POLICY MEASURES TO
SUPPORT INCLUSIVE
AND GREEN BUSINESS

MODELS




POLICY MEASURES TO
SUPPORT INCLUSIVE
AND GREEN BUSINESS

MODELS

Written by Aline Kramer and Martin Herrndorf from Endeva

enterprise solutions and Development Let’s join forces.
for development

On behalf of
d B M Z % Federal Ministry Future-Makers.
en eva. for Economic Cooperation Building the future.



Policy Measures to Support Inclusive and Green Business Models

EXECUTIVE SUMMARY

Inclusive business — the inclusion of the poor
as consumers or producers — and green busi-
ness - reducing environmental impacts - are
often highly interlinked. Inclusion without
greening can lead to pollution, ecosystem
decay and depletion of natural resources — all
of which ultimately harm the poor. Focusing
on greening to the exclusion of the poor can
create political resistance and make environ-
mental business models increasingly difficult
to implement. Business models that focus on
one set of issues at the expense of the other are
thus not only difficult to justify; they are also
often unviable over the long-term.

Realising synergies between inclusion and
greening requires innovating technologies,
products and services, and, ultimately, busi-
ness models. Responsible companies that
aim to bring about both green and inclusive
innovations need sufficient financial, techni-
cal, human and organisational resources to
address the multiple challenges inherent in
low-income markets in developing and emerg-
ing countries. A diverse set of actors is involved
in such processes — each of them taking a
different role. Mission-driven organisations,
like social enterprises or market-oriented
NGOs, employ market-based mechanisms to
address social and environmental challenges,
and often tend to take on risky and uncer-
tain pioneering and development work. But
traditional businesses are also increasingly
recognising the inherent risks in business
models that neglect inclusion and greening -
or aim exclusively for only one of those objec-
tives. They often take up the models and help
them achieve scale. Coordination efforts and
partnerships crucially support this process —
driven by actors such as social investors, local
intermediaries, donors and policy-makers.

The latter play a key role in supporting the
efforts of the different types of organisations
involved in marked-based inclusive and

green innovations. First and foremost, policy-
makers matter in providing an appropriate
infrastructure for markets, including physical
infrastructure, and also regulatory frameworks
that are stable and secure, yet flexible enough
to allow room for experimentation. Secondly,
policy-makers can influence market mecha-
nisms by designing subsidy and incentive
systems for green and inclusive innovations,
helping mission-driven pioneers to survive
during the pioneering phase, and allowing

all players to realise market-wide strategies
and economies of scale. Thirdly, policy-makers
can facilitate cooperation and partnerships
between actors, and provide them with the
appropriate learning environment to make
achieving inclusion and greening a reality.
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INTRODUCTION

Are poverty alleviation and environmental
sustainability conflicting objectives? Or do
the two goals support each other? Both are
traditional domains of policy-makers aiming
to promote green growth and pro-poor or
inclusive growth. But in recent years, market-
based approaches that harness the capabilities
of private-sector players have gained credibil-
ity and attracted increasing attention. In the
process, traditional roles have been blurred.
Today, solutions to tackle poverty alleviation
and environmental sustainability are being
implemented by a wide array of actors.

POLICY
APPROACHES

MARKET-BASED
APPROACHES

Figure 1: From policy to
market-based approaches

Strategies to alleviate poverty and achieve
environmental sustainability are often highly
interlinked and definitions by both policy

and business actors of one strategy will often
cross-reference the other. UNESCAP’s defini-
tion of green growth, for example, refers to
‘socially inclusive development,”* while the Mil-
lennium Development Goals include ‘Ensure
Environmental Sustainability’ as one of their
eight goals. On the business level, definitions
of'inclusive business strategies state that their
objective is to include the poor as ‘participants
in low-carbon and climate-resilient growth.’

While there are examples of solid, scaled
business models that satisfy both social and
environmental criteria, in practice the two
objectives often collide. The question remains
as to how businesses succeed in aligning both
objectives — and how they can be supported in
doing so. This report addresses these questions
by, first, analysing the underlying tensions
between inclusive and green business, sec-
ondly, mapping the paths towards synergies on
a business level and, finally, sketching policy
options to support market-based approaches in
this field.

Green growth/green
economy

Inclusive/pro-poor
growth

Inclusive business
models

Green business
models



3 See the UN Global Compact web-
site for an overview on the multiple
contributions by business organisa-
tions to sustainable development,
especially in the area of poverty:
http://www.unglobalcompact.org/

“ UNDP. 2008. Creating Value for AlL:
Strategies for Doing Business with
the Poor. United Nations Develop-
ment Programme.

5 For details see MEA. 2005.
Ecosystems and Human Well-Being:
Synthesis. Washington, DC.: Millen-
nium Ecosystem Assessment, Island
Press.
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OPPORTUNITIES FOR INCLUSIVE
AND GREEN INNOVATION

Are poverty reduction — by including the poor
as consumers or producers — and greening —
the reduction of environmental impacts - mu-
tually supportive or conflicting objectives? This
chapter will first analyse how inclusive busi-
ness practices targeted at low-income markets
in developing and emerging countries relate
to greening aspects, and second, how green
businesses relate to inclusion. Both analyses
show that, in practice, the concepts are highly
interlinked, and that focusing on one objective
by compromising the other is unviable over
the long-term.

2.1 INCLUSIVE BUSINESS -
WITHOUT GREENING?

Inclusive business highlights the role of
market-based approaches to reducing poverty
and addressing development challenges in low-
income countries often facing institutional
and infrastructure failure. It calls for business
models that bridge commercial, business devel-
opment objectives and social objectives con-
cerning human well-being, like the reduction
of hunger or the empowerment of women?:

‘Inclusive business models include the poor on
the demand side as clients and customers, and
on the supply side as employees, producers and
business owners at various points in the value
chain. They build bridges between business
and the poor for mutual benefit.’*

Like all economic activity, the consumption
and production activities in developing and
emerging countries, which inclusive business
models facilitate, require natural resources,
and tend to create emissions and environmen-
tal pollution. It might thus be argued that
inclusive business — essential to lifting people
out of poverty - can only be realised at the
cost of the environment. However, on closer
examination, it becomes clear that inclusion
without greening can actually harm the poor
in several ways:

Selling fossil fuels or promoting unsafe bio-
mass for lighting and cooking causes indoor
air pollution and has been linked to respira-
tory diseases, especially among vulnerable
groups like women and children;

Business models that contribute to the
decay of ecosystems, on which many poor
communities depend, can undermine tradi-
tional forms of agriculture, access to clean
water provided by those ecosystems, and
the regulation of floods by retaining heavy
rainfall.?

Selling low-quality goods with a short
lifespan not only increases waste, but also
incurs higher expenditure for repeat pur-
chases over the long term.

Low-quality infrastructure, such as poor
insulation and building quality in some
low-income housing projects, can increase
energy demand for heating or cooling,
which leads to higher energy costs for the
poor. Lower quality buildings also typically
have a shorter lifetime, with added envi-
ronmental and monetary costs for building
maintenance or reconstruction. At the same
time, low quality infrastructure can expose
the poor to additional risks from natural
disasters, which they may be ill-equipped to
adapt to.



6 Singh, Ramendra, Rodolfo Ang, and
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7’ Karnani, Aneel. 2007. ‘The Mirage
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Sachet marketing

Selling products in small packages,
known as sachet marketing, is often
employed to give poor customers ac-
cess to personal hygiene products and
create local employment opportunities in distri-
bution.® However, since they increase packaging
waste, these business models create a challenge,
especially in view of a widespread absence of col-
lection, treatment and recycling systems. Waste
from sachet packaging contributes to the accumu-
lation of non-biodegradable waste in local com-
munities.” While the impact is small on a per-unit
basis, it increases with the scale of the business.
And the burden is not restricted to the environ-
ment, since solid waste can become a breeding
ground for mosquitoes and has been linked to the
spread of malaria.®

As a consequence, integrating both green-

ing and inclusion objectives into business
models improves the chances of reaching the
original poverty reduction goals by improving
the overall living conditions of the poor. This
also reduces the inherent risks in business
models for the organisations implementing
them, since they protect the natural resource
base and respect the limited availability of key
environmental inputs on which many of these
business models depend. This is particularly
relevant when scaling business models to
reach a significant share of the target popula-
tion.

Waterlife, India

Waterlife tackles the acute lack of safe
drinking water in India. Contaminated
water is widespread in the country and
causes disease and death. Initially, the
government built large water treatment systems,
which, however, quickly stopped running due to
inadequate operation and maintenance. Waterlife
pioneered an innovative business model, which
integrates long-term operation and maintenance
by charging small user fees for safe water. In co-
operation with local government, Waterlife has ex-
panded its work to seven states and installed over
17,000 systems. The community water systems
(CWSs) provided by Waterlife will be maintained for
five to ten years, after which the villagers own and
maintain their own CWS - employing a so-called
‘build-operate-transfer’ model.

As aresult of Waterlife's activities, villagers now
have access to clean drinking water. The positive
health effects associated with access to clean
drinking water create further ‘spillover effects:’ vil-
lagers can work more productively, increasing their
income; children can attend school, and women in
particular save time previously dedicated to fetch-
ing water. Local businesses also benefit directly, as
they operate as distributers of the water. Addition-
ally, local people are hired and trained to operate,
maintain and service the CWSs.

To implement this inclusive business model, green-
ing aspects were integrated into its design from the
outset. Sudesh Menon, the co-founder of Waterlife,
states: ‘We wanted to do this in an environmentally
sustainable manner. India will be water-stressed
for the next ten years, and by 2030 demand-supply
gap will be 50 %. People who aim to address water
scarcity often use technologies that damage the
aquifers. However, we are convinced that you

can't use a model that brings social and economic
sustainability, but damages the environment. Thus,
it employs a variety of green technologies and
innovations. For example, the company uses biore-
mediation to treat arsenic. Waterlife also provides
systems with alternate energy sources in villages
that do not have grid power.

Source: Gilcher, Sebastian. 2012. Green and Inclusive Busi-
nesses in India: A Summary and Evaluation of Surveys. GIZ;
Interview with Sudesh Menon, Co-Founder, CEO and managing
director of Waterlife India.
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2.2 GREEN BUSINESS -
WITHOUT INCLUSION?

The private sector has great potential to con-
tribute to environmental protection and ‘green
growth’ or a ‘green economy,” with technolo-
gies that reduce resource consumption and
environmental impacts, by replacing tradi-
tional sources of energy with renewable ones,
protecting biodiversity and ecosystems, and
promoting overall low-carbon development.

Nevertheless, green business initiatives can
inhibit inclusion of the poor, and negatively
impact them. For example:

Initiatives that aim to protect natural
resources and ecosystems, by establishing
natural reserves that ban or strongly restrict
economic activities in certain areas — hunt-
ing, fishing and lumbering, for example -
may conflict with the traditional livelihood
strategies of poor communities.

Charging market rates for environmental
goods like water or energy is seen as a way
to promote the efficient and careful use of
natural resources. However, the financial
burden often falls disproportionately on
low-income consumers, who already spend
a higher proportion of their income on
basic services. Thus, they often tap connec-
tions illegally, causing high levels of inef-
ficiency and losses.

An increasing demand for renewable raw
materials, such as biofuels, can lead to high-
er land-use demands and rising food prices:
‘[Until] new technologies are developed,
using food to produce biofuels might fur-
ther strain already tight supplies of arable
land and water all over the world, thereby
pushing food prices up even further.”* In
extreme cases, competition over land-use
can lead to conflict, human rights abuses
and displacement (see case study 3).

Biomass, Latin America

Using biomass for energy and other
needs is often hailed as a solution to
pressing environmental challenges, as
demand is shifted from non-renewable
resources, like petroleum, to renewable ones like
wood or plant oils. But biomass production in some
regions is dominated by large-scale plantations,
especially for the production of palm oil. While
there are concerns about land rights and treatment
of workers in several countries, palm oil production
has expanded, particularly in Colombia, which is
now the world’s fifth largest producer. This expan-
sion in Colombia has been linked to displacement,
human rights abuses and paramilitary activities.!*
In 2008, Colombia had 2.3 million internally
displaced people, a growing share of these linked
to “land grabs” for the production of palm oil and
other bio-fuels.

Further, including the poor in green business
models can support the implementation of en-
vironmental projects. For example, providing
them with alternative income opportunities
can prevent the hunting, fishing or lumbering
activities which many communities rely on

as a basis for their livelihoods and wellbeing
(see case study 4). Avoiding exclusion can also
reduce political resistance and avoid reputa-
tional damage once the social implications

of some green business strategies surface. In
addition, making inclusion an integral part
of green business models can also expand the
customer base beyond the upper and middle
classes, thus increasing the market size and
expanding opportunities for enterprises.

Blue Ventures, Madagascar
Tropical coastal ecosystems are home
to hundreds of millions of people
around the world. They are also the
basis of their livelihoods. The effects
of climate change on coastal ecosystems, such as
coral bleaching, destruction by storms, and erosion
from heavy rain, can harm these livelihoods. In the
coastal regions of Madagascar, people depend on
fishing and reef gleaning for at least 85 % of their
income. The social enterprise Blue Ventures aims
to strengthen the resilience of coastal ecosystems
and communities in Madagascar through marine
conservation initiatives and socio-economic pro-
grammes that help local fishermen to respond and
adapt to actual and anticipated climatic effects.
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To do so, Blue Ventures supported 25 fishing com-
munities in establishing a locally managed marine
area (LMMA) along the southwest coast of Mada-
gascar. The LMMA enables these communities to
have management control over the use of local
marine and coastal resources. For example, they
introduced bans on destructive fishing practices
such as poison fishing and beach seining. At the
same time, alternative practices are introduced to
fishers, such as farming seaweed and sea cucum-
bers, which have brought in a total of over USD
3,000 to participating households in 2011.

These activities are financed through Blue Ven-
tures Expeditions (BVE), the business arm of the
social enterprise. BVE organizes volunteer diving
expeditions for tourists that run for 6 weeks and
cost approximately USD 3,400. The participating
volunteers learn to dive, and conduct coral reef and
fish monitoring. The data is used to inform local
marine management about ecological changes due
to climatic and anthropogenic stressors.

Source: Christina Gradl, Aline Kramer and Julia Winkler. 2011.
Wealth of the Oceans. Blue Ventures, Madagascar. BMZ/GIZ.

2.3 THE NEED FOR SYNERGIES

The analysis above shows that the two objec-
tives are closely linked. While there can be
trade-offs in the short-term, in the long term
poverty alleviation cannot be achieved without
environmental sustainability — and vice-versa.
Successful business models - like those used by
Waterlife and Blue Ventures (see case studies 2
and 4) - have shown that it is possible to align
the two objectives in practice.

A key question is how the synergies between
the two objectives can be realised in practice.
This often requires two enabling features, in-
novation on multiple levels and cooperation
among a variety of actors, which will subse-
quently be addressed.

N
High
Inclusive business Inclusive and green
without greening? business?
Inclusion
(poverty
reduction)
Unsustainable Green business without
business inclusion?
. Low
Figure 2: From trade-off \
4
to synergy: inclusive and Low Greening High

green business models

(environmental sustainability)



10

2 This could replace time-consuming
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and semi-urban areas for recharging.
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PATHWAYS TO INCLUSIVE
AND GREEN INNOVATION

While the last chapter has shown that combin-
ing inclusion and greening is important for
building stable business models in developing
and emerging countries, this chapter high-
lights different ‘pathways’ through which such
business models develop —i.e. the types of
innovations required, actors involved, and the
collaboration and partnerships patterns that
might bring them together.

3.1 THE ROLE OF INNOVATION

Operating in low-income markets means ad-
dressing the multiple challenges inherent in
this market environment, such as inadequate
infrastructure, a lack of education and skills,
gender inequity, and insufficient financial
resources and payment capacity. Innovations
on various levels are essential to address these
challenges and create opportunities for linking
inclusion and greening.

For example, new, more efficient technolo-

gies — like light-emitting diode (LED) technolo-
gies, solar home systems, or new water filter-
ing technologies — use fewer resources and

are therefore environmentally friendly. At the
same time, they are more inclusive in that they
replace expensive energy sources like kerosene,
or labour intensive activities such as fetching
water or collecting firewood that burden the
poor, in particular marginalised groups like
women. Furthermore, these product innova-
tions, which target low-income markets, are
often adapted to the particular environment
of the poor. For example, solar lamps are often
equipped with other functions, such as cell
phone charging, a critical functionality for
customers without landlines and access to the
electricity grid.'

Secondly, business model innovations can
make green technologies more widely avail-
able and affordable. For example, innovative
distribution systems that reach remote areas
create opportunities for employment and
entrepreneurship. Innovative financing mecha-
nisms - involving microcredit, shared-use or

Grameen Shakti, Bangladesh

1.4 billion people lack access to elec-
tricity. To cook, have heat and light or
run machinery, they rely on firewood,
biomass, batteries or fossil fuels —
which are not only inefficient, but also expensive
and harmful to health as well as the environment.
To address these challenges, the social enterprise
Grameen Shakti (GS) sells Solar Home Systems
(SHSs) in rural Bangladesh. These are highly inde-
pendent systems that rely on solar energy, which is
stored by a battery.

To make SHSs affordable to low-income house-
holds, GS introduced an innovative financial model
that enables people to purchase SHSs through
microcredit. Customers make a down payment of
15-25% of the total price — and can immediately
benefit from clean energy. The monthly payments
are designed in a way that users pay the same

as they would normally pay for other sources of
energy. Depending on the model, the costs of the
installation are repaid within two to three years.
The company also offers a micro-utility model,
under which one entrepreneur installs the system
at his or her own premises and shares the load
with neighbours. While the owner of the system is
responsible for paying the instalments to GS, over
50 % of the amount paid is covered by the rents
collected from the users of the system.

To ensure the longevity of the SHSs, GS provides
free monthly check-ups during the payment period,
an inclusive warranty system plus a buy-back
system, under which buyers may return the system
to GS once their area is connected to the grid.
Furthermore, users are trained to take care of their
own systems. GS also trains and recruits local
young people as technicians and collects discarded
batteries.

Source: Grameen Shakti website (accessed: April 2012) -
http://www.gshakti.org
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3 Even the now relatively stan-
dardised microcredit model shows
significant local variance and
constant evolution. Group liability,
considered a core feature for a long
time, has now been phased out,
even by the Grameen Bank that
pioneered and promoted the model
(Armendariz, Beatriz. 2010. Econom-
ics of Microfinance. MIT Press).

¥ Prahalad, C.K., and Stuart L. Hart.
2002. 'The Fortune at the Bottom

of the Pyramid.' Strategy + Business
26: 54-67.

% Rivera-Santos, Miguel, and Carlos
Rufin. 2010. ‘Global Village vs. Small
Town: Understanding Networks at the
Base of the Pyramid. International
Business Review 19: 126-39.
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pay-per-use mechanisms — make them afford-
able for low-income consumers.

Developing innovations of this kind takes a lot
of time and involves a great deal of trial and
error and fine-tuning. Even when adopting
products and services from a similar context,
the adaptation to the specific local context
needed may still be significant.”® Such innova-
tions are thus, at least in the short-term, often
less financially attractive than other strategies
that target the growing middle class or are
subject to fewer environmental standards.

3.2 ORGANISATIONS INVOLVED
IN THE DEVELOPMENT OF
GREEN AND INCLUSIVE
INNOVATION

Overcoming innovation challenges requires
the involvement of a broad and diverse range
of actors, driven by multiple and often inter-
locking motivations. They include accessing
new markets, solving social and environmental
problems, and improving a company’s reputa-
tion, employee motivation, and relations with
regulatory agencies. While various types of
organisation employ ‘market-based’ approach-
es, the different background and history of

Figure 3: Primary and secondary
motivation of business- and mission
driven organisations

the organisations involved creates different
internal justifications for green and inclusive
innovation, and different sets of resources they
can access.

This analysis will group these actors in two
main clusters: business-driven organisations,
whose primary interest is revenue and profit
generation, and mission-driven organisations,
which employ market-based mechanisms to
solve greening and inclusion problems.

Business-driven organisations that primarily
seek to realise commercial objectives are one
set of key players in market-based approaches
to environmental protection and poverty al-
leviation. Large businesses in particular have
access to substantial financial, human and
technical resources that they can dedicate

to market research, technical research and
development, and innovative distribution
strategies.™* Multinational companies have the
additional advantage of being able to replicate
business models across different countries.
Small and medium-sized enterprises are also
important, since they are often strongly rooted
in local markets and have strong ties to local
communities and their decision-makers, which
can often be difficult to build up and main-
tain.”

Greening
and inclusion

Market-based
mechanismus

Revenue and profit
generation

= Primary motivation
= = P Secondary motivation (“means to end")
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While a key driver is the exploitation of new
market opportunities, large companies might
also engage in low-income communities with
scarce environmental resources to develop
innovations that might even have the poten-
tial to ‘disrupt’ more established middle and
high-income markets.’® Businesses might also
engage in green and inclusive innovation to
improve their brand image, raise employee
morale through making a social contribution,
or diversify to mitigate risks by accessing new
customer groups and reducing their depen-
dency on natural resources.

Mars Partnership for African
Cocoa Communities of Tomorrow
(iMPACT)

Mars Inc.is one of the world's largest
chocolate producers. 40 % of global
cocoa is produced in Cote d'Ivoire, about 23 % in
Ghana. The company heavily relies on smallholder
famers, who are the main producers of cocoa.
However, the farmers themselves are challenged
by low productivity rates — and hardly earn enough
to make a living. Furthermore, unsustainable
production methods, combined with limited ability
for farmers to diversify their production, is putting a
strain on the environment.

To contribute to the development of cocoa farm-
ing in Ghana and Cote d'Ivoire as a profitable,
socially rewarding and environmentally sustainable
livelihood, Mars Inc. jointly set up the initia-

tive IMPACT; Africare with several partners: the
Deutsche Gesellschaft fur Internationale Zusam-
menarbeit (GIZ), International Cocoa Initiative
(ICI), International Foundation for Education and
Self-Help (IFESH), Rainforest Alliance (RA) and the
Sustainable Tree Crops Program (STCP). Farmers
are trained in good agricultural practices related

to cocoa, and their skills in non-cocoa farming are
enhanced. IMPACT also works on strengthening
farmers' ecosystems, e.g. by building the capacity
of intermediary organizations to professionalize
their services to farming communities, by facilitat-
ing their access to affordable sources of finance, or
by collaborating with relevant government institu-
tions such as the Ministry for Agriculture, Health
and Education.

Through this integrated partnership approach, the
living conditions of around 40,000 people have
been improved. More than 70 % of the participat-
ing smallholders adopted sustainable agricultural
practices. Further, the project was able to increase
productivity of cocoa production, boosting incomes
by up to 30-40%.

Source: GIZ website (accessed: April 2012): http://www.gtz.
de/de/dokumente/gtz2010-en-mars-impact.pdf; Sustainable
Cocoa Initiative Website (accessed: April 2012): http://cocoa-
sustainability.com/

A second major contribution to inclusive and
green innovation comes from mission-driven
organisations.” Social enterprises have been
founded specifically to employ market-based
approaches to achieve environmental or social
goals, and have driven innovation in many
areas.' There are also strong examples of
national and international NGOs that build on
prior humanitarian or development work, and
cooperatives that seek to deliver specific ben-
efits to their members or local clientele, who
find that market-based mechanisms are a good
strategy to achieve inclusion and greening.

Although they often employ similar activities
to those of business-driven organisations, their
internal motivations and challenges are mark-
edly different. What makes the contribution of
mission-driven actors unique in such settings
is their willingness to ‘make things work,” even
(or especially) under difficult circumstances.
While, in a business setting, proposals for
inclusive and green business projects compete
(and often lose) against traditional business
proposals, they are at the core of the work of
mission-driven organisations. As they are often
unprofitable initially, the business models of
mission-driven companies are often supported
by grants or patient capital with lower return
expectations and higher flexibility.’ Some-
times they are supported by other organisa-
tions such as research institutions, local NGOs
or policy-makers.
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Ecotact, Kenya

David Kuria had worked as a city plan-
ner for the Kenyan government and for
an NGO, setting up water and sanita-
tion projects in low-income communi-
ties — with mixed results. He says: ‘I ended up with
a deep dissatisfaction and a burning desire to work
on projects that really make a difference in improv-
ing the urban landscape for low-income communi-
ties through environmentally responsible projects.
To realize his mission, he chose a market-based
approach and founded the company Ecotact. The
company builds and operates high-quality pay-
per-use toilet and shower facilities with particular
emphasis on operations in the most disadvantaged
areas such as urban slums. Users pay a small

fee to get access to sanitation facilities. Further-
more, the facilities function as ‘kiosks, leasing out
space to micro-entrepreneurs who sell additional
services such as airtime for mobile phones, snacks,
magazines or shoe shine services.

Local governments were a crucial partner for the
business model: Ecotact uses a build-operate-
transfer model of public-private partnership, enter-
ing into long-term contracts with municipalities to
secure use of public lands. Ecotact covers the cost
of constructing the facilities on municipal land,
runs them on a commercial basis for five years to
recover the investment and then turns the facilities
over to the municipal council to run or lease them.
The model was also supported by a variety of busi-
ness partners, funding and research institutions as
well as NGOs.

By providing access to a basic service in a digni-
fied way, Ecotact was able to change the nega-
tive attitude towards public sanitation facilities.
The inclusive business model is environmentally
sustainable, as it reduces urban pollution from
human waste — which, in turn, reduces the risk of
waterborne diseases. Furthermore, it makes use of
water-saving facilities and bio-digestion systems.
As of 2010, it had served 50,000 customers and
created jobs for around 260 people.

Source: Karugu, Winifred. 2010. Ecotact: Affordable Sanitation
Services in Pleasant Surroundings. GIM Case Study No. BO60.
New York: United Nations Development Programme;
http://growinginclusivemarkets.org/media/cases/Kenya_Eco-
tact_2011.pdf

3.3 THE ROLE OF
PARTNERSHIPS AND THE
INNOVATION ECOSYSTEM

The diversity of organisations described above
is often critical in overcoming the multiple
challenges in inclusive and green innova-
tions. There are few examples of business and
mission-driven organisations that actually
realise synergies between the two objectives on
their own, and do so on a profitable basis. This
indicates that partnerships are almost indis-
pensable when aiming to align greening and
inclusion objectives.?

As a solution, cross or multi-sectoral partner-
ships often play a crucial role in combining
the diverse sets of motivations and resources.
Both business and mission-driven organisa-
tions have had success in bringing inclusive
and green innovations to market by learning
to rely on a broad network of support institu-
tions, ranging from impact investors to inter-
national development organisations.

In the case of business-driven organisations,
these support institutions may provide them
with access to market insights they frequently
lack? - such as information on the size of
low-income markets, the purchasing behav-
iour of low-income consumers, or reliable
on-the-ground partners and networks that
could leverage their activities. Also, they can
help them to strengthen their business case in
terms of visibility and reputation, or mitigate
risks by gaining public approval.

Due to their own set of challenges, mission-
driven organisations often rely on partner-
ships with support institutions to access
financial resources from large foundations or
companies, or to collaborate on technologi-
cal research and development. While they

are often particularly good at the pioneering
work and early development of a new business
model, they often rely on other businesses to
take up the models developed and replicate
them, or on policy-makers to integrate them
into public policies and disseminate them (see
case study 7).
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Over time, partnerships between business and
mission-driven organisations and/or adequate
support institutions can develop into an
‘ecosystem’ of mutually supportive actors??,
through which partners from the different
worlds get to know each other, and develop
trustful relationships. Such innovation ecosys-
tems typically are comprised of the following
types of organisation®:

research and advocacy institutions, for
example, provide businesses with critical
insights about existing success models and
local market insights;

financing institutions provide seed and
growth capital;

local organisations offer complementary
capabilities - e.g. for setting up distribution

and maintenance networks; and

policy-makers create regulatory frame-
works and incentive systems (see chapter 4).

Business-driven

organisations

Figure 4: Actors

in the ecosystem
that support
organisations
involved in market-
based mechanisms

Research an advocacy
institutions

These innovation ecosystems are particularly
useful in helping to bridge the gap between
inclusive and green business by bringing
together actors from both worlds - i.e. actors
that previously focused only on greening or
actors that focused only on inclusion - and
thus spark innovative cooperation. Further-
more, the different actors in innovation
ecosystems tend to specialise, and new bodies,
e.g. for setting standards or brokering access to
capital, can be built up.

As innovation ecosystems have a ‘public good’
character, in that they benefit all players in-
volved, policy-makers and donors often play a
key role in supporting or facilitating them. The
next chapter will thus focus on policy-makers
and their role in determining the general regu-
latory and incentive environment in which
business and mission-driven organisations
develop market-based strategies.

Policy-makers

Market-based
mechanismus

Mission-driven
organisations

Local
organisations

Financing
institutions
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Innovation, Collaboration,
Entrepreneurship - iceaddis

Local network organisations can
become manifestation points for
innovation ecosystems, and provide
critical resources to the different types of
organisations. This is especially true when they
provide both services and a physical space that can
be used by a wider set of organisations. iceaddis
is an example of such a ‘hub’ that brings together
market-driven actors and solutions in a local
context:

‘iceaddis is a technology innovation hub, which
aims at accelerating Ethiopia’s economic growth
by promoting market-driven and environmentally
viable innovations through enabling new private
sector initiatives and facilitating the constructive
interaction between technologists, entrepreneurs,
investors and creative workers.

The services offered combine co-working, i.e. pro-
viding access to office infrastructure, with business
training and start-up coaching, and prototyping
facilities that support product development efforts.
It is also linked internationally - to ice centres

in Cairo and Weimar, Germany — allowing its
members access to an emerging global network.
Other networks, such as The Hub, which offer
similar services, are increasingly present in cities
in developing countries such as Oaxaca (Mexico),
Sao Paulo, Curitiba and Belo Horizonte (Brazil) or
Johannesburg (South Africa).

Source: ICE Addis. 2012. About (http://www.iceaddis.com/
pages/about/), Services (http://www.iceaddis.com/pages/
services/). The Hub. 2012. Network (http://www.the-hub.net/
network)
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POLICY MEASURES TO
PROMOTE INCLUSIVE AND
GREEN INNOVATION

While the development and implementation
of market-based approaches, i.e. inclusive and
green business models, lies outside the remit
of policy-makers or donors, they still play a
crucial role in making sure that the markets
on which such approaches are based are in
place and working. While barter and exchange
is a global phenomenon, well-functioning
markets require a broad range of institutions,
both formal and informal.* Making markets
work requires multiple interventions, combin-
ing traditional regulatory and fiscal policy,
planning and partnering instruments.?

To foster inclusive and green innovation,
policy-makers, with donor support, can make
interventions in three policy domains:

1. Foremost, providing an enabling market
environment - in terms of market infra-
structure and regulatory stability and flex-
ibility - is key for innovation ecosystems.

2. They may engage in creating and strength-
ening inclusive and green innovation
opportunities. This involves incentives
and making pricing mechanisms work
for poverty alleviation and environmental
sustainability.

3. Policy-makers and donors can support
inclusive and green innovation ecosystems
that enable and facilitate the interaction
and cooperation between different kinds
of organisation to effectively overcome the
multiple challenges to green and inclusive
innovation.

This section will look at these three policy
domains in detail, providing case studies that
illustrate both the potential benefits as well as
the difficulties in making necessary interven-
tions.

4.1 PROVIDING AN ENABLING
MARKET ENVIRONMENT

For market-based approaches to inclusive and
green innovation to work, basic market infra-
structure has to be in place. This is an area
where policy-makers, supported by donors,
have a key role and responsibility. While this
is true for physical infrastructure - roads,
harbours, etc. - it is even more important

in the area of formal and informal market
institutions. To unlock and enable innova-
tion, market institutions need to satisfy two
partially conflicting demands: the ability to
provide both stability and flexibility.

Regulatory stability starts with the general
business environment: rule of law, security
and the protection of property rights provide
the basis for business models that take a long-
term perspective on social and environmental
change. Reducing corruption and clientelism
can directly help to strengthen ecosystem
governance, and empower disenfranchised
groups, like ethnic minorities, traditional
communities, or disadvantaged groups like
women. The implementation of regulation
and quality standards for inclusive and green
innovation, along with adequate competition
policy, can secure the prevalence of high-
quality suppliers who seek to build business
models offering long-term stability. Such
stability would provide a level playing field for
organisations seeking to implement genuinely
inclusive and green business models that are
forced to compete with businesses simply seek-
ing to exploit loopholes in environmental or
social governance.
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For example, companies that aim to bring in-
clusive and green innovations to market often
face challenges from low-quality competitors
offering lower prices initially and implement-
ing business models that rely on ‘dumping’
technology without building up the (costly)
maintenance and support infrastructure. With-
out adequate policies and standards in place,
this kind of competition can jeopardise the
market success of both mission and business-
driven organisations that are aiming to bring
green and inclusive high-quality products to
market, since the ‘low-cost competitors’ may
both undercut their ‘tag price’ and undermine
people’s trust in the technology in question.

On the other hand, the development of
inclusive and green business models requires
regulatory flexibility. The potential of inclusive
and green innovation may not be realised if
overly strict regulatory frameworks inhibit the
establishment and growth of new organisa-
tions. Excessively detailed technical standards
and requirements, even when meant to assure
the high quality of infrastructure, might
prevent innovation and technological progress.
This is particularly relevant in cases where
regulations do not take into account the spe-
cific demands of green and inclusive business
models (see case study 10). Finally, high levels
of bureaucracy repeatedly prove to be a barrier
for organisations seeking to access the support
mechanisms for green and inclusive business.
Registering carbon credits under the Clean
Development Mechanism is one example of
this (see case study 11).2

Sustaintech, India

Sustaintech is a start-up company
that promotes a fuel-efficient wood
burning stove for commercial kitchens.
The stove was developed by a local
non-profit organization (TIDE), which judged that a
non-profit model would not be an effective way to
promote and sell the stove widely.

TIDE thus developed a way to produce the stove
based on the generation of (small) profits to
finance its distribution. However, as a charity, the
organization was not allowed to engage in com-
mercial activities, even though it was clear that the
profits were exclusively intended to scale up the
business. As a result, Sustaintech had to be cre-
ated out of TIDE, which took on the burden of reg-
istering a new organization with appropriate legal
status and going through many lengthy registration
periods. Although the regulatory barriers were
overcome, they delayed the project significantly
and made it more complex.

Winning prize money from the Ashden Award
enabled the company to succeed and fine-tune the
stove. It now saves consumers at least 40 % in fuel
(firewood or charcoal) and between Rs 14,000 and
Rs 40,000 (EUR 200-570) per year.

Source: Gilcher, Sebastian. 2012. Green and Inclusive
Businesses in India: A Summary and Evaluation of Surveys.
GIZ
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4.2 STRENGTHENING
INCLUSIVE AND GREEN
INNOVATION OPPORTUNITIES

Even when basic market mechanisms work,
they may not automatically set the right
incentives for greening and inclusion,
especially in the short term. A second field
of policy support would thus be to provide
incentives for greening and inclusion that
address real or perceived trade-offs between
the two goals. Raising the attractiveness of
green and inclusive innovation can work
through two mechanisms:

First, policy-makers can directly support
greening and inclusion. For example, provid-
ing appropriate support for renewable energy
options and rural electrification can come in
the form of capital subsidies, feed-in tariffs

or reduced-interest credit (see case study 10).
The latter in particular can be used to tackle

a multitude of social and environmental chal-
lenges. Policy-makers can also differentiate
taxes in a way that makes it more attractive for
businesses to serve lower-income populations —
by giving tax credits to companies sourcing
from or selling environmentally-friendly
products to the poor, for example. As both the
organisations involved in inclusive and green
innovation and their clients often lack access
to the financial resources needed to switch to
more renewable options, special interest rate
loans can also be offered to end-consumers to
overcome that hurdle.

Secondly, policy-makers can make ‘business as
usual’ more expensive - by raising the price for
environmental harmful or socially exclusive
behaviour. One option is to introduce taxes or
levies on consumption of natural resources,
emission of harmful substances, or causing
harm to ecosystems — especially if such damage
has implications for people living in poverty.
Similarly, reducing existing subsidies on the
consumption of non-renewable resources can
support green business models. Such environ-
mentally harmful subsidies?” are often created
to benefit people living in poverty. For exam-
ple, kerosene - used for lighting and heating -
is often subsidized to replace time-consuming
firewood collection and provide access to en-
ergy for people not connected to the grid. They
can be replaced by direct financial support,
such as conditional cash payments, allowing
consumers free choice among different energy
options, including solar energy.?

For both approaches, policy-makers need to
take into consideration how such incentives
work for the different organisations involved
in inclusive and green innovations. First, they
affect the perceived financial attractiveness
of projects and help to get internal buy-in for
such projects, a key factor in more business-
driven organisations. Secondly, they can give
a political signal, which is important for
both business and mission-driven organisa-
tions seeking to improve their reputation and
brand image. Finally, subsidy schemes can be
crucial to the survival during the pioneering
phase of a business model, a critical concern
for mission-driven organisations with scarce
resources and no option to internally finance
inclusive and green innovation from existing,
mainstream business activities.?

These policy measures need to be carefully
implemented, building on best practice. A key
lesson learned is that the specific design of
financial incentives of this kind matters. For
example, subsidies for capital expenditure

in rural electrification projects may encour-
age low-quality suppliers to pursue ‘hit-and-
run’ strategies (see case study 10). Similarly,
bureaucratic, non-transparent and politicised
procedures for disbursing subsidies raise the
risks for companies relying on such measures.
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Solar energy industry, India

To support solar energy, the Indian
state set up the ‘Jawaharlal Nehru
National Solar Mission. While the Mis-
sion mainly promotes grid-connected
solar energy (20,000 MW), it also devotes a
significant part of its efforts to off-grid generation
(2,000 MW) 20

Different policy measures to support rural electri-
fication have been tried in the past in India. Both
government-run programmes and direct capital
subsidies for installations have proven relatively
in-efficient, and a lack of incentives to provide
high-quality systems and maintain them over time
often resulted in systems ceasing operations. Feed-
in tariffs, proven to be a useful tool in developed
countries, provide the required long-term incentive
to maintain the systems, but are difficult or very
costly in decentralized, off-grid energy provision,
since the energy generated by each individual sys-
tem has to be monitored. As a consequence, many
pioneers such as Solar Electric Light Company
India (SELCO India) have started to work outside
the subsidy system, building models for solar en-
ergy that are financially viable without government
support. Nevertheless, credit lines from the Indian
rural development bank NABARD for solar energy
providers facilitate reduced-interest loans that
provide the much-needed finance for installations.

Two barriers noted across the different support
options are the bureaucratic obstacles to accessing
funds and the perceived risks in relying on public
funds, which can even jeopardise a company’s
survival should subsidies be withdrawn or substan-
tially delayed.

Source: Interviews (see publication details)®

Incentives can also work on the global level:
the Clean Development Mechanism has in-
centivized a number of business models (e.g.
around biomass and other renewable energies)
that are inclusive and environmentally sustain-
able, without inflicting financial burdens on
governments of developing countries. While
the first round of CDM projects was skewed
towards emerging economies, innovations like
the Programme of Activities (PoA) mechanism
that allow small-scale projects to be bundled,
have already boosted participation of actors
from previously underrepresented Least Devel-
oped Countries.*

Rural electrification, Africa
Government and donor-backed
programmes frequently offer strong
incentives to supply electricity and
other forms of clean energy to rural
households, and the global carbon trading system
also creates opportunities for local projects world-
wide under the Clean Development Mechanism.
However, most of the projects initially implemented
were in rapidly growing emerging economies:

in 2009, 77 % of registered projects were in just
four countries (34 % in China and 26 % in India),
whereas 60 % of eligible countries did not have

a single project. To counter this trend, a range of
African countries have set up rural energy or elec-
trification agencies, mostly attached to the respec-
tive ministries of energy. Tanzania's Rural Energy
Agency, for example, provides technical assistance
and matchmaking for local and foreign entrepre-
neurs offering clean energy solutions, including
pre-feasibility studies and project assessment and
appraisal. They frequently work with international
agencies and solution providers.

Source: Elkhamlichi, Samira. 2009. Side Event ‘Regional Dis-
tribution of CDM Projects.” Carbon Finance Assist, World Bank.
For more information, see http://www.rea.go.tz

4.3 SUPPORTING INCLUSIVE
AND GREEN INNOVATION
ECOSYSTEMS

Finally, even if markets work and the correct
incentives are set, the right organisations or
networks to explore opportunities for inclu-
sion and greening might not be in place. Thus,
one way that policy-makers and donors can
directly support innovation ecosystems is by
facilitating the creation of networks and direct
cooperation among actors.

Networks can be created or strengthened
through regular events and online platforms.
While the latter are perceived as useful, the
personal and face-to-face contact that occurs
at real events is crucial to building trust-based
relationships, which may also be sensitive to
cultural factors.*® Innovation clusters can bring
different types of organisations together - i.e.
business and mission-driven organisations as
well as potential support institutions. This can
make it possible to foster cross-fertilisation of
ideas and technologies and economies of scale
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in nascent industries on a regional level.**
Often, such knowledge hubs will be based on
strong, locally integrated networks that are
nevertheless part of global networks providing
access to best-practice and up-to-date technolo-
gies from other countries.

Competitions and award programmes can
raise awareness for inclusive and green in-
novations — and ultimately also facilitate
matchmaking between businesses and relevant
support institutions. This is particularly
relevant for the pioneering work of mission-
driven organisations: while they are good at
innovation, they often lack the funds to scale
them. Competitions and awards can help these
organisations to find business partners with
significant resources to help them spread their
models beyond their home country, or attract
the interest of potential investors.*® Regarding
access to capital, policy-makers can also specifi-
cally try to attract social or impact investors by
providing market data, and by providing direct
matchmaking and due diligence support to
local, mission-driven organisations implement-
ing new business models.

Finally, development partnerships have
shown how public and private partners can
cooperate to realise innovations and sup-
port their dissemination. They can be local,
government-business partnerships that
provide the business partner with political
support and legitimacy, or international,
donor-business partnerships that provide
access to scare resources, networks and the
knowledge required to operate successfully in
low-income markets.

SABMiller, South Africa

Through its Africa Facility, a public
private partnership (PPP) implemented
by the Gesellschaft fir Internationale
Zusammenarbeit (GIZ), the German
Federal Ministry for Economic Cooperation and
Development (BMZ) supports development
partnerships with Africa-based companies. It also
supports companies in other regions through its
bilateral partnership programmes.

For businesses based in Europe, GIZ's public-
private partnership programme develoPPP.de
provides support services to businesses seeking to
contribute to development. One such partnership is
the strategic alliance of London-based SABMiller,
GIZ and the World Wide Fund for Nature (WWF).
The project aims to contribute to sustainable
management of water resources, for example by
helping agricultural suppliers in Tanzania, South
Africa, Peru and Ukraine to reduce their water
consumption. In addition to helping SABMiller to
significantly reduce the amount of water used to
produce its beer, the collaboration helps to improve
the business environment by reducing potential
conflicts between industry and local populations
over water usage.

Andy Wales, SABMiller's head of Sustainable
Development, confirms the benefits of joining
forces with a variety of partners: ‘Single actors
cannot alone effectively mitigate the complex and
often deeply-embedded causes of water risks. [...]
We recognise that these challenges can only be
addressed through multi-stakeholder collective
action and openly invite other NGOs, donors and
public sector agencies [...], to join our partnership.
On the role of GIZ, Andreas Kanzler — head of
GIZ's water section — confirms: ‘Our partnership
follows an innovative and participatory approach to
sustainably managing water resources. This should
equally benefit the entire population, the environ-
ment and production processes. [...] We see our
role as facilitating this dynamic dialogue among all
stakeholders.

Source: SABMiller website (accessed: April 2012);
http://www.sabmiller.com/index.asp?pageid=149&newsid=1705
and http://www.sabmiller.com/index.asp?pageid=2036;

GIZ (2011): ‘Fast Growth and Big Impacts: How Emerging
Market Multinationals are advancing sustainable development!
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CONCLUSIONS

While integrating greening and inclusion into
business models in developing and emerging
countries may be beneficial or even necessary
in the mid to long term, the innovation pro-
cess required is often difficult, with uncertain
outcomes and high resource demands.

Such innovations will often be brought about
by a diversity of organisations. Different
actors contribute in distinct but interlocking
ways. In many situations, organisations — both
large and small, local and foreign, mission and
business-driven — as well as support institu-
tions, will contribute their resources and
combine their efforts to develop and subse-
quently scale models. Often, the efforts of
these organisations will be organised in part-
nerships, or take place within local, densely
woven ecosystems.

As part of the support ecosystem, policy-
makers, supported by donors, play comple-
mentary roles vis-a-vis both mission and busi-
ness-driven organisations. Since markets do
not emerge and work by themselves, their role
in creating the market environment and set-
ting up market institutions is crucial. Further-
more, they can build opportunities through

a diverse array of incentives and, by facilitat-
ing partnerships, they can help develop and
strengthen the innovation ecosystem in which
market-based solutions to pressing environ-
mental and social challenges can emerge.

Finally, the development of inclusive and green
business models that have the potential to
achieve broad market success will often involve
dialogue and mutual learning. Policy-makers
cannot know in detail which regulations and
ecosystems green and inclusive business mod-
els require before they are developed. However,
policy-makers and mission and business-
driven organisations can collaborate to jointly
develop both business models that work and
create the right regulatory framework to allow
them to succeed.
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actions in support of broader UN goals. With
more than 9,000 business participants and oth-
er stakeholders from more than 140 countries,
it is the world’s largest voluntary corporate
citizenship initiative.

For more information, please visit
http://www.unglobalcompact.org

Donor Committee for Enterprise Development
(DCED)

The Donor Committee for Enterprise Develop-
ment (DCED) is the forum for donors, founda-
tions and UN agencies seeking to improve the
effectiveness of their work in Private Sector De-
velopment (PSD). Members use the Committee
to learn from their practical experience in PSD
and identify both promising innovations and
good practice. Working Groups currently focus
on Results Measurement, Business Environ-
ment Reform, PSD in Conflict-Affected Environ-
ments, Green Growth and Women’s Entrepre-
neurship. The DCED is also a leading source

of knowledge on all aspects of PSD through its
main website at www.Enterprise-Development.
org, its specialised databases, social media

and newsletters. A strategic priority across the
DCED’s work is to generate and communicate
fresh, robust data on results in PSD, with an
emphasis on learning from the experiences of
field programmes. The DCED Green Growth
Working Group works to generate and share
knowledge on private sector contributions to
Green Growth, and to raise awareness of Green
Growth within the PSD field.

For more information, please visit
http://www.enterprise-development.org


http://www.enterprise-development.org
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