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opportunities for themselves and their broader communities.

About the Center for
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the only client foundation linked to a global wealth manager, it has a 20-year track
record and is recognized globally as a philanthropic thought leader. In particular,
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through investing in some of the world’s first Development Impact Bonds (DIBs).

In addition, the Foundation aims to use a variety of social outcome-linked financial
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EXECUTIVE
SUMMARY

Leveraging the power of markets is critical to fulfilling the bold ambitions of the
United Nations Sustainable Development Goals (SDGs). The SDGs are a collection of
17 global goals set by the UN General Assembly in 2015. Embedded in the SDGs are
232 indicators that relate to ending poverty, protecting the planet, and engendering
prosperity for all by 2030. Thirty-five of the indicators seek to improve the lives

of the world’s children.! Estimates suggest that achieving the SDGs requires $2.5
trillion in additional annual investment over and above current international donor
commitments, which has created a consensus around the urgent need to forge
effective mechanisms for cooperation between the international donor community
and the private sector.?

International donors—comprised of both public sector agencies and private
philanthropies—have sought to attract private capital to this mission. Much of

the attention in this arena has centered on blended finance structures in which a
combination of public, philanthropic, and private sectors invest together; however,
the $15 billion annual blended finance market represents a small fraction of the
broader international donor industry.® The estimates of the potential impact
investment market range from $502 billion to $26 trillion and cover all potential
asset classes. While the growth of blended finance is notable and important, it is
constrained by bottlenecks in project transaction costs, project design, and project
pipeline development.*® As a result, to fulfill the SDGs, the international donor
system must re-orient itself to translate its programs into opportunities that reach
private markets and commit to far-reaching, systemic change.

Such change is difficult to implement. So, in pursuing this shift, can the international
donor community learn from other large-scale social innovation systems that

1. “UNICEF Data: Monitoring the Situation of Children and Women,” accessed December 12, 2019, https:/data.unicef.org/children-
sustainable-development-goals/.

2. Mara Niculescu, “Impact Investing to Close the Funding Gap” (United Nations Development Programme, July 13, 2017), http:/www.
undp.org/content/undp/en/home/blog/2017/7/13/What-kind-of-blender-do-we-need-to-finance-the-SDGs-.html.

3. “The State of Blended Finance 2019” (Convergence: Blending Global Finance, 2019), https:/assets.ctfassets.
net/4cgqglwdebqy0/58T9bhxEXINh2RiIXWxSNe/ba56fa36c81349640179779ddd68cc99/Convergence_-_The_State_of_Blended_
Finance_2019.pdf.

4. “Creating Impact: The Promise of Impact Investing” (IFC, 2019), https:/www.ifc.org/wps/wcm/connect/publications_ext_content/
ifc_external_publication_site/publications_listing_page/promise-of-impact-investing.

5. Susanna Rust, “Impact Investing: Tricky, but Worthwhile” (Investments and Pensions Europe, May 2019), https:/www.ipe.com/
reports/special-reports/impact-investing/tricky-but-worthwhile/10030927 .article.
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have proven successful? The United States and other advanced economies have
highly-developed systems for advancing innovations from early-stage ideas

to market. In life sciences, for example, the US National Institutes of Health
provides grants to universities and academic medical centers. These organizations
have well-established processes for packaging early-stage science projects

into early-stage companies for the private sector to bring to the next phase of
commercial development. The international donor community has many of the

same components that could be adapted to produce more investable innovation
opportunities. There are large-scale donors that provide billions in grants and service
contracts to private implementing organizations (IOs) to execute projects ranging
from early-stage product design to last-mile distribution and service delivery. In
most cases, the need for these donor-backed interventions has resulted from the
lack of a vibrant private sector. Also, there is a diverse, growing field of impact
private equity investors seeking early-stage investment opportunities aligned to

the SDGs.¢ Given prior successful implementation models, and impact investors’
readiness to provide capital, does an opportunity exist for donors’ IOs to provide
systematic coordination leading to the transition of donor-backed projects to private
markets at scale?

In this paper, the Milken Institute’s Center for Financial Markets partnered with the
UBS Optimus Foundation to study how IOs of international donor programs could
become a fulcrum for generating more market-based solutions and better outcomes
for children globally. We addressed this question in three stages.

1. We distilled the global market for child health and education programs to identify
prominent IOs within the field, as well as attributes of the donor landscape that
could impede a systematic commercialization effort. Ultimately, we determined
that a handful of the more than 500 identified IOs had the breadth of relationships,
scale, and foundational operational capacity needed to translate donor programs
into investment opportunities. Beyond identifying I1Os for subsequent analysis, this
market distillation offered insights for repositioning the sector for more effective
private-sector partnerships. These insights covered transparency, the availability and
comparability of data, and the scalability of interventions.

2. We surveyed and interviewed a subset of high-potential IOs across seven areas to
gauge their interests in, experiences with, and capacity to transition donor-backed
programs to private capital markets. The data indicated that the commercialization
of donor-backed programs is a timely strategic question facing the 10s. A majority

6. “Annual Impact Investor Survey: The Ninth Edition” (GINN, 2019), https:/thegiin.org/assets/GIIN_2019%20Annual%20Impact%20
Investor%20Survey_webfile.pdf.
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of the survey respondents have begun to build structures and intermediary
organizations to enable some (or parts) of their programs to be commercialized. A
prominent example of such a structure is investment fund subsidiaries that align to
the 10s’ organizational mission, much like the corporate venture capital functions
prevalent in other innovation-driven industries. However, the degree to which IOs
are currently pursuing or are prepared to pursue these opportunities center around
their leadership’s views on both external market forces and internal organizational
readiness.

3. We conducted case studies of two IOs that are further along in their development,
having built similar investment fund strategies to systematize their approach, with
the hope of identifying lessons for other stakeholders. FHI 360 and Mercy Corps
both began an organizational journey over 30 years ago in transitioning donor-backed
programs to commercial endeavors. After a series of episodic successes—building
contract medical research organizations in the case of FHI 360, and microfinance
institutions in the case of Mercy Corps—both 10s began to experiment with
leveraging their internal expertise to develop a systematic approach for building
social enterprises. With the lessons from those intrapreneurship activities, each
launched investment funds to provide capital and expertise to early-stage businesses
aligned to their mission. These latest approaches are beginning to mature, and the
IOs are facing similar decisions about their future paths. The broader IO community
will be able to use these lessons as they contemplate their own approaches to
commercialization.

Overall, the SDGs have served the international donor community well in creating

a focus for addressing challenges that have been unmet since the creation of global
development institutions after 1945. However, with a financing need that can only
be filled by leveraging both public and private capital, the question we posed was
how to make the SDGs accessible to the corporations, asset managers, and others
that have a demonstrated interest in impact investments. As the private sector
service providers to international donors, |Os could become that access point by
translating their donor initiatives into investment opportunities. While many leaders
in the field see this need and are beginning to build institutional structures to fulfill
it, as a system, significant work remains. Donor transparency and standardization
are needed to make projects and technologies market-ready. |Os need to improve
their technical skills and investor networks. In the end, convergence is, in fact,
occurring between the international donor community and financial markets, but the
2030 SDG deadline is approaching more quickly than the rate of systemic change.
Leadership across the public, private, and nonprofit sectors must accelerate the
process to serve the world’s children now.
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INTRODUCTION

In any industry, shepherding innovation from early-stage concept to commercial
market requires systematic collaboration across various stakeholder groups. In
some sectors, there are well-established, efficient relationships among stakeholders
to facilitate the innovation journey. For example, in the United States, federal
government agencies have long-standing funding relationships with universities,
hospitals, and other institutions to conduct research and implement projects on

the government’s behalf. The 1980 implementation of the Bayh-Dole Act gave
private recipients of federal research funding ownership of their intellectual
property, and these implementing organizations created technology transfer
functions dedicated to translating these early-stage government-backed projects
into commercial enterprises in many sectors (e.g., telecommunications, agriculture,
biotechnology, etc.). Indeed, these implementing organizations, or Technology
Transfer Organizations (TTOs) of research universities alone launched more than
1,000 firms in 2015.” These TTOs have standard approaches to facilitate this
commercialization process and to assist these early-stage firms in securing funding
from venture capitalists and other investors. That helps bring the projects to market
for the benefit of producers, consumers, investors, and society at large. In addition,
knowledge management in TTOs has moved increasingly towards shared platforms
that enhance the identification and exchange of best practices. By moving from
push (grant) toward pull mechanisms (prizes, co-investing, and collaborative fund
structures), TTOs are establishing new tools for ideation and portfolio diversification.

We found that the international development and impact investment systems

have not yet built a similar systematic commercialization process—a conveyor belt
of sorts—to take innovations to market for the benefit of children in developing
countries. On the one hand, large-scale donors provide billions of dollars in grants
and service contracts to large implementing organizations. On the other hand,

a large, diverse field of impact investors is looking for early-stage investments.

But, currently, there is no systematic capability to translate between these two
universes. The result is a common refrain: Donors and their implementers lament
the private sector for not investing in their initiatives, and impact investors continue
to struggle with sourcing commercially-viable deals. Can the conveyer belt model

of commercialization in the United States be adapted to the international donor
system that is seeking to solve the health and education challenges facing children in
developing countries?

7. Ross DeVol, Joe Lee, and Minoli Ratnatunga, “Concept to Commercialization” (Milken Institute, April 2017), https:/assets1c.milkeninstitute.org/
assets/Publication/ResearchReport/PDF/Concept2Commercialization-MR19-WEB.pdf.
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Source: Milken Institute Analysis, 2019

The first step toward answering that question is to analyze the relationships of
international donors and the organizations implementing their programs. Two
guestions immediately arise: Who are the major public and private donors to
international child health and education initiatives that can serve as a catalyst? Who
are the organizations that are implementing these donor programs? Chapter One
explores those questions and identifies organizations to analyze regarding their
market incentives, expertise, financial wherewithal, and legal authorities to pursue
commercialization of donor-backed projects.

In Chapter Two, we focus on the targeted list of implementing organizations and
their capabilities in the field. We seek to answer four questions: What are their
objectives related to commercialization efforts? What have they achieved thus far?
What strategies allowed them to achieve desired results? What are the common
trends among the implementing organizations?

Finally, in Chapter Three, we selected two implementing organizations for
comparative case studies. The case studies describe in chronological order the key
decisions leading to their commercial structures in place today. These two 10s have
a similar fund structure; however, their paths towards this result varied considerably.
These case studies illuminate the challenges other IOs may face as they advance
toward commercialization.

MILKEN INSTITUTE PRIMING SDG MARKETS: INTRODUCTION
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ANALYTICAL
METHODOLOGY

Defining the Donor Universe

Many innovations targeting children in developing countries originate outside of
donor-backed initiatives and episodically from within donor-backed programs. The
purpose of this study is to determine whether these donor-funded programs can
systematically generate more commercial opportunities by increasing the capabilities
of the partners that implement them on donors’ behalf. When done effectively—as
seen in innovation sectors in developed countries—the donors fund a large number
of proof-of-concepts, and the donors’ implementing partners translate certain of
these proof-of-concepts into enterprises capable of attracting funding from private
investors. However, because the probability of success in this commercialization
process is small, creating scale in both financial and project number terms is critical
to attracting investors. That's because investors need to be convinced of commercial
returns before allocating a meaningful amount of capital.

For developing countries’ health and education initiatives, the universe of
international donors covers both public- and private-sector organizations. Private
donors are particularly diverse and fragmented. A global philanthropy study
authored by researchers at the Hauser Institute for Civil Society at Harvard
University and funded by UBS Wealth Management identified more than 260,000
foundations operating across 39 countries. Importantly, over 90 percent of

these donors reported assets of less than $10 million, and nearly half reported
assets of less than $1 million.? Given the need for scale in a successful model for
commercializing donor-backed programs, we limited our analysis of private donors
to the organizations that are providing the most funding to health and education
initiatives according to a recently published study of private philanthropy donors
by the Organization for Economic Co-operation and Development (OECD).” We
selected private donors that provided significant support for programs focused on
children and/or youth in the health and education sectors.

8. Paula D. Johnson, “Global Philanthropy Report” (Harvard Kennedy School and the UBS Optimus Foundation, 2019), https:/www.ubs.
com/global/en/wealth-management/uhnw/philanthropy/shaping-philanthropy.html.

9. “Private Philanthropy for Development” (OECD, March 23, 2018), https:/www.oecd.org/dac/private-philanthropy-for-development-
9789264085190-en.htm.
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Table 1 lists these private donors along with their ranking in terms of their overall
level of giving to development programs.

Table 1: Private Donors
OVERALL
GIVING AVG. ANNUAL GIVING
RANK DONORS ——— 2013-15 ($ IN MILLIONS)
1 Bill & Melinda Gates Foundation $3,875.7
2 Children's Investment Fund Foundation 249.3
6 MasterCard Foundation 177.7
7 Bloomberg Philanthropies 139.2
8 IKEA Foundation 135.3
9 Wellcome Trust 131.2
11 Rockefeller Foundation 120.5
26 MacArthur Foundation 38.8
28 Omidyar Network Foundation, Inc. 35.5
Source: OECD (2018), “Private Philanthropy for Development,” The Development Dimension, OECD Publishing, Paris
(https:/www.oecd.org/dac/private-philanthropy-for-development-9789264085190-en.htm)

In the public sector, the primary flow of
international donor support is known as

official development assistance (ODA), OFFICIAL
a term coined by the 30 countries that DEVELOPMENT
form the Development Assistance ASSISTANCE (ODA)

Committee (DAC) of the OECD to
measure aid. ODA targets are based on a
percentage of the donor country’s gross
national income, and as a result, ODA
volumes vary substantially. Similar to the for the promotion of
approach for defining the set of private economic development and
dongrs, we se]ected public donors who social welfare in developing
provided significant support for programs
focused on children and/or youth in the
health and education sectors.

Concessional funding

provided by donor countries

countries.
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Table 2 lists these public donors, along with their ranking in the overall level of ODA
funding.

Table 2: Country ODA
OVERALL
ODA AVG. ANNUAL ODA
RANK —————— COUNTRIES ————— 2015-17 ($ IN MILLIONS)
1 United States $28,401.5
2 Germany 17,855.9
3 EU Institutions 15,488.8
4 United Kingdom 11,523.4
7 France 5,816.0
9 Sweden 4,035.7
11 Norway 3,295.0
12 Canada 2,919.9
13 Switzerland 2,609.8
18 Belgium 1,277.3
Source: OECD.stat, extracted on 17 Apr 2019 17:07 UTC (GMT) (https:/stats.oecd.org/)

Public Donor Data Methodology

ODA flows comprise contributions of donor countries for the promotion of
economic development and social welfare in developing countries. This assistance

is provided in myriad ways, through a variety of channels, and for different
purposes. Provided that the support is on concessional terms, ODA can take the
form of grants, loans, equity investments, or other structures and be delivered by
government agencies at all levels, or indirectly via multilateral institutions. Countries
report their ODA to the OECD annually. As shown in Table 2, the official OECD data
were used to identify the top public donors (i.e., countries) and to understand their
focus on health and education.

To determine the most prominent public agencies in health and education initiatives
and their implementing organizations, country-level ODA must be disaggregated by
the delivery channel. Each donor country has a distinct institutional architecture for
its foreign assistance. Some countries distribute funds primarily through multilateral

MILKEN INSTITUTE PRIMING SDG MARKETS: CHAPTER 1
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institutions, such as the World Bank, while others focus on government-to-
government relationships through their foreign affairs ministries. While these are
critical channels of international cooperation, they do not represent the focus of
this research. This particular analysis focuses on each country’s lead development
agency, which designs and funds programs for implementation through a direct
relationship with implementing organizations. Figure 1 illustrates this hierarchy.

Each donor country and its lead development Figure 1
agency also have distinct approaches to
reporting and transparency regarding the
distribution of funds to implementing
organizations. Some countries produce
annual reports on their ODA channels and

top funding recipients for their respective
legislative or oversight bodies, or public
consumption. Others provide information on
individual government transparency programs R
or international data repositories, including Implementing

the International Aid Transparency Initiative Organizations
(IATI). Still, others provide limited data publicly
or provide information that is not analyzable
from the vantage point of identifying top
implementing organizations. Lastly, even B
donors with identical objectives sometimes Source: Milken Institute Analysis, 2019
use different naming conventions, which
further complicates comparative analysis.

In summary, as a result of institutional and data transparency complexities, the
data-gathering methodology in this study was highly donor-specific. However,

as a general rule, the methodology is structured as described in Figure 1: a
disaggregation of country-level ODA to determine the country’s lead development
agency, and subsequent identification of the top implementing organizations for that
development agency, with a focus on health and education expertise.

MILKEN INSTITUTE PRIMING SDG MARKETS: CHAPTER 1
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Private Donor Data Methodology

The universe of the largest private donors to health and education initiatives globally
is based on the total financial support provided by these organizations from 2013 to
2015, as reported by the OECD.*°

However, similar to the public sector, the reporting of private donors varies
substantially. The nomenclature used to describe program types in health and
education is inconsistent and sometimes grouped differently. Moreover, private
donors have highly individualized methods for disclosing their top funding recipients.
Certain organizations, such as the Bill & Melinda Gates Foundation (BMGF), are
fully transparent, producing project-level data that can be sorted and filtered for
analysis. Other donors provide certain information to the OECD or disclose limited
information through their annual reports or tax filings, which reduces the ability

to generate a complete picture of their key partners. And others do not disclose
funding recipients in any fashion and thus are impossible to analyze from that
perspective.

As a result of institutional and data transparency complexities, the data gathering
methodology for private donors was also highly organization-specific. Global private
giving is opaque and fragmented, but the top health and education funders were
identified in an OECD study of foundations. With private donors, as a general

rule, the top implementing partners were the organizations that received the most
funding from those donors in recent fiscal years, where information was available.

10. “Private Philanthropy for Development,” OECD.
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Approach to Determining the Best-Positioned
Implementing Partners

Through the processes described above, we collated a donor list that consisted of
both private and public donors. We identified the private donors from the OECD
2018 Private Donor Study. The public donors were identified first by determining
the countries providing the most relevant ODA funding; of those countries, key
government agencies responsible for leading the distribution of ODA constituted
the public donor list. Table 3 provides an overview of the 19 donors, both private
and public, and indicates sector areas of relevance where they rank in the top 10 of
global donors.

Given the data structure limitations, we used a three-step process to identify

the key implementing organizations to these donors that could be approached

for piloting a commercialization strategy. First, we used the thorough public data
available and scale of funding provided by the United States Agency for International
Development (USAID) on the public donor side, and the Bill and Melinda Gates
Foundation (BMGF) on the private donor side. We conducted a scale analysis to
identify the top organizations that received the most health and education funding
from them between 2015 and 2017. This analysis provides context as to the scale of
the implementers’ funding sources.

Second, with limited data for the remaining public and private donors, especially
regarding the amounts of their funding distributions, we conducted a frequency
analysis to determine which implementing partners had the most relationships
across the donor universe. This analysis addressed the need for breadth of
relationships and expertise and diversity of funding.

Lastly, we assembled and then augmented the results of the scale and frequency
analyses through a qualitative review of organizational capacity and interests. We
did this to ensure that we did not exclude implementers with specialized expertise
and strong market-positioning due to data transparency issues. We profiled the
resulting set of organizations, which will be the starting point for Chapter 2, which
offers a deeper analysis of the opportunity for an implementing organization to
create a commercialization capability, either individually or as a shared utility across
multiple organizations.

MILKEN INSTITUTE PRIMING SDG MARKETS: CHAPTER 1



Table 3: Public and Private Donors (Ranking and Sector Overview)!!
TOP 10 GIVING BY SECTOR
OVERALL
GIVING PRIVATE CHILD &
RANK DONORS —— YOUTH* HEALTH EDUCATION
1 Bill & Melinda Gates Foundation Yes Yes
2 Children's Investment Fund Foundation Yes Yes Yes
3 MasterCard Foundation Yes Yes Yes
4 Bloomberg Philanthropies Yes
7 IKEA Foundation Yes
9 Wellcome Trust Yes
11 Rockefeller Foundation
12 MacArthur Foundation
13 Omidyar Network Foundation, Inc.
ODA COUNTRY
RANK ODA HEALTH EDUCATION
1 USAID (United States) Yes Yes
2 BMZ (Germany) Yes Yes
3 DG Devco (EU Institutions) Yes Yes
4 DFID (United Kingdom) Yes Yes
7 AFD (France) Yes Yes
9 SIDA (Sweden) Yes
11 NORAD (Norway) Yes
12 Global Affairs Canada (Canada) Yes Yes
13 SDA (Switzerland)
18 Enabel (Belgium)
*Child & Youth focus not provided for ODA country funding.
Source: OECD (2018), Private Philanthropy for Development, The Development Dimension, OECD Publishing, Paris,
(https://www.oecd.org/dac/private-philanthropy-for-development-9789264085190-en.htm);
OECD.stat, extracted on 17 Apr 2019 17:07 UTC (GMT)

11. Alist of top donors was identified considering a few variables. First, the majority were selected due to having the greatest outflow
to child development-related projects. Institutions at greater scale have larger capabilities and greater potential to impact extensive
populations. Second, we considered diversity in size and geography. Smaller institutions in the market, such as the Omidyar Network
and the Belgian Development Cooperation, were selected to understand not just the capabilities of the largest institutions but also the
institutions working on expanding.
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SCALE ANALYSIS:
DEEP DIVE OF THE
LARGEST PUBLIC AND
PRIVATE DONOR

As mentioned above, both USAID and BMGF provide full transparency on

their funding, and they are the largest donors in the public and private sectors,
respectively. BMGF alone represented nearly 50 percent of total giving by private
donors for the 2013-15 period covered in the OECD 2018 Private Donor Study, and
accounted for over $3.8 billion on average; the next largest organization accounted
for approximately $250 million of giving. Chart 1 shows the total private giving for
the 2013-15 period. USAID is the primary agency responsible for the distribution of
United States ODA, which represents over 20 percent of total global development
aid. In 2019, USAID distributed over $19 billion of development aid, of which $14.5
billion was direct on a bilateral basis (i.e., excluding distributions to multilateral
organizations). Chart 2 shows the total global ODA for the 2015-17 period.

Chart 1: Global Private Giving Chart 2: Global ODA

(Avg. 2013-15) (Avg. 2015-17) United States

Germany

EU Institutions
United Kingdom
B BMGF

I Next 10 Largest
M Other

France

Sweden
Norway
Canada

Switzerland

Belgium
I Other (incl. multilaterals)

Source: Milken Institute Analysis, 2019 using OECD data

These organizations are also significant providers of aid for both health and
education programs. BMGF is overwhelmingly focused on health, but, given its
size, the small portion it allocates to education puts it among the largest private
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donors to education-focused programs in absolute dollar terms. BMGF also ranked
as the largest private donor in the OECD 2018 Private Donor Study focused on
child and youth-related programs. Of the $8.3 billion in health-related ODA funding
the United States provided in 2017, USAID allocated $6.5 billion, and of the $1.6
billion of education-related ODA the United States provided in that same year,
USAID allocated $1.1 billion. The scale of these two institutions makes their level of

transparency instrumental in identifying relevant implementing partners (Detailed
Donor Profiles can be found in Appendix A).
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FREQUENCY ANALYSIS

We constructed a data set of the top implementing partners for the private and
public donors to determine which implementing partners had the broadest exposure
across the donor universe identified for this study. Table 4 identifies the top 20

implementing partners that resulted from this analysis.

Table 4: Implementing Partners with the Broadest
Exposure Across Both Public and Private Donors
NO. IMPLEMENTING ORGANIZATION

1 AECOM Technology Corporation

2 BRAC

3 Global Partnership for Education

4 Harvard University

5 Ifakara Health Institute

6 Jhpiego Corporation

7 Johns Hopkins University

8 Management Sciences for Health

9 Marie Stopes International

10 Medicines for Malaria Venture

11 Mercy Corps

12 Natural History Museum

13 Palladium

14 PATH

15 Pathfinder International

16 Population Services International

17 Room to Read

18 Save the Children

19 The Power of Nutrition

20 World Vision

Source: Milken Institute Analysis, 2019
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Public Donors and Their Implementing Partners

We identified public donors’ implementing organizations using a variety of sources,
including donors’ annual reports and project databases, and from public databases
such as Devex and the International Aid Transparency Initiative (D-Portal). Then,
we identified and aggregated the top implementing organizations for the prioritized
public donors into one data set to determine which implementing organizations had
the broadest exposure across the donor universe identified for this study. Table 5
identifies the top 20 implementing organizations that resulted from this analysis.
Further details of each public donor in Table 5 can be found in Appendix A.

Table 5: Implementing Partners with the Broadest
Exposure Across Multiple Public Donors

NO. IMPLEMENTING ORGANIZATION

1 Plan International

2 Save the Children

3 Global Partnership for Education

4 AECOM Technology Corporation

5 BRAC

6 Mercy Corps

7 Abt Associates, Inc.

8 Alliance for International Medical Action
9 Cardno

10 CARE International

11 Clinton Health Access Initiative

12 DAl

13 IMA World Health

14 International Committee of the Red Cross
15 IPE Global Pvt Ltd

16 Marie Stopes International

17 Medicines for Malaria Venture

18 Palladium

19 Population Services International

20 World Vision

Source: Milken Institute Analysis, 2019
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Private Donors and Their Implementing Partners

We identified and aggregated the top implementing organizations for the nine
private donors into one data set to determine which implementing organizations
had the broadest exposure across the donor universe identified for this study. Table
6 identifies the top 20 implementing organizations that resulted from this analysis.
Further details of each private donor can be found in Table 6 and in Appendix A.

Table 6: Implementing Partners With The Broadest
Exposure Across Both Public and Private Donors

NO. IMPLEMENTING ORGANIZATION
1 Access Health International
2 African Population & Health Research Center
3 BRAC
4 DKT International
5 EngenderHealth, Inc.
6 FHI360
7 Global Health Innovative Technology Fund
8 Harvard University
9 Ifakara Health Institute
10 Jhpiego Corporation
11 Johns Hopkins University
12 Management Sciences for Health
13 Marie Stopes International
14 PATH
15 Population Services International
16 Room to Read
17 Save the Children
18 The Power of Nutrition
19 The Task Force for Global Health
20 World Vision

Source: Milken Institute Analysis, 2019
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CROSS-OVER ANALYSIS:
IMPLEMENTERS WITH
SCALED AND NUMEROUS
DONOR RELATIONSHIPS

Scale, breadth, efficiency, and expertise are critical factors to the creation of a
successful commercialization function. This is the case for various reasons; however,
these variables can be grouped into issues faced by the implementers, and issues
faced by the investors from whom the implementers seek to attract funding

for their newly created enterprises. From the implementer perspective, there is

a cost to creating the commercialization function, and sufficient throughput is
needed to justify that preliminary and ongoing investment. As a result, the best-
positioned implementers need stable funding from their donors, scale, and breadth
of programming and expertise to create a significant future stream of opportunity.
Similarly, from the investor perspective, a successful commercialization entity must
produce high-quality investment opportunities that are cost-effective to evaluate.
That typically requires the commercialization partner to have dedicated expertise in
commercializing projects and an understanding of investor motivations.

Below is the group of IOs that have recurring relationships with a variety of donors,
active programming across health, education, and other sectors, and a scale to justify
the creation of a new, or enhanced, commercialization function.

We constructed rankings for each implementing partner based on both the breadth
of exposure to the target donor universe and the value of grants received from the
same donors. Table 7 provides a ranking of the implementing partners based on a
combined ranking for both exposure and scale.
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Table 7: Cross-Over Analysis

BROADEST
DONOR VALUE
IMPLEMENTING EXPOSURE SCALE OVERALL
ORGANIZATION RANK —— RANK RANK
PATH 1 1 1
Population Services International 1 1 1
Jhpiego Corporation 2 2 2
Management Sciences for Health 2 2 2
Chemonics International, Inc. 2 3
FHI360 2 3
John Snow International 2 3
Mercy Corp 3
Palladium 3
RTI International 2 3
Save the Children 2 3

Source: Milken Institute Analysis, 2019
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PROFILES OF TARGET
IMPLEMENTING
PARTNERS FOR DEEPER
ANALYSIS

Given the organizational complexities of launching a new function—a function that
may be first-of-its-kind for the international development sector—we conducted
further analysis based on the researchers’ experience with the organizations in

the scale and frequency analyses. To ensure that data transparency issues did

not artificially exclude strong candidates, we augmented the list of implementing
organizations from the scale and frequency analyses through additional filters such
as:

e Which leadership teams are attuned to this sort of opportunity?

e Which organizations have existing capabilities in commercialization, either directly or
through a services model?

e Which organizations have the financial resources to consider a commercialization
initiative?

e Which organizations may have slightly less scale or donor relationships but better
capabilities or teams to execute a strategy such as this one?

Appendix B includes a series of profiles of implementing partners that, on the whole,
have (i) the most scaled health and education funding from USAID and BMGF, and
(ii) the most other donor funding relationships. In addition, these implementing
partners are well-positioned to consider a commercialization initiative, as certain of
them have executed examples of the innovation commercialization process, either
through individual business building, venture investment programs, or investment
advisory work.
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KEY INSIGHTS OF
CHAPTER 1
DONOR LANDSCAPE

Data transparency: While there are sources available that account for capital
outflow from both private and public donor organizations, the level of detail in
terms of project, sector focus, project timeline, and capital disbursement vary.
Thus, a consistent evaluation of each donor to evaluate the comprehensive donor
market was limited. The majority of the time, all these indicators are not present in
the data sources, the exception being USAID and BMGF. These two organizations
also represent the largest public and private donors. For example, BMGF’s average
annual giving between 2013 and 2015 was $3,875.5 million, and the second-largest
donor’s, CIFF, giving comes to $249.3 million. The OECD Stat tool had the highest
(but not full) level of detail and was used to measure where donor capital was
going. Other tools used to supplement these data were D-Portal and Devex. There
are efforts such as the International Aid Transparency Initiative (which generated
D-Portal, an extensively used source in this chapter) that aim to increase funding
transparency. This is a critical effort for identifying investment gaps and addressing
them.

Comparability: Donor reporting conventions link to jurisdictional requirements,

and so the information provided is highly stratified, creating limitations for rigorous
comparison. The OECD Stat tool had the highest (but not full) level of detail and
measured where donor capital was going. D-Portal and Devex served as other

tools to supplement these data in identifying the implementing organizations that
received the majority of donor financing. These sources said that data is incomplete
because of the varying levels of detail donor agencies are willing to provide on an
annual basis. For private-sector investors seeking to quantify a market opportunity
and identify relevant partners to approach for a certain strategy, this is an issue that
will impede or slow progress.

Data availability and the SDGs: Beyond donor information gaps, the underlying SDG
challenges and related investment gap lack a strong data foundation themselves.
Investors rely on data to price risk-return and fulfill their fiduciary duties. The lack

of foundational information could hamstring the 10s’ ability to market their projects
such that investors can perform their traditional due diligence on the investment
before they make the investment.
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Scalability: Both public and private donor markets are highly fragmented.
Standardization and syndication are rare. This lack of alignment is a barrier to entry
for new 10s and creates downstream channeling effects in the market. Due to a lack
of market matching mechanisms across these implicit donor supply chain channels,

investors are likely to remain unable to transact at scale with the donors’ IOs in the
immediate term.
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CHAPTER 1
SUMMARY

This chapter established a methodology for identifying the key implementing
organizations to evaluate when considering the potential for creating a systematic
commercialization effort for donor-backed health and education initiatives. We
identified the set of priority health and education donors using OECD information
for the annual ODA flows of public donor countries and then ranked the largest
private donors. Subsequently, while data on the recipients of donor funding is highly
inconsistent and opaque, we conducted a three-step analysis to determine these
donors’ critical implementing organizations. First, leveraging the relatively complete
and transparent information of the two largest donors—USAID and BMGF—we
conducted a detailed review of their projects to determine the implementing
organizations that received the most funds, prioritizing health and education.
Second, because most of the other donors did not report amounts for their funding
recipients on a consistent basis, we used a frequency analysis to highlight the
implementing organizations that had the most relationships across the donor
universe. Lastly, we augmented the results of the scale and frequency analyses
through a qualitative review of organizational capacity and interests to ensure that
implementers with specialized expertise and strong market positioning were not
excluded due to data transparency issues.

In the next chapter, we will evaluate these implementing organizations in depth,
using both public and private information, and through interviews with key leaders
to determine their capabilities for launching a commercialization function. We will
address seven areas: Historical Experience; Mission, Structure, and Governance;
Commercialization Opportunities and Challenges; Finance and Economics; Human
Capital; Core Competencies; and Legal and Regulatory Considerations.
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CHAPTER

0

UNDERSTANDING EARLY
MOVERS: CAPABILITIES
AND NEEDS OF
IMPLEMENTING
ORGANIZATIONS



ANALYTICAL
METHODOLOGY

In Chapter One, we identified a small but important cohort of implementing
organizations (IOs) for this study. We then selected seven |Os for deeper analysis
that could provide insights transferable to the larger group of stakeholders. Selection
criteria included the value of their donor contracts, breadth of relationships across
the donor universe, and most importantly, publicly reported experience with
commercialization models. Table 8 lists the seven |Os we surveyed and interviewed.
These organizations are the focus of this chapter.

Table 8: Implementing Organizations

IMPLEMENTING SURVEYED &
ORGANIZATION INTERVIEWED
Chemonics International, Inc. Yes
FHI360 Yes
Mercy Corps Yes
Palladium Yes
PATH Yes
Population Services International Yes
Save the Children Yes

Jhpiego Corporation

John Snow International

Management Sciences for Health

RTI International

Source: Milken Institute Analysis, 2019

The following analysis of these |Os highlights which of the required
commercialization competencies exist within the I0s and what gaps prevent a
systematic commercialization function. We conducted a pre-survey interview with
senior management of each 10 to provide foundational context for this research and
the survey.
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Once senior management completed the quantitative survey, we analyzed responses
and conducted a post-survey interview with the relevant IO personnel to understand
and calibrate the survey responses. A quantitative review of survey responses
coupled with qualitative insights from the pre- and post-survey interviews formed
the overall comparative analysis of the entire 10 cohort, which also provides
significant insight about the larger universe of |Os donor-funded programs. These
analyses did not include a review of a control group (IOs that were not identified for
commercialization competencies to see how they evolved over time) and should be
seen as illustrative insights only.

Areas of Focus

After completing a review of the 10s to better understand the possibility and benefit
of developing a systematic approach for commercializing donor-funded programs,
our analysis considered the following higher-order questions:

® Do the IOs embrace the idea of commercializing their donor-funded programs (i.e., Is
there a concern of mission drift, or do they see it as a way to extend their mission)?

o What are the limitations—internal and/or external—for commercializing donor-
funded programs?

o What are the 10s’ perceived core competencies in this area?

With these higher-order questions in mind, we structured a survey around the
following seven focus areas (Appendix A) and shared with each of the seven IOs
analyzed in this chapter. The goal of each section is defined below. These survey
sections also framed the interviews conducted with IO executives.

1. Historical experience: understand the organization’s experience in commercializing
donor-funded programs and in impact investing. In addition, this section establishes a
clear knowledge of how organizations define the terms commercialization and impact
investing since these are subject to significant interpretation.

2. Mission, structure, and governance: understand how well these aspects align with
the commercialization of donor-funded projects, from both the perspective of IOs as

well as the projects potentially subject to commercialization.

3. Commercialization opportunities and challenges: understand what types of donor-
backed projects and/or innovations could be run as standalone operations, and what
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the anticipated challenges would be to make this transition, recognizing that some
projects and innovations are too embedded within other interventions to separate
and commercialize.

Finance and economics: understand the financial requirements for commercializing
a project or innovation, how financial support would be provided, and whether this
would be a welcome extension of the IO’s business model, as perceived by the 10.

Human capital for commercialization: understand who and how the transition to a
commercial enterprise would be managed and whether existing personnel could fill
these roles.

Core competencies: understand the distinguishing core competencies of the 10s that
assist commercialization efforts, such as local and global networks, sector knowledge,
ability to measure social impact, and access to various forms of capital.

Legal/regulatory considerations: understand the legal constraints that stem from
donor funding that may impact the future direction of a grant-backed innovation;
understand the local/regional limitations for newly commercialized enterprises and
the structure of the relationship between the 10 and the new enterprise.
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ANALYSIS OF
IMPLEMENTING
ORGANIZATIONS

Overview of Historical Experience

KEY TAKEAWAYS

1. The IO cohort generally has some experience either as a recipient or
provider of impact investment. However, certain 10s are more advanced
and have begun to formalize their impact investment capabilities within
the last few years.

The 10 cohort’s definitions of impact investment range from principal

repayment to market-rate returns; however, most IOs believe that impact
investment involves financial return.

There is no universal definition of commercialization within or across the
10 cohort, but there is a general belief that commercial business models
are financially sustainable without outside subsidy.

IOs see the incubation and proof-of-concept phase as the most relevant
stage of business maturity for their potential commercialization efforts.
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Figure 2: Functional Role of Survey Respondents (percentage of respondents)
Board-level / Advisory of organization | 0.0%

Project management / Execution | 0.0%

Business development / Proposal capture - 14.3%
Organizational support (i.e., HR, Finance, IT) | 0.0%
Monitoring & Evaluation / Metrics | 0.0%
Innovative Finance / Results-based Finance | 0.0%
Supply Chain (i.e., vendor management) | 0.0%

Graduation (i.e., transitioning from donor funding) | 0.0%

Source: Milken Institute Analysis, 2019

Prior to examining their strategic interests and technical capabilities related to
commercializing donor-backed programs, we surveyed the 10s about their historical
experience in this area. The survey questions determined the level of familiarity each
IO has with the concepts of commercialization, as well as the level of pre-existing
commercialization activity from which any proposed intervention would be built.
Figure 2 shows that, with one exception, all individuals interviewed and surveyed for
this research are in the organization’s executive management.
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Figure 3: Impact Investment Experience (percentage of respondents)

No experience

Some experience (i.e., less than 4 transactions)

0,
as a recipient of impact investments 42.9%

Extensive experience (i.e., 4 or more transactions)
as a recipient of impact investments

Some experience (i.e., less than 4 transactions)
as a recipient of impact investments

Extensive experience (i.e., 4 or more transactions)
as an impact investor

Source: Milken Institute Analysis, 2019

First, we asked |Os about their level of experience over the last four years with

both impact investment and commercialization. In terms of impact investment, we
framed the question around the 10, or one of its programs or subsidiaries, being
either a recipient or provider of capital. As a cohort, the results show relatively little
activity in either area. For example, no 10 responded that they had completed four
or more transactions as a recipient of impact investment over the last four years, but
almost half indicated that they had at least some experience in this area. Similarly,
almost half the 10s responded that they had at least some experience as a provider
of capital over the last four years. Figure 3 shows the full results of the 10 historical
experience with impact investment.
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Figure 4: Commercialization Experience (percentage of respondents)

None of our donor-funded programs
have been commercialized

Some of our donor-funded programs have been

0,
fully or partially commercialized (i.e., less than 4) 71.4%

Significant number of donor-funded programs have
been fully or partially commercialized (i.e., 4 or more)

Experience commercializing donor-funded
programs but will not be repeated

We prioritize finding ways to commercialize donor-funded
programs or some element of these programs

Source: Milken Institute Analysis, 2019

We also surveyed |0s regarding their level of experience over the last four years
with commercializing donor-backed programs. Some of the 10s responded that, in
general, they prioritize finding ways to commercialize their donor-funded programs.
And a majority of the I0s indicated that some—in this case, fewer than four—of their
programs had been commercialized over the last four years. Less than a third of the
IOs responded that they had commercialized a significant number of donor-backed
programs over the last four years.

Importantly, no 10 responded that they wouldn't repeat their experience with
commercialization. While the commercialization of donor-backed programs has
occurred episodically, this response indicates a consistent interest in continuing to
develop these activities based on the examples that have occurred to date. Within
the health arena, for example, IOs have built and sold businesses, such as contract
research organizations, and have commercialized the development of vaccines that
originated as part of donor-backed project portfolios.

Outside of health and education, certain of the IOs also have started or invested in
commercial endeavors related to their broader impact strategies. For example, |Os
have created or transitioned micro-finance institutions to commercially sustainable
operations to increase access to financial services for their targeted beneficiaries.
Figure 4 shows the full results of IO historical experience with commercializing
donor-backed programs.
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Figure 5: Defining Impact Investment Return Thresholds (percentage of respondents)

Repayment of invested capital 57.1%

Positive economic return on invested capital

that can be below market risk-adjusted returns 85.7%

57.1%

Market risk-adjusted returns on invested capital

Source: Milken Institute Analysis, 2019

We also surveyed 10s about their organizations’ definitions of impact investing and
commercial business models to establish the likely attributes of projects resulting
from proposed intervention. |Os view impact investment as more of a continuum,
with more than half including more than one category of returns in their definitions.
For example, they included market-level returns and below market-level returns.
Additionally, more than half the IOs indicated that impact investment means
repayment of capital, signaling that there is an expectation of financial return when
approaching the commercialization of projects. Figure 5 shows the full results of IO
definitions of impact investment.
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Figure 6: Defining Commercial Business Model (percentage of respondents)

None of the above - 14.3%

In defining commercial business model, some 10 responses aligned. For example, the
majority of respondents indicated that commercial businesses operate sustainably
from their own organic funding and do not need outside financing. Additionally,
almost half saw the need for some cross-subsidization from other operations

to achieve financial and social goals. However, this level of agreement did not
signify universality from a tactical perspective. What respondents deemed a
commercial business model ranged from narrow definitions of product development
opportunities to expansive interpretations that included services and functions
capable of attracting commercial interest. Figure 6 shows the full results of IO
definitions of commercial business model and indicate that IOs could pursue a variety
of blended, structured financing options to lower the capital costs associated with
commercialization.

Business model that is commercially sustainable,
organically, with no outside funding

Business model that is commercially sustainable
but relies on cross-subsidization to achieve
both its economic and social goals

Business model that relies on some (less than 50%)
cross-subsidization to achieve commercial viability

Source: Milken Institute Analysis, 2019
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Figure 7: Stages of Business Maturity (percentage of respondents)

Pre-incubation / design phase

Incubation / proof of concept 85.7%

Post-incubation / scale up 71.4%

42.9%

Commercial maturity

None of the above 14.3%

Source: Milken Institute Analysis, 2019

Given their experience to date and definition of terms, we also asked |Os about the
stage at which they see their organizations typically engaging in commercialization
efforts. Options presented ranged from the pre-incubation phase—the point at
which a business idea is at its most nascent—through commercial maturity. Here, 10s
were broadly inclusive, and on average, indicated between two and three different
stages that were relevant to them. While less than half saw commercially mature
operations as relevant, the majority indicated incubation or proof-of-concept as a
stage at which to engage. Similarly, most indicated both pre-incubation and post-
incubation phases as areas of interest. Figure 7 shows the full results of the IO
business stage responses.

MILKEN INSTITUTE PRIMING SDG MARKETS: CHAPTER 2

37



Overview of Mission, Structure, and Governance

KEY TAKEAWAYS

1. Respondents see the commercialization of donor-backed programs as
a core focus and a means to extend their organization’s social impact
mandate. |Os are building—and have built—various structures to
commercialize donor-backed programs.

I0s currently display both centralized and decentralized management
approaches for the capabilities needed to propel a systematic
commercialization effort.

Leaders acknowledge that they could pursue commercialization beyond
their current levels. Their boards are evaluating these sorts of strategic
guestions.

Views are inconsistent on whether/how many organizational

policies would need to change to create a systematic approach to
commercialization. Organizational boundaries, policies, and institutional
acceptance of potential commercialization are critical variables to a
systematic approach.

We surveyed and interviewed the 10s about the institutional pillars that could
impact their commercialization efforts. These questions about their missions, as well
as their organizational and governance structures, were meant to determine the

foundational elements that could propel or hinder the |0s’ commercialization efforts.

Critically, all 10s agreed that commercialization of donor-funded programs is a

core focus of their organization and can extend their organization’s social impact
mandate. However, despite this unanimity, there are significant differences in terms
of how the organizations have pursued commercialization. In terms of mission
adherence, certain 10s are not yet comfortable reaping direct financial benefits from
commercialized projects, instead favoring the marketing of those success stories

to win additional donor funding. Similarly, at different levels of the organizations,
there are different views on commercialization. Boards and executive leadership,
which typically are responding to broader industry-level issues, see the opportunity
to expand their impact and diversify their revenue through commercialization.
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Conversely, field-level staff who are executing a specific project may not see

the same need or opportunity. As a result, there is not a cohesive organizational
perspective or behavior, let alone industry-level view, regarding the implications of
commercialization for overarching missions or how it could impact the institutions
over the longer term.

Figure 8: Structure in Place to Commercialize Programs (percentage of respondents)

We do not have the structure to allow o
L 14.3%
our programs to be commercialized

We are building a structure to allow for

- 14.3%
some programs to be commercialized

We have a structure that enables

. 71.4%
some programs to be commercialized

We have a platform that systematically 0.0%
builds and commercializes programs ’

Source: Milken Institute Analysis, 2019

We asked the 10s to describe the state of their organizational structure for
commercializing donor-funded programs. As shown in Figure 8, no IO indicated

that they have developed a platform to systematically commercialize projects.
However, a majority of the 10s indicated that they are structurally set up to permit
their programs to be commercialized, and a few indicated that they are either in

the process of building a structure for this purpose or do not have one at all. For
example, two respondents have established venture funds as wholly-owned, for-
profit subsidiaries of their nonprofit parent organizations. In one case, the subsidiary
is mandated to invest in opportunities stemming from the parent’s project portfolio.
In the other case, the venture subsidiary only invests in projects sourced from outside
the parent’s project portfolio, while another fund was created for intrapreneurship
to test innovations across the program portfolio. Similarly, one 10 has established an
impact investment practice that searches for promising projects across the broader
portfolio and brings relevant opportunities to the company’s board for consideration.
Still others are in the earlier stages of development and are considering structures
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for institutionalizing their commercialization activities. While the venture-style
investment fund has been a prominent example that draws from the corporate
venture capital strategies of other innovation-driven sectors, this approach may not
be appropriate for all 10s, especially those not positioned to source and effectively
screen a large volume of high-risk opportunities.

Figure 9: Internal Policy Limitations (percentage of respondents)

Policies and/or procedures would need

to be amended to permit such activities 14.3%

Policies and/or procedures do not prohibit (or

0,
have been amended to permit) such activities 85.7%

Unknown at this stage | 0.0%

Source: Milken Institute Analysis, 2019

As shown in Figure 9, we asked |I0s whether corporate policies and procedures

are a hindrance to the commercialization of their donor-backed programs. The
majority indicated that their policies do not prohibit these activities, while the rest
see some level of policy amendments as necessary. While policies may not be a
formal hindrance to most |Os, leadership recognized that they do not always pursue
commercialization activities to the full extent for fear of negative stakeholder
reactions and other reasons linked to efficient use of financial resources.

Differences in mission, structure, and governance across the IO cohort relate directly
to their experience with commercialization. I0s that have more experience and
cohesion in commercialization are more advanced in building a structure to deliver
these activities. For example, one 10 has acquired a financial advisory firm and is in
the process of raising its own dedicated impact fund to invest in projects. Similarly,
certain |Os have launched projects as commercial rather than nonprofit entities

to allow for long-term profit potential. And at a higher level, IOs have established
certain discreet business or functional units as commercial entities to allow for
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growth in this fashion. Conversely, those 10s that lack organizational cohesion and

experience with commercialization do not yet have these systems or corporate
structures.
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Overview of Commercialization Opportunities
and Challenges

KEY TAKEAWAYS

1. Respondents see opportunities to commercialize functions, programs,
and products through spin-outs, intrapreneurship initiatives, and/or
incubation/acceleration efforts.

Profit potential and scalability are significant challenges, especially in the
context of considering market-level financial returns. Targeted returns of
certain respondents are too low for commercial investors (equity returns of
8-10 percent). At the same time, we recognize that some Program-Related
Investment approaches may view such a return as too high, requiring
different structures for investors with different return profiles to engage in
different ways.

Overall levels of commercial knowledge and experience are a significant
hurdle to implementing a systematic approach to commercialization.
Respondents indicated that commercialization is a minimally developed
practice for their organizations, yet they remained highly interested in
developing the additional capacity.

IOs have a wide range of views on stakeholder and beneficiary support for
commercialization efforts. For example, respondents indicated that they
highlight examples of commercialized programs to increase their donor
contract win-rates.

In this section, we first asked the |Os to identify areas of perceived opportunity

for existing or future commercialization activities. We presented wide-ranging
options, granting respondents the ability to think broadly about the potential of their
program portfolios and organizational capabilities. The two categories with the most
responses were spinning off program activities, such as last-mile service delivery as

a commercial venture, and working with suppliers or other implementing partners

to commercialize efforts. Approximately half the 1O cohort selected all other
opportunity areas. These opportunities were: spinning off organizational functions,
including monitoring and evaluation; supporting beneficiaries in establishing or
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incubating an enterprise; and supporting employees in establishing or incubating an

enterprise.

ILLUSTRATIVE COMMERCIALIZATION WITH 10 AS A PRODUCER OR CONSUMER
LEVERAGING DONOR-FUNDED INTERVENTIONS

Example of
donor funded
interventions

in disparate
programs

Value Chain
Category

Potential
commercialization

To promote To reduce supply To reduce the To reduce wastage | To increase
creation of a disruptions or cost of a vaccine of vaccines in utilization of a
higher efficacy market and improve transit, donor particular vaccine,
vaccine, donor distortions, donor | affordability, funds cold chain donor funds
offers a challenge | funds purchase donor offers network social marketing
grant to academic | and warehousing advanced market program of
institutions of rare minerals commitments subsidized

locally products

. Inputs . .

Research, Design Acquisition / Manufacturing / Wholesale Retail
& Development . . Production Distribution Sales

Licensing
Based on a deeper | Where demand To defray high With execution With product
understanding of a | forecasting and fixed costs, engage | expertise, develop | marketing, sales
sector (e.g., economies of scale | in Original a logistics and delivery
medical research), | exist for Equipment company ensuring | capacity, establish
functional area purchasing power, | Manufacturing delivery of goods, | a consumer

(e.g., CRSPR), or
geographic
expertise (e.g.,
central America)
establish a
commercial fee for
service
biotech/CRO

engage in a
commercial
wholesaling
services

(OEM) service for
other actors

on consignment
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Figure 10: Commercialization Opportunities (percentage of respondents)

Spin-off organizational functions (e.g., M&E, IT, HR) as a
commercial venture to serve ourselves and others

Spin-off program activities (e.g., last-mile
delivery, social marketing) as a commercial
venture to serve ourselves and others

85.7%

Work with vendors (suppliers or other
implementing partners) to commercialize efforts

Support beneficiaries (as consumer, or with capital or technical
assistance) in establishing or incubating enterprises that provide a
product or service that is needed in a donor-funded program

Support employees (as consumer, or with capital or technical
assistance) in establishing or incubating enterprises that provide
a product or service that is needed in a donor-funded program

Source: Milken Institute Analysis, 2019

The 10s’ views on commercialization opportunities are wide, and to a certain
degree, reflect their historical experience. For example, spinning off commercial
enterprises and other programs is an activity that many have pursued episodically
in areas such as microfinance and contract health research. Similarly, many IOs
have collaborated on service delivery as part of project consortia or in a prime-
sub contractor relationship, and view commercialization of those sorts of activities
as a relevant growth opportunity. For example, a major donor announced a new
funding mechanism for minority-owned businesses, and many of these minority-
owned businesses do not have adequate back-office systems. As a result, one 10
was considering establishing a new commercial subsidiary to offer those back-
office services to the minority-owned firms. Lastly, almost half the 10s cited
intrapreneurship as a relevant commercialization strategy and one that they have
pursued to varying degrees. In that context, however, the 10s indicated that
employee-originated projects would need both capital and complementary business
management skills because the employees are typically sector or technical experts.
Figure 10 shows the survey data on how the IOs identified commercialization
opportunities.
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Figure 11: Commercialization Challenges

5

Rating

A

1
Sufficient Ability to reach Organizational Sufficient capital to Stakeholder
economics/profits scale (i.e., large capabilities (i.e., support the (donors/beneficiaries)
to attract addressable market commercialization commercialization buy-in/support of
commercial and/or  and potential to know-how) process commercializing
impact investors reach the market) donor-funded programs

Source: Milken Institute Analysis, 2019

Figure 11 illustrates the range of views of 10s regarding the level of challenge
associated with different aspects of commercialization. We asked |Os to rate each
of the challenge areas from one to five, with five signifying the highest level of
challenge.

The first two challenge areas relate to the attributes of |0s’ donor-backed projects.
First, we asked |Os to rate the extent to which projects have sufficient profit
potential to attract investors. IO responses here ranged from two to five, with most
responses at levels three and four. This signifies that profit potential represents a
meaningful challenge to be overcome, especially if market-rate investors are the
primary audience for transactions. The second challenge area related to project
attributes was the ability for projects to reach scale. Responses here ranged from
two to four, with an average slightly above three, indicating that this was seen as less
of a challenge compared to a project’s profit potential. Importantly, projects likely
would need to demonstrate both scale and profitability potential to be compelling to
investors. For example, an 10 cited an active project in South Asia that is delivering
health services to millions of people across a particular country; however, the project
is designed to operate on a break-even basis, using profits from higher-income
customers to subsidize the cost of serving low-income customers. As a result, the
financial returns of the enterprise will be limited, which will likely limit its ability to
attract commercial capital.
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The next two challenge areas relate to the |Os themselves. First, we asked them to
rate their organization’s level of commercialization know-how. Of all the challenge
areas, this one had the tightest distribution of responses, ranging from three to four,
with an average slightly below four. This signifies that IOs are consistently concerned
that their own capabilities are a key challenge to commercializing donor-backed
projects. Second, in this area, we asked |Os to rate the challenge of having access to
sufficient capital to support the commercialization process. Of all the areas, this one
was rated by the 10 cohort as the most difficult. Responses here ranged from three
to five, with an average of four.

Lastly, we asked the IO cohort to rate the extent to which support from their
stakeholders is a challenge to the commercialization of donor-backed programs.
Stakeholders include both the donors that the 10s rely on for funding projects, as
well as the beneficiaries of the projects themselves. This challenge area produced
the widest distribution of responses, ranging from one to five. Moreover, with an
average of three, this was also viewed as the least challenging area.
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Overview of Finance and Economics

KEY TAKEAWAYS

Motivations for commercialization of donor-funded programs centered on
attracting more net funding for the program and the organization’s social
impact.

There was a consistent view in surveys and interviews that a systematic
approach to commercialization would involve at least partial cost recovery
from external partners and a continued economic relationship with the
resulting enterprise.

Respondents expected that initial funding for commercialization would
likely come from either internal resources or external grants.

The respondents did not view market-rate funding as an ubiquitous form
of support, which potentially limits the investor universe to the extent a
blended or alternative solution is not practical.

Some respondents indicated financial returns and profit potential are
higher than the opportunities they realize for structural and strategic
reasons. For example, because they are making commercial investments
using funds from philanthropic sources, they are choosing to be diluted
rather than to capture returns in the context of future funding rounds.
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Figure 12: Funding of Initial Costs (percentage of respondents)

Funded internally by your
organization’s resources

Funded by external investors at
a market risk-adjusted rate

Funded by external investors at a
concessionary rate (i.e., below market)

Funded by external grant

0,
providers (i.e., donors) 85.7%

Funded through a combination of
internal funds and external investors

Source: Milken Institute Analysis, 2019

In this section, we surveyed the seven |0s about the financial requirements of
commercialization, how financial support would be provided, and whether this would
be a welcome extension of their business models.

First, we asked the 10s about the most likely sources and types of funding for
initiating their commercialization activities. 10s indicated a mix of different types of
funding, with most saying they combined investments from external providers with
internal funds. For example, one IO is launching a new commercial health enterprise
using internal funds for equity and bank debt for the remaining financing need.
Others have pursued additional grant funding and are using philanthropic capital to
fund their venture investment initiatives. Additionally, more than half the IOs noted
that they would expect funding from external sources to be at below-market rates,
and few expected funding at risk-adjusted rates. This potentially limits the investor
universe to the extent a blended solution is not practicable. More specifically,

few investors are seen as willing to take early-stage risk, validating the need for a
blended financing structure to attract investors. Figure 12 shows the full results of
how 10s identify the initial costs related to the commercialization of a donor-funded
program.
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Figure 13: Economic Interest and Engagement Post-Spin-Off (percentage of respondents)

Full cost recovery plus economic return from spin-off 28.6%
with no continued relationship thereafter 270

Partial cost recovery when spun off with continued economic
relationship/partial ownership going forward (i.e., post spin-off,
both a provider of new capital and receiver of economic profits)

85.7%

Ongoing economic interest in the spun-off

0
entity with no initial cost recovery 42.9%

Source: Milken Institute Analysis, 2019

Next, we asked the IOs to describe how they could envision their organization’s
relationship with any commercialized project. All but one 10 envisioned partial cost
recovery and a continued relationship going forward. Less than a third expec