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                    The ninth SRQ focuses on how innovative financing allows Danish pension funds to mitigate perceived and 
 real risks of conducting impact investments in sub-Saharan Africa and to allocate their funds effectively. 


Pension  funds  are  experimenting  more  and  more  with  alternative  investments,  such  as  PE  and  direct 
 infrastructure investments as well as microfinance and impact related fund investments. 


When asked about their use of innovative financing to mitigate some of the risks associated with the impact 
 investments in SSA, many DPFs point to their collaboration with the IFU and the investment in the SDG Fund.  


“[…]we have a very large investment in the Sustainable Development Goals fund offered by the IFU[…]. 


But it's an investment that we've decided not because we needed to do impact allocation. But because we 
 believe that this was a great investment opportunity for us to invest alongside the Danish government in 
 certain projects, which can help even bridge some of the risks in emerging and frontier markets, while still 
 delivering a good return for our clients.” (I7-P5, p. 180) 


One pension fund highlights the importance of a strong co-investor with similar standards, such as European 
 DFIs  as  well  as  partners  with  local  knowledge  and  local  engagement,  to  mitigate  risks  when  investing  in 
 emerging markets.  


“For us there are certain players that we can have as our co investors.[…] some of the different European 
 DFIs are co-investors we would like to have, because that gives us comfort that certain international norms 
 and standards will be upheld.” (I7-P5, p. 181) 


Another  interviewee  explicitly  mentioned  the  collaboration  with  governments  in  in  the  form  of  PPPs  and 
government-backed funds or guarantees as a way of mitigating risks (I1-P1). The interview participant further 
highlights  the  role  of  governments  in  creating  incentives  such  as  subsidies  or  outcome-based  payments  to 
bridge  the  gap  between  expected  and  required  returns  and  to  attract  commercial  investors  (I1-P1).  As  an 
example, he points to investments in windfarms which, initially subsidised, are now attractive for commercial 
investors, even without subsidies. (I1-P1) 


The  same  interview  participant  even  mentions  the  option  of  mandatory  capital  allocation  to  a  fund  which 
 invests alongside the Danish government. The interviewee points out investments related to the green transition 
 in Denmark as a possible example (I1-P1). 


Two pension funds highlight that in the future, they hope to see increased maturity of deal structuring as well 
 as  the  development  of  other  financial  products  and  structures,  which  foster  the  attraction  of  capital  from 
 commercial investors. Both mention the securitisation in the context of microfinance as an example (I8-P6, 
 I1-P1)  


“We also see that to be able to reach the Sustainable Development Goals by 2030, more money is needed in 
 emerging markets. We hope that there will be more investment opportunities and that there will be more 
 products and structures where governments, other institutions and organizations bear the brunt of the risk so 
 that institutional investors can go in with their capital as well. So, basically that there are different tranches 
 of risk and return.” (I8-P6, p. 190) 


When conducting impact investments in emerging markets, the IFU also draws on innovative financing tools 
 and structures to mitigate risks and to tailor financing solutions to the specific needs of investee companies. 


One interview participant elaborates on three different pools of capital which the IFU deploys (I9-IFU). First, 
 a conventional DFI balance sheet consisting of equity, debt and any form of exotic mezzanine instruments. A 
 second pool of capital focuses on high-risk-high-impact solutions. The third pool is slightly more commercial 
 in its nature and directs capital to the SDG fund. 


Emphasising  the  uniqueness  of  the  SDG  Fund  within  the  DFI  community,  the  interviewee  outlines  the 
 underlying structure of the fund (I9-IFU). The IFU is the single largest investor and is operating as the general 
 partner (I9-IFU). In addition, the fund is designed to catalyse private resources and the majority of the capital 
 comes from private DPFs (I9-IFU).  


One interviewee highlights that within  the SDG fund, the IFU can deploy more or less almost every single 
 instrument, from straight senior loans to redeemable, convertible and preference share instruments. 


“I think for us, it’s a big strength that we are not super tied into one or two particular instruments, because 
 again, assessing and understanding individual risks mean that you can tailor the product that fits that 
 particular situation. For instance at a high growth company that is actually very risky and where, on the one 
 hand, you would like to make sure you get your money back, on the other hand, if you give them a loan, 
 you’re going to kill their cash flow and they can’t reach their growth goals. So then maybe you go in with a 
 convertible instrument with a cap in the end instead.” (I9 IFU, p. 199) 


When asked about innovative financing, another interview participant of the IFU emphasises blended finance 
in the form of combining first loss and grant facilities as well as concessionary loans as means to attract capital 
from commercial investors (I11 IFU). 


“In our view, we are like a multi-faced animal. Because we do have a number of different hats that we can 
 put on in different scenarios, depending on the situation.” (I11 IFU, p. 212) 


Leveraging the various innovative financing instruments and managing the SDG fund - an innovative financing 
 vehicle - the IFU allows DPFs to allocate larger amounts of capital efficiently and mitigate risks associated 
 with impact investments in SSA (I9 IFU). 


“The things that we bring to the table for pension funds are 50 plus years of experience of investing in these 
 emerging markets, knowing how to manage these risks, knowing how to assess partners, knowing how to 
 structure it in a way so you're not exposed to corruption or common regulation change. And that of course is 
 a big thing if you want to engage in these developing markets.” (I9 IFU, p. 198) 


In this context, the interview participants of the IFU highlight the importance for DPFs to experiment in the 
 field and to embark on the learning journey. 


“So I think it is time for Danish pension funds to start exploring, but they are quite reluctant. This is a bit of 
 an experiment, right? They would much rather just put some money in, you know, a JP Morgan emerging 
 market index fund or something, because it is liquid and they can relate to it. But I don’t think they have a 
 choice. If they want to be able to deliver on their future obligations, they have to start taking more risk.” (I9 
 IFU, p. 200) 
 One interviewee of the IFU points out the IFU’s educational role in the learning journey of pension funds and 
 states that pension funds are considerably missing out on the learning curve if they do not start to engage in 
 impact investing in emerging markets soon.  


“[…] they do want to learn, they're looking to us to see what we’re doing, when it comes to reporting the 
 impact and so forth. So, for them it is also like a learning journey. Same thing, some years ago, they weren’t 
 investing into infrastructure funds, but now they can do it directly. Now they're learning the game, and 
 they're learning to assess the risk and then hopefully, in a few years, they can do this themselves. And that's 
 our reason, hopefully we can be part of educating the institutional investors so they can go directly or at 
 least invest directly into private equity funds and other funds in, say in Africa, instead of going through IFU 
 as a government entity.” (I11 IFU, p. 219) 
 In connection with this learning journey of institutional investors, one interviewee from the UCT highlights a 
 significant interest of mainstream financial players in learning how to operate in the impact investing sphere 
 of emerging markets (I13-UCT). However, the interviewee also agrees that DPFs are missing out if they do 
 not start exploring with impact investing in emerging markets and points out the considerable risks involved 
 with being unprepared for the future (I13-UCT).  


“That is a strong point and I think also because as I was saying before, I think the Danish pension funds are 
actually a little bit late to the party. So, there is quite a lot of learning that's already been happening that 


they haven't necessarily been part of. […] I think a lot of people are now starting to say if you're a financial 
 institution, and then you don't have SDGs in your impact reporting, then that's a massive risk for you 
 because you will get quite lost once that train really leaves the station. I completely agree on the learning 
 process. I think to some extent, also from a strategic point of view, I think there's a massive opportunity in 
 emerging markets that we can't downplay.” (I13-UCT, p. 232) 


Speaking of innovative financing, one interview participant representing the academic stance highlighted the 
 opportunities for risk mitigation through innovative financing, or through diversification (I12-UCT).  


The interviewee emphasises the variety of guaranteed funds, backed, for instance, by the European Investment 
 Bank, large  institutional  investors, multilateral  institutions or  even  the  World  Health  Organization  (WHO). 


Furthermore, the interviewee points out other funds, which provide first loss facilities and guarantees, or pool 
 capital  to  mitigate  some  of  the  perceived  and  real  risks  associated  with  impact  investments  in  emerging 
 markets.  However,  the  interviewee  also  stresses  some  of  the  difficulties  related  to  these  risk-mitigating 
 structures. Despite the willingness of foundations or even local governments to provide guarantees, off-take 
 agreements  or  first  loss  facilities,  the  capital  allocations  of  pension  funds  are  simply  too  large  for  these 
 individual instruments to be effective (I12-UCT) 


“The issue is that pension funds have such large wallets and so they can easily burn through even a $100 
 million first loss facility […] and that's very rare that you'd be able to find something that big. So, one of the 
 issues around risk mitigation is the sheer size of the checks that need to be written.” (I12-UCT, p. 226) 


Given this issue, the interview participant refers to diversification in the context of investing in fund of funds 
 as a potentially smarter way for pension funds to mitigate risks.  


“This is where diversification comes in again, investing in fund of funds with a proven track record that are 
 able to spread out, do the due diligence on multiple different funds, and are operating in different sectors 
 and geographies, I think this is one of the smarter ways to mitigate risks.” (I12-UCT, p. 226) 
 Further, both interview participants from the UCT underline several initiatives currently undertaken to attract 
 mainstream capital and to allow for the effective allocation of large amounts of capital.  


“Right now, we're chairing a group of asset builders, globally, but mostly focused on Africa, and we’re 
looking at the question of how to actually build these types of opportunities, such as gender bonds […] that 
allow pension funds and others, to start bringing these types of investments into their portfolios.” (I12-UCT, 
p. 227) 
Another initiative focuses on the creation of a listed fund of funds, which invest in PE funds that specialise on 
emerging markets. This listed fund of funds has the potential to provide more liquidity and attract institutional 
and mainstream investors. (I13-UCT) 


One interviewee also emphasises the increased focus of large foundations such as the Rockefeller Foundation 
 on mainstream investments and products. These foundations are not only valuable partners, but also create a 
 pipeline for DFIs, as well as PE and VC funds to eventually pull in pension funds (I13-UCT) 


“I think that's where some of the really interesting partnerships will happen. And I think increasingly, we 
 have to actually be okay with the fact that both public and philanthropic and private money will operate 
 together in those ways. And that we will be using public money to some extent to actually incentivize big 
 private money to operate in these spaces.” (I13-UCT p. 233) 


Building on these invectives, one interview participant mentioned the launch of a fund which is based on a 
 fund of fund structure and provides incentives to local investment managers in an outcomes-based model. Only 
 receiving payments after the outcomes are generated, the payments might be used to de-risk future investments, 
 to lower cost of capital, or for business development and technical assistance (I13-UCT) 


“We're seeing exactly the same mechanism with ING, a big Dutch bank and Philips. For instance, ING gave 
 Philips, so you know, a 1 billion euro loan, but they tied the cost of that loan to their sustainability rating. 


For instance, if they save water, they save electricity, then the interest rate went down. And I think there's 
 different ways that pension funds can really start playing around with some of these mechanisms and 
 incentive structures at different levels.” (I13-UCT, p. 234) 
 The interviewee also highlights the interest of the Danish Government in exploring guarantee products to 
 de-risk investments in emerging markets and to pull in mainstream capital.  


“Sweden, for instance, has been using a lot of their development aid budget […] to provide a substantial 
 amount of guarantees for mainstream investors to invest in emerging markets. I think there's quite a lot of 
 focus from the Danish government also to figure out how they can do that. […]but essentially a lot of 
 pension funds will primarily play if they know that their capital is also de-risked.” (I13-UCT, p. 231) 


Key Findings 


o  Pension funds continue to explore with alternative investments but do not utilise full potential of 
 innovative financing 


o  Pension funds are collaborating with governments and strong co-investors 


o  IFU and Academics highlight significant potential of innovative financing related to impact 
 investing in sub-Saharan Africa 


o  Impact investments in sub-Saharan Africa can help DPFs to meet their long-term obligations 
 o  DPFs are missing out on the learning potential and risk to be unprepared for the future 


Figure 31: Key findings SRQ 9. 



6  Discussion 


Following a similar structure as the analysis, this section discusses the results in the context of the literature 
reviewed and theories identified. In addition to the nine SRQs, this section addresses the overarching research 
question, presents a framework for DPFs, and points out imitations to this research. 
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