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FOREWORD

Dear readers,

Two years after the COVID-19 pandemic began to sweep
through the world, triggering one of the worst economic
shocks since the Great Depression, the world economy

is struggling to recover. Developing and emerging
markets have been hit particularly hard by the lockdown
measures and business closures: the ILO estimated a
loss of 255 million full-time equivalent jobs in 2020 and
close to 120 million full-time equivalent jobs in 2021.
This aggregate picture masks great divergences among
countries. Working hours in high- and upper-middle-
income countries tended to recover in 2021, while both
lower-middle and low-income countries continued to
suffer large losses, unravelling a substantial share of the
jobs created in the last ten years. These trends will have
severe implications for the United Nations’ Sustainable
Development Goals (SDGs), and for the decent job agenda.

SIFEM, the Development Finance Institution (DFI) of the
Swiss Confederation, is closely monitoring the situation
and actively supporting its investees in mitigating the
impact of the crisis. Since 2005, SIFEM has invested a
total of approximately USD 1,217 million in 155 projects
across Africa, Asia, Latin America and South-eastern
Europe - and thereby created and supported more than
900,000 jobs. In the last two years, it engaged in 17
new investments totalling USD 170 million. By providing
long-term finance to SMEs and other fast-growing
companies, SIFEM helps firms expand and strengthen
local entrepreneurship.

Creating and supporting decent jobs in target countries

is one of the main development priorities for SIFEM,

in line with the strategic objectives defined by the

Swiss Government for 2021-24. For this critical reason,
this report explores the social impact of the COVID-19
crisis in 2020, looking first at the global effects of the
crisis in developing countries before analysing the job
situation in the SIFEM portfolio. At the level of the overall
portfolio, it is positive to see that jobs have actually
increased during the crisis: there were around 465,000
jobs supported at the end of the 2020, compared to
405,000 at the end of 2019. This positive result is mainly
due to changes in the composition of the portfolio and

in particular, to new companies entering the portfolio

in 2020. However, looking specifically at pre-existing
portfolio companies which survived the crisis, some job
losses can be observed. Fortunately, these job losses have
been relatively moderate, with around 4,000 full-time

equivalent jobs lost. This means that this specific category
of portfolio companies has been stronger and more
resilient than originally feared at the beginning of the
crisis. These figures only capture the first year of the crisis
and it is still premature to assess how these companies,
and in particular SMEs, coped with the second year of the
crisis.

One of the main question marks at this stage is to what
extent the crisis may impose lasting scars on the labour
market structures and aggravate income inequality in

the countries in which SIFEM operates. To make matters
worse, the Ukraine invasion and its political and economic
consequences will heavily affect developing countries’
and emerging markets’ prospects. Indeed, new shocks

are being passed to emerging markets through higher
commodity prices, including energy and food prices,
higher interest rates and adverse exchange rate effects.

In the face of this unprecedented crisis, DFls like SIFEM
contribute to the preservation of responsible business
activities in developing countries. As per their mandate
and raison d’étre, DFIs must act in a counter-cyclical way
in difficult times and invest in promising companies which
would otherwise struggle to survive and to access long-
term capital and financing in general.

The SIFEM Board is committed to these goals and will
work with private and public partners to face these
extraordinary challenges.

)

/‘4/ |

Jorg Frieden
Chairman of the Board of SIFEM
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A GLOBAL CRISIS WITH SIZEABLE REGIONAL

DIFFERENCESS

The COVID-19 pandemic which hit the world at the beginning of 2020 not only triggered a global
public health crisis but also quickly turned into the largest economic crisis in more than a century,
as countries adopted drastic emergency measures, such as travel bans, mobility restrictions,

business closures, limitations on public gatherings, and mandatory home-based work, which

severely affected economic activity.

Real GDP contracted by more than 3% globally, but the
contraction was more severe in developing countries and
emerging markets (except in China). The global recovery
that followed in 2021, estimated at 5.5%, was largely due
to a catch-up effect following vaccination campaigns
and the relaxation of pandemic-related restrictions, but
the recovery was weaker and more fragile in developing
countries. The shock has also been more severe in Latin
America and in South Asia, while the recovery is also
uneven across regions with uncertain prospects over the
medium term.

The crisis disrupted global supply chains and world trade
with large variations across economic sectors. Most
industrial sectors experienced sharp declines, with the
notable exception of essential goods and services, such as

food, pharmaceuticals, water, and energy services. The most

Real GDP (% change from previous year): a sharper
decline and weaker recovery in developing countries

B World
B Emerging Markets & Developing Countries (excl. China)

Source: World Bank, 2022

severely affected sectors were tourism and hospitality,
transport, and personal services such as restaurants or
hairdressers, which suffered from economic lockdowns
and from the interruption of air travel.

In Sub-Saharan Africa and East Asia, around 70-80% of
firms remained fully or partially open despite health
restrictions.! This proportion was much lower in South
Asia and Latin America, where 50 to 60% of firms were
reported as fully or partially closed. Despite the majority
of firms remaining open, businesses experienced large
drops in sales, with significant variations across countries.
Globally, firms in developing countries have reported

an average reduction in sales by 49% relative to 2019,
ranging from almost minus 80% in South Africa to a
modest minus 15% in Uzbekistan.

Real GDP (% change from previous year): Latin
America and South Asia were the most affected, but
the recovery is slower in Africa
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t Arezki, R., Djankov, S., Panizza, U., Shaping Africa’s Post-Covid Recovery, Centre for Economic Policy Research, London, 2021, Chapter 1.
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Stringency index of COVID-19 measures

% change in sales

Impact of COVID-19 on businesses: Average decline in sales in 2020 compared to 2019
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This heterogeneity in sales declines in developing
countries is also related to the differences in the measures
adopted by countries vis-a-vis the pandemic, and of
course, differences in enforcing such measures. What
could be observed in general is a positive correlation
between stringent measures adopted in terms of business
closures and lockdowns and a higher average decline in
sales.

More stringent COVID-19 measures, larger sales
declines (40 countries)

126

Source: World Bank, 2022

to have taken place in South Asia and Latin America,
while losses were much smaller in Central Asia and North
Africa. According to ILO estimates, job losses continued

in the first half of 2021, especially in lower-middle and
low-income countries. With the partial economic recovery
following the relaxation of the most stringent COVID-19
measures, Central Asia and Asia seem to have come closer
to their pre-crisis labour levels, while the job recovery
lagged behind in Sub-Saharan Africa and Latin America.

Job losses in 2020-21: ILO Model Estimates
(Millions of Full-time Equivalent (FTE) compared to

pre-pandemic levels)
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The adverse impact on firms’ sales has had direct
implications for workers and employment. According to
estimates by the International Labour Organization (ILO),
8.8% of total working hours were lost in 2020, which is the
equivalent of the hours worked in one year by 255 million
full-time workers. The largest job losses were estimated

Source: ILO stat database, 2021

These model estimates fail to capture the complexity and
granularity of the labour market adjustments which took
place in 2020 and 2021 across developing countries and
emerging markets, hence the need to explore in more
detail some specific components of these adjustments.
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HOW DID BUSINESSES REACT INITIALLY?

Business surveys conducted by the World Bank in more
than 60 countries in 2020 show somewhat unexpectedly
that nearly half of formal businesses were mostly holding
on to workers rather than resorting to layoffs or other
measures. For the other half of businesses, most firms
relied on adjustments such as reducing working hours

or wages or granting leave to workers. Only 15% of firms
overall laid off employees, although there were significant
differences across countries.? In general, it seems that
most businesses relied on a combination of the different
measures, starting with granting leave to workers,
reducing working hours and wages, and layoffs.

Most firms did not make any adjustment between
March and December 2020, or used a combination of
measures, including layoffs
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Source: COVID-19 Business Pulse Survey Database,
the World Bank, 2021

In other words, layoffs do not capture the whole story.
Unpaid work leave and reduced work hours have been
more frequent, which - combined with wage reductions -
have significantly impacted workers' incomes.

In the case of Latin America, despite the expansion of
social protection programmes and other emergency
interventions for mitigating the pandemic’s socio-
economic impacts, the region’s economy declined by
almost 7% in 2020 and at the height of the pandemic
(June 2020), around 30 million jobs were lost (14% of
total employment).> Even among those who remained
employed, working hours declined by 16% while labour
income in the region dropped by about 10% compared to
2019.4 Thereafter, the region began a slow but incomplete
recovery, causing job losses to remain at 4.7% of their pre-
pandemic levels (as of the end of June 2021).

Another example is South Africa, which entered the
COVID-19 pandemic with already relatively low levels

of employment and a decade of weak job generation.
The economy lost 2.2 million jobs in the second quarter
of 2020, and by the end of 2020, 1.4 million jobs had
been lost, representing an 8% contraction in aggregate
employment. In addition, about 2.3 million workers had
to reduce their working hours to zero but they could keep
their jobs and return to work once the lockdown eased.
Relative to jobs and hours, wages were slower to respond
to the crisis, but eventually also adjusted downwards: by
the end of 2020, the monthly median wage had fallen

by 10% in 2020.> As of June 2021, less than 40% of
employment losses had been recovered.

Reduction of hours and wages or granting staff leave was more frequent than layoffs in 2020
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Source: COVID-19 Business Pulse Survey Database, the World Bank, 2021

2 “Why did some countries’ workforces fare better than others in the early pandemic?”, World Bank Jobs & Development Blog #27, June 2021.

> “Jobs interrupted: The effects of COVID-19 in the LAC Labor Markets”, Policy Note No.2 / May 2021, The World Bank, 2021.

+“Observatorio Laboral COVID-19: Como ha evolucionado la recuperacion laboral en 2021?”, Inter-American Development Bank, November 2021.
5 “South Africa Economic Update #13: Building Back Better from COVID-19 with a focus on jobs”, The World Bank, July 2021
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In South-Eastern Europe and the Caucasus, job losses
seem to have been slightly more limited than in other
regions according to enterprise surveys carried out by the
World Bank. Indeed, although most businesses reported
massive declines in sales, the decline in the number of

permanent full-time workers seems to have been around Medium

10% on average. It seems that businesses adjusted their
workforces proportionally less than their drop in sales,
in part, because they relied on other mechanisms to
adjust output and labour costs, including wage subsidies
financed by governments.®

DID COMPANY SIZE MATTER FOR LABOUR
ADJUSTMENTS?

In general terms, micro, small, and medium-size
enterprises, which often constitute the majority of
businesses in developing countries and emerging markets
were particularly impacted by the crisis, since they were
overrepresented in the sectors most affected by the
pandemic, such as accommodation and food services,
retail, and personal services (restaurants, hairdressers,
etc.). These businesses were also more likely to suffer
from supply chain disruptions that limited their access to
inventories or supplies.

Business surveys show indeed that smaller firms have
been worse affected by the crisis in terms of sales,

and a larger proportion of SMEs resorted to layoffs. It

is important to note, however, that there is significant
variation across countries, which also reflects the fact
that the pandemic struck with different waves which were
not necessarily synchronised in all regions. SMEs have
also been particularly affected by liquidity management
issues, and have been prone to accumulate arrears, with
little ability to access alternative financing. This is one

of the main reasons why several public measures such

as wage subsidies, cash transfers or special credit lines
were primarily directed at SMEs, but the support has been
heterogeneous across countries, reflecting different fiscal
starting points.’

’ 45%

Micro Companies had larger sales decline, but SMEs
resorted more to layoffs

Large

Small

Micro

-60 -50  -40 -30  -20 -10 0 20 30
Share of firms which laid off employees (%)

B Average change in sales (%)

Layoffs were more frequent in small businesses in 2020
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The World Bank, 2021

FORMAL VERSUS INFORMAL SECTOR

Lockdown measures and business closures have hit all
economic sectors, but the shock has been particularly
severe for urban market participants in the services sector,
where informality is widespread. The magnitude of the
challenge comes from the prevalence of informality in
developing countries and emerging markets: the informal
sector, on average, accounts for almost 40% of official
GDP and for about 70% of total employment. While the
informal sector is relatively larger in Latin America than
in other regions, informal employment constitutes about
70% on average in Sub-Saharan Africa and developing
Asia. Informal jobs account for about 90% of total
employment in Kenya, Mali, Mozambique, and India.?

6 “Europe & Central Asia Economic Update: Competition and Firm Recovery Post-COVID-19”, The Word Bank, October 2021.

7 Only one in four businesses surveyed across 60 countries has received any type of public support, with the share varying from more than
50% in high-income countries to just over 10% for low-income economies. See “Supporting Firms in Restructuring and Recovery”, EFI
Insight-Finance, The World Bank, March 2021.

8 Ohnsorge, Franziska, and Shu Yu, eds., The Long Shadow of Informality: Challenges and Policies, The World Bank, Washington DC, 2021.
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The informal economy in developing countries:
40% of GDP and 70% of employment on average

fudild

Latin Central Asia &  Sub-Saharan
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Asia

South
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B Size of informal economy (% GDP)
B Informal labour (% total employment)

Source: World Bank informality database, 2021

Latin America provides for a very concrete illustration
of the impact of the crisis on the informal sector. As

a result of the lockdowns, informal employment fell

by 19% between February and June 2020 compared

to a decline of “only” 8% in formal employment. In
other words, two out of every three jobs lost were
informal. This means that informal employment did

not function as an “employment of last resort”, as in
previous recessions in the region, generating an almost
unprecedented phenomenon, where the labour formality
rate (i.e. the percentage of employed workers who are
formal) increased during a recession.’ Later, informal
jobs rebounded towards pre-COVID employment levels
faster than formal jobs. By adjusting both employment
levels and hours faster, the informal sector acted as an
important adjustment mechanism, particularly in those
industries most affected by the first lockdowns: as of
July 2020, 80% of recovered employment was informal.
The informal sector also appears to have played a role in
decreasing the sensitivity of aggregate employment to
more recent lockdowns in 2021, as the economy learned
to cope with pandemic restrictions.?

FORMAL VERSUS INFORMAL JOB LOSSES:

THE INFORMAL SECTOR IN THE FRONT LINE
India illustrates another worrying reality of the partial
economic recovery, namely an increase in informal
employment at the expense of the formal sector. Some
studies show a large increase in informal employment
in the latter part of 2020, as workers returned from the
lockdowns to join more precarious and informal forms

Job Losses compared to pre-pandemic levels in
Latin America (%)
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of employment. Nearly 50% of formal salaried workers
moved into informal work, either as self-employed or
daily wage workers between late 2019 and late 2020.
Education, health, and professional services sectors saw
the highest outflow of workers into other sectors, with
agriculture, construction and trade emerging as fallback
sectors.!* Consequently, workers’ monthly earnings fell
on average by 17% during the pandemic. The same shift
towards informality was observed in South-East Asia
during the economic recovery.

° Observatorio Laboral COVID-19: Como ha evolucionado la recuperacion laboral en 2021?”, Inter-American Development Bank,

November 2021.

0 Alvarez, J., Pizzinelli, C., “COVID-19 and the Informality-driven Recovery: The Case of Colombia’s Labor Market”, IMF Working

Paper WP/21/235, September 2021.

1 State of working in India: One year of COVID-19, Azim Premji University, 2021.
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HAS THE IMPACT OF THE CRISIS BEEN UNIFORM
ACROSS THE LABOUR FORCE?

Available evidence shows that the most vulnerable groups
to the shock in the labour markets were primarily women,
youth and the less educated. Urban versus rural differences
also played a role, but it appears that women, youth, and
the less educated bore the bulk of the burden from work
stoppage, with the urban vs. rural differences being smaller
than the other disparities.*?

One of the key differences of the pandemic recession from
previous ones is the gender gap in labour adjustments.
Indeed, according to data collected by the World Bank, in
the initial phase of the pandemic up to July 2020, 42% of
women had lost their jobs, compared with 31% of men,
further underscoring the unequal impacts of the crisis

by gender. The ILO estimates that the number of women
employed in low- and middle-income countries fell by 4.7%
between 2019 and 2020, compared to a 3.3% decline for
men. In some countries, the gap is even larger. For instance,
in Colombia, job losses amounted to almost 10% for
women and 4% for men. A number of factors may account
for this gender gap, including the disproportionate effect
of COVID-19 closures on sectors where women make up a
larger percentage of the workforce and the lack of childcare
options.

Gender gap in Latin America: more women out of work
as a result of the crisis
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It is important to note that the gender gap does not
only apply to the labour force, but also to business
ownership: according to some studies, majority women-
owned firms'* were around 1.4 times more likely to close
(permanently or temporarily) than majority men-owned
firms in 2020. In the case of Indonesia for instance, this
is due to the fact that women-owned businesses were
concentrated in “consumer facing” activities such as
restaurants or retail shops, while proportionately more
men operated other types of businesses that weathered
the pandemic lockdowns better. It also seems that
women-led businesses suffered from pre-existing gender
gaps, such as lower capital formation and incomes,

as well as more time conflicts due to household and
childcare responsibilities, which made their businesses
more exposed to liquidity issues.** In other words, the
pandemic may have revealed as well as amplified pre-
existing gender gaps.

Young workers also appear to have suffered more
during the crisis. For instance, this group of workers,
who represent only 10 to 15% of the workforce in
Indonesia, the Philippines and Vietnam, accounted

for a disproportionate share (between 22% and 45%)

of job losses at the height of the pandemic in these
countries. This is due to their overrepresentation in
sectors that were heavily hit by the crisis like food and
accommodation services, wholesale and retail trade, and
also because they were more likely to lose their jobs than
adult workers in these same sectors due to more flexible
contract arrangements.t®

The same applies to low-skilled workers - who also
happened to be low-wage workers. In South Africa, for
instance, employment collapsed by 35% for low-wage
workers between the first and second quarters of 2020.
For those in the top 20% of the wage distribution, it
declined by less than 10%, which suggests that low-wage
workers suffered almost four times more job losses than
the high-wage ones.* This can be explained by the fact
that low-skilled workers are often employed in temporary
positions or seasonal jobs with more flexible contract
arrangements than permanent workers, which made
them more vulnerable to layoffs than other categories of
workers.

Subsequent surveys suggest that harder-hit groups

may have recovered faster after the initial phase of the
pandemic, but not enough to cause the initial differential
impacts to disappear. Indeed, employment has not yet
returned to its pre-pandemic levels.

2 Kugler, M., Viollaz, M., Duque, D., Gaddis, I., Newhouse, D., Palacios-Lopez, A., Weber, M., “How Did the COVID-19 Crisis Affect Different Types of
Workers in the Developing World?”, IZA Discussion Paper Series No. 14519, June 2021.

3 Kenny C., Yang, G., “New Estimates of the Impact of COVID-19 on Women'’s Jobs and Enterprises”, Center for Global Development, June 2021.

* Buvinic, M., Knowles, J., Witoelar, F., “Persistent Gender Gaps in Business Profits in Indonesia: Implications for COVID-19 Recovery Policies”,
Working Paper # 603, Center for Global Development, December 2021.

15 COVID-19 and Labor Markets in South-East Asia: Impacts on Indonesia, Malaysia, the Philippines, Thailand and Vietnam, ADB, December 2021.

6 South Africa Economic Update #13: Building Back Better from COVID-19 with a focus on jobs”, The World Bank, July 2021.
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THE JOB SITUATION IN SIFEM’S PORTFOLIO
AT THE END OF 2020: MORE JOBS OVERALL,
REFLECTING PORTFOLIO GROWTH

At the end of 2020, SIFEM, together with other co-
investors, had cumulatively supported more than 910,000
jobs since 2005. Considering the active portfolio only,
there were around 465,000 jobs at the end of the 2020,
compared to 405,000 at the end of 2019. The increase
in jobs from 2019 to 2020 is mainly due to changes

in the composition of the portfolio, and in particular,
to the addition of new jobs from portfolio companies
which reported for the first time in 2020.'7 A detailed
presentation of how pre-existing portfolio companies
survived the crisis will be made in the next section on
p.14.

MORE JOBS - THE QUANTITATIVE SIDE

Geographical concentration: around 53% of the jobs in the
portfolio were in Africa, 38% in Asia, 4% in Latin America
and the remainder were in CEE/CIS and distributed
“globally” (or in several regions). The four largest
country exposures in terms of jobs supported were India,
South Africa, Nigeria, and Kenya. These four countries
accounted for 60% of all jobs in the portfolio. These

four countries also belonged to SIFEM’s top financial
exposures. Compared to previous years, the share of
Africa has increased markedly in the job distribution at
the expense of Asia and Latin America. About 60% of the
jobs in SIFEM’s active portfolio at the end of 2020 were
in the priority countries of Switzerland’s development
cooperation, and 13% of the jobs supported are in Least
Developed Countries (LDCs) and other low-income
countries (LICs).

Company concentration: job concentration tends to be
fairly high in the SIFEM portfolio, that is, skewed towards
a few large companies, in which a handful of funds have
invested. The largest 10 investees in the SIFEM portfolio
accounted for nearly 50% of the jobs in the entire
portfolio.

41% of the jobs were concentrated
in financial intermediaries, followed by industrial services
(21%) and consumer services (8.4%).

Job concentration by sector 2020
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7 Around 100’000 jobs were added to the portfolio in 2020, deriving from companies which reported for the first time in 2020. Jobs coming from

companies which exited the portfolio in the course of 2020 are not included in the overall job numbers: these jobs represented around 44’000

full-time equivalent jobs.
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SME versus large company jobs: SMEs accounted for
more than 50% of all fund investees in the SIFEM
portfolio. However, these SMEs accounted for only 4%
of total jobs in fund investees. When the estimated
jobs induced indirectly from the loan portfolios of the
financial institutions supported by SIFEM are added to
the dataset,'® the share of SME jobs moved to 16% of
total jobs. Again, this shows that while SMEs dominate
the portfolio, most of the jobs come from larger
companies. This situation is also explained by the fact
that the average size of SMEs in the portfolio tends to
be small (the average number of jobs per SME was 70)
while the average size of the other companies is quite
large (the average job number per non-SME was 2,570).
This essentially reflects the high concentration of jobs
supported in the portfolio in a limited number of large
companies.

Job type: 80% of the jobs were direct jobs in the funds’
investee companies. The remainder was composed of the
staff of the financial institutions (7.3% of total) and of the
funds (0.4%), as well as the jobs induced indirectly from
the loan portfolios of the financial institutions supported
by SIFEM, which represented 12.4% of the total.'?

Gender concentration: it is estimated that women
accounted for approximately 36% of the employees

in SIFEM’s portfolio companies. Women account
typically for the majority of the workers in healthcare,
education and consumer services, while their share of
the workforce in the construction sector and in basic
materials was very low. They also account for more than
half of employees in financial intermediation companies.

BETTER JOBS - THE QUALITATIVE SIDE

SIFEM’s fund managers and financial institutions
contractually commit to operating in line with national
labour and occupational health and safety regulations.
They also commit to working according to defined time
frames to meet the ILO core labour standards and basic
terms and conditions of employment when national
legislation falls short of these standards. SIFEM requires
that these financial intermediaries’ contracts with

their portfolio companies and clients also include the
same types of commitments. However, SIFEM invests

in countries where national regulations may be weak
and/or not enforced, and in countries where laws are
rigid and could create incentives for the use of flexible
contractual arrangements such as contract labour.

As a consequence, SIFEM ensures that its financial
intermediaries develop Environmental and Social
Management Systems and engage qualified personnel to
manage these systems. The reason for this is that they
are equipped to identify risks related to labour

and working conditions and actively work together with
their respective portfolio companies and clients over
defined time frames to meet SIFEM’s requirements.

Training opportunities for staff and management:
SIFEM monitors the professional development of
portfolio companies’ staff. SIFEM recognises that
investing in human capital development is an important
dimension of job quality, particularly for low-skilled and
other vulnerable workers. Training serves to support
the growth and development of the fund managers,
portfolio companies, and their respective employees’
professional development. During 2020, 65% of SIFEM’s
companies provided training to their employees, with

an average of 30 hours of training per employee. 25% of
trained employees were women. In addition, 23 capacity-
building and training interventions were provided to

18 Latin American portfolio companies by a Technical
Assistance (TA) facility partially financed by SECO.
These interventions focused on different areas, such

as HR management and remote work during COVID-19,
business development and credit risk management.

8 Based on the methodology used by SIFEM in the last 10 years. However, this methodology will be replaced in the future by the

harmonised model approach developed by the European Development Finance Institutions (EDFIs), which could induce some significant

changes in the estimates.
% See previous footnote.
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THE JOB SITUATION WITHIN SIFEM’S PORTFOLIO
COMPANIES IN THE WAKE OF THE COVID-19
CRISIS: MORE RESILIENT THAN EXPECTED

The figures presented in the previous section represent

a “snapshot” of the job situation in the overall SIFEM
portfolio at the end of 2020. These numbers must be
interpreted with caution, since the composition of the
portfolio evolved in the last two years, with different
companies entering or exiting from the portfolio. Therefore,
job losses attributed to the COVID-19 crisis in pre-existing
companies tend to be hidden behind other changes in the
portfolio, such as new investments. A closer look at the
impact of COVID-19 is needed, focusing on the 236 fund
portfolio companies which were present in the active SIFEM
portfolio both in 2019 and 2020. This represents a subset
of the total portfolio since companies/institutions which
exited or entered the portfolio in 2020 are excluded from
the analysis.

What can be observed is that around half of these fund
portfolio companies experienced job losses in 2020
compared to 2019, while the other half created new jobs.
Around 19,500 jobs were lost, while 15,500 new jobs were
created, resulting in net job losses totalling 4,000 full time
equivalent positions.

This suggests that even with some job losses, this specific
subset of portfolio companies has been stronger and more
resilient than what was initially expected. To a certain
extent, this reflects the efforts deployed by fund managers
and their investees in implementing contingency plans to

Job losses in 2020 in SIFEM Fund's portfolio companies:
concentrated in South Asia and Africa

adapt to the crisis and consider retrenchment as a last
resort. For instance, one fund manager took proactive steps
throughout the crisis to assist all its portfolio companies,
such as coaching investees’ Boards of Directors on cash
management as an essential business survival strategy. It
also helped investees to introduce appropriate COVID-19
safety measures and protective protocols. Other companies
also introduced reductions in salaries or measures aimed at
cutting labour costs while preserving jobs in the short term,
as indicated in the previous section when describing how
businesses reacted to the crisis globally.

Looking at the details of the job changes in this subset of
the SIFEM portfolio between 2019 and 2020, the following
main observations can be made:

* In absolute terms, job losses were by and large
concentrated in South and South-East Asia and in
Sub-Saharan Africa. Three main countries, i.e. India,
South Africa and Nigeria, account for nearly 75% of all
job losses, spread around 40 companies in the fund
portfolio. This is in line with global trends of regions
and countries highly affected by the crisis.

« In proportion of regional jobs in the fund portfolio,
there were more jobs lost in Latin America and South
Asia than in other regions in the SIFEM fund portfolio:
in Latin America, job losses account for nearly 15% of

Job losses

I 9,510

14 SIFEM - Investing in Sustainable Development, 2021/2022 Edition


NicolasCattaneo
Highlight

NicolasCattaneo
Highlight

NicolasCattaneo
Highlight


Job losses by sector in SIFEM’s Fund portfolio companies in
2020: mostly in industrial services

-10.000

-8.000

-6.000

-4.000

-2.000

Industrial services
Financial intermediation
Education

Consumer services
Consumer goods
Healthcare

Energy and water supply
Technology
Communications
Construction

Industrial goods

Basic materials

Agriculture, fishing and forestry

all jobs in Latin American fund portfolio companies
operating in both 2019 and 2020. In South Asia, the
corresponding figure is close to 10% while it is only 4%
in Sub-Saharan Africa.

« Jobs losses were concentrated in a handful of
investments, with 3 funds accounting for nearly 75%
of all jobs lost. This is not a surprise given the job
distribution in the portfolio, which is skewed towards a
Llimited number of large job contributors.

¢ Job losses were largely concentrated in 3 economic
sectors, i.e. industrial services, financial services,
and education, and in particular, on three individual
companies operating in those sectors.

Job creation in 2020 in SIFEM's Fund portfolio companies:
South Asia and Eastern Africa in the lead

Absolute job losses in 2020: losses driven by large
companies

SME non-SME
20.000

18.000
16.000
14.000
12.000
10.000
8.000
6.000
4.000
2.000
0

« In absolute terms, there were more job losses in large
companies than in SMEs, which essentially reflects
the difference between “large employers” and “small
employers”. As mentioned earlier, SMEs in the SIFEM
portfolio tend to be on the small side while non-SMEs
are rather large. However, there were more SMEs than
larger companies which reduced employment between
2019 and 2020.

¢ In terms of gender breakdown, more men than women
lost their jobs in portfolio companies in absolute terms.
However, in relative terms - that is in proportion
to total employment by gender - a slightly higher
proportion of women lost their jobs than men.

Series 1
I 4,598
%3
N 23
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Jobs added in SIFEM’s Fund portfolio companies in 2020:
diversified opportunities
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« In terms of job creation in 2020 compared to 2019,
companies adding jobs were also fairly concentrated
in a handful of countries, including India, Kenya, and
Laos. This reflects the fact that the crisis had very
differentiated effects across countries and sectors.

* Among funds, job creation was more evenly spread
out than job losses, with 5 funds contributing to 70%
of new jobs.

 Job creation took place in a large number of sectors,

especially in financial intermediation, energy & water
supply, consumer services, agriculture and forestry, and
also healthcare services. For example, one investee in
Kenya operates a supermarket chain in Kenya. During
the COVID-19 crisis, it adapted its business hours to the
curfew rules introduced by the government and hired
more than 300 people to satisfy the growing demand
from local consumers.

* In absolute terms, there were more jobs added by
non-SMEs than by SMEs, which essentially reflects
the difference between “large employers” and “small
employers”. As discussed earlier, this mainly reflects the
type of businesses present in the SIFEM portfolio.

* In terms of gender breakdown, 70% of new jobs in
existing companies were given to men and 30% to
women. 20% of new female jobs were part-time jobs
versus 3% for men. There was, however, no change
in the type of job contracts used: 90% of new jobs
benefited from permanent contracts (full time or part-
time), while on 10% of new jobs were temporary or
contracted out.

Absolute job creation in 2020: non-SMEs in the lead

16,000

14,000

12,000

10,000

8,000

6,000

4,000

2,000

0

non-SME

SME

PRELIMINARY CONCLUSIONS AND LESSONS
LEARNED

1. The analysis presented in the previous section tends
to show that the group of portfolio companies of
SIFEM’s fund investments that went through the first
year of the COVID-19 pandemic has been stronger and
more resilient than originally feared at the beginning
of the crisis. In particular, it is striking to see that
many new business opportunities materialised across
different sectors, leading to sizeable job creation, which
contributed to limited net job losses at the level of
these specific companies.

2. Job losses in this specific group of companies tended
to be fairly concentrated in 2020 in a few companies
and sectors, in line with the existing concentration of
the SIFEM portfolio. This is also one of the limitations
of the analysis, since changes in a few underlying
companies may tilt the overall results in one direction
or another. This is the reason why SIFEM is paying
particular attention to the “large job contributors” of its
portfolio in terms of monitoring and engagement with
partners.

3. It is still premature to assess how these companies, and
in particular SMEs, coped with the second year of the
crisis. Accordingly, the data presented in the previous
section only covers the initial effect of the crisis but
does not yet cover the uneven recovery path across
regions shown in the global context presentation.
2021 data will only be collected during 2022, allowing
a deeper dive into the dynamics of the last three
years.
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4. Both SME jobs losses and job creation have been

s e

i1l

limited in absolute terms, reflecting their relatively
small size and role in the SIFEM portfolio. However,
surviving SMEs may struggle more in the future to
continue operating in uncertain environments, as they
have probably exhausted all available cost efficiency
measures that could be implemented. They also may
struggle more to have further access to finance in

the future. Therefore, they will require support from
development finance institutions (DFIs) such as SIFEM
in order to broaden the opportunities for job creation.
DFls have an important role in providing financing to
the largest possible number of market participants,
even if the direct job creation effects are initially
limited.

. One of the main question marks at this stage is to

what extent the crisis may impose lasting scars on
the labour market structures of the countries in which
SIFEM operates. In particular, the most serious risk

- already observed in the broader context but not
yet in the SIFEM portfolio - is that businesses would
shift towards lower quality jobs or working conditions
(i.e. lower salaries, temporary contracts). SIFEM

SIFEM - Investing in Sustainable Development, 2021/2022 Edition 17

will therefore continue to closely monitor the
compliance of local partners with international
labour standards and actively engage with them
on the strengthening of the human resources
management function and active management of
labour risks.







SIFEM IMPACT MANAGE-
MENT & MEASURMENT
FRAMEWORK




HOW DOES SIFEM MAKE A DIFFERENCE?

SIFEM’S DEVELOPMENT CONTRIBUTION

SIFEM is an impact investor, as all SIFEM investments are
made with the intent to generate a measurable development
impact, based on specific indicators and corresponding
targets in developing and emerging countries, including

job creation, skills development, tax payments, financial
sector deepening and diversification, and implementation

of international best practice environmental, social and
governance standards.

SIFEM uses a holistic and comprehensive impact
management approach, based on two main pillars:

Avoid negative impacts, combining thorough
context assessments, integrated ESG & Impact
due diligence checks, legal compliance with
SIFEM’s Approach to Responsible Investment,?
and the development of action plans for
financial intermediaries to properly manage
and mitigate potential risks.

Enhance positive impacts, through active
engagement with financial intermediaries
through which SIFEM invests, by focusing
on core development priorities (e.g. decent
jobs, gender equality, climate change), and
on capacity building for fund managers and
financial intermediaries either directly or
through external consultants.

Avoiding negative impact - which corresponds to a “do-no-
harm” approach - is a prerequisite to claim positive impact.
The main feature of this approach is the full integration
between ESG and Impact considerations at the level of
SIFEM’s manager. SIFEM’s unique value proposition as

per its business model and impact investing mandate is
not only to provide financing to promising local financial
intermediaries (fund managers and financial institutions),
but also to strategically engage with them in order to
strengthen their capacities in managing risks and achieving
impacts. This work is often undertaken alongside other
DFls and likeminded investors.

The cornerstone of this “do-no-harm” approach is SIFEM’s
Approach to Responsible Investment, which is based on
internationally accepted, best practice standards, including:
the UN Guiding Principles for Business and Human Rights;
International Labour Organization Core Labour Standards;

20 https://sifem.ch/our-task/investing-responsibly

20 SIFEM - Investing in Sustainable Development, 2021/2022 Edition

International Finance Corporation (IFC) Standards on
Social and Environmental Sustainability (2012); the
associated Environmental, Health and Safety (EHS)
Guidelines; the Corporate Governance Development
Framework; and the Client Protection Principles. The
Policy applies to SIFEM, its fund managers and their
underlying portfolio companies (as well as financial
institutions) and extends across the entire investment
process, from deal sourcing and initial screening to exit.

SIFEM’s main development effects are reported to
Parliament as contributions to the target outcomes
(“Wirkungsziele”) of Switzerland’s economic development
cooperation framework.

SIFEM’S RESULT MEASUREMENT FRAMEWORK

SIFEM is relying on a result measurement framework
in line with the practice of other Development Finance
Institutions (DFls), allowing for the monitoring and
aggregation of results. This framework is composed of
three different levels:

« First, an internal rating tool (SIFEM GPR) originally
developed by DEG, the German Development Finance
Institution, is used to appraise investments and track
their development performance over time. The GPR
assessments are based on the investment contribution
to eight development areas or pillars. A standardised
scorecard is assigned for each of the sub-indicators in
the individual pillars based on internal discussions, as
well as subsequent discussions with financial interme-
diaries during annual monitoring calls.

» Second, specific indicators are collected for each
investment to measure development effects as well as
compliance with ESG standards, which can be aggre-
gated at the portfolio level and reported to Parlia-
ment. In the case of funds, the data not only covers
the direct investee level (fund manager), but also each
and every portfolio investee (550 companies in more
than 80 countries as of December 2021). In the case
of financial institutions (no capital), the data collect-
ed covers the institution itself, and the development
effects such as indirect jobs induced by loans provided
to clients by the financial institution (no capital) are
estimated via model calculations. SIFEM uses interna-
tionally accepted harmonised approaches and indica-
tors whenever possible, such as metrics coming from
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the IRIS+ catalogue of indicators managed by the Global
Impact Investing (GIIN) network - of which SIFEM is an
active member - and harmonised indicators used by the
EDFI institutions. Changes in the composition of SIFEM’s
portfolio (new investments, exits, delays in getting
annual data) lead some of the figures that describe the
development effects of SIFEM’s investments to fluctu-

ate from year to year.

* Third, case studies are conducted on an annual basis
to take a closer look at the effects and value-add of
SIFEM’s investments in specific contexts.?! This is
complemented with impact stories which are also

intended to illustrate the development effects of

ating.??

The main metrics and indicators collected annually by SIFEM for development effects tracking and
reporting are shown below, in relation to their corresponding SDGs:

GENDER
EQUALITY

g

SDG 2 - Zero Hunger
* Food produced
« Farmers reached

SDG 5 - Gender equality

« Share of women ownership -
Business founded by a woman

« Share of women in senior
management

« Share of women on the Board or
Investment Committee

¢ Share of women in the workforce

« Products or services specifically
or disproportionately benfiting
women

SDG 9 - Industry, Innovation & infra-
structure
* Number of subscriptions
(mobile phone, Internet)
« Volume of potable water produced
« Passenger use
* Number & amount of SME loans
« Number of clients/beneficiaries

SDG 12 - Responsible consumption &

production

« Waste disposed through reuse/
recycling (tons)

GOOD HEALTH
AND WELL-BEING

e

10 REDUCGED
INEQUALITIES

VN

(=)

v

SDG 3 - Good Health & Well Being
« Healthcare facilities served

« Caregivers employed

« Patients reached

SDG 7 - Affordable & Clean energy

« Clean energy installed

« Clean energy produced

¢ GHG emissions (for investees with
more than 25,000 tCO2e per year)

¢ GHG emissions avoided during
reporting period

SDG 10 - Reduced Inequalities

* Amount of outstanding microfinance
loans

« Number of outstanding microfinance
loans

SDG 15 - Life on Land
« Forestry managed (hectares)
¢ Planted area (hectares)

1

QUALITY
EDUCATION

DECENT WORK AND
ECONOMIC GROWTH

PARTNERSHIPS
FOR THE GOALS

&

SIFEM’s investments and to provide insights into the
local context in which investee companies are oper-

SDG 4 - Quality Education
« Education facilities served
« Teachers employed

« Students trained

SDG 8 - Decent Work & Economic

Growth

* Employment (Permanent, Temporary,
Outsourced and Construction,
disaggregated by gender)

« Employee Turnover (Involuntary,
Voluntary, disaggregated by gender)

« Formal training provided to
employees

* Number of employees trained and
hours of training

« Grievance Mechanism (number of
complaints)

« Number of serious incidents (no
capital)

SDG 11 - Sustainable Cities &
Communities

¢ Housing units constructed

¢ Number & amount of housing loans

SDG 17 - Partnership for the goals

« Corporate income taxes

 Other taxes and governmental
fees

Note: standard metrics collected for all investments managed by SIFEM essentially capture SDG 5, SDG 8, SDG 9 and SDG 17.

2 http://sifem.ch/impact/case-studies/

22 https://sifem.ch/impact/impact-stories

For sector-specific investments, additional metrics are collected capturing the other SDGs mentioned.
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SIFEM’S THEORY OF CHANGE FOR 2021-24

SIFEM commits to working to maximise the development
effects linked to its investment decisions throughout

the whole investment cycle, from investment analysis,
investment decision-making, to investment management
and monitoring. For this purpose, SIFEM analyses and
monitors the contribution of its investments to four
broad development outcomes, which reflect the strategic
objectives assigned to SIFEM by the Swiss Government?,
and which are fully in line with the 2030 Agenda for
Sustainable Development adopted by the United Nations
in 2015 and with the Paris Agreement on Climate Change.

growth in developing countries and emerging markets.
SIFEM focuses on strengthening local intermediaries

in their capacity to deliver long-term capital to SMEs
and fast-growing companies. SIFEM’s role is thus both
financial (provision of long-term finance) and non-
financial (hands-on advice to financial intermediaries),
and the combination of these two roles contribute to the
sustainability of SIFEM’s outcomes.

ALL SIFEM investments contribute to the overall impact
in the long run, albeit in different ways, as captured by
the different outcomes depicted in the figure below.
Every SIFEM investment contributes at least to the

SIFEM’s performance against the strategic objectives is
assessed each year and disclosed in a special annex of
SIFEM’s Business & Financial reports, available on the

SIFEM website.

SIFEM has used a specific theory of change at the level
of its portfolio since 2018, which is based on a logical
framework model. SIFEM’s theory of change underpins
all of SIFEM’s investments with the logic that financial
intermediation plays a pivotal role for private sector

first two outcomes (economic viability & resilience,
economic opportunities & decent jobs). Furthermore,
some SIFEM investments may also contribute to
additional developments effects captured by outcomes
3 (social inclusion) and 4 (climate change mitigation &
adaptation), depending on the characteristics of each

investment.

The SIFEM outcomes are linked to specific SDGs, as

shown below.

SIFEM'S DEVELOPMENT OUTCOMES AND THEIR LINKS TO THE SDGs

LONG-TERM DEVELOPMENT IMPACT
Resilient economies, inclusive & low-carbon growth, poverty reduction & reduction in inequalities

13 o
ACTION

>

* *

$CORE OUTCOMES

{1 ECONOMIC VIABILITY &
RESILIENCE

Financial intermediaries supported by

¢ SIFEM's investments are expected to be
financially viable, to comply with ESG
standards - including compliance with

+ all local laws and regulations - and be
“Paris-aligned”.

POTENTIAL SDG SUPPORTED

1 PARTHERSHIPS
FORTHEGOALS

1 B 10 s
010 L
2.ECONOMIC
OPPORTUNITIES &
DECENT JOBS

SMEs and other fast-growing private
companies are provided with in-
creased access to long-term capital
and financing through the financial
intermediaries supported by SIFEM.
Increased access to finance unleashes
business growth opportunities and
supports the maintenance and creation
of decent jobs.

POTENTIAL SDG SUPPORTED

'DECENT WORK AND
ECONOMICGROWTH

$3.S0CIAL INCLUSION

Underserved individuals (especially
women), entrepreneurs and busi-

¢ nesses are provided with increased
access to essential goods & services
and to financial services (financial

: inclusion), including through in-
novative approaches and business
models, thereby contributing to the
: long-term reduction of inequalities
and access gaps.

: POTENTIAL SDG SUPPORTED

GOOD HEALTH
ANDWELL-BEING

e

4. CLIMATE CHANGE
MITIGATION &
ADAPTATION

The provision of long-term capital
to businesses contributes to trans-
formative climate outcomes (e.g.
acceleration of the energy transi-
tion, decarbonisation of production
processes, adaptation/resilience
projects), in line with the Paris
Agreement on climate change.

POTENTIAL SDG SUPPORTED

1 CLMATE
ACTION

O

2 The complete list of strategic objectives for the 2021-24 period can be found on SIFEM’s website under the following link:

https://sifem.ch/about-us/strategic-objectives
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The above-mentioned results measurement framework
is used to track SIFEM’s contribution to these different
outcomes.

SIFEM’S IMPACT MANAGEMENT

SIFEM’s current practice of impact management is aligned
with the Operating Principles for Impact Management,
which were developed by the International Finance
Corporation (IFC) and launched on 12 April 2019 at the
World Bank Group Spring Meetings in Washington DC. The
Impact Principles provide a common market standard for
what constitutes an impact investment. They describe

the essential features of managing investments into
companies or organisations with the intent to contribute
to measurable positive social, economic, or environmental
impact, alongside financial returns. Impact considerations
have to be integrated into all phases of the investment
lifecycle: strategy, origination and structuring, portfolio

management, exit, and independent verification. Critically,
the Impact Principles call for annual disclosure as to

how signatories implement them, including independent
verification, which will provide credibility to the adoption
of the Impact Principles.

SIFEM was among the first adopters of these Impact
Principles, committing to manage its impact assets in
accordance with the Impact Principles. As of December
2021, more than 144 investors in 35 countries have
become signatories of this standard, covering more than
USD 420 billion of assets under management.?* SIFEM’s
alignment with the Impact Principles has been confirmed
through an independent verification process carried out in
November 2020.%

IFC OPERATING PRINCIPLES FOR IMPACT MANAGEMENT

@ Define strategic

impact objective(s)

@ Establish the investor's

contribution to the

consistent with the achievement of impact.

: @ Assess the expected

@ Manage strategic impact : impact of each
and financial returns at ~ :

investment strategy

investment, based
portfolio level. on a systematic

approach.

@ Monitor the progress

of each investment

@ Conduct exits,

considering the effect
in achieving impact on sustained impact.
against expectations
and respond appro-

priately.

Review, document, and

improve decisions and

processes based on the
achievement of impact
and lessons learned.

: @ Assess, address, monitor, and manage the potential risk of
negative effects of each investment.

@ Publicly disclose alignment with the Principles and provide regular independent verification of the extent of alignment.

Independent Verification

2 https://www.impactprinciples.org/

 https://sifem.ch/fileadmin/user_upload/sifem/pdf/en/Verification_Letter_IFC_OPIM_SIFEM.pdf
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LATEST DEVELOPMENT HIGHLIGHTS

EMPLOYMENT

DECENT WORK AND
ECONOMIC GROWTH

o

CREATING MORE JOBS WITH
DECENT WORKING CONDITIONS
Through its investments, SIFEM helps

SMEs and other fast-growing companies

to support and create formal sustainable

jobs

910,900

jobs created and supported since 2005

(together with investment partners)?

90%
of jobs within SIFEM portfolio companies

have permanent contracts®

65%
of SIFEM portfolio companies provide training to

their employees®

GENDER

GENDER
EQUALITY

g

CREATING ECONOMIC
OPPORTUNITIES FOR WOMEN
Through its investments, SIFEM
promotes gender equality and equal

opportunities

36%
of the employees in SIFEM portfolio

companies are women®

65%

of the SME loan clients are women®

25%
of SIFEM portfolio companies’ employees

receiving training are women®

ACCESS TO FINANCE &
FINANCIAL INCLUSION

9 A%JSWHIIWATI!I

o

PROVIDING ACCESS TO
FINANCIAL SERVICES &
PRODUCTS

Through its investments, SIFEM
facilitates access to finance to SMEs

and fosters financial inclusion

5.9 mn micro loans
173,300 SME loans
outstanding at the level of SIFEM
partner institutions and their underlying

portfolio companies®®

CLIMATE CHANGE
MITIGATION

13 Sonow

2 4

Notes:

ACCELERATING THE ENERGY
TRANSITION

Through its investments, SIFEM
fosters access to clean energy and to
more efficient energy & resources

management solutions

6,479 GWh

of clean energy produced?

7.6 mn tons
of CO, emissions avoided (together with

investment partners)?

a.Data covers all investments from 2005 until 2020. This is a cumulative figure calculated without pro-rating the share

of SIFEM in the underlying fund investments.

b.For post-August 2013 investments as of end 2020.

c. For investments reporting on this indicator, for instance financial institutions, as of end 2020.

d.For investments reporting on this indicator, for instance renewable energy funds, as of end 2020.

24 SIFEM - Investing in Sustainable Development, 2021/2022 Edition



DOMESTIC REVENUE BROADENING THE LOCAL USD 1,440 mn
MOBILISATION TAX BASE Corporate and other taxes paid locally

17 Poasies SIFEM’s investees and their underlying by underlying portfolio companies®

portfolio companies comply with tax
@ regulations and pay taxes where they

conduct business

PRIVATE INVESTMENT REDUCING THE FINANCING 1to 6.3
MOBILISATION GAP For each dollar invested by SIFEM (fund
17 P SIFEM leverages further private investments), there were USD 6.37 coming

FORTHEGOALS

% investment for development from private investors

Notes:

e. For post-August 2013 investments as of end 2020.The data covers all fund investees as well as funds and financial intermediaries.

f. As of end 2021, calculated without pro-rata attribution. This number simply reflects the proportion between SIFEM’s commitments and
private investors’ commitments in fund investments.

The metrics reported are aggregated across the whole portfolio, with a 5% error margin.
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INTERVIEW WITH BRUNO WENN, EDFI CHAIRMAN

“WE ARE WORKING ON A HARMONISED GLOBAL
STANDARD FOR THE MEASUREMENT OF IMPACT”

EDFI (European Development Finance Institutions) is an association of fifteen European devel-
opment finance institutions (DFls), including SIFEM, which operate in emerging and developing
countries. EDFI was founded by six DFlIs in Brussels in 1992 with the aim to enhance coopera-
tion and facilitate knowledge-sharing between its members and other bilateral, multilateral and
regional DFIs. In the interview below, Bruno Wenn, EDFI Chairman, speaks among other things
about the European development finance environment, the future of EDFI, the challenges arising

from the global COVID-19 crisis, and the opportunities for DFls in the post-COVID-19 period.

Bruno Wenn - First, our association has seen strong
membership growth. We started with six members,
today we have fifteen. Second, the volume of investment
has grown markedly. The combined portfolio of all our
members now stands at nearly USD 50 billion. Third, we
have become much more relevant, thanks to the United
Nations Sustainable Development Goals (SDGs). The
issue of job creation puts the spotlight on the private
sector, which we successfully support. Fourth, we have
succeeded in broadening our connections with similar
organisations such as FinDev in Canada and the DFC in
the US. An example of such a collaboration is the 2X
Challenge, which we have jointly launched with the aim
of strengthening women’s participation in the economy.
We are also in a position to lay down principles that are
adopted by multilateral development banks, for instance
in blended finance. As an association, we conduct joint
training sessions and make a substantial contribution to

the much-needed harmonisation of standards. Lastly, one

other important milestone was the establishment of the
EDFI Management Company (EDFI MC) in 2016, which
operates European Union schemes for financing business
development.

One major challenge was the debate on the European

financial architecture for the promotion of development.

We had to think about how we wanted to position
ourselves as an association and how to bring our
viewpoints into the discussion. As a member of the
so-called “Wise Persons Group”,?® we were able to
make a direct contribution to the debate. The second
challenge was to intensify our collaboration with
similar institutions outside EDFI, where we still have
to develop a common understanding of how we

can work together. A third challenge concerns the
measurement of impact. Uniform standards to tackle
this issue remain an important need. Within EDFI, we
have a common understanding of what impact means.
However, persuading others outside EDFI to share this
understanding is a challenge. Fourth, as we grew, we
have had to adapt our own structures.

Cooperation between members is now very strong and
close. Whereas in the past, it was the larger members
who mainly led the way, today the smaller ones are
also getting involved, bringing their own experiences,
viewpoints and problems to the table. SIFEM may be
one of the smaller members, but it has always taken
on responsibility within EDFI, for instance by actively
participating in task forces, networking groups and on
the supervisory board. SIFEM also took the lead on the
issue of Responsible Tax Behaviour and Transparency.
At EDFI, we benefit from SIFEM’s knowledge and
engagement.

26 This high-level expert group was set up by the Council of Europe in 2019 with the mandate to establish an independent report on possible

options for strengthening the financial architecture for development in Europe.
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Several European countries are currently contemplating
setting up a development finance institution. We

assist with this thought process and we are currently

in discussions with Luxembourg, for example. We are
also ready to make our advice and experience available
to other countries. At the end of the day, of course, we
hope to attract more members along the way. However,
there are a lot of countries in Europe that currently have
no development banks at all, either nationally or for
international activities.

The EDFI Management Company was founded to operate
blended finance facilities for the European Commission,
which we have successfully done. ElectriFl and AgriFl
are highly valued “market development facilities”, as
they are called. The Commission is therefore going to
give us additional funding: almost half a billion euros
for ElectriFl and AgriFl. That makes sense, because

it allows us to finance measures that no other EDFI
member would take on, because the risks are just too
high. Future initiatives will most likely target Africa, for
instance in private equity funding.

EDFI’s unique selling point is that our members

work exclusively with the private sector and have an
immense amount of knowledge in this area, as they have
successfully demonstrated in recent years. Members
operate in some very tough countries, yet they still
manage to achieve a return and have an impact on
development policy. That’s why we play a special role
within Europe and the European institutions, and it’s
also why, for example, 74% of EU funding? for the
private sector in sub-Saharan Africa goes through us.

No, this does not affect our relations with the EU,
because it is clear that these three non-EU members
cannot use European Union instruments. Having non-EU
members in EDFI is also a big plus: it makes our network
even stronger.

Both must be done. EDFI’s substantial growth rate,
which has averaged 10% per year over the last ten years,
must be maintained. To do this, our members need
additional capital and guarantees from their owners. But
we also need to mobilise more private capital. In the
long run, we ought to be able to sell DFIl investments as
a distinct asset class. In other words, private investors
would buy into DFIs’ knowledge of how to make
investments that are risk-managed, generate good
returns and rank as development policy successes. To
achieve that, however, we need to keep growing because
big investors aren't looking for the USD 5-20 million
tickets we are used to, but for USD 50-500 million.

EDFI has not addressed this issue to date, since the
Chinese development policy largely concerns the public
sector. My own assessment of the Chinese involvement
in Africa is somewhat ambivalent. On the one hand, | can
see that African public debt has gone up dramatically

as a result of Chinese investments. The macroeconomic
benefits of investing in a road, for example, can be
reaped more slowly than the rate at which the debt has
to be serviced. On the other hand, China’s substantial
engagement has shown that Africa is a continent of

27 Europe in the World: The future of the European financial architecture for development (Wise Persons Group Report), Council of the European

Union, p. 45, https://www.consilium.europa.eu/media/40967/efad-report_final.pdf
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opportunity, while in Europe, Africa is still very much
perceived as a continent of risk. The roads, ports and
railways built with Chinese support have opened up
market opportunities for private companies. This
interest in Africa is also good for us, as it makes it easier
to find private investors who want to work together with
us in Africa.

On average, our members mobilise some six to seven
billion US dollars of private capital every year. Some of
our members also have specific targets in this regard.
EDFI has an institutional partnership with the Climate
Finance Leadership Initiative (CFLI), which includes
several major players such as AXA, Bloomberg and
Goldman Sachs. They are all looking for sustainable,
impact-oriented investments in developing countries
and have come to us because we have the experience
they need.

In late 2020, we succeeded in forming a coalition for
MSMEs in Africa. This includes the members of EDFI,
FinDev Canada, the DFC (USA), the African Development
Bank, the West African Development Bank and the
Islamic Development Bank. The coalition has a very
strong focus on young businesses and especially on
women. The 2X Challenge has also proved to be a

very successful platform in this crisis. Since it was set
up, it has raised several times the amount it originally
targeted. Lastly, we are also seeing substantial growth
in the proportion of women-oriented finance among our
members.

The effects did indeed vary. In Africa, for instance,

cash flows suddenly turned negative. In many African
countries, we also saw how lockdowns imposed in

the absence of adequate social and economic support
indirectly led to serious problems. In our estimation,
Africa has been more badly affected than Latin America
or Asia. However, a number of our members who have
very close relations with Latin America or Asia have also
expanded their involvement there in connection with
the crisis.

The major development banks are heavily involved

in the COVAX initiative, which aims to ensure access

to COVID-19 vaccines. Meanwhile, our members

are providing support for vaccine manufacturing,
especially in Africa. We are helping to build commercial
organisations that can produce vaccines and other
pharmaceutical products. Our members are also involved
in the construction and maintenance of hospitals, as
well as in logistics. Logistics is really a major challenge.
In the Democratic Republic of Congo, for instance,
large volumes of COVAX-supplied vaccination kits had
to be destroyed because the lack of cold chains made

it impossible to distribute them throughout this vast
country.

COVID-19 has not changed the focus of our strategy.
On the contrary, it has reinforced it. We are continuing
to focus on the harmonisation of standards and on
intensifying cooperation, not only within EDFI but also
beyond it, with the European institutions, which have
become even more important to us.

We have always helped our customers to develop
business models that are financially, environmentally
and socially sustainable. EDFI has a leadership

function in this area. In the midst of the COVID-19
crisis, some of our members helped their customers
make their business models even more resilient.

Skills development, for instance, plays an important
role here. We encourage businesses to invest in the
ongoing training of their workforces. A more qualified
workforce enables firms to steer through the challenges
of the future more effectively. With regard to cutting
greenhouse gas emissions, we agreed on an ambitious
policy statement at the end of 2020. We have gone
further than other similar institutions and have set the
target of being in line with the Paris Climate Agreement
by the end of 2022 and restructuring our entire portfolio
by 2050 at the latest. Of course, we have chosen to exit
from financing coal and oil. Nevertheless, the private
sector needs a reliable energy supply with 24-hour
availability. Some countries also have quite limited
opportunities to rely on renewable energy at this stage.
Intermediate solutions therefore need to be found, and
we still see an important role for gas in that regard.
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Firstly, the EDFI members agreed among themselves

on a harmonisation initiative in 2019. The latter is

very ambitious and covers five key areas of the United
Nations Sustainable Development Goals (SDGs):

gender equality, economic growth, decent work, social
inequality and climate. We have made great progress in
agreeing standards for measuring development impacts.
However, many different standards still exist around the
world. A local partner working together with several
DFls shouldn’t have to use and master five to seven
different systems. For this reason, we also established

a steering committee in 2019 together with the IFC
(private sector investment arm of the World Bank
Group) and the GIIN, the global association of impact
investors, with the aim of harmonising standards. To
begin with, we have managed to harmonise indicators in
relation to jobs, gender and climate. For those areas, we
now have joint impact indicators. And we are working
progressively on other areas, with the aim to produce

a harmonised global standard for the measurement of
impact that would become a reference for reporting,
following the same model as financial reporting. We
want to continue to be a leader in this area, because we
have the experience of what is practically possible and
what is not.

From a development policy point of view, | am afraid
that we will be needed for some time to come and will
probably be needed even more in the future. Many of
the UN Sustainability Goals (SDGs) will not have been
achieved. In the future, there will also be an even
greater focus on the Least Developed Countries (LDCs).
Countries in this group are characterised by fragile
systems and post-conflict situations. In other words,
DFIs have to take even more risks to demonstrate that
the private sector can contribute to the development
of these countries even under extremely difficult
conditions. This is a major challenge.

FACTS AND FIGURES ABOUT EDFI - EUROPEAN
DEVELOPMENT FINANCE INSTITUTIONS

FACTS 2020
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INTERVIEW WITH DR HATEM DENGUEZLI, LAND'OR CEO (AFRICINVEST - MAGHREB PRIVATE

EQUITY FUND MPEF V)

“WE HAVE MAJOR EXPANSION PLANS IN

SUB-SAHARAN AFRICA”

In 2017, SIFEM invested EUR 10 million in Maghreb Private Equity Fund (MPEF) IV, the fourth fund
in this series from Africinvest, an independent private equity fund manager that specifically fo-
cuses on Africa. In 2018, MPEV |V invested in the Tunisian company Land’Or, which produces fresh
cheese and spreadable cheese. The following interview with Dr. Hatem Denguezli, co-founder
and CEO of Land’Or, covers various topics related to the development, strategy and management
of the company and also addresses the impact of the COVID-19 crisis. Dr. Hatem Denguezli has
run Land’Or since it was founded in 1994. The company has been present in Morocco since 2013
through a commercial subsidiary. In 2020, it embarked on a plan to open a production site there,
which is expected to be up and running by early 2022.

H. Denguezli - Myself and my fellow co-founder are
veterinarians. | specialised in surgery on large animals
and my colleague specialised in agrifood. After an initial
foray into halal meats, which unfortunately did not work
out due to the mad cow disease, we set up a cheese
company. With Africinvest’s support (Tuninvest at the
time), we began producing spreadable cheese under an
industrial assistance contract with an Austrian cheese
maker. Since then, Land'Or has been able to overcome

a number of obstacles to become a successful and
financially sustainable company.

The market has grown threefold in the last 30 years
and still holds a lot of potential. Tunisians consume less
than three kilogrammes of cheese per year, whereas
Europeans consume seventeen kilogrammes, almost six
times more.

We opted for innovation, which is now part of our

DNA. For example, we introduced grated cheese to

the Tunisian market. We also developed cheese slices,
which are used in the food service sector, and created
fifteen-gram snacks as well as melted cream cheese.
Land’Or is number one in Tunisia in the cheese products
sector in terms of volume, and we rank second in terms

of revenue. We have two competitors, one of which is
a Tunisian family group and the other the leading dairy
producer in the country.

At the time, we were undercapitalised and saw the IPO
as a way to get out of that situation. | do not regret
the IPO experience, but we are a little disappointed by
the obtained results. For instance, in our last capital
increase, the stock exchange only participated to the
tune of 5%.

They supported us throughout our journey. We share
the same values and they are always attentive to our
concerns and very logical in their thought process. We
industrialists like to take risks, whereas the financiers
prefer to err on the side of caution. Excessive risk-taking
should be avoided, as should excessive caution. That
makes us a good fit!

We set up a commercial subsidiary in Morocco in 2013.
At the time, Tunisia was experiencing its “Arab Spring”
and Libya had become too unstable, prompting us to
seek other options. There were limited prospects in
Algeria because the legal framework did not allow
foreign investors to acquire majority stakes in Algerian
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companies. In contrast, Morocco offered attractive
investment opportunities and a large domestic market,
three times the size of the Tunisian market. Today,
exports to Morocco account for 40% of our revenue.
However, we realised that it made even more sense to
produce on site, which is why we are investing in a local
factory that should be up and running soon. This is a
major step for Land’Or.

We have some major expansion plans in Sub-Saharan
Africa for the coming years, but this means that we will
have to adapt our product line. Cheese consumption

is very low in Africa, except in North Africa. There are
two reasons for this. Firstly, eating habits in Africa do
not include cheese, and secondly, it is still an expensive
product. We are already working with foodservice
operators, and we are considering branching out into
sauces for example. This strategy should enable us to
gradually gain a foothold in different markets and create
new eating habits. The Tunisian plant will focus on the
Tunisian, Libyan and Middle Eastern markets, while the
Moroccan plant will cater for the Moroccan market and
Sub-Saharan Africa.

We have two certifications: FSSC 22000 Food Safety
System Certification and HACCP (Hazard Analysis and
Critical Control Points) certification, which is another
widely accepted international standard. We are very
attentive to overall quality in our production processes.
It is worth mentioning that Kraft Heinz, the world's 5th
largest agrifood group, outsourced production to us in
2018 and 2019. Producing for the Kraft brand puts us
under a great deal of pressure to deliver products of
the highest standard. Moreover, in the Middle East and
Africa, we were the only company to be audited and
accepted by Kraft.

Yes, Land’Or was permitted to continue operating during
the pandemic in strict compliance with public health
measures, to ensure food availability. Despite the crisis,
2020 marked the strongest growth in our history. The
dairy products market flattened out, but we managed

to bite off market share from our competitors, mainly
thanks to the mutual trust we have built up with our

suppliers. This meant that we were able to deliver our
products without hindrance.

Not at all. On the contrary, we had to recruit 133
temporary workers between 2020 and 2021, who are still
on the payroll as we speak.

In Tunisia, it is not hard to find suitable candidates. We
have yet to see if the same can be said of Morocco. We
have three types of in-service training programmes:
in-house training, training provided by specialised
external agencies, and foreign training sessions with
our international suppliers. We are ISO 9001-certified
and FSSC 22000-certified. This requires us to have a
modicum of training in place. We attempted distance
training during the COVID-19 crisis, but it has not been
ideal. We are therefore waiting for the resumption of in-
person training.

18 to 25-year-olds currently make up 11% of our staff,
and the apprenticeship programme is mandatory. This
programme is our main channel for hiring young workers.
Depending on their capabilities, an individual may be
given the opportunity to move to a fixed-term contract
and, ultimately, a permanent contract.

| see automation as a huge opportunity, because it is
clear that some tasks are particularly hard for workers.
Packing bags of grated cheese in boxes for eight hours
straight is not very rewarding. A machine could perform
such repetitive tasks. The challenge will be to change
workplaces in order to best harness workers’ skills.

There are lines that must not be crossed at Land’Or. First
of all, people must be respected at all times. Everyone
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must be respected, regardless of whether he or she

has committed an intentional or unintentional error for
example. There is no hierarchy among humans. There is
only a professional hierarchy. Secondly, employees’ rights
must be respected by promoting safety in the workplace
and ensuring the protection of all workers.

We are 20% above the market. Our salaries average EUR
300 per month.

Land’Or is committed to reducing its environmental
footprint. Our new plant in Morocco, for example,

will have state-of-the-art refrigerated production
equipment capable of keeping CO, emissions to a
minimum. In Tunisia, we have tried to reduce our
electricity consumption through cogeneration. However,
Tunisian law does not encourage manufacturers to use
cogeneration to any significant extent. We are also
working to reduce our water consumption as much as
possible, by using a closed-circuit equipment cooling
system for example. But we need to do more. We

are keenly aware of this. The entire dairy industry is
facing major environmental challenges, beginning with
livestock farming. In fifty years from now, it is highly
likely that we will be facing a shortage of meat and milk
and will need to turn to plant-based alternatives that
are less water-intensive. Plant-based protein is still a
small market with a “health” angle, but | think that in

a few decades it will become the mainstay of human
food. This is a global trend and has prompted us to enter
negotiations with a soybean producer to prepare the
food production of the future.
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WHAT IS SIFEM?

The Swiss Investment Fund for Emerging Markets (SIFEM) is the Swiss Development Finance
Institution (DFI). It is owned by the Swiss Government and is an integral part of the instruments

of economic development cooperation. SIFEM is specialised in providing long-term financing to
small and medium-sized enterprises and other fast-growing companies in developing and emerging
countries, focusing on the priority countries of Switzerland’s development cooperation. This helps
to create and secure more and better jobs and reduce poverty while also contributing towards the

integration of these countries into the global economic system.

WHAT IS THE ROLE OF ADEVELOPMENT FINANCE
INSTITUTION (DFI)?

DFls are government-backed institutions that provide
finance to private sector companies in developing

and emerging countries. They have a double mandate
to generate development impact as well as financial
profitability. Indeed, only profitable companies will be
able to generate lasting development effects on people
and society. As a complement to traditional aid and
public sector loans, DFls are one of the key channels
for development finance from donor countries to
beneficiary countries.

DFls can help sustainably shape the private sector in
developing countries, where companies tend to have
insufficient or inadequate access to finance, and as

a result are hampered in their growth, technological
innovation and job creation.

DFls also have a key demonstration effect for private
investment flows. Compared to the majority of private
investors, which only operate in developed markets,
DFls have a higher risk tolerance, a longer-term
investment horizon and a successful track record in
difficult markets. DFIs will typically remain invested
in projects for an extended period of five to 10 years,
or even longer. At the end of the investment period,
the proceeds of the investment - including the profits
- are then reinjected into other investments. Finally,
when global economic conditions deteriorate and when
the risk appetite of international investors vis-a-vis
emerging markets weakens, DFIs can play a useful
role in acting in a “counter-cyclical” way, that is, in
continuing to invest in those markets.

THE ASSOCIATION OF EUROPEAN
DEVELOPMENT FINANCE INSTITUTIONS (EDFI)

In 1992, seven European DFls agreed to establish
the Association of European Development
Finance Institutions (EDFI),? based in Brussels,
to strengthen cooperation and to facilitate
knowledge-sharing and learning among DFls.
Other European DFls progressively joined

the Association and today, the organisation
includes fifteen members, including SIFEM. The
consolidated investment portfolio of EDFI was
USD 52 billion across 6,140 investments as of
December 2020.

HOW DOES SIFEM WORK?

SIFEM provides long-term financing to small

and medium-sized enterprises (SMEs) as well

as other fast-growing companies in developing
and emerging countries by investing in local

or regional risk capital funds, or by providing
credit lines to local banks and other financial
institutions, often in collaboration with other
DFls and private investors. SIFEM invests around
USD 80-100 million each year in new operations?.
Investing through local funds and financial
institutions is in general a more efficient solution
than providing direct support to individual

SMEs. This investment strategy contributes to
strengthening the local financial and capital
markets in developing countries and emerging
markets, which are important development
facilitators.

28 Association of European Development Finance Institutions (EDFI), www.edfi.eu

2 The historical list of investments made by SIFEM over time can be found on SIFEM’s website under the following link: https://

sifem.ch/investments/portfolio, or in SIFEM’s Business & Financial reports issued on an annual basis.
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SIFEM is working together with fund managers and
financial institutions not only to deliver relevant
financing solutions, but also to add value to local
businesses. In fact, SIFEM’s role goes beyond the
provision of long-term finance: for example, it seeks
to strengthen the capacity of local fund managers

or financial institutions to manage environmental,
social and governance risks at the level of their
underlying portfolios. This is especially important when
considering investing in high-risk companies from a
social or environmental perspective, such as those
operating in the infrastructure, forestry, construction,
and heavy industry sectors. SIFEM needs to make
sure that the risks are not only understood but also
appropriately addressed.

At the operational level, SIFEM’s modus operandi

is similar to the way other bilateral development
cooperation actors implement their projects: most
traditional development cooperation projects financed
by Switzerland are implemented by local partners or
local teams of professional development organisations
(NGOs, foundations, multilateral and UN agencies).

In the case of SIFEM, those local partners are fund
managers or local financial institutions such as SME
banks or microfinance

institutions.

M SIFEM Priority Countries

Other eligible Countries

IN WHICH COUNTRIES IS SIFEM ACTIVE?

SIFEM closely follows the geographical priorities

of Switzerland’s development cooperation but also
requires some flexibility to diversify its portfolio risks.
SIFEM’s investment universe includes all developing
and emerging markets with a Gross National Income
(GNI) per capita smaller than USD 7,065 (in 2021), as
shown in the chart below.

As of December 2021, around two-thirds of SIFEM’s
investments targeted Swiss priority countries

for development cooperation (State Secretariat

for Economic Affairs, SECO and Swiss Agency for
Development and Cooperation (SDC)), thereby
complementing the offerings of both SECO and SDC
via their respective programmes. Complementarity
is sought particularly in relation to private sector
promotion measures, which improve financial market
infrastructure and the business environment in the
target countries.
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CORPORATE GOVERNANCE

SWISS CONFEDERATION

Y IXTTTTTITE

SIFEM

INVESTMENT
COMMITTEE

AUDIT
COMMITTEE

PARLIAMENT FEDERAL COUNCIL
SECO

100% owner

Y IEEERRTRRTE:

Management Agreement

INVESTMENT
FUNCTIONS

OBVIAM

EXECUTIVE
COMMITTEE

FINANCE
FUNCTIONS

ENABLING
FUNCTIONS

SWISS CONFEDERATION

SIFEM AG is a private limited compa-
ny, the shares of which are 100 per
cent owned by the Swiss Confed-
eration. The shareholder rights are
exercised by the Federal Council. It
defines SIFEM’s strategic objectives,
usually for a four-year period. Acting
on behalf of the Swiss Government,
the State Secretariat for Economic
Affairs (SECO) is responsible for the
control and oversight of SIFEM. SECO
conducts regular controlling and
portfolio review meetings with the
SIFEM Board and Obviam. An over-
sight concept and supervisory frame-
work ensure that SIFEM is investing
in line with its remit.

SIFEM

The Board of SIFEM is responsible for
investment decisions and other ex-
ecutive management tasks. As per its
Organisational Regulations, the Board
has delegated certain responsibilities
to two committees: the Investment
Committee and the Audit Committee.
Investment and divestment decisions
are delegated to the Investment
Committee. The Audit Committee
validates valuations of SIFEM in-
vestments, reviews SIFEM’s financial
accounts and related matters, and
liaises with the auditor. SIFEM does
not have any employees besides the
part-time Board secretary.
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OBVIAM

The management of SIFEM’s invest-
ment portfolio and its day-to-day oper-
ations have been delegated to Obviam,
an independent company specialised
in impact investments in developing
countries and emerging markets.

This facilitates the raising of third-
party capital by Obviam, thus fulfilling
SIFEM'’s objective of mobilising private
investments into target countries,
while shielding SIFEM and the Swiss
Government from Lliability risks.



SIFEM BOARD MEMBERS

JORG FRIEDEN SUSANNE GROSSMANN DOMINIQUE

Chairperson of the Board, Vice-Chairperson of BIEDERMANN
Chairperson of the the Board, since 2014, Member of the Board, since
Investment Committee, Member of the Investment 2021

since May 2018 Committee, since 2011

JULIA BALANDINA GEOFF BURNS ANGELA DE WOLFF
JAQUIER Member of the Investment Member of the Investment
Member of the Investment Committee, Member of Committee, since 2017
Committee, since 2011, the Audit Committee,

Chairperson of the Audit since 2014

Committee, since 2014

KATHRYN IMBODEN A biography of the members of the
Member of the Investment SIFEM Governing Board can be found
Committee, since 2014 on the SIFEM website:

www.sifem.ch/about-us/board
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PORTFOLIO OVERVIEW 2021

16 % 7% 35%

LATAM CEE & CIS Africa
- 10% 33%
Global Asia

INSTRUMENTS*

13% | 60 %
Other Financial | Growth Capital Funds
Intermediaries

8 % 3%

Microfinance (o) Infrastructure
16 /0 Funds

Current Income
Funds

LARGEST COUNTRY EXPOSURE (PAID-IN)

9%

> India

8%
> Kenya
' 7%

> Cambodia

48%
> Other
countries

5% each

> Peru
> Indonesia

4% each

>

3% each > South Africa
>Mongolia > Nigeria
> Vietnam
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COUNTRIES WITH SIFEM INVESTMENTS (CAPITAL)

INVESTED PER SECTOR

NUMBER OF COMPANIES INVESTED CAPITAL
PER SECTOR EXPOSURE PER SECTOR

37 HE /o icvttore fshing and forestry [ 4%
60 Basic materials 1 1%
110 Industrial goods 2%
4) Consumer goods B 8%
O Construction | 1%
O oo oveesory [ 11%
24 N Technology B 3%
54 T Healthcare Bl 8%
108 Communications 12%
25 Industrial services 7%
41 Consumer services B 6%
20 Education B 4%
153 I - neisic N 42%
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