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Introduction

Worldwide, almost 1 billion people have to live on less than

$1.9 a day.
World Bank!

ore than half of the world’s population lives on an annual income of

less than $2500 — the equivalent of about $7 a day. Africa, Latin
America and South Asia account for the largest part of the population liv-
ing below the respective national poverty line.

In the past, the limited offer of financial services has been one of the
main pitfalls. There was a lack of financial infrastructure and products
tailored to the needs of people and households living on a low income.
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1.1 FIGHTING POVERTY

While less than 1.5 per cent of the world’s population live on an annual
income of over $20,000, more than half of the people around the world
have to get by on less than $2500 a year (see Figure 1.1), the equivalent of
no more than $7 a day. More than 2.5 billion people live on as little as $4
or less per day.? Such living conditions are officially referred to as poverty.
The World Bank uses the term “extreme poverty” in cases falling below
the $1.9 a day line — almost 1 billion worldwide are constrained to a life on
as little as that.?

A look at the poverty levels of individual regions reveals that in many
African countries more than 20 per cent of the population is living below
the national poverty line. In most African countries, more than 40 per cent
of people live below the national poverty line (see Figure 1.2). Latin
America presents a similar situation, with Chile making a notable excep-
tion with less than 20 per cent of people living in poverty. Extreme poverty
dominates in Central Asian states such as Afghanistan, Tajikistan and
Kirgizstan. In South Asia and East Europe a staggering 20 to 40 per cent
of the population are struggling below the national poverty line.
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FIGURE 1.1 Economic Pyramid
Data Source: Prahalad and Hart (2002); World Bank (2001), adjusted according
to World Bank (2016)

The pyramid shows the population distribution according to annual
per capita income with respect to purchasing power parity. The
majority of the population (4 billion) have to manage on less than
$2500 a year, while 75 to 100 million people worldwide can rely on
an annual income of more than $20,000.
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FIGURE 1.2 Prevalence of Poverty with Respect to Country
Data Source: CIA World Factbook (2008)

Africa and Latin America account for the largest part of the population
living below the respective national poverty line, followed by South
Asia and Eastern Europe.

Poverty is accountable for an insufficient dietary intake, causes fam-
ines and undeniably constitutes a health threat to anyone subjected to it.
The poor are prone to illnesses, have restricted access to education, and
women in particular are often victims of physical and psychological abuse.

The triggers and problems of poverty are well known. In efforts galva-
nized by the World Bank, the International Monetary Fund (IMF), the
Development Co-operation Directorate of the Organization for Economic
Co-operation and Development (OECD)*, and several non-governmental
organizations (NGOs), the International Community designed develop-
ment goals built on this knowledge and out of this came the United Nations
(UN, UNO) Millennium Development Goals (MDGs) in 2001. The MDGs
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FIGURE 1.3 Millennium Development Goals
Data Source: McCann Erickson/UNDP Brazil

In their Millennium Declaration in 2000, the UN defined eight develop-
ment goals that were to be implemented by the end of 2015.

were a set of eight goals designed to achieve and implement the targets of
the United Nations Millennium Declaration by 2015 (see Figure 1.3).°

The first seven goals committed developing countries to employing
financial means in their combat against poverty and corruption and to pro-
mote democratization and gender equality at the same time. The eighth goal
obliged industrial countries to use their global economic authority in a bid to
assist developing countries and achieve equality of all countries worldwide.
Improving the situation of those afflicted by poverty, however, goes beyond
merely devising goals, but should rather focus on effective measures. This in
turn warrants an understanding of the underlying causes of poverty.

The problem is multi-layered, and people’s economic and social situ-
ation is influenced by different factors. What has, however, become
increasingly evident is that access to capital and financial services is piv-
otal in fostering economic growth.® And yet, individuals and households
with a low income above all rarely have access to capital. Encouraging
financial inclusion is therefore of the essence in the fight against poverty.

The implementation of the goals may be considered an overall suc-
cess. The most important goal — the reduction of extreme poverty by half —
has certainly been reached. Beyond this, the supply of drinking water has
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been improved, and considerable progress was made in connection with
further objectives such as eradicating hunger and promoting gender equal-
ity. These are without doubt essential developmental steps.

However, albeit regarded as an overall success, the MDGs have been
subject to criticism as well. Some critics maintain that their goals fell short
of more general topics and focused on issues concerning developing
countries exclusively, whereas industrial countries should be more will-
fully reminded of their commitment with respect to sustainability. Other
voices argued that the partly flagging implementation of the MDGs was a
result of the sustaining lack of political intent to create the necessary
parameters in order to provide financing for development.’

In the wake of the criticism of the MDGs, the member states at the UN
summit in Rio de Janeiro in 2012 agreed that a consistent and universal
solution was indispensable in the battle against poverty. They furthermore
concurred that sustainable development must no longer be regarded as a
separate issue when fighting poverty, but that both goals are to be pursued
simultaneously. Industrial countries for this reason should not only offer
support to developing countries, but in turn commit themselves to sustain-
able development in their own countries at the same time.

With the lapse of the MDGs at the end of 2015, the Sustainable
Development Goals (SDGs) have been devised with the target date of 2030.
They also promote private sector investment. Developing countries alone are
faced with a staggering annual funding gap of $2.5 trillion (see Figure 1.4)
with the current level of investment in SDG-relevant sectors. Investments of
the private sector are therefore indispensable, and consequently banks, pen-
sion funds, insurance companies, foundations and transnational companies
should boost their investments in SDG-relevant sectors.’

)
25

3.9

total annual current annual

investment needs investment annual funding gap

FIGURE 1.4 Annual Investment Needs (in $ trillion)
Data Source: UNCTAD (2014)
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The United Nations Conference on Trade and Development (UNCTAD)
published its World Investment Report in 2014. It accounts for $3.9
trillion regarding the annual investment needs for SDG-relevant sec-
tors in developing countries. With current investment in these sectors
at $1.4 trillion, the resulting funding gap amounts to $2.5 trillion, a
sum that needs covering from both the public and the private sector.

Figure 1.5 displays the 17 SDGs as defined and no longer confined to
developing countries. Instead, they do apply to industrial states at the same
time. The first eight goals are strongly reminiscent of the MDGs and

End poverty in all its
forms everywhere

End hunger, achieve food security
and improved nutrition and
promote sustainable agriculture

Ensure healthy lives and promote
well-being for all at all ages

Ensure inclusive and equitable
quality education and promote
lifelong learning opportunities for all

N
138

Achieve gender equality and
empower all women and girls

Ensure availability and sustainable
management of water and
sanitation for all

Ensure access to affordable,
reliable, sustainable and
modern energy for all

Promote sustained, inclusive and
sustainable economic growth, full
and productive employment and
decent work for all

Build resilient infrastructure, promote
inclusive and sustainable
industrialization and foster innovation

* Acknowledging that the United Nations Framework Convention on Climate Change is the primary international, intergovernmental forum for negotiating the global response to climate change.

Reduce inequality within
and among countries

Make cities and human
settlements inclusive, safe,
resilient and sustainable

Ensure sustainable consumption
and production patterns

Take urgent action to combat
climate change and its impacts*

Conserve and sustainably use the
oceans, seas and marine resources
for sustainable development

Protect, restore and promote
sustainable use of terrestrial
ecosystems, sustainably manage
forests, combat desertification,
halt and reverse land degradation
and halt biodiversity loss

Promote peaceful and inclusive
societies for sustainable development,
provide access to justice for all and
build effective, accountable and
inclusive institutions at all levels

Strengthen the means of
implementation and revitalize the
global partnership for sustainable
development

FIGURE 1.5 Sustainable Development Goals (SDGs)

Data Source: United Nations (2014)
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With the lapse of the MDGs in 2015, the UN devised SDGs that are
to be implemented over a course of 15 years. The new goals address
all developing and industrial countries alike and urge them to adopt
a sustainable approach in all their efforts.

challenge problems such as poverty, hunger, education and water supply.
Environmental contemplations and action plans, justice, prosperity and
food security newly join the ranks of the previous goals. It is evident that
climate change is a core issue of these SDGs; 12 goals refer to sustainable
development and climate change. Alarmingly, 14 of the 15 hottest years on
record have in fact occurred in the twenty-first century.’

1.2 INVESTING IN FINANCIAL INFRASTRUCTURE

In retrospect, the limited offer of financial services almost made it impos-
sible to access them altogether. There was a lack of both financial infra-
structure and tailored products for the needs of people and households
living on a low income.

Under the direction of the world’s leading development banks, the
financial infrastructure in development countries has experienced a
remarkable surge in recent years. Together with private investors, financial
institutions have been founded that efficiently serve people in developing
countries and offer products that are tailored to their needs.

Microloans in particular are such tailored products. Owing to
Muhammad Yunus, the 2006 Nobel Peace Prize laureate, modern microfi-
nance has become a household name. Despite, or perhaps rather thanks to,
a simple idea, its success has been truly remarkable: poor people receive a
loan, fast and without collateral, which allows them to create employment
to improve their livelihoods.

At present, 200 million people all over the world benefit from such
microloans.' Development banks still are substantial investors and con-
tinue to play an integral part in the development of the microfinance sec-
tor. However, the sector has now reached a grade of maturity that
increasingly allows for private investors. Private people and institutional
investors alike thus have the opportunity to use their investment decisions
to actively support inclusion of poor demographic groups and achieve an
attractive return at the same time.
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1.3 CONTENT OVERVIEW

This book offers an in-depth look at the concept and the effects of impact
investing using the example of microfinance. Impact investing yields a
financial as well as a social return.

Chapters 1 to 3 will introduce the reader to the topic and offer an over-
view of the industry, its agents and their roles. Chapters 4 to 7 in turn will
focus on the different micro entrepreneurs and microfinance institutions
(MFIs), followed by the principles of loan granting, the be-all and end-all
of microfinance.

SHOE MANUFACTURE — BULACAN PROVINCE,
THE PHILIPPINES

Jennifer Dalida produced her first children’s shoes at the start of
2001. With a first loan with the Cooperative Rural Bank of Bulacan
(CRBB), she bought different materials for her production. Before
long, she began to instruct other family members in the production
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processes and her business soon went from strength to strength.
With what now is her 15th loan she has bought new machines,
employed additional workers and is able to turn out more than 240
pairs of shoes a day. Thanks to her business, she can provide for her
family, send all the children to school and create new jobs for other
relatives.

Source: BlueOrchard

Microfinance investment differs substantially from conventional
investment. Chapters 8 to 10 will elaborate on those differences and closely
inspect investment and diversification possibilities for investors. These
chapters will also be dedicated to the question of why microfinance invest-
ment as such — particularly, however, in a portfolio context — can yield an
attractive return. Chapter 11 explores the influence of real economy and
global financial economy on microfinance and its protagonists. A sum-
mary of the main arguments and discussion thereof (Chapter 12) will con-
clude this book.
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