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“To meet the SDGs, we need to expand the investment frontier to the “last mile.” […] This “last mile” is where available resources for development are scarcest; where market failures are most pronounced; and where benefits from national growth tend to leave significant portions of the population excluded. But it is also in the “last mile” that the SDGs will be achieved; and it is our aim to show that “last mile” finance can generate resources from within, and build productive and resilient local economies, that can become not just dynamic beneficiaries of economic growth but also more dynamic contributors to growth.”
Judith Karl, UNCDF Executive Secretary, speaking at a recent United Nations General Assembly side event.


I. OBJECTIVE STATEMENT 

UNCDF is launching a consultation process on a partnership with well-established and like-minded impact 501 (c)(3) organizations to collaborate on joint innovative approaches and instruments for mobilizing private financing for sustainable development, primarily in the Least Developed Countries (LDCs). UNCDF intends to use this initial consultation process to have an open exchange on the nature of the partnership, business model, legal requirements, types of approaches and processes. Such a partnership would complement the technical assistance and financing activities conducted by UNCDF to unlock finance for LDC transformation.

II. RATIONALE FOR THE CONSULTATION PROCESS

Seizing the opportunity

The Sustainable Development Goals (SDGs) present a unique and critical challenge for the developing world. But they are also bringing to light some of the biggest investments in development opportunities in a generation. Likewise, as the number of ways in which innovative financing flows into developing countries has increased, so too has the private sector’s share of these funds. Whether through investment, corporate social responsibility, or remittances, official development assistance is being eclipsed by these other growing financial models. 

The global economy is also shifting. According to several experts, developing countries likely to account for nearly 60% of the world’s gross domestic product by 2030. This trend will likely result in numerous changes in the dynamics of the global economy, including increased South-South cooperation, rapidly growing markets in low- and middle-income countries, and a growing private consumer market throughout the developing world.

To adapt to the rapidly evolving landscape, UNCDF is now focusing on the expansion and blending of its capital investment instruments, and pushing out the boundaries of financial innovation to unlock additional public and private finance from international and domestic sources to reach local communities, – where development challenges are the greatest and where resources are most scarce. 

Focusing on the “missing middle”

In LDCs, there is a high concentration of small firms with fewer than ten employees which find it hard to make the transition to medium-sized enterprises, mainly due to financing constraints. This is known as the phenomenon of the “missing middle” which is generally meant to refer to those small to mid-size enterprise (SMEs) that are too big to access microfinance and too small or seen as being too risky to access commercial investments offered by mainstream financial institutions. The concept of the “missing middle” highlights that in many developing countries the private sector is split into two segments: on the one hand, most businesses are small, often informal, rather than medium-sized, while, on the other hand, there are also some very large enterprises. 

Also, access to finance is a serious challenge in LDCs, where about 35% of firms identify this as a major constraint to business operations; that figure is 24% in the rest of the developing countries. Access to credit and other financial services can support SMEs to develop and grow. Increased account ownership, for example, can help increase domestic savings, and support greater credit flowing through the financial system. 

Today, as most existing private and public funders seek large deals, future entrepreneurs have a more difficult time raising capital to grow their venture successfully. As a result, there are many bankable projects in developing countries that are not being funded by commercial or development finance institutions. This leaves a wide gap in the financing-for-development architecture of projects that can transform local communities but need much more technical assistance and project preparation support as well as financing to get off the ground.

Addressing these challenges by providing access to capital flows to SMEs is a prerequisite to stimulate the independence and self-development of poor households in particular at the local level affected by growing inequality and where the benefits of growth are not trickling down to the majority. SMEs can be especially important drivers of economic growth, innovation and job creation, including in countries affected by a crisis. The availability of SME finance is positively associated with the number of start-ups—an important indicator of entrepreneurship—as well as with business dynamism and innovation. Moreover, SME finance allows existing firms to exploit growth and investment opportunities. Ripe investment opportunities with development impact exist even in complex operating environments, but they remain unexploited due to the lack of risk capital and long-term financial support.

Addressing the financing gap for the SDGs

The United Nations (UN) has estimated that the financing gap to achieve the SDGs in developing countries to be US$2.5-3 trillion per year.[footnoteRef:1] However, available finance is not channeled towards sustainable development at the scale and speed required to achieve the SDGs and goals of the Paris Agreement. The UN Secretary-General, in his remarks to the High-level Dialogue on Financing for Development in September 2019, stated: “We are not on track to achieve the Goals. We are not mobilizing anywhere near the financing we need, public or private.” Addressing such financing gaps will require international cooperation to change the international financing system and innovations in mobilizing domestic resources for financing the SDGs.  [1:  UNCTAD (2014). World Investment Report. ] 


Traditional funding sources (whether it is national budgets, official development assistance, bilateral aid or multilateral aid) provide essential but, ultimately, insufficient sources of support for this new development agenda. Hence, there is a financing imperative to pilot and adopt innovative fundraising approaches and instruments to finance the SDGs. In the US alone, it is estimated that over US$420 billion a year is given to charities and non-profit organizations. In line with the digital transformation, online and mobile giving has seen strong and steady growth with 2018 representing the largest share of global fundraising from online giving.[footnoteRef:2] Cooperation with innovative financing and fundraising organizations is necessary to address the financing gap for the SDGs and leverage innovations and digital transformations in charitable giving, new channels of fundraising and ensuring sustainable domestic resource mobilization from the digital economy.  [2:  Blackbaud Institute (2019). Charitable Giving Report ] 


Forming a win-win partnership

By bringing expertise from the US based private and non-profit sectors and a UN organization with a capital mandate focused on reducing poverty and inequality; by pulling together institutional capabilities, resources, and technical assistance; the proposed partnership is intended to pave the way for low- and middle-income countries to fully participate in and benefit from innovative financing solutions’ to advance the SDGs. This partnership should also facilitate the private sector’s full engagement in the new development frontiers and opportunities that these countries offer. 

III. OUTLINE THE CONSULTATION PROCESS

Scope and objectives

The purpose of the consultation process is for all involved to gain a better understanding of how prospective 501 (c)(3) organizations could cooperate to address the financing gaps for achieving the SDGs especially in LDCs, and their views on the establishment of a partnership with UNCDF geared towards collaboration on innovative financing and impact investing in LDCs through existing or new funds. The scope of the discussions with interested parties as part of the consultation process may indicatively include (but not be limited to): 

· Overall feasibility of the partnership concept.
· Assessment of the interest in this partnership opportunity and conditions for participation by interested parties, including:
· Partnership model with UNCDF:
· Cooperation / relationship model;
· Partnership model;
· Roles and responsibilities;
· Relationship to UNCDF and its activities;
· Fundraising potential / attractiveness;
· Possible barriers and risks.
· Method for cost recovery;
· Other issues to be considered.
· Legal implications and applicable regulatory frameworks.
· Possible request for proposal process (RFP) initiated by UNCDF to identify a partner 501 (c)(3) organization: 
· General contents of RFP – information requested of potential candidates;
· Selection / evaluation criteria to be considered;
· Timeframe for the response to the RFP;
· Main steps required to finalize the partnership and proceed with its implementation.

Audience and conditions of participation 

Prospective participants in this consultation process should be parties interested in building a successful and meaningful partnership with UNCDF focused on actively promoting private innovative financing for development. Every interested party contacting UNCDF shall provide a short profile of their entity and develop their rationale participating in this process and explain why it is a good fit with UNCDF.

The audience and active contributors to this consultation shall meet the following minimum qualifications: 

· A mission and vision focused on economic development and the achievement of all SDGs.
· Minimum five-year of existence.
· Properly registered as a 501(c)(3) nonprofit organization in good standing with the state, or obtained fiscal sponsorship with a 501(c)(3) nonprofit organization.
· Minimum three-year track record in developing countries with the deployment of technical assistance and/or blended finance instruments for development.

Timeframe and process of participation 

Depending on the number of interested parties interested in the proposed partnership, the consultation process shall normally be for no less than two weeks. The suggested participation process is as follows:

· [bookmark: _GoBack]All interested parties by November 15, 2019, shall submit a short profile of their organization by e-mail, at consultation501c3@uncdf.org, declaring their interest to participate in this process.
· Additionally, it is preferred that a brief note with the interested organization’s initial views on the proposed partnership is also submitted. 
· UNCDF will contact the interested parties to arrange a bilateral exchange with the UNCDF senior management. All consultations will be held by teleconference or videoconference.
· If deemed necessary and time permits, additional meetings with interested parties may be held. 

Throughout the process, UNCDF will cooperate fully to provide any relevant information and/or available material that will help interested parties to better assess this opportunity and confirm their interest. 
All information provided by interested parties to UNCDF will be treated as confidential.

For any further information or inquiries regarding the consultation process, and preliminary technical inquiries regarding the investment vehicle proposal, interested parties may contact Mr. Xavier Michon, Deputy Executive Secretary (e-mail: xavier.michon @uncdf.org) and Mr. Heewoong Kim, Results Management Specialist (e-mail: heewoong.kim@uncdf.org).

Liability restriction 

The above Consultation process is not part of a tendering procedure. By no means does it constitute a commitment on the part of UNCDF to enter into any contract or enter into negotiations with any third parties, nor does it give rise to any obligations on the part of UNCDF. 

None of the information contained in this document constitutes an invitation, offer or recommendation to enter into negotiations with any third parties regarding the establishment of the proposed investment vehicle.

UNCDF may at any time and unilaterally amend, change, complement, revoke, suspend or terminate this consultation process. 

None of the expressions of interest submitted will be binding on UNCDF or any of the parties expressing their interest, nor will any such expression constitute a prerequisite for participating in the tender concerning the establishment of the proposed investment vehicle. 

All information to be provided by UNCDF in the context of this consultation process will be strictly confidential and cannot be subject to further disposal, publication or disclosure in any manner whatsoever without prior permission from UNCDF in writing.
 
This consultation process is governed by UNCDF’s rules and regulations.

IV. ABOUT UNCDF

Founded in 1966, UNCDF is the UN’s development finance arm, primarily for the 47 LDCs, out of which 32 are in Africa. The organization was created by the UN General Assembly during a decade where newly created independent nations sought a development finance advocate given (at the time) the limited options available in Africa and Asia for agile development capital. As a part of the UN family, the organization believes that the maintenance of international peace and security in the world extends to promoting economic development through the SDGs. 

Through its programmes UNDCF is de-risking the local investment space, attracting public and private, as well as domestic and international finance to scale up what works by:

-	promoting financing models that support start-up business models and SMEs and reveal markets to investors; 
-	incentivizing businesses to reach poor and underserved households and; 
-	developing a pipeline of transformational infrastructure projects through structured project finance, innovations in fiscal decentralization, and municipal finance. 

To make finance work for the poor the organization deploys a combination of:

-	grants;
-	reimbursable grants;
-	concessional loans and;
-	guarantees. 

UNCDF has a long history of working with, investing in, and building the capacities of local governments and private sector partners in LDCs. For instance, in 2014-2017, UNCDF engaged with over 140 private sector partners including financial service providers, mobile network operators, and SMEs, as well as some 800 subnational-level local governments to promote financial inclusion and local development. Through this experience, it has first-hand knowledge on the investment context, established networks for market intelligence and partnerships, and innovative set of investment tools and mitigation measures to prepare against risk while maximizing impact. 

Investment sourcing is driven using open competitions, like challenge funds, request for proposals, or market scans, and focuses on proactively identifying investment opportunities in sectors that are congruent with UNCDF’s development mandate. For that purpose, an established network of investment officers was deployed in key LDCs to help identify and structure investment opportunities. The investment team is complemented by a technical team comprising of approximately project officers and technical advisors on specific sectors (food security, climate change, agriculture finance, women economic empowerment, local economic development, youth empowerment) that backed up by regional hubs for investment, technical and administrative support in Asia and Africa (East and West). Furthermore, a team of investment professionals, based in the New York headquarters, with transactional expertise in LDCs and SMEs function to provide independent credit risk evaluations to help structure the decision-making process. The investment process uses a dual key system whereby each investment is vetted for impact potential and also vetted for bankability and investability.

Also, UNCDF develops new partnerships as a way to attract catalytic leverage for the missing middle and SDGs in LDCs. UNCDF has established an investment vehicle to attract commercial finance to the UNCDF pipeline of SMEs, financial service providers and local infrastructure projects. In 2018, it launched the UN’s first-ever exchange-traded fund on the New York Stock Exchange to screen companies against a set of rigorous selection criteria reflecting customized environmental, social and corporate governance indicators in alignment with the SDGs. UNCDF is also working with a global coalition of municipal governments to establish an institutional basis for accessing municipal finance for secondary cities and below so that local governments can provide essential infrastructure and services. 

…………………………………………………….
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