer to ‘private equity style’ funds, ‘LP/GP’ models of funds, permanent capital 
vehicles, and corporate vehicles. This appendix provides a brief introduction to these fund structures and 
explains some of the terminology used in connection with them.

Private equity fund structures

Although private equity funds can all be structured slightly differently from each other, depending on investor 
and manager preferences, and the legal jurisdiction of the fund, there are some key common traits that are 
implied when referring to private equity style funds or the LP/GP model of funds.

• Investors: are separate from the fund, and invest by committing a certain amount of money to it, which is 
actually invested as and when the fund manager makes investments. Investors are generally referred to as 
‘limited partners’ or ‘LPs’.

• Fund managers: are also separate from the fund itself, but it is they who decide what investments to 
make and then manage them. They are often referred to as the ‘general partner’ or ‘GP’. 

• Investments: are owned by the fund, and are paid for with capital that is drawn from the investors.

• Profits: as well as capital must be returned to investors before the fund terminates.

• Life span: is limited, so the fund must be wound up by a certain date. This is usually around 7-10 years 
from the start of the fund.

• Fees: are paid by investors to the fund manager and are based on the size of the investor’s commitment 
to the fund, and on the amount of profits that the fund makes.

Figure 5: A private equity fund structure

PE Fund
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Partner - LP)

Investment Investment Investment
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Permanent capital vehicle

Another key form of fund structure is that of a permanent capital vehicle (also referred to commonly  
as a corporate vehicle or company vehicle). This definition can cover an extremely wide range of funds,  
but as with private equity vehicles there are some common traits that are implied when referring to this  
type of structure: 

• Investors: are either providers of equity or debt capital. If equity, then they are the shareholders of the 
company. If debt, then they are providers of loans to the company.

• Fund managers: are internal to the company and are effectively its management team.

• Investments: are owned by the company and are paid for with funds on the company’s balance sheet.

• Profits: are paid out to investors as dividends or are retained by the company.

• Life span: is usually not limited to a specific length of time. If it is not limited, then the only exit option for 
shareholders is to sell their shares to another party.

• Fees: are internal to the company – i.e. operating expenses and management salaries are paid for with 
company resources.

Figure 6: A permanent capital vehicle

Shareholder

Investment Investment Investment

% ownership

Shareholder

Company

Shareholder

Debt providers

Non-profit fund structures

One common variation on the corporate fund structure that is useful to highlight is that of funds that are 
structured as corporate vehicles but with a non-profit company rather than a for-profit company at their centre. 

Whilst the majority of the traits listed above still apply to this variant, the key difference is that non-profit 
companies will not be able to issue equity and will not be able to distribute profits. All profits (after paying  
for any debt that the company has) are therefore retained by the company and help to build up its equity.  
Equity levels are also increased through the receipt of grants and donations.
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Acronyms and Definitions 

BPI: Business Partners International

DFI: Development Finance Institution

ESG: Environmental, Social and Governance

GDP: Gross Domestic Product

GIIN: Global Impact Investing Network

IFC: International Finance Corporation

MRI: Mission Related Investing

OPIC: Overseas Private Investment Corporation

PRI: Programme Related Investing 

SMEs: Small and Medium-sized Enterprises

TA: Technical Assistance 

FMO: Financierings-Maatschappij voor 
Ontwikkelingslanden (Netherlands 
Development Finance Institution)
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