Why a Green
Outcomes Fund?
Unpacking the needs of green SMMEs in South Africa

SMMEs are the backbone of the economy, creating jobs, uplifting
communities, and supporting economic development. Green SMMEs
do all this while also creating positive and sustainable effects on the
environment. Despite their potential for significant impact on society
and the planet, they face significant challenges in accessing the
investment capital they need to grow and scale.
To overcome these challenges, the Green Outcomes Fund provides
an innovative finance solution to support investments into local
SMMEs that make a demonstrable contribution to South Africa’s
green economy and job creation.

SMMEs – the heart and soul of an economy
It’s no secret that small businesses form
the backbone of an economy, and – for a
country with an expanded unemployment
rate of over 43% – this is especially true in
South Africa.

Small, medium and micro
enterprises (SMMEs) are an
essential driver of economic
growth, contributing to a third
of GDP, employing nearly
two-thirds of South Africa’s
workforce, and representing a
whopping 91% of all businesses.
More than that, small businesses hold
the key to a fair economic transition. It is
the social enterprises, the disrupters, and
the innovators who can fuse social and
environmental purpose into the soul of
the economy. They promote innovation
and can be a powerful force for integrating
women and youth into the economy.
Embedded in their day-to-day work is a
contribution to skills development, poverty
alleviation, crime reduction and community
development.

Green SMMEs actively
contribute to climate
adaptation and mitigation
solutions, creating better
alternatives within the water,
waste, energy, or sustainable
agriculture sectors.
They are small businesses that limit or
prevent harm to the natural environment
relative to conventional alternatives. In
addition to the societal and economic
benefits created by SMMEs, these
enterprises also intentionally contribute
to creating a better, cleaner, and more
sustainable planet.
SMMEs – green and traditional – are in
many ways the heart of the local economy.
Founders of these businesses keep the
broader ecosystem alive by creating
solutions to the challenges that they and
others have come face-to-face with daily.
They give a sense of purpose to millions
of individuals in a country with one of the
highest unemployment rates in the world
and often support a network of families
much broader than their employees.
The development and prosperity of South
Africa demand the growth and scaling of its
SMMEs. And yet, SMMEs are faced with a
myriad of challenges as they navigate their
path to financial sustainability.

The Story of a Green SMME
Lawrence and Dineo founded ‘Grow’ after discovering their mutual passion for gardening. What started as a side hustle quickly
grew into a small business that was making a positive impact in their local community. Grow is a social enterprise based in
Eastern Cape, South Africa. Troubled by the water shortages and landfills that were reaching capacity, they set out to develop
a solution that could address environmental challenges and poverty in their surrounding communities. Grow produces
organic compost from waste and alien vegetation, grows organic seedings, and offers their products to local farmers and
businesses. By diverting waste from landfills and using natural means to create compost they developed an organic solution to
a major issue challenging local municipalities. Similarly, by removing alien vegetation that was draining the water reserves in
drought affected areas they are tackling ecological issues that will impact many communities and businesses in the province.
In addition to the positive environmental impact, Lawrence and Dineo strive to act as a catalyst for social change by offering
unemployed youth with jobs and by supporting local farmers and businesses with high quality, organic materials. They predict
that for every person they employ, they are impacting another 4 to 7 individuals connected their employees. Their passion
project quickly grew to a business that now has 11 full-time employees and 4 temporary staff members.
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Welcome to the jungle:
The SMME journey to capital raising
It is estimated that 70-80% of small
businesses fail within the first year, and only
around half of the survivors make it through
the next five years. This is not surprising, as
SMMEs are faced with challenges accessing
markets, poor business infrastructure, lack
of support structures, and inaccessibility of
appropriate technology.
All of this is exacerbated by a lack of
appropriate capital for small businesses.
In South Africa, most entrepreneurs also
don’t have the luxury of ‘friends, family, and
fools’ to kick-start their business and rely on
external sources of capital such as banks,
government, venture capitalists (VCs), or
commercial investors.
SMMEs are often considered too big for
microfinance or government grants, too
small or risky for traditional bank lending.
They lack the growth, return, and exit
potential sought by venture capitalists –
a valley of death known as the “missing
middle”.

According to the National Credit
Regulator’s estimates, close to
780,000 formal and two million
informal enterprises in South
Africa find themselves stuck in
this position.
Government and grant support for SMMEs
seeking finance is fragmented, requiring
significant time and resource commitment
by businesses to access relatively small
pools of capital. Government guarantee

schemes for small businesses have also
had limited success. A recent report
showed that less than 30% of applications
for the R200 billion Covid-19 loan guarantee
scheme were approved by banks due to the
strict criteria and prudent risk management
policies associated with the loans. Of those
approved, over 80% went to enterprises
with a turnover of over R20 million,
effectively excluding the majority of the
early-stage SMME sector.
Traditional bank loans are largely regarded
as inaccessible for small businesses,
particularly those with unpredictable or
lumpy cash flows that cannot meet the strict

repayment schedules required. VC’s are
not much help either: the limited number
of players in the venture capital market in
South Africa creates a constrained pool
of capital for SMMEs, resulting in a highly
competitive market that favours scalable
tech companies, excluding most small
businesses.
International funding for SMMEs is also
limited. As a middle-income country,
South African SMMEs cannot benefit from
development funding offered to low-income
countries. The possibility of currency
depreciation means that international
commercial investors are looking for high
returns, limiting the amount of external
capital available.

Regardless of the investor or
funder, the high perceived risks
in investing in small businesses
manifest as high interest rates,
which are often too expensive
for the SMME to afford.

Risks, costs, and fund
economics: the perspective
of the investor
When considering the obstacles faced
in obtaining financing from traditional
banks, government, international
investors, and VCs, it is clear that local fund
managers – especially those specialising
in SMME finance – are the best match
for small business’ capital requirements.
Unfortunately, it’s not only the entrepreneur
who faces challenges in getting earlystage funding right. From the investor
perspective, SMME investing is risky and
comes with high costs.
Early-stage businesses have little or no track
record, making it difficult for investors to
assess how likely they are to succeed. Since
the businesses are still relatively young, they
lack any credit history, which would help
mitigate the uncertainty and offset the risk
of non-repayment.

Collateral is traditionally used to alleviate
these risks – if the business fails, the investor
can draw on this surety to cover their losses.
However, it is rare for early-stage businesses
to have sufficient collateral that they can use
to secure their investment.
With relatively limited information available
to them, SMME investors need to identify
the most promising businesses in their
pipeline and then effectively identify and
mitigate the risks faced by these businesses.
To do so requires in-depth due diligence
processes, supplemented with hands-on
business development support (either pre
or post-investment). Both of these activities
require significant time investment from the
investor.
Since the due diligence process for a R1
million investment is similar to the process
for a R50 million investment, the relative
cost of smaller deal sizes is high, with
much smaller margins. For SMME investors
to remain financially sustainable, they
are often pushed to higher investment
amounts, leaving fewer options for earlystage businesses requiring smaller amounts
of capital.

The grass isn’t greener for
green businesses
The Challenges of a Green SMME
In order to grow their business and their impact, Lawrence
and Dineo desperately needed capital to buy equipment
and fund their expansion into larger premises. After having
approached several banks, they found that the interest
rates would not be feasible or were rejected based on a
limited credit record. They decided to pitch to local funds
and private investors. However, because Grow was still very
early in development, the risk and costs to investing were
too high for investors. The investors that they approached
also had limited experience and understanding of the
green economy and were worried that the owners’ desire
to be impactful might distract from a sustainable business
model. The minimal collateral, high due diligence costs,
and the technical assistance Grow would need led to more
bad news for Lawrence and Dineo.
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If the provision of and
access to finance is difficult
for traditional SMMEs, it can
be even more complex for
green businesses with dual
profit and environmental
sustainability goals.
Although green SMMEs add environmental
value above their bottom-line, their
innovative business models can be
challenging to assess using traditional
investment due diligence frameworks and
criteria. The green space in South Africa is
still relatively nascent, and, as a result, it is
more difficult to predict success factors.
More uncertainty equates to more risk from
an investor’s perspective, making deals in
the green ecosystem more challenging than
those in more traditional sectors.

To understand the underlying business
risk and return profile and the extent of
their possible impact, investors need to
capacitate their teams with green sectorspecific expertise. This additional capacity
– whether through bringing in experts or
conducting targeted staff training – adds
further costs for the investor.
While green SMME founders often have
excellent technical knowledge and insight
into the sectors they operate in, they
often require business support to ensure
sustainable growth. Investors need to
provide this support, technical assistance,
training, and mentoring to minimise the
probability of default and increase the
chances of improved business performance.
These support services carry costs that
quickly add up.
In addition, investors need to factor in the
interplay between the worlds of impact
and profits and how this can influence
the prospects of the business. Bringing
these two worlds together is not an easy
task and requires additional reporting and
resourcing.

Building a bridge for green SMME finance:
The Green Outcomes Fund
For South Africa to foster
a thriving green economy,
new finance models need
to be developed to facilitate
investments to these earlystage green SMMEs.
One innovative solution to this problem is
the Green Outcomes Fund (GOF).
The aim of the GOF, a first-of-its-kind
structure, is to incentivise and support local
fund managers to invest in high impact
SMMEs operating in South Africa’s green
economy with greater efficiency and risk
management. The funding will enable
lending and investment to SMMEs, which
would not be feasible without the GOF’s
support.
The GOF blends concessionary funding with
private capital, thus enabling participating
fund managers to develop and adapt their
SMME investment models and support
services in ways that were not previously

possible. This ensures greater impact
in terms of the types of SMMEs funded
and green outcomes created (e.g. green
permanent jobs created, waste recycled/
reused, energy efficiency, wastewater
treated, etc.)
With grant payments disbursed based on
green outcomes achieved, the GOF ensures
that social and environmental impact is
placed at the centre of the Fund.
The GOF’s pilot phase is funded by the
National Treasury of the Republic of
South Africa’s Jobs Fund and catalytic
support from the RMB Fund (part of the
FirstRand Foundation). Together, the
entities representing both the private and
public sector have committed a total of
R92.6million in grant funding, catalysing
R395.5 million in investment from local
investment funds.
With increasing global realisation that
climate change and restorative solutions
must be prioritised, the GOF aims to
stimulate investment into green SMMEs
and generate learnings around effective,
innovative financial structures.

Using an innovative financial solution for funding
After multiple funding rejections, Lawrence and Dineo were introduced to a local fund manager that who had partnered with the
Green Outcomes Fund. Although sceptical that this would be any different, they found that this fund manager was interested in
how they were targeting sustainable profits alongside impact. The investor was particularly interested in how they could also use
impact measurement and management frameworks to help make the business model even more effective.
Due to the verified impact Grow was already making and predicted to make, the fund manager anticipated that the outcomes
payments that they would receive from the GOF could be used to offset some of the risks and costs involved in investing in Grow.
As a result, they structured a debt deal with Grow at a reduced interest rate. They also offered Grow business development support
to ensure that their business process ran as effectively as possible.
Grow used the funding to expand their operations and employ 8 more permanent employees. The verified green jobs triggered
the outcomes payments to the local fund manager who used it to cover the decreased interest rate and the costs of technical
assistance, and were able to use a portion for a follow-on round of investment 18 months later.
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Interested to find out more?

Our online information
Visit our website to learn more about the GOF:
READ MORE ONLINE

https://thegreenoutcomesfund.co.za/

Stay updated through the GOF LinkedIn Page:
https://www.linkedin.com/company/green-outcomes-fund

GOF opportunities
FOR GREEN SMME OWNERS

FOR INVESTMENT FUNDS

Are you a Green SMME
owner looking for funding?

Are you a registered investment
fund investing in SMMEs?

Find our catalytic financing partner
mandates and application portals here:

If you are a registered investment fund
investing in SMMEs and would like to
accelerate your green investments
with access to catalytic funding, please
subscribe to the Calls for Applications
newsletter here:

https://thegreenoutcomesfund.co.za/
green-smme/

FOR FUNDERS

Interested in becoming a funder
of the GOF?
See our funder portal here:
https://thegreenoutcomesfund.co.za/funders/

https://thegreenoutcomesfund.co.za/
catalytic-finance-partners/

You can also email us here:
greenoutcomes@green-cape.co.za
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