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The Challenge of Social Entrepreneurship & Investment
SIR RONALD COHEN
Chairman: Social Investment Task Force, The Portland Trust, Bridges Community Ventures
Governments everywhere are concerned about the increasing gap between rich and poor, which results from increased entrepreneurial activity. The recent riots in France are evidence of the violence which is likely to occur if whole sections of society are left behind and there are now countries, regions and whole cultures across the world, which are being left far behind successful entrepreneurial economies. A wall of fire will come to separate rich and poor across the world if we do not act.
In April 2000 at the request of the UK Treasury, I agreed to establish and chair the Social Investment Task Force.  Our remit was to carry out an urgent but considered assessment of the ways in which the UK could achieve a radical improvement in its capacity to create wealth, economic growth, employment and an improved social fabric in its poorest communities. 
Leading up to the establishment of the Social Investment Task Force, the UK had enjoyed a longer period of sustained growth than perhaps ever before. Yet, at the same time, poverty had become more concentrated and inequality more marked. Some of the UK’s poorest urban and rural areas had become no-go areas for investment. 
Historically, such communities were heavily dependent upon philanthropy and public money, whether in the form of welfare payments or grants aimed at supporting community regeneration. This money is vital for the maintenance of basic living standards, but on its own it will never be sufficient – and in some circumstances public money can discourage or crowd out private sector investment. The long-term aim of the Social Investment Task Force was to achieve a move away from this culture of philanthropy, paternalism and dependence towards one of empowerment, entrepreneurship and initiative. 

Enterprise and wealth creation are vital to building sustainable communities.  But underinvested communities are too often seen as areas with little economic or business potential.  Our research showed that such communities can offer many profitable opportunities for companies, banks and other investors. Social investment, intended to achieve social objectives often alongside financial returns, can work alongside conventional commercial finance and business, to the advantage of the whole community.  It is true in the case of social investment as it has proved to be in that of venture capital and private equity that the supply of money creates its own demand and an increased flow of capital is therefore the starting point.
We made five recommendations, several of which were quickly implemented. First, we proposed a tax incentive, which was implemented as Community Investment Tax Relief (CITR). If you lend money to an approved Community Development Finance Institution (CDFI), an organisation providing loans or equity support to poor communities, for five years you will receive a 5% investment tax credit, which you can deduct from your tax bill each year. For higher-rate taxpayers, this is equivalent to a return of 8.5% per annum.  The CITR has greatly increased the pool of capital available to CDFI’s and social entrepreneurs have created new social investment models to take advantage of it.

As a consequence of its introduction, for example, the Charity Bank was created in April 2002. It is the first organisation to be both a bank – recognised by the FSA – and a charity. If you deposit money in the Charity Bank for five years, you receive a gross return of 8.5% per annum.  While the government guarantees all bank deposits up to £30,000 against loss.  The bank makes loans to organizations with charitable status operating in disadvantaged communities. To date, it has attracted £40 million of deposits and has made loans to over 400 charitable organisations in the UK.  It is now drawing up plans for an equity raising to support a larger deposit base.
The Task Force’s second recommendation was to establish Community Development Venture Funds, which would provide venture capital to businesses in the 25% most deprived areas of the country measured according to an existing government index. As an incentive to attract institutional money into these funds, the government agreed to match the amount invested, on a subordinated basis designed to achieve a better return on the government’s investment than the return on British government bonds.   Bridges Community Development Venture Fund was established in 2002 with £40 million.  It invests from £100,000 to £2 million in promising businesses in the poorest areas of England.  To date, it has made 16 investments and one significant realization and seems well on its way to achieving its objective of achieving a return of 12-15% net of fees and carry. It is also raising its second fund.
The key to raising half the capital from the private sector was setting clear financial objectives while targeting all of the fund’s activity to the poorest areas in the UK.  Investors are weary of the double “bottom-line” which mixes financial and social returns without setting clear targets for either.  In the case of funds like Bridges, a new social investment model is also in operation, one where you might say that the financial return is the locomotive and the social returns are the carriages.   The Bridges team measures and presents to its investors both the financial performance of the fund and the social impact of its investment measured through specific social metrics.  One of the key challenges facing social investment is the measurement of social return.  Bridges has developed metrics which its investors apply to quantify social impact which complements its financial returns.

The Task Force’s third recommendation was that UK banks should follow the US practice of publishing details of their lending in disadvantaged areas. The lending patterns of individual banks make it possible to compare practice and encourage a cumulative ‘improvement in performance’.  This recommendation was followed by the publication of a report entitled ‘The Power of Information’ by the New Economics Foundation which provided a framework for voluntary reporting by banks, but to date only partial success has flowed in Britain from this voluntary approach. 
The fourth recommendation concerned philanthropy. We proposed that charitable bodies be given greater latitude to invest in community development. In the past, charitable and investment activities were kept completely separate. Programme-related investment (that is, lending on a favourable basis in order to achieve a social purpose) were considered impossible. Such investment is now not only permitted but encouraged. “Magic Roundabout,” a guide on programme-related investment, has been published, and the Charity Commission is a wholehearted supporter.

We still believe that charitable activity should be more broadly defined than it is at present. Under early legislation, charities were effectively deemed to exist to help poor people if they stayed poor, but not if they desired to get rich. We are now in a position to make a breakthrough in this regard.

The fifth and final recommendation of the Task Force was to establish a trade body representing the community development segment of the industry. The Government supported financially the creation of the Community Development Finance Association, which supports CDFIs, provides training, publishes guidelines, advises on government policy and encourages new entrants into the sector. The Association is a very professional body that is making a real contribution to development of this sector.

Together, these five recommendations were designed to create a system of social investment covering a wide spectrum of social needs in a sustainable and self-reinforcing way and harnessing the focus of entrepreneurs and markets to reverse a spiral of under-investment.
Through the experience of the Social Investment Task Force I have become increasingly involved in efforts to help peace by economic means in the Middle East, where I was born.   I established The Portland Trust in 2003 to drive initiatives that promote economic development, improve living standards and encourage moderation in the region.  The Trust is currently working to secure loan guarantees for Palestinian banks, encouraging them to increase their level of lending to small and medium-sized businesses.  Bringing lasting peace to the area can be greatly helped by developing the Palestinian private sector which is capable of creating a million jobs over five years with a relatively limited need for capital of $500 million over five years. Work which we are currently doing on the Irish peace process emphasizes the importance of economic drivers in increasing moderation and reaching a peaceful resolution of the conflict.
While entrepreneurship is necessary for a thriving economy, it creates ever-greater discrepancies in income and wealth.  In a system that requires low levels of taxation, free markets, and privatization of state assets, there is a paradox. The paradox is that the state is in less of an economic position to act and is no longer as significant a re-distributor of income and wealth. The private sector has an obligation to step in, if it wants entrepreneurial society to succeed. Since capitalism cannot create equality of outcome, the private sector has to help provide equality of opportunity.  That is the only way to make the system fair.
The role of government now is an enabling one, to provide significant incentives for the creation of the ‘social investment’ system and the development of mission-driven organisational and investment models that are capable of wide replication.  This is a crucial task, as models in community venture funds, microfinance and venture philanthropy, although improving, are not yet sufficiently well developed to attract substantial private and institutional third party capital.
To me, the challenge seems very similar to that which venture capital faced thirty years ago.  In Britain, efforts to date have led to the creation of a pool of more than £400 million in community development finance and have attracted numerous talented individuals to ‘mission-driven’ activity using private sector disciplines and approaches.
Successful entrepreneurs, venture capitalists and others of our generation who have successfully accumulated capital feel a sense of social obligation and are looking to put something back into society.  They are actively searching for more effective ways of doing so than traditional, passive philanthropy.  The potential supply of capital from them and from corporations and banks that are emphasising social responsibility is considerable.  Serious momentum is developing behind social entrepreneurship and social investment.  The challenge is for Government to provide significant support and incentives for its transformation into an effective sector. 
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