Casanelles, Elisenda

Gasset, Jordi

Domenech, Oriol

Vazquez, Eri

Paz, Antoni

It comes as a response to traditional investment
mechanisms to fund initiatives and extends
beyond the financial benefits and economic
return.

The big philanthropists, such as foundations
or private equity funds, benefit from the vision
and social mission of the recipient businesses.
In Spain, the journey looks promising but it
is still in its infancy and is full of challenges.

Philanthropic investment is key in
current development

Venture philanthropy is defined as financial contri-
butions from corporate profits in the business sec-
tor, using techniques and models based on venture
capital investment. It aims to fund initiatives linked to
results and extends beyond gaining financial bene-
fits and economic return.

-Gloria Oliver

The term venture philanthropy was coined by J.D.
Rockefeller and the system was born in the 1960s but
it is only now that projects are finding it harder to gain
access to investment because of the economic slow-
down of recent years, that philanthropic investment
has reached a peak in interest.

1 According to data provided by the Peri¢dico de Catalunya (1st De-
cember 2015), the volume of assets relating to philanthropic investment
worldwide amounted to 80 billion euros in 2013, of which 20 billion eu-
ros were in Europe (with the Netherlands as the main investor, followed
by Switzerland and the United Kingdom).



During the last KIMconference held in Barcelona, a
panel discussion was organised with industry repre-
sentatives who discussed the current status and the
potential for economic and social growth.

Currently, the bodies responsible for most philanthro-
pic investments are individuals with high purchasing
power, foundations or capital investment funds, whi-
le those receiving investments are primarily founda-
tions, not-for-profit organisations, social enterprises
and social entrepreneurs or fair trade organisations?.

The difference with the traditional venture capital sys-
tem is that philanthropic investment does not direct its
focus on financing operating costs as much as on pro-
viding the initial capital.

The advantages

Venture philanthropy has many advantages. Firstly, it
plays an important role in the diversification of finan-
cial markets because, for once, it is not only intended
to give businesses the biggest profit potential, but also
takes into account social enterprises and non-profit ini-
tiatives.

Another of its great attractions is that venture phi-
lanthropy usually guarantees long-term involvement
with the project, developing a guiding role in the imple-
mentation of activities. In most cases, this commitment
lasts between 3 and 7 years, throughout which the
financial contributions are also accompanied by inte-
llectual input and organisational resources.

Some of the most commonly mentioned intellectual
and organisational input include the contribution of hu-
man resources to the entity carrying out the project,
with the assignment of communication and marketing
teams, the provision of legal services and access to
networks.

Furthermore, according to the experts, these charac-

-Michael Tadros

2 According to a study published by the European Venture Philanthro-
py Association entitled “Learning from failures in venture philanthropy
and social investment”, EVPA, December 2014, most philanthropic
investments come from High Net Worth Individuals, who make 19% of
investments, followed by businesses (17%) and foundations (14%).

teristics of corporate philanthropy bring more versati-
lity and flexibility to projects in terms of results, which
tend to be accompanied by more streamlined project
administration.

Finally, the speakers at the KIMconference emphasi-
sed the reciprocity of corporate philanthropy initiatives,
as a system where not only those receiving the inves-
tment gain something, but the philanthropists them-
selves absorb the vision and social mission of the
recipient organisations.

The social impact

Venture philanthropy initiatives base their success and
rationale on generating a significant social impact, so
they have been forced to develop measurement sys-
tems that enable them to quantify their contribution. In
order to develop these necessary measurement sys-
tems, they rely on the use of traditional venture capital
investment metrics, although they are adapted to the
use of a “social calculation”. It is because of these me-
trics that one can evaluate not only the capacity for
economic growth and return on investments, but also
their ability to bring about change and social and sys-
temic improvements®.

-Michael Tadros

The problems

The current state of venture philanthropy in Spain,
which is still in its infancy compared to other European
countries?, warrants a great deal of reflection on the
subject, to help identify the priorities based on the cu-
rrent difficulties.

The difficulties or gaps that can hinder the success of
philanthropic investment are given as follows:

3 For more information on measurement systems and indicators, consult
“European Venture Philanthropy Association, A Practical Guide to Mea-
suring and Managing Impact”, June 2015.

4 According to the European Venture Philanthropy Association, the figure
in Spain was 217 million euros at the end of 2013 (cited by El Periddico
de Catalunya, 1st December 2015).



Economic sustainability

The undertaking does not always achieve a vision or
solid market strategy in the initial phases before the
investor has left. Other times, projects do not consi-
der the need to adapt to new markets (a very frequent
shortcoming in social innovation projects which place a
strong emphasis on the “localisation” of their activities),
which limits their potential for scalability. These two
shortcomings of vision and scalability, eventually lead
to poorly planned and improvised actions when they
no longer have the financial and operational support of
the philanthropic investor.

Institutional sustainability

The lack of collaboration between businesses and pu-
blic institutions creates significant, long-term problems
for the sustainability of social innovation projects. In
many cases, social innovation projects fail to create the
necessary institutional.

Operational sustainability

Operational resources provided by the philanthropic
institution do not always meet the needs and technical
requirements of the executing institution. For example,
it may be that the human and intellectual resources
provided do have the relevant experience for adminis-
trative or communication matters or network manage-
ment, but lack the necessary knowledge of the sector.

Legal maturity

In 2016, the regulatory structure for the activity of social
enterprises is still in the development and consolidation
phase, partly because venture philanthropy in Spain is
still in its infancy compared to elsewhere in Europe.
This lack of precision creates complexities when it co-
mes to financing and implementing these activities.

ISSUES FOR DEBATE

1. How can sustainability be tackled from
the start of a project?

2. How can an early market perspective
be incorporated?

3. How can an initiative’s scalability be as-
sessed in an effective and timely manner?

4. How can the relationship between busi-
nesses and institutions be facilitated?

5. How can a fit between operational resour-
ces and technical expertise be ensured?

6. How can we help to speed up the
market’s maturity?




KIM Recommendations

Once the areas for improvement in venture
philanthropy in Spain have been determined,
one can then prioritise the objectives that must
be addressed.

When considering these objectives, the experts
consulted by KIM formulated the following
recommendations:

e |ncorporate a sustainability strategy into the ini-
tial phase of the operation

e Develop a concise exit strategy for the investor

e Ensure that the project managers have entre-
preneurial skills

e |dentify systems for recycling capital
* Prioritise investments in disruptive projects

e Assess the willingness / capacity for scalability of
the funded projects

e |dentify future markets for long-term action

e |dentify areas of implementation for the project
on a long-term basis

Establish partnership agreements with govern-
ment officials that facilitate the project’s sustai-
nability

Generate stable cooperation networks for the
duration of the philanthropic entity’s involve-
ment

Mobilise end users in order to ensure maximum
impact

Make use of the philanthropic entity’s social res-
ponsibility plans to ensure that the operational
resources provided are specialised

Use volunteer corps with appropriate technical skills

Create mixed teams where technical, adminis-
trative and management skills are combined

Actively participate in building networks and pro-
moting social innovation and philanthropic inves-
tment

Participate in political mobilisation initiatives for
greater regulation of venture philanthropy and so-
cial investment
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