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LIST OF COMMON TERMS AND ACRONYMS
AFD | Agence Française de Développement
(French Development Agency)

GIIRS | Global Impact Investing Ratings
System

AfDB | African Development Bank

GIZ | Gesellschaft für Internationale
Zusammenarbeit (German Agency for
International Cooperation)

BIF | Burundian Franc
BIO | Belgian Investment Company for
Developing Countries
BoP | Base of the Pyramid
CEPGL | Communauté Économique
des Pays des Grand Lacs (Economic
Community of the Great Lakes Countries)
COMESA | The Common Market for
Eastern and Southern Africa
CSR | Corporate Social Responsibility
DFI | Development Finance Institution
DFID | The Department for International
Development (United Kingdom)
DRC | Democratic Republic of the Congo
EAC | East African Community

Growth-stage business | Company has
a functioning business model and its
current focus is developing new products /
services or expanding into new markets

PPP | Public-Private Partnership
PTA | Preferential Trade Area Bank
RDB | Rwanda Development Board
RFP | Request for Proposal
RWF | Rwandan Franc
SACCO | Savings and Credit Co-operative

HDI | Human Development Index

SAGCOT | Southern Agricultural Corridor
of Tanzania

ICC | International Criminal Court

SDG | Sudanese Pound

ICT | Information and Communication
Technology

SGB | Small and Growing Business

IFAD | International Fund for Agricultural
Development
IFC | International Finance Corporation
IMF | International Monetary Fund
IRIS | Impact Investing and Reporting
Standards

SME | Small and Medium-Sized Enterprises
SOE | State-Owned Enterprises
SOS | Somali Shilling
SSP | South Sudanese Pound
TA | Technical Assistance
TIC | Tanzania Investment Centre

KES | Kenyan Shilling

TZS | Tanzanian Shilling

LP | Limited Partner

UGX | Ugandan Shilling

EIB | European Investment Bank

Mature business | Profitable company with a
developed and recognizable brand

UN DESA | United Nations - Department of
Economic and Social Affairs

ESG | Environmental, Social, and
Governance

MDG | Millennium Development Goal

UNCTAD | United Nation’s Conference on
Trade and Development

Early-stage business | Business that has
begun operations but has most likely not
began commercial manufacture and sales

ETB | Ethiopian Birr
FDI | Foreign Direct Investment
FMCG | Fast-Moving Consumer Goods
FMO | Nederlandse FinancieringsMaatschappij voor Ontwikkelingslanden
N.V. (Netherlands Development Finance
Company)
Focus countries | Countries under the
study where non-DFI impact investors are
most active in. Namely Ethiopia, Kenya,
Rwanda, Tanzania, and Uganda

MFI | Microfinance Institution
MSME | Micro, Small and Medium Enterprise
NGO | Non-Governmental Organization
Non-focus countries | Countries covered in
the study but have limited non-DFI impact
investor activity. Namely Burundi, Djibouti,
Eritrea, Somalia, South Sudan, and Sudan
OFID | OPEC Fund for International
Development
OPIC | Overseas Private Investment
Corporation

GDP | Gross Domestic Product

PE | Private Equity

GEMS | Growth Enterprise Market Segment

PPA | Power Purchasing Agreement
PPP | Purchasing Power Parity

USAID | The United States Agency for
International Development
VAT | Value-Added Tax
VC | Venture Capital
Venture-stage business | Sales have
begun but cannot sustain the company’s
operations. The business model is still
being aligned with the realities on the
ground
WASH | Water, Sanitation, and Hygiene
WHO | World Health Organization
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BACKGROUND AND
METHODOLOGY
Development finance institutions (DFIs) are government-funded investment
corporations that combine the broad development objectives of traditional
multilateral aid agencies with the commercial approach taken by private-sector banks
and investors. DFIs are funded in most part by governments (though some also raise
capital from conventional investors). As a result, targeted regions, sectors, businesses,
and project types can change with the political environment. In many cases, DFIs are
expected to sustain their operations and growth from their investment returns, with
limited future capital injections.
DFI managers must balance a development focus with fiscal independence, leading
many DFIs to prioritize investments that present both attractive financial returns and
social/environmental impact. DFIs can therefore be considered the first active impact
investors, both globally and in East Africa in particular. In addition, they play other
important roles related to impact investing, such as providing capital to other impact
investors, catalyzing the flow of private capital into new markets, and working with
national governments to reform investment policy.
DFI activity in East Africa began several decades ago. CDC Group, the United
Kingdom’s DFI, has been investing in the region since 1948. The International
Finance Corporation (IFC) has been active in the region since the 1960s, beginning
with investments into the Kenyan tourism sector.1 At the same time, African nations
established their own regional DFIs, notably the African Development Bank
(founded in 1964),2 the East African Development Bank (1967)3 and, somewhat later,
Preferential Trade Area (PTA) Bank established by the Common Market for Eastern
and Southern Africa (COMESA) in 1985.4 Deals were initially sparse and sporadic
amid political instability and transition from colonial powers over the following
decades. Beginning in the late 1980s and 1990s, two sectors came to define DFI
activity in East Africa—telecommunications and energy. The IFC has been at the
forefront of the telecommunications revolution in many emerging markets over the
last thirty years, often supplying loans to establish technological infrastructure. These
early telecom investments proved extremely prescient, with substantial financial
returns in many cases. Along with telecommunications, the other main sector of
DFI activity in East Africa in the 1980s and 1990s was infrastructure, specifically
electrification and energy access. As East African economies began to emerge from
conflict and political turmoil, power infrastructure became an urgent priority to drive

1

“World Bank Historical Chronology: 1960-1969,” The World Bank, available at http://web.worldbank.
org/WBSITE/EXTERNAL/EXTABOUTUS/EXTARCHIVES/0,,contentMDK:20035660~menu
PK:56316~pagePK:36726~piPK:437378~theSitePK:29506,00.html.

2

“About Us,” African Development Bank, available at http://www.afdb.org/en/about-us/.

3

“EADB About Us,” East African Development Bank, available at http://eadb.org/about-us/.

4 “PTA Bank Our History,” PTA Bank, Eastern and Southern African Trade and Development Bank,
available at, http://www.ptabank.org/index.php/bank-profile/our-background#.VHgpozGUdqU.
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stability and economic independence. DFIs—again, principally the IFC—funded
much of Africa’s early electrification. The World Bank further enabled this investment
by helping to shape policy around Power Purchase Agreements (PPAs) for many
emerging economies.
FIGURE 1: SAMPLE DFIS ACTIVE IN EAST AFRICA
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As one of the earliest movers in the region, and the largest impact investor in East
Africa, the IFC has set many of the standards and investment patterns for other DFIs.
The IFC’s pioneering involvement in telecommunications and energy paved the way
for more DFIs to enter the region. These DFIs benefitted from the infrastructure
already in place but also from increased familiarity with the financing process and
more knowledgeable local counterparts in business and government. From the
late 1990s onward, single-government-affiliated DFIs began to enter the region,
often carving out niches around the IFC’s activities by targeting smaller deals and
underserved sectors such as agriculture. Nonetheless, DFIs generally continue to
favor large deals in sectors such as infrastructure, energy, and financial services, which
are able to absorb large amounts of capital while still offering a clear and compelling
development story. Of the approximately USD 7.9 billion in disclosed capital DFIs
have disbursed to the East Africa region since the year 2000,5 approximately USD 5.4
billion has been deployed to these three sectors.
DFI efforts to engage directly with SMEs have seen mixed success, largely due to
the high fixed costs DFIs incur through an intensive diligence process and oftensubstantial investment targets for individual deals. In response to this challenge,
DFIs began to increasingly fund both conventional funds and impact funds in the
late 1990s and early 2000s. This indirect investing approach allowed DFIs to allocate
capital specifically for SMEs and private sector development while maintaining a lowrisk, large-deal investment profile. As a result, DFIs have been a major driver in more

5 Data on deals before the year 2000 is extremely limited.
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than 50% of impact capital committed to East Africa by impact fund managers, with
an average of approximately USD 50 million in disclosed DFI funding entering the
sector via impact funds in each of the last five years.

A NOTE ON METHODOLOGY
Definitions of the term “DFI” vary substantially. For the present analysis, a
DFI is considered to be any predominantly publicly-funded investor that
makes direct investments in private-sector companies or funds through
any combination of equity, debt, or guarantees with an explicit goal to
achieve social and/or environmental impact alongside a financial return.
This definition excludes multilateral aid, direct loans to governments,
and development programs. In cases where DFIs make private sector
investments and fund governments directly, only their private sector
activity is considered. Private sector activity includes parastatals and other
corporations wholly or partially owned by governments. This analysis
excludes national development banks from East African countries due to
limited publicly available data and less explicit impact narratives.
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INCENTIVES AND DRIVERS
The public genesis of DFIs plays a major role in shaping their strategic incentives and
investing behavior. Unlike private funds, which typically close at a finite fund size and
with specific objectives, DFIs are often open-ended, both in terms of annual funding
and shifting investment philosophies. DFIs are development motivated and seek
investments in markets where others struggle to invest, but also seek investments with
commercial returns. Several factors influence their ongoing behavior, as described
below.

Political Influences
Many DFIs are funded in large part—and often entirely—by their respective
governments, and are in many cases directly subordinate to national ministries of
finance or development agencies. As a result, their investment strategies are strongly
influenced by national development agendas.6 This applies equally to multinational
DFIs like the IFC or the African Development Bank, whose governing boards are
made up of high-ranking member government representatives. At the same time,
governments often look to multinational DFIs such as the IFC for standards and
guidance for their national DFIs. This serves to shape DFI strategy in the following
ways:
• Changing investment objectives: DFI investment strategies are shaped by
government agendas and can fluctuate over time. Many DFIs revise their overarching investment strategies over cycles, typically between 3-10 years. Unexpected
strategy changes can also occur when new political leadership is inaugurated, either
at a country or group level (e.g. World Bank leadership dictating IFC direction).
• More stringent risk standards: Public scrutiny over government funds means that
reputational risk is an important consideration for DFIs. Many DFIs have adopted
stringent risk standards and vetting procedures to avoid directly or indirectly
channeling funds to politically sensitive recipients.7 This limits DFIs’ ability to work
with early-stage businesses, or in sectors such as agribusiness, which often face high
market concentration around a few incumbents, and a long tail of smaller, lessestablished, growth-stage businesses. However, as shall be seen later in this chapter,
some DFIs are developing new strategies to channel capital towards smaller
organizations.

6 For a review of various DFIs’ ownership and governance structures along with much other valuable
information see Christian Kingombe, Isabella Massa and Dirk Willem te Velde, Comparing
Development Finance Institutions (2011), available at https://www.gov.uk/government/uploads/system/
uploads/attachment_data/file/67635/comparing-DFIs.pdf.
7

See for instance the conditions on “Politically Exposed Persons” in IFC, Correspondent
Account KYC Toolkit, A Guide To Common Documentation Requirements (2009),
available at http://www.ifc.org/wps/wcm/connect/dfb227004ec4ea109697bf45b400a808/
CORRESPONDENT+ACCOUNT+KYC+TOOLKIT.pdf?MOD=AJPERES.
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Capital Allocation and Investment Targets
DFIs often have very specific investment targets by sector, geography, and time
frame. These investment quotas encourage DFI investment officers to look for a
smaller number of large investment opportunities—particularly when considering the
complicated diligence and structuring costs associated with small deals. In East Africa,
this appetite for large deals naturally attracts DFIs to capital-intensive industries such
as energy, manufacturing, and infrastructure.
This focus is reinforced by the open-ended nature of DFI portfolios. Political
agendas and budget cycles mean governments do not generally re-capitalize DFIs at
predictable time intervals or amounts. Many DFIs need to rely on portfolio returns
to cover overhead expenses while also investing in sectors that fit with development
mandates and that do not distort local markets. This emphasis on profitable impact
lends itself to investments in infrastructure, where strong government ties and
regulatory controls portend relatively stable income streams, and financial services,
where investees are often already well-integrated into local markets.

Additionality and Private Sector Inclusion
DFI parent governments and international organizations recognize the potential
for their activity to distort private markets with large amounts of public capital. The
DFI response to this concern is to seek “additionality”8—DFIs should only be active
in regions, sectors, or segments that are challenging for other private sector capital
sources. This has led many DFIs to intensify their focus on frontier, fragile, and
conflict markets, and to galvanize the private sector. Examples of this activity include:
• Syndicated loans (example IFC “B-loans”):9 Several DFIs offer syndicated loans
that focus on including third-party private sector financial institutions as co-lenders
in their investments. Under this structure, when DFIs make loans, they retain a
portion of the loan for their own account (the “direct” loan) and sell the remainder
(the syndicated loan) to participating financial institutions such as banks. This
provides participants with lower default risk through the DFI’s strong creditor
status while enlarging the pool of capital available to borrowers. This structure’s
main challenge is to incentivize local financial players, particularly in markets where
commercial rates are significantly higher than rates on the DFI loans, as is often
the case in emerging economies.
• Asset management products (example: IFC Asset Management Company):10
In an effort to mobilize more private sector funding for development finance
objectives, the IFC launched an asset management arm in 2009 and has raised

8 See for instance IFC Additionality Primer, available at http://www.ifc.org/wps/wcm/
connect/696f81804b06f2adb09afa888d4159f8/Additionality_Primer.pdf?MOD=AJPERES.
9 “B Loan Structure and Benefits”, available at http://www.ifc.org/wps/wcm/connect/topics_ext_
content/ifc_external_corporate_site/ifc+syndications/overview_benefits_structure/syndications/
b+loan+structure+and+benefits/bloanstructuredefaultcontent.
10 “IFC Asset Management Company”, available at: http://www.ifcamc.org/.
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six funds with over USD 6 billion under management. The model is funded
by pension funds, insurance companies, and other private sector actors, in
addition to public and quasi-public institutions. Close to USD 4 billion has been
disbursed across 57 investments globally, and more than 90% of the assets under
management are available for investment in East Africa, although this capital
broadly targets emerging markets globally.
• Public-private co-financing: Some DFIs make third party co-financing a
condition for investment. The DFI will commit an anchor investment, typically
for a minority stake, then use their preferred creditor status and their strong
reputations to encourage external, often private-sector investors to join in deals
that would not otherwise fit their risk profiles. Conversely, DFIs also will provide
debt project financing when private entrepreneurs have committed sufficient
equity.

DFI IMPACT APPROACH AND
INFLUENCE ON IMPACT
SECTOR
DFIs have a direct mandate from governments and intergovernmental organizations
to promote international development. Evaluating success requires a formalized
impact measurement methodology and all of the DFIs with direct investment activity
in East Africa stipulate a minimum impact requirement for their investment targets.
Broadly, these methods can be grouped into two categories, but individual DFIs may
use varying terminology:11
1. Environmental, Social & Governance (ESG) monitoring: This is the broadest
impact framework commonly used by DFIs, and it is also utilized by many of
the impact investors interviewed for this report. Investees are required to meet
threshold requirements limiting environmental damage, safeguarding human
rights, and promoting fair and transparent governance structures. The metrics
often vary according to the DFI and target company in question. Companies that
do not meet these requirements often receive technical assistance to help build
the necessary structures for compliance.
As part of its Sustainability Framework, the IFC formulated a set of eight
performance standards that investees are required to meet while they are receiving
funding.12 These standards form the basis by which most DFIs set their ESG
11 See for instance DEG’s Corporate-Policy Project Rating (2013), available at https://www.deginvest.de/
DEG-Englische-Dokumente/About-DEG/Our-Mandate/Detailed-GPR-Description.pdf, or OPIC’s
Environmental and Social Policy Statement (2010), available at: http://www.opic.gov/sites/default/files/
consolidated_esps.pdf.
12 IFC, IFC Performance Standards on Environmental and Social Sustainability (2012), available at http://
www.ifc.org/wps/wcm/connect/c8f524004a73daeca09afdf998895a12/IFC_Performance_Standards.
pdf?MOD=AJPERES.
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standards. In addition, many other common standards such as the European
Development Finance Institutions’ (EDFI) Environmental and Social Standards are
derived from the IFC framework. Specifically, the IFC requires investees to meet
minimum requirements across each of these standards:
•
•
•
•
•
•

Assessment and management of environmental and social risks and impacts
Labor and working conditions
Resource efficiency and pollution prevention
Community health, safety, and security
Land acquisition and involuntary resettlement
Biodiversity conservation and sustainable management of living natural
resources
• Protection of indigenous peoples
• Safeguarding of cultural heritage
2. Specific impact objectives: The purpose of the ESG- or IFC-type frameworks
mentioned above is to ensure that financially attractive investments meet
minimum social and environmental standards. However, some DFIs have recently
begun to allocate funds to proactively achieve specific impact objectives, and the
variety of approaches used is broad. One example is FMO, the Dutch government
DFI, which has a twin focus on both job creation and reducing greenhouse
gas emissions. Another example is the recently launched DFID Impact Fund,
a CDC-managed fund-of-funds that aims to invest up to GBP 75 million13 in
impact funds across sub-Saharan Africa and South Asia. Another DFI, the USbased Overseas Private Investment Corporation (OPIC), recently conducted a
thorough segmentation of its investment portfolio to better understand its impact.
While all of its investments have “positive development impact”, investments in
“high impact sectors” that have been identified as particularly environmentally
and socially beneficial accounted for over two-thirds of investments in 2013.
Investments with “impact intent” with the explicit goal to address social and
environmental challenges alongside financial return accounted for approximately
5% of OPIC’s investments in 2013.14

13 “DFID Impact Fund,” CDC, available at http://www.cdcgroup.com/dfid-impact-fund.aspx
14 “OPIC in Action: Impact Investing,” OPIC, available at http://www.opic.gov/opic-action/impactinvesting
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A critical component of DFIs’ development and impact philosophies is to nurture
the private sector by fostering SME growth. However, smaller businesses come
with higher relative diligence costs, lack the security and assurances of public sector
projects, and may require more flexibility than DFIs are typically able to accept. In
response, DFIs have addressed these constraints by funding impact fund managers
(Figure 2), particularly those focused on SME investments. Indeed, no single factor
has done more to shape the impact investing sector in East Africa than the flow of
DFI capital into impact funds. Based on disclosed deals and information provided by
fund managers, DFIs account for at least 50% of estimated impact capital currently
committed to East Africa via impact funds. This figure presents a conservative
estimate of the influence of DFI capital in East Africa’s impact funds, as some of the
smaller DFIs do not disclose individual deal sizes, although they are known to invest
in impact funds. Nevertheless, these figures roughly align with evidence gathered
from interviews with impact fund managers, several of whom report an approximately
50/50 split between DFI funding and private sector investments.
FIGURE 2: DISCLOSED DFI FUNDING OF IMPACT FUNDS IN EAST AFRICA
USD MILLIONS
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Source: Open Capital Research. Note: 2014 values as of October 2014.

DFI capital disbursed to impact funds during the last five years accounts for close to
50% of total disclosed funding of impact funds by DFIs. Since 2010, disclosed DFI
disbursements to impact funds have remained relatively constant at approximately
USD 50 million per year, despite a drop in 2012 amid political uncertainty surrounding
the Kenyan presidential elections and fears of this spilling into the region.
The prevalence of DFI funding in East Africa’s impact investing ecosystem has
important implications (both positive and negative) for impact fund managers:
• DFI importance: DFIs are a major driver in at least 50% of impact capital
committed to East Africa via impact funds. This figure underestimates the true
significance of DFI capital as DFIs often provide anchor investments, which
allow fund managers to raise the balance from other sources such as commercial
or philanthropic funding. This makes the impact fund landscape vulnerable to
changing DFI priorities. While there is no reason at present to assume they will
discontinue support for East African impact vehicles, DFIs have only recently
DEVELOPMENT FINANCE INSTITUTIONS • 9

started placing capital in this manner. The model has yielded mixed results so
far, in contrast to the strong returns often achieved by DFIs through their direct
investments.15 Few of the actors interviewed see the reliance on DFIs changing
until impact funds are able to demonstrate the kinds of commercial returns that
would make the sector attractive to larger institutional investors like pension funds.
While DFIs also seek financial returns, their development mandate has facilitated
more capital to flow into the sector than a strictly commercial approach might
warrant.
• Fund manager homogeneity: While a large number of DFIs have funded
impact funds in East Africa, the majority of capital has come from a small group
of particularly active players. The five most active DFIs account for over 80% of
disclosed capital disbursed to impact fund managers. This concentration of capital
and resulting influence exerted by this small group has led several fund managers
in the region to observe a homogenization of impact funds, which—dependent on
DFI anchor capital—look to align themselves with DFI expectations. The resulting
similarity between funds exacerbates the perceived shortage of investment targets
as many investors are constructed to pursue similar deals.
• Investment manager proliferation: The relative inexperience of the East African
impact investing sector and the mixed results thus far on exits and returns have
made reinvesting into existing funds difficult for some DFIs. Investor interviews
suggest that first-time fund managers generally find it easier to raise capital
from DFIs than do existing funds with more ambivalent records. Indeed, only
around 15% of disclosed investments by DFIs into impact funds have been repeat
investments into the same fund or fund manager. (At the same time, larger private
equity fund managers have successfully attracted multiple rounds of DFI funding
for successive funds built from a longer track record.) Of course, the flip side to
this is that, with DFI support, a greater number of impact fund managers are able
to become active, which strengthens the base of intermediation in the market.

15 For instance, it is generally well known that DFI investments in the telecoms space in the 1980s and
1990s performed very strong financially.
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DFI DIRECT INVESTMENT
ACTIVITY
Although DFI funding has come to define East Africa’s impact fund landscape,
the bulk of DFI capital in the region has taken the form of direct debt or equity
investments into enterprises and public-private partnerships. Total disclosed DFI
activity in the region amounts to approximately USD 8.5 billion across 536 recorded
deals, of which approximately USD 700 million has flowed to impact funds. The
remaining USD 7.8 billion has been predominantly invested into energy, financial
services, infrastructure companies, and projects, which make up close to 65% of
disbursed capital combined (Figure 3). The combination of scale, low risk, ticket
size, and large-scale approach to impact, along with government access, has made
these sectors particularly attractive to DFIs. This is reflected in average DFI deal
sizes, which are almost three times higher for direct investments than for impact fund
capitalization (Figure 4, next page).
FIGURE 3: DFI DIRECT INVESTMENTS BY SECTOR
USD MILLIONS

# OF DEALS

3,000

Capital disbursed

2,500

Deals

2,000
1,500
1,000
500

er
th
O

m
ris

g

To
u

rin

ct
M
an

uf
ac

tru

tu

ur
e

re
ca
In
f

ra
s

lth

He
a

Se

rv

ice

s

tiv
e
nc

ial

ra
c

rg
y

n

En
e

tio

ca

ds

Ed
u

Ex
t

Fi
na

Co
n

su

m

er

G

oo

tio
uc

str

Co
n

Ag
r

icu

ltu

re

n

0

180
160
140
120
100
80
60
40
20
0

Source: Open Capital Research

DEVELOPMENT FINANCE INSTITUTIONS • 11

FIGURE 4: AVERAGE DFI INVESTMENT SIZE
USD MILLIONS
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The regional distribution of direct DFI investments mirrors that of non-DFI impact
investors. Investments in Kenya make up nearly 50% of capital disbursed, while Kenya,
Rwanda, Tanzania, Uganda and Ethiopia together account for almost 80% (Figure 5).
This number rises to nearly 98% once investments spanning multiple countries within
the region at once (“regional”) are taken into account. Despite their pioneering role in
entering new markets, activity outside these five countries has been extremely limited
even for DFIs, with only a handful of investments in Burundi, Djibouti, Sudan, and
South Sudan, and none observed in Eritrea and Somalia. Note that “regional” direct
investments have not been allocated specifically to East Africa, though the number
of DFI investees operating across both East Africa and other African regions is still
relatively limited today. Investments in regions outside East Africa are excluded.

FIGURE 5: DFI DIRECT INVESTMENTS BY COUNTRY
USD MILLIONS
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Unsurprisingly, average deal size by country closely mirrors capital disbursed, as
countries with more investment opportunities and more welcoming investor climates
are able to build larger businesses, which need larger capital injections (Figure 6).
Ethiopia is a notable exception, having seen relatively little capital disbursed by DFIs
except in a few large deals in oil and gas, and Ethiopian Airlines’ fleet expansion.
Similarly, the limited DFI funding that has been disbursed to Sudan has typically
occurred in the form of large investments, mostly into the country’s sugar industry.
FIGURE 6: AVERAGE DFI DIRECT DEAL SIZE BY COUNTRY
USD MILLIONS
35
30
25
20
15
10
5

ni
a
Rw
an
da
Et
hi
op
ia
Bu
So run
di
ut
h
Su
da
n
Er
itr
ea
Su
da
n
D
jib
ou
t
So i
m
ali
Re a
gi
on
al

a

za

nd

Ta
n

U
ga

Ke
n

ya

0

Source: Open Capital Research. Note: 2014 values as of October 2014.

Across the region, the majority of capital—well over 50%—has been disbursed in deals
worth over USD 50 million (Figure 7). This trend is driven primarily by investments
into large infrastructure and energy projects that can easily exceed USD 100 million,
many of which have gone to fund geothermal, wind, and other renewables projects
in Kenya’s booming power sector. Despite these large volume deals, most DFI
investments are still in the USD 1-10 million range, though many outlays are in the
form of credit guarantees to local banks.
FIGURE 7: DFI DIRECT INVESTMENTS BY DEAL SIZE
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DFIs have shown an overwhelming preference for debt financing for direct
investments. More than 70% of DFI capital deployed in East Africa as direct
investments has been invested as debt (Figure 8). In many cases this reflects the
nature of the project; project finance for infrastructure, for instance, typically requires
an upfront equity investment by an independent entrepreneur supplemented by
DFI debt. In addition, many DFIs lack the organizational structure to provide the
heavy-touch oversight that successful equity investments in local businesses might
require. Nonetheless, some DFIs have successfully carved out a niche for themselves
by taking minority stakes—typically in medium-sized businesses—providing expertise,
market knowledge, and technical assistance in addition to capital. In some instances
DFIs have placed both debt and equity into the same investee. A very small amount
of direct DFI investment has occurred in the form of grants, though these have only
been included in this report if they accompany other forms of financing. These grants
are typically made for technical assistance alongside investment capital.

FIGURE 8: DFI DIRECT INVESTMENTS BY INSTRUMENT
USD MILLIONS
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Even though 17 DFIs have publicized direct investments in East Africa, the industry
is remarkably concentrated. Two DFIs account for over 50% of capital disbursed as
direct investments since 2000. The top five DFIs have between them placed over
80% of all DFI disbursements (see Figure 9). This concentration reflects the breadth
of institutions active in the space, with smaller national investment corporations
operating alongside major international organizations.
FIGURE 9: DFIS ARRANGED BY CAPITAL DISBURSED IN EAST AFRICA (ANONYMIZED)
USD MILLIONS
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FUTURE TRENDS
DFIs are likely to remain central actors in East Africa’s impact investing landscape.
DFI impact funding to the region—both in the form of direct investments and
capital placed into impact funds—shows few signs of ebbing and DFIs have publicly
expressed their intentions to redouble their impact investing activities in Africa’s
emerging markets. In its 2014-2016 Road Map, for instance, the IFC lists its main
strategic priorities as strengthening its focus on frontier markets, addressing climate
change and social sustainability, addressing private sector infrastructure constraints,
and developing local financial markets, focusing particularly on access to finance for
SMEs.16 Impact fund managers and ecosystem players anticipate little shift in DFI
sectoral or geographic focus, though, as economies like Ethiopia continue to develop
their budding private sectors, it seems likely that increased DFI funding will follow.
Rather, the key trend is DFIs’ increased efforts to deploy capital more effectively by
preparing businesses and impact funds for investment.
Some DFIs such as Belgium’s Belgische Investeringsmaatschappij voor
Ontwikkelingslanden (BIO) have begun to provide grants for technical assistance
along with their debt and equity investments. These grants typically fund external
consultants to provide pre-investment or post-investment support directly to portfolio
companies. DFIs are increasingly exploring the possibility of adding specifically
earmarked technical assistance capital to their fund investing activity. This additional
capital, most often in the form of grants, would be used to fund intermediaries and
build investment-readiness for their potential direct investments. A specific example
of this trend is DFID’s recently launched GBP 75 million Impact Fund, managed by
CDC. The fund will not invest directly but will deploy capital through impact funds,
non-profit organizations, and holding companies, and is supported by a separate
GBP 7.5 million technical assistance facility. There is great potential value for these
facilities in markets characterized by successful but often highly informal businesses.
At the same time, DFI representatives caution that appropriate incentives need to be
in place for technical assistance funds to be managed effectively. Having investees
contribute to the costs of technical assistance, for instance, signals commitment
and ensures buy-in on the part of businesses. Additionally, fund managers will
need to devote sufficient resources to selecting consultants—ideally together with
businesses—and appropriately scoping and monitoring technical assistance projects.

16 IFC, IFC ROAD MAP FY14-16 Leveraging the Private Sector to Eradicate Extreme
Poverty and Pursue Shared Prosperity(2013), available at http://www.ifc.org/wps/wcm/
connect/1d30b9004028f151b28fff23ff966f85/Road+Map+FY14-16+redacted.pdf?MOD=AJPERES
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ABOUT THE GLOBAL IMPACT INVESTING NETWORK

The Global Impact Investing Network (GIIN®) is a nonprofit
organization dedicated to increasing the scale and effectiveness
of impact investing. The GIIN builds critical infrastructure and
supports activities, education, and research that help accelerate
the development of a coherent impact investing industry. For more
information, see www.thegiin.org.
30 Broad Street, 38th Floor, New York, NY 10004
+1.646.837.7430 | info@thegiin.org | www.thegiin.org
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