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Distinguished Reader,

Since ancient times, people around the world have devoted personal wealth,
time and energy to social causes. However, in terms of ambition levels and abil-
ity to make an impact, the field of global philanthropy is entering a new phase.
In 2008, we want to take a closer look at the core drivers in this field of forces.

In 2006, wealthy individuals worldwide gave US$ 285 billion to philanthropic
causes. A wide range of motivations drives their philanthropic actions. Often,
they are private and personal: a passionate interest, a quest for a deeper pur-
pose in life, a sense of gratitude or duty to society, empathy for the fate of
others, a tradition built on family values, or a life-changing experience. Tradi-
tionally, philanthropists therefore often acted alone, and brought their consid-
erable vision and financial resources to bear on a specific issue.

But given rising ambition levels, and as social problems as well as the ability to
address them “globalize,” a keen interest in partnering with others is catching
on in the global philanthropic community. We are witnessing the emergence
of veritable “change communities” — groups of experts and wealthy individu-
als who collaborate toward a common philanthropic objective, committing fi-
nancial resources, personal networks, and know-how.

This phenomenon deserves a closer look. “Building change communities” will
be the guiding theme of our 2008 UBS Philanthropy Services knowledge ex-
change platforms around the world. As we seek to assist you in being effec-
tive, we aim to shed light on when to best act on one’s own and when to co-
invest with peers. To do so, we need to consider three dimensions of collabo-
ration that play a defining role in today’s philanthropy.

First, more and more philanthropists are supporting social entrepreneurs, who
set up micro-lending and other schemes that have helped thousands over-
come poverty. Through this initiative, they debunked the belief that the poor
are not creditworthy. Social entrepreneurs are leaders in different fields of so-
cial change, using innovative approaches or market mechanisms to attain their
goals. In spite of numerous successes, many challenges remain ahead. Take
the case of the lack of access to health insurance schemes for the poor around
the world — thirty years ago the poor were considered to be non-bankable. To-
day they continue to be seen as “uninsurable.” There is also scope for change
communities to address the structural barriers to financing social entrepreneurs.
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Second, more and more philanthropists want to invest their foundation en-
dowments in ways that are directly aligned with their philanthropic mission,
yet create enough financial returns to be able to fund social programs in the
long run. In principle, the role of foundations as providers of society’s risk cap-
ital is straightforward. But in practice, foundation investment policies tend to
be risk averse and often undercut maximum possible social impact. Investor
preferences and financial innovation are changing foundation asset manage-
ment. There is growing interest in asset classes with various risk-return charac-
teristics. Foundations are also realizing that too little of their endowment is in-
vested in alignment with the social causes they pursue. The most innovative
are experimenting with “mission investing”: investing a part of the endow-
ment in order to achieve both financial and social returns.

Finally, donors do not just consider pooling foundation assets and becoming
closely involved with grantees on a bilateral basis, but also coordinating their
actions through donor collaboratives. Traditionally, it has been rare for the ten
largest funders to a specific cause to know each other and co-invest. But this
is now changing. Increasingly, philanthropists adopt a problem-solving ap-
proach and ask: who needs to be in the room and with whom do we need to
partner to turn the tide on a complicated social issue such as HIV/AIDS or cli-
mate change? They then reach out through personal and expert networks to
assemble donor collaboratives or social investor clubs.

As we celebrate the fifth year of advisory services and philanthropy events
around the world, as well as the fifth edition of the Visionaris Social Entrepre-
neurship Awards in Latin America, the 2008 edition of Viewpoints takes a sys-
tematic look at how philanthropists construct new philanthropic realities,
building change communities where appropriate. We will inquire into some of
the core drivers of effective philanthropy, as well as new developments in is-
sue areas ranging from conflict resolution to sanitation.

Section one asks: when is a change community useful in constructing a dura-
ble philanthropic reality, and what are some of the dilemmas a philanthropist
has to face? De facto, philanthropists increasingly become architects of care-
fully considered social change experiments. So when does it make sense to go
it alone? And when should one partner, building a change community? Who
do | need to include in order to turning the tide on a complex, multidimen-
sional social issue?

Sections two and three look into the prospect of a systematic approach to phi-
lanthropy in a variety of different fields that are moving up on the agenda,
namely conflict resolution, climate change, commodity businesses, human
rights, access to technology, micro-insurance, and sanitation.

Section four explores some of the building blocks of institutionalizing a philan-
thropic legacy, for example by involving other players such as the public sector
—or deliberately choosing not to go for the long run, as is outlined in the case
of Atlantic Philanthropies’ “limited-life philanthropy.”

Section five looks ahead, examining two issues that are weighing ever larger
on philanthropists’ minds: how can | align financial investments and philan-
thropic objectives, designing viable solutions in scale, and how to make sure
the resources distributed reach the right people on the ground?

Once again, we are privileged to feature contributions from a group of high-
powered philanthropy writers. It is our ambition to open doors to a unique
blend of philanthropic insights to our readers. We therefore hope that reading
this report will be both an enjoyable experience, and useful as you continue on
your personal philanthropic journey — continuously translating your personal
philanthropic aspirations into effective action, both in the short and in the
long run.

We thank all authors for sharing their personal experiences, views, and
thoughts so generously.

M

Maximilian Martin Andreas Ernst
Global Head, Deputy Head,
UBS Philanthropy Services UBS Philanthropy Services
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By Maximilian Martin
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Introduction

People have committed personal financial resources and pas-
sions in the pursuit of the common good since time immemorial.
Today, the field of philanthropy seems to be approaching a turn-
ing point in terms of ambitions and capabilities. Globally, there
are now over 85,000 individuals who own more than US$ 30
million. In line with the growth of individual wealth, popular in-
terest in philanthropy has also risen dramatically over the past
two decades (cf. figure 7).
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Figure 1: Rising Coverage of the Term Philanthropy in the News Media,
1986-2006 (Source: calculated with data from Google News)

As they reshape social realities, many philanthropists realize that
not everything can be accomplished alone. Increasingly, philan-
thropists therefore start to build “change communities” — groups
of experts and wealthy individuals who collaborate toward a com-
mon philanthropic objective, committing financial resources, per-
sonal networks, and know-how. Depending on cause and ambi-
tion level, coordinating one’s actions through such a donor collab-
orative or social investor club can be either highly rewarding or a

waste of time. Traditionally, it had been rare for the ten largest funders to a
specific cause to know each other and co-invest. This is now changing. As they
construct new social realities, philanthropists increasingly adopt a problem-
solving approach and ask: who needs to be in the room and with whom do we
need to partner to turn the tide on a complicated social issue such as a HIV/
AIDS or climate change?

In addition to considering engaging peers in solving complex social problems
by building change communities, philanthropists implicitly or explicitly position
themselves vis-a-vis the following two issues:

If and how to go beyond grant-making, and
If and how to align financial investments with philanthropic objectives.'

Both subjects were discussed in previous editions of Viewpoints. Of course, to
be truly effective, today’s and tomorrow’s philanthropists need to factor in an
underlying transformation into their social change equations: profound orga-
nizational change affects the nonprofit sector as it globalizes. Part, but not all,
of this change can be subsumed under the heading social entrepreneurship.
Similar to organizations in the private and the public sector, grant-making and
grant-seeking nonprofits operate today in a globalizing field of forces to which
they need to respond by redesigning and restructuring their core activities and
value chains. What are the implications for civil society organizations’ (CSOs)
ability to be effective partners in a change community on any given social or
environmental issue?

In the late nineteenth century, the pressures stemming from the rapidly rising
scale of industrial organizations led to wide-ranging changes. Industrialization
created demand for investment capital on a scale that individual business
owners were unable to satisfy. Economies of scale favored large organizations
such as Standard QOil or J.P. Morgan. One of the results of industrialization was
the shift away from the traditional manager-owner model; another was the
emergence of demand for all sorts of professional services, especially accoun-

' More and more philanthropists want to invest their foundation endowments in
ways that are directly aligned with their philanthropic mission, yet create enough fi-
nancial returns to be able to fund social programs in the long run. See UBS Philan-
thropy Services Matrix Group paper “F4F - Finance for Foundations” (2007).
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tants, managers and lawyers; a third the creation of a new model of ambitious
philanthropies.?

An analogous qualitative shift is happening today in the field of philanthropy.
Global problems to be solved through strategic philanthropy are increasingly
multi-jurisdictional, and require capital and know-how on an unprecedented
scale. Take, for example, the field of climate change and smart allocation of
philanthropic resources, as proposed by the initiative Design to Win. An invest-
ment roadmap for philanthropists aiming to tackle climate change, Design to
Win was developed in 2007 by California Environmental Associates (CEA) on
behalf of six major US foundations.? Its recommendations focus on carbon
policy and interventions in five key sectors around the world — power, indus-
try, buildings, transportation and forestry — estimating that targeted philan-
thropic funding could mitigate 11 gigatons of annual CO, emissions. However,
this would require well-targeted philanthropic funding of US$ 525-660 million
per annum — as compared to current funding of US$ 176 million.

Responding to the complexity of social and environmental challenges, we thus
increasingly witness the preeminence of collaborative and professional ap-
proaches to philanthropy. They complement the longstanding volunteer-philan-
thropist model in which a foundation is essentially run by volunteers who meet
periodically at board meetings to distribute grants to nonprofit organizations.

As philanthropists become more collaborative and strategic builders of social
change, it is critical to understand how the fundamental properties of the
grantee organization as their main lever of intervention are changing. Since
the early 1980s, globalization has reshaped business organizations and gov-
ernment in profound ways. Just like any other organization, today’s philan-
thropic organizations need to come to grips with the following three trends:
expansion of the general managerial project and the rise of entrepreneurship,
changing control structures, and redrawing of organizational boundaries.

2 See, Maximilian Martin, “Between Entrepreneurship and Surveillance.” Entwick-
lungsethnologie 11(1): 83-110, 2002.

3 David and Lucile Packard, William and Flora Hewlett, Doris Duke, Oak, Joyce, and
the Energy Foundations. CEA, a San Francisco-based consulting firm, surveyed the
scientific literature and sought the input of more than 100 of the world’s leading ex-
perts on energy and climate change, prioritizing potential investments according to
mitigation potential and ability to prevent ‘lock-in’ of greenhouse gas emissions. For
the full report, see http://climate.ncat.org/docs/Design_to_Win_8_01_07.pdf.
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For much of the twentieth century, both technical and managerial professions
were able to expand their autonomy and increase their status. But since the
1980s, a managerial logic has begun to govern the prerogatives of some tech-
nical professions. Think of health management organizations (HMOs) taking
over the healthcare market, displacing medical doctors’ traditional fee-for-ser-
vice mode of operation. A similar logic is at work in the field of philanthropy —
as the very prominence of the term “social investment” highlights. While such
cost-benefit logic is most easily applied to the delivery of social services, it is
now increasingly used for other social causes as well.

A look back is instructive: organizational de-layering, restructuring, and reen-
gineering have transformed business since the 1980s, producing overall flatter
hierarchies with less middle management, but also greater differences in com-
pensation levels among individuals perceived to be rainmakers and the overall
workforce (hence the “war for talent” to source individuals with scarce skills).
As the philanthropic space professionalizes, similar forces are at work in the
social sector. Already, a growing influx of MBA trained professionals into the
nonprofit sector is noticeable. There is a growing sense that to be successful
philanthropic foundations need to attract a critical mass of talent. Inside an
organization the emergence of professional philanthropic structures on a con-
siderable scale results in interesting interaction patterns between traditional
nonprofit staff and business professionals.

To be effective, however, the business of social change also requires real entre-
preneurs. Charismatic and opportunity-oriented, they enjoy enormous credibil-
ity among the target beneficiary population in the field and can come up with
out-of-the-box solutions. Civil society is becoming more entrepreneurial. Many
philanthropists are intrigued about the possibilities of such “social entrepreneur-
ship” — supporting people like Muhammad Yunus, the founder of the Grameen
Bank, who debunked the myth that the poor are not creditworthy, and set up
micro-lending schemes that helped many overcome poverty. Social entrepre-
neurs are grassroots agents who use innovative approaches or market mecha-
nisms to foster social change. They develop ways to reduce the cost of intraocu-
lar lenses needed for cataract operations from US$ 100 to US$ 5, or schemes to
make loans at affordable interest rates available to women who need to finance
their inventory of produce or undertake productive investments, or develop
adapted technologies for poor farmers. But many “market frontiers” remain to
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be cracked. For example, consider that while thirty years ago the poor were seen
as non-bankable — today they are still widely perceived to be uninsurable.

What does the rise of entrepreneurship in the citizen sector mean for philan-
thropists with a collaborative mindset? Clearly, it is important to realize that
the boundaries of the managerial project differ in civil society and in business.
Unlike in business, to motivate staff in a social enterprise setup one cannot
simply appeal to potential financial rewards derived from serving the poor
profitably. On the contrary, the “glue” on which motivation and effective col-
laboration hinge consists of helping other less fortunate members of society,
ideally by truly empowering them economically and socially as opposed to
treating symptoms only. For philanthropists, the rise of an entrepreneurial citi-
zen sector offers new prospects of collaboration — with often less antagonistic
players than old-style social activists, as well as the option to seed fund initia-
tives that have a potential to unleash an autocatalytic process in which they
self-scale because excluded segments of the population can often be served
profitably once critical scale is reached, as in the case of microfinance. Howev-
er, two points of caution are on order. First, not every innovative socially entre-
preneurial initiative is ultimately successful — often one deals with serial social
entrepreneurs who succeed in some, but not all cases. Second, scaling such
initiatives typically takes much longer than in business — philanthropists are
thus well advised to also partner with other perhaps less entrepreneurial and
innovative players which can offer immediate scale, such as the public sector.

Not only has civil society become more businesslike, but it is also borrowing
control structures from the private sector. The pyramidal, hierarchical logic
that governed most managerial work in business prior to the 1980s has been
replaced by structures mimicking autonomous professional organizations, in
which professionals organize themselves as a community of equals. This pro-
cess is currently under way in the nonprofit sector — hence the enormous suc-
cess of fellowship schemes such as the Ashoka network.

4 See www.ashoka.org
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However, the network approach — where funding either goes to umbrella or-
ganizations which then reallocate to individual members, or the umbrella or-
ganization ultimately supplies a quality seal that influences philanthropists’ re-
source allocation decisions — creates new challenges in the field of governance
and the need for more sophisticated risk management frameworks.

At the level of signaling to donors, more and more nonprofits seek to meet
such needs through ISO type accreditation procedures, or NGO benchmarking
standards. Such “seals” help philanthropists to navigate the staggering com-
plexity of the nonprofit sector. For philanthropists who seek to fund or even
create multi-player alliances that include civil society organizations it is impor-
tant to understand which level of scrutiny such a seal really entails, and the
confusing plethora of certification “standards.” At one end of the continuum
are standards such as ISO 9000 and the SGS NGO benchmarking standard,
which establish baseline “best practices” for overall institutional management,
transparency, and integrity management. Moreover, many certifications were
created to address specific donor and consumer concerns. For instance, the
ISO 14000 series of standards address environmental management issues in
organizations — both for- and non-profit. And at the other end of the spec-
trum are issue-specific standards that are often established by civil society or-
ganizations themselves to increase legitimacy while optimizing workflow.

At the organizational level, many larger, internationally active, nonprofits are
in the process of implementing risk management functions, policies and struc-
tures. Borrowed from business, they aim to remove significant uncertainties in
terms of legal compliance, program efficacy, due diligence and long-term vi-
ability. Given the cost involved in setting up such programs, nonprofits often
first identify strategic partners such as global law firms to formulate, say, a
comprehensive counterterrorism compliance program pro bono or at minimal
cost. They then adopt a series of codified policies designed to help ensure that
international activities are in compliance with US, EU, UN, and other regula-
tions, terrorism watch lists, and reporting requirements for cash and other
monetary transactions. To implement such policies on an ongoing basis, CSOs
can either build a full-scale compliance department, or hire a Chief Compli-
ance Officer who will outsource much of the work to a reputed compliance
and risk management solutions firm.

For donors establishing change communities on specific subjects it is absolutely
critical to require change community members to comply with high standards of
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transparency and good practice. Otherwise, one failing link in a change com-
munity can put the reputation of other players and the success of the joint so-
cial change effort at risk.

Finally, donors increasingly require civil society organizations to demonstrate
the impact of their work. This has led to a number of changes in the nonprofit
landscape. First, there is greater focus on what an organization does best. Sec-
ond, intermediary organizations specializing in establishing focus and measur-
ing impact are emerging. Finally, collaborative CSO networks spring up, but
are characterized by an underlying tension: collaboration on field programs,
and competition for financial resources among their members. Endowed foun-
dations which do not have to compete for funding are somewhat shielded
from the pressure to adapt to a focus on impact as opposed to measuring ac-
tivity, but may be inclined to do so if their boards aim for “best practice.”

Today's philanthropists need to decide where they want to situate themselves
with respect to organizational setup and boundaries: following the traditional
volunteer-philanthropist model or adopting a venture philanthropy approach
investing in the creation of professional institutions — through both grants and
for-profit investments.

There are already interesting organizational innovations, where the “right”
positioning is often derived via a multi-year trial-and-error process. For exam-
ple, Pierre Omidyar, the founder of eBay, first established the Omidyar Foun-
dation in 1998, but later felt that the scope of social interventions he could
undertake with a US 501(c)(3) foundation — grants and program related in-
vestments — was too constraining given his social change objectives. Thus, the
foundation was dissolved and the Omidyar Network established in 2004. As a
limited liability company, the Omidyar Network has the freedom to invest and
make grants to both non-profit and for-profit companies. Backed with a US$
400 million fund to be invested by 2010, the Omidyar Network pioneers new
approaches to philanthropy. Among other things, it created the US$ 100 mil-
lion Omidyar-Tufts Microfinance Fund. The Fund is a separate legal entity that
derives its tax-exempt status based on the control that Tufts University, the
sponsoring public charity, exercises over the Fund and its board. Its objective is
to “invest in emerging markets and the developing world in developing and
expanding the commercially sustainable segment of the microfinance industry
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while achieving the highest possible long term total rate of return that is com-
patible with the Trust’s risk tolerance and long term time horizon.”®> The Fund
not only provides a source of income for Tufts University, but also provides a
new university endowment investment model and gives a significant boost to
microfinance as an asset class.

From a change community perspective, the picture is probably mixed. On the
one hand, more experimentation allows for greater creativity, and learning by
trial and error. On the other hand, to deliver results, partnerships often require
long-term sustainability. This may be the case if we consider a microfinance
fund to finance part of a university endowment. But with so much dynamism
and the nonprofit sector undergoing an entrepreneurial revolution, an institu-
tionally more fragile civil society organization’s continued ability to deliver on a
specific social issue cannot simply be taken for granted, reinforcing the obser-
vation that one needs to be careful whom to include in a change community.

Summing up, what are then the implications of organizational change for
highly strategic philanthropic action? Whether they choose to act alone or in
coordination, philanthropists need to be aware that they are often funding
organizations in transition.

Taken together, the need for a higher degree of centralized control to meet
compliance and management requirements and the drive toward greater en-
trepreneurship translate into more agile grantee organizations. But they start
out from different points of departure. Many CSOs really are entrepreneurial
start ups, trying to build lasting institutions. But more established organiza-
tions which are sometimes perceived as “bureaucratic” also work hard to be-
come more entrepreneurial (see figure 2).

5 M. Chu, J.C. Hazell, “The Omidyar-Tufts Microfinance Fund: Striving to Reshape the
Social Enterprise Capital Markets.” HBS Case 9-307-078. Boston, Mass.: Harvard Busi-
ness School Publishing, 2007.
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Figure 2: Entrepreneurship and Control: the Future of the Globalizing Civil Society
Organization

So, what does the future hold? Given the multi-jurisdictional nature of many
global problems and the globalization of the CSO landscape, philanthropists
looking for impact increasingly find they must become architects of carefully
considered social change experiments. On occasion, it even makes sense to
adopt a highly strategic “war room” approach that precisely defines objec-
tives, maps resources, identifies obstacles in advance, and allocates funding to
a number of strategic projects. This way, finite philanthropic resources can kick
off change processes that end up drawing resources from other actors such as
business or the public sector into the “war on poverty” or “war on HIV/AIDS”
in a defined theater of intervention.

On balance, the opportunity to achieve social change through philanthropy is
immense. Of course, if philanthropists do not adapt themselves to the chang-
ing conditions of the systemic context in which they operate, the reputation
and financial risks can be substantial.® But overall, we can be optimistic. There
are a lot of very smart and highly committed people out there, both at the
grassroots level and in the global philanthropic community. Change communi-

5 It seems that the stakes are constantly rising. Consider for example, the recent con-
troversy surrounding the Oprah Winfrey Leadership Academy for Girls in South Afri-
ca. For an overview and links, cf. http://en.wikipedia.org/wiki/Oprah_Winfrey_Lead-
ership_Academy_for_Girls
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ties are being established or strengthened on many global issues, such as cli-
mate change, sanitation or conflict resolution, discussed in the articles in the
next sections.
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by Sir Stelios Haji-loannou
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Entrepreneurship has been a recurring theme of my life’s work
and more recently | have been able to use resources raised and
lessons learned in my entrepreneurial life to engage in philan-

thropic activities.

| started my first venture at the age of 29 but it was the second,
easylet, which brought me instant fame. So far | have started 17
ventures, and while not all have been successful, | remain addict-
ed to this process of creation and trying new approaches. | take
huge risks on every new idea and commit the resources that |
feel necessary to giving it the chance to succeed. But this entre-
preneurial drive is not just about financial gain for me. Each busi-
ness | create hinges on innovation and changing the way people
do things and live their lives. For example, easylet transformed
the way people thought about choosing potential vacation des-
tinations and thinking about different choices. One of the core
values of the easy brand has been to impact the largest number
of people, and that is what entrepreneurship is all about for me.
In a way, it is also what philanthropy is all about.

As | felt that the time had come to give back to society in more
direct ways | applied some of the same principles. | have wanted
to use innovation and creation to repay what | feel is my debt to
society, whose members bought the products and services my
companies have provided in the first place and thus created the
wealth. The question then became for me to figure out how to
transfer my entrepreneurial drive to philanthropy and what
changes | had to make to my approach.

At this point in my life, my experience with philanthropy has been
long, if not extensive. | still have much more to learn than | can of-
fer to any potential philanthropist. But through my journey | have

been faced with some tough questions on what | wish to do, why,

and how. If there is one thing | have learned, the practice of philanthropy in-
volves many choices, and each with a significant personal tradeoff. If | cannot
yet offer lessons on the outcome, here | can at least offer the thought process
that has guided my philanthropy.

My philanthropic journey started in 1991. That year, one of the tankers be-
longing to my father’s shipping company was involved in an accident in Italy.
There was loss of life and significant environmental damage from an oil spill
into the surrounding Mediterranean. That accident and its immediate after-
math were to have a major impact on me. A year later, | set up the Cyprus Ma-
rine Environment Protection Association (CYMEPA), encouraging many other
Cypriot businessmen to join and contribute.

That action revealed the first conflict | faced as a philanthropist. | wanted to
think about how to respond beyond the immediate cleanup. Marine conserva-
tion was clearly a cause close to my own roots — in Greece and the sea —and
the accident provided a trigger for the CYMEPA. But | was also immensely af-
fected by the loss of life and the impact on the concerned families and commu-
nities. Or was | to look at the big picture and the long-term impact of indus-
trial activity and respond to environmental issues that affected the next gen-
eration? In a way | struggled between taking care of the individual in the mo-
ment and the broader need to improve the future of our environment and all
the individuals that would impact today and in the future. This conflict be-
tween the needs of today and tomorrow continues to be a dilemma for my
ventures in philanthropy, but there are ways to resolve the apparent contradic-
tion.

There is another more practical problem to be solved. | think that many people
do not associate philanthropy with excitement and dynamism. Especially peo-
ple like me whose life is fueled by the thrill of creating and growing businesses
may feel that way. At easyJet, we worked hard to be different and dynamic,
we wanted the experience to look and feel completely different and provide
an element of fun. If you have been on an easylet flight, you feel the differ-
ence. The crew is informal; the pilot’s welcome is humorous; and the somber
suits are replaced by a bright orange. You can even expect a few surprises here
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and there. | realized very early that as a startup enterprise | needed to be trust-
ed by my customers, and | needed to stand out. In order to “walk the talk” |
started flying economy. And, when British Airways launched Go, a rival low
cost airline, I showed up with eight colleagues in bright orange suits to hand
out free easylet tickets on Go's inaugural flight. Can you think of anything
more fun? So | have tried to use some of these principles in my approach to
philanthropy. | believe that in both cultivating motivational energy around a
cause is both very important and possible with some creativity. Occasionally, |
have managed to do that — for instance turning charity auctions into celebrity
competitions involving my friends and network. As | have learned a little
healthy competition is always good for business — and in this case charity — and
is also enjoyable. Nobody denies that business and philanthropy are very seri-
ous endeavors. What | am suggesting is that their aims can be reached in dif-
ferent ways.

As | think about my philanthropic contributions, however, the most significant
question | ask myself is what kind of change | would like to effect in others.

Since | do not believe in handouts, the old adage about teaching a man to fish
rings most true to me. | do not wish to provide sustenance, but rather the
means and skills to others in need to be entrepreneurial and innovative. That
narrows substantially my philanthropic options, and means that merit remains
the fundamental qualifier for all my work.

This conviction let me to set up the Stelios Scholars Program, which will fund
10 scholarships a year at the London School of Economics and the Cass Busi-
ness School. Meanwhile, the Disabled Entrepreneur of the Year Award will
recognize outstanding disabled entrepreneurs in collaboration with the charity
Leonard Cheshire.

Yet such initiatives reveal a final contradiction in philanthropy: should you
make your support available to everyone, or only to the ones who benefit the
most from your support and whose needs are greatest?

Stelios Scholars is based on one interpretation of this question — of extending
the reward to everyone, but awarding it only to the most deserving students.

While lecturing at the Columbia Business School in New York in 2004 | met
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one of the students that had been funded by my father’s scholarship program
for Cypriot students. That meeting brought home how much of a difference
my father’s scholarships, and a good education, made in the recipients’ life.
But | could not restrict my scholarship fund only to Cypriots or Greeks. | had a
significant debt to the UK, to the LSE and to the Cass Business School. Fur-
thermore | have traveled extensively, so | cannot simply exclude a large propor-
tion of humanity from the benefits that accrue from education. The Stelios
Scholars Program therefore makes available to all students the opportunity for
an exceptional education, and thus recognizes the immense power of educa-
tion and merit in transforming lives.

At the other intellectual extreme | have set up the Disabled Entrepreneur of
the Year Award. This award is limited to a community that benefits particularly
from successful entrepreneurship. Nearly half the disabled population is self-
employed, so for them entrepreneurship is more powerful as a transformative
force. As an employee you are judged by your superiors. When you are your
own boss, you are judged only by the market.

| have explored here some of the tradeoffs involved in philanthropy: whose
needs are important? How can philanthropy be rewarding, fun, and inclusive?
Who are you serving — the most deserving or the neediest? There is one addi-
tional question | pose here, as it is somewhat related — should you give to the
many or the few? | did not dwell upon that question because for me the
choice is natural — that one should try to reach as many people as possible, for
example via sustainable development and the work of CYMEPA but also try to
make a significant difference in an individual’s life, via the scholarships and
awards for instance. The easy Brand is about transforming the lives of millions,
so my philanthropy too has that bias.

These questions present fundamental choices. The tradeoffs involved are dif-
ficult, the choices are not black and white, and the outcomes uncertain. Your
choices may be very different from mine. But my business ventures have taught
me the value of experimentation and risk. | recommend the same approach
here — for you cannot hope to succeed in every choice you make. There is, nev-
ertheless, a comforting certainty in trying to find the answer. If | learned
through the process to “give something back,” and to do it better than | did
before, | will have succeeded in no small measure.
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By Edward Skloot!

In the city-state of Athens in the 4th century BC, young men
aged 18-20 had to pass a two-year course covering military prac
tice and civic duties. At the end of the first year, they were given
a spear and a shield and had to each take the Ephebic Oath:

We will never bring disgrace on our City by an act of dishon-
esty or cowardice.

We will fight for the ideals and sacred things of the City both
alone and with many.

We will revere and obey the City’s laws, and will do our best
to incite a like reverence and respect in those above us who
are prone to annul them or set them at naught.

We will strive increasingly to quicken the public’s sense of
civic duty.

Thus in all these ways we will transmit this City, not only not
less, but greater, better and more beautiful than it was
transmitted to us.

For its time and place, the Ephebic Oath was the rough equiva-
lent of the Pledge of Allegiance. It is an amazing statement — the
way it balances individual and group action and blends pride and
humility; its respect for the law and reverence for a culture that
made the law possible; its regard for history; and the responsibil-
ity it imposes to convey the state in better shape than when it
was found.

! Excerpted from Beyond the Money: Reflections on Philanthropy, the Nonprofit
Sector, and Civic Life, New York, The Surdna Foundation, 2007.
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Fiorello LaGuardia, New York City’s mayor in the 1930s and ‘40s and a true so-
cial capitalist, knew this oath well. He spoke of it often, and publicly vowed to
follow its precepts. Some say LaGuardia asked his commissioners to pledge to
it too, as he handed them their responsibilities. (He probably did not.) For us
who care deeply about democratic participation and civic health, the oath has
much to say today.

Most everyone agrees we are in a civic mess in the United States. Despite a
spike in voting patterns at the beginning of the century — from 54% in 2000
t0 59% in 2004, the highest turnout since 1968 — the challenges seem even
larger than when Robert Putnam published his sobering article “Bowling
Alone,” in 1995, on which his book of the same title was later based. Nearly
10 years later, he re-confirmed this view. His words seem to me plaintive and
almost sorrowful.

No one disputes anymore the decline of social capital. Political participation
has been in a 40-year slide. Volunteering hours are down, though the number
of volunteers is up. As Michelle Nunn notes, the time spent in sustained and
deep commitment fell 10%, to less than four hours per week. As well, trust in
government by all Americans has fallen by 50% over the last four decades,
from 73% in 1958 to 36% in 2003.

As if this were not enough, the data are most upsetting with regard to young
people. To cite but two of many examples, CIRCLE (the Center for Information
and Research on Civic Learning and Engagement), through its Civic Engage-
ment Index, has pinpointed the apathy of the “Dot-Net” Generation, ages 15-
25. Nearly 6 in 10 are completely disengaged from civic life. Only 24% follow
government and public affairs “very often.” Fewer than 4 in 10 say citizenship
entails special obligations.

If adults are disengaged and apathetic, most every survey tells us that young
people are largely turned off. Politics, political parties and government have
little or no relevance in their lives. If they choose to participate at all, they see
volunteering in nonprofit organizations as the meaningful alternative. “The
Future of the First Amendment,” an equally depressing new survey of more
than 100,000 high school students, 8,000 teachers, and 500 administrators
and principals in 544 high schools, concludes that civic basics are not being
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taught. It shows that nearly three-quarters of the students either do not know
how they feel about the First Amendment or take it for granted. But before
we hang it all up and turn off the lights, before we give up on the goals of the
Ephebic Oath, we need to ask if there are any data that might give cause for
optimism. | think that there are.

The picture of civic ignorance and popular withdrawal hung over my head as |
thought about what philanthropy can do to build civic engagement. In two
places, | found cause for optimism about how philanthropy could make a dif-
ference. One is the practice of funding direct action to create a broader social
change movement. This approach, supported by some foundations, is a fea-
ture of our grantmaking. It enlists citizens in envisioning and achieving a better
society, by calling forth their energies to rearrange current systems and prac-
tices. The Surdna Foundation offers a very strong example of such efforts.

The other is what | would characterize as “pure service.” To me that connotes
efforts to cultivate an ethic of personal service to others, addressing private
needs, where government is a major player. Here, changing or making policy is
not the goal; it is meeting needs right now. The two approaches are comple-
mentary.

| reviewed more than a decade of Surdna grantmaking, which has totaled
more than US$ 350 million between 1990 and 2004. What | found surprised
me. The thematic coherence around civic engagement was remarkable. In
rough numbers, Surdna has made more than 1,000 grants, totaling well over
US$ 100 million, in support of civic engagement. A large majority of these
grants have followed the charge given us by Harry Boyte and Nan Kari, in their
important 1996 book, to do “public work.” We have done it all over America,
often with great consequence.

Here is a brief sample of six Surdna projects and what they accomplished.

The point of listing them is not to illustrate the brilliance of our own grantmak-
ing but to show the range of opportunity for a committed foundation to delve
deeply into this line of work. Most of these grants, in fact, were made collab-
oratively with other foundations.
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Start with the most basic form of wealth: land. Nationally, we have supported
local land trusts that arrange for conservation easements, or the outright ac-
quisition of property, for the public good. There are now more than 1,500 of
them. About half are run by volunteers. The total acreage conserved by land
trusts more than doubled between 1998 and 2003, to 9.4 million acres. That
is almost double the land mass of New Jersey.

Second, in Los Angeles, the Labor / Community Strategy Center has been our
partner for a decade. Through its Bus Riders Union, LCSC has fought for 12
years for a modern and efficient bus system for 400,000 low-income bus riders
in the city. This system is their lifeline — for employment, education, recreation
and family. Yet the Los Angeles transportation authority wanted to shrink it
drastically and raise fares, which would have made regular travel both uncertain
and unaffordable. LCSC took the authority to federal court. It won a landmark
civil rights consent decree that compelled the MTA to improve the bus system
and make it its first priority in funding. Now, under a 10-year contract, overseen
by the Bus Riders Union, hundreds of millions of dollars in improvements are be-
ing pumped into low-income, mass-transit-dependent communities.

Third, in 1992, Surdna created a 7-year, comprehensive community revitaliza-
tion program. It covered a large section of the South Bronx. It was run by five
community development corporations (CDCs) representing thousands of
neighborhood residents. We bought into their plans. Twenty-one funders,
banks and the city government provided more than US$ 12 million and assist-
ed the CDCs in raising about US$ 44 million more. Numerous health, employ-
ment and economic development programs were set up. This collaborative
model has spread to other cities, such as Chicago.

Fourth, the Ella Baker Center and the Youth Justice Coalition, two organizations
in California, helped build a coalition of 55 community and youth-serving non-
profits. Many of the groups in the coalition are run by young people. They have
compelled the state to completely reform its horrific treatment of young people
in California’s juvenile justice system. Their work has forced the California Youth
Authority to stop placing young people in adult facilities and to ensure that kids
who are pepper-sprayed in the course of law enforcement get legally mandated
medical treatment within 15 minutes. Because of their actions, youth now sit on
committees that review discipline and grievance procedures. Under mounting
citizen pressure, in December 2004 the governor agreed to a systematic over-
haul of California’s entire juvenile detention apparatus.
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Fifth, in technology, one of our many projects has been to help fund the start-
up YouthNoise. This website now engages more than half a million young
people a month. More than half the content on the site is actually created by
these young users. Large numbers use it to find volunteer work, to engage in
online policy debates and to contact legislators to express their concerns.

Finally, we have been one of many supporters and advocates of the Rails-to-
Trails Conservancy. RTC is the only national group devoted to preserving aban-
doned railroad corridors by converting unused rail lines to multi-use trails for
everybody, for walking, exercising, etc. RTC has catalyzed the preservation Climate Change: Enlarging the Toolbox, by Maximilian Martin and Andreas Ernst
and building of more than 1,100 rail trails covering 12,000 miles of open trail.

Creating Partnerships for Societal Change, by Scott M. Weber

A Social Agenda for Commaodity Businesses, by Maximilian Martin

All these efforts have a special, similar footprint. They are issue-based, place- Building a Change Community for Justice, by Karen Tse
based and usually locally focused. Most are overtly “political” in the sense that

they mobilize citizens to envision a better world, create change and, when nec

essary, take on government. They navigate the messy democratic process of sift-

ing and sorting competing interests. They take action to fix local problems.

You can be sure that none of the participants thought they were building so-
cial capital, let alone rescuing democracy. But these nonprofit groups, and
thousands like them, exist in countless places — rural, suburban and urban.
They give a strong and clear message: A real fire is burning under the civic en-
gagement embers many of us have written off as nearly extinguished.
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By Scott M. Weber
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If you are reading this publication, you are already committed to
being or becoming a vector of macro-level change in the world.
The world needs people who think “big-picture,” recognize
emerging trends and believe that change is not only needed and
possible, but that with enough determination and the right part-
nerships, they can and will make it happen.

It is easy to create surface change. Anyone can do that. But if
you want to get to the root of major social problems, you have
to focus on systemic change. Promoting macro-level change in
societies however requires a mix of factors that run contrary to
some traditional practices in philanthropy.

You cannot do it yourself. The challenge is too big for you to ex-
pect to be able to affect change alone. Partnerships with govern-
ment (sometimes inter-governmental), NGOs, civil society, the
business sector and other influential individuals, may be crucial.
Each of these categories has a unigue role to play. Understand-
ing the parts each should play in ensuring macro-level change
and harnessing their energies are among the most important el-
ements of putting in place an effective strategy for change.

Everything will depend on the right analysis. You need strong
political, social, cultural, economic, and historical analysis of a
society before embarking on promoting change. Macro-level
change will potentially affect millions of lives. It is all the more
important to get it right. It is essential in my view that any base-
line analysis of a society’s strengths and weaknesses, as well as
of the hopes and aspirations of ordinary people at all levels, must
be carried out by an independent, broadly trusted and represen-
tative group of people from that society. All monitoring of prog-
ress and measurement of success will, in the end, depend on the
pertinence of the original analysis that fed the development of

the strategy. By way of an analogy, we often see the international aid commu-
nity evaluating how well their finger is plugging a hole in the dam, and assessing
how well they are doing at that task. But their broader analysis failed to recog-
nize that the dam is in fact collapsing all around them. A successful project that
was not designed to deal with the real problems may come short. Again, the
overall analysis of the context, the need for systemic change and then the strat-
egy for achieving that change must be organically linked.

Crucial to promoting change is having a clear theory of change that is adapted
to the society in question. You cannot work on all the complex facets of a soci-
ety to promote change. Inevitably, you will have to make choices and compro-
mises. Your theory of change will guide your energy and resources to those fac
tors, processes and local organizations that are most likely to combine to make
in-roads on the path towards change. Getting this theory or strategy of change
wrong can mean a waste of time and resources and even in the worst cases do
more harm than good. For example, in efforts to build peace in societies frac-
tured by conflict, you have to take a systemic approach and look at putting in
place long-term processes that engage a large number of local people to give
the legitimacy and momentum to the process before seeking to influence a
small elite of decision-makers (who most often are not open to broader en-
gagement of the population). Building trust with the elite and the local people
permits this to be couched not as a threat but as a healthy process that will ulti-
mately benefit the society. Starting with the elite will not work. Just working at
the very local level with the people also will not work. It is the sequence and
combination of these methods that makes the change effective. In the peace
field, this very generic strategy of change has to be adapted for, and by, each
and every society and context in which it is applied. But whenever they appro-
priate the process, the results are profound.

It s amazing what you can accomplish if you do not care who gets the credit
(Harry Truman). Effective vectors of change most often remain behind the
scenes and focus on creating the dynamics for others (poor communities, for-
mer warring parties, etc) to take the credit for pulling themselves out of pov-
erty or building peace. If the beneficiaries feel they own the process, they are
more likely to honor their agreements and change is more likely to last. If
credit for the change is given to outsiders or sponsors, the lack of ownership
by local protagonists will mean that their commitment to the change will re-
main weak. Humility — not in one's aspirations for change but in one’s behav-
ior to bring it about — is the secret ingredient of change management.
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Create or identify local change agents. The most effective way to promote
change is to create a change agent in the society that can play the role of a fa-
cilitator (not owning the process, simply enabling it). The best change agents
are those who have the space and trust to be creative and take risks. You sim-
ply do not achieve change without taking risks. The key is to choose the right
people (often this process is rushed with disappointing long-term consequenc
es) who are trusted by the different constituencies in the society. Once such a
change agent identified, micro-managing is a recipe for disaster. Rather, take
the time that is necessary to find the right people or organization and then
empower them to get on with it.

Remain engaged for the long-run. Systemic change does not happen over-
night and there are no quick fixes. This is where the international community
most often undermines its own efforts by pulling out too early or initiating an
activity with an exit-strategy already in place. Macro-level change takes time.
It can take as little as 2 to 3 years as it can take 10 years to a generation, de-
pending on how deep-rooted the problems may be. Interrupting a process of
change can wash away years of progress.

If it follows many of the principles outlined in this article, private philanthropy
can make the difference by providing flexible, long-term and partnership-
based support to local change agents. As the partnership will depend on a re-
lationship of trust, private individuals must invest a sufficient amount of their
time to make this meaningful. If they do, they will also benefit enormously and
gain great satisfaction.

One last point on creating meaningful partnerships: It is very easy to fall into
the trap of a donor-recipient relationship with potential change agents. If you
rely on the right local analysis, and identify the people who have the credibility
and demonstrated commitment to the issues, your role will be to enable and
empower them, not to direct them. If you can achieve a true partnership with
them, the mutual trust will allow space for an honest dialogue to adjust tactics
throughout the process of keeping the longer-term strategy on track. Without
this level of partnership, the likelihood is that the local organization will tell the
donor what they want to hear to ensure the funding continues. Suspicion will
set in and mistrust will lead to a breakdown of the collaboration. Trust must be
at the core of the relationship and it must be nurtured over time.
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By Maximilian Martin and Andreas Ernst

Since the turn of the millenium there has been growing venture
capital interest in the broad area of clean technology. Much of
that investment — over 50% — has been directed towards the en-
ergy sector on technology for energy efficiency, renewable en-
ergy, and alternative fuels. The deployment of such innovations
can directly help combat the cause of climate change — human
caused greenhouse gas emissions.

From the venture philanthropist’s perspective the goal of clean-
tech investment is to obtain financial returns and simultaneously
leverage technology to address the many social impacts of cli-
mate change. The current approach to cleantech — which focuses
mostly on energy — misses several opportunities for impact.

A more ambitious approach by venture philanthropists and social
investors to limiting the impact of climate change will view inter-
vention as a portfolio of three different strategies — mitigation,
adaptation, and insurance. Expanding the scope of intervention

in this manner allows a more comprehensive response to climate
change, which will become important and financially viable as the
irreversible impacts of climate change — water scarcity, migration
and extreme weather events — become evident. It requires, how-
ever, that the interventions expand along two vectors:

Industry sector: expanding the scope of cleantech, driving
more investment into sectors that are currently underserved.
Climate change strategy: moving interventions towards adap-
tation and insurance strategies.
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Scientific consensus has emerged that climate change and global warming are
occurring, that they are an imminent threat to humanity, and that such chang-
es are mostly caused by humans. As a result, a dramatic shift has occurred in
public opinion, political will, and corporate interest.

Concurrently, it has become clear that there are significant business opportu-
nities related to the development and deployment of tools to help us mitigate
our collective impact on the environment. Seeing great opportunity in great
need, and rising energy prices, venture capitalists have given a significant
boost to the new industry of cleantech. Over the past five years, the industry
has grown phenomenally. According to the Cleantech Venture Network, the
industry became the third-largest venture capital investment category in North
America in 2006, and accounted for 11% of all investments. Total invested
capital was US$ 2.9 billion, 78% higher than the year before.!

The use of technology to solve environmental problems is not new and clean-
tech commercialization is not a US-centric phenomenon. Europe generated a
majority (55%) of IPO deals in 2005 and 2006, while Asia-Pacific was the lead-
er in R&D funding, which rose 9% in 2006 to US$ 48 billion globally.2 What is
new, however, is the extent to which large markets are transforming or are be-
ing forced to innovate across the value chain. Rapid acceleration of technology
innovation promises to bring previously unseen levels of environment-friendly
transformations in production and consumption patterns.

Cleantech comprises several sectors and technologies — the most common are
energy, air, water, waste, and transportation. Yet, while all bring substantial
improvements in productivity, profitability and resource efficiency, the energy
sector has received a disproportionate amount of investment. The sector ab-
sorbed over 50% of total VC investment in North America and global IPO val-
ue of the sector reached US$ 4.1 billion, growing 156% in 2006. This reflects
matching growth in the overall global clean energy market, which expanded
to US$ 55 billion in 2006 and is projected to exceed US$ 226 billion by 2016.3

' "Venture Capital: How Public Policy has Stimulated Private Investment.” Cleantech
Venture Network, May 2007.

2 The Cleantech Report. Lux Research, April 2007.

3 “Clean Energy Trends 2007.” CleanEdge, 2007.
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The likely resulting innovation in cleantech energy holds out the promise of ad-
dressing to a substantial degree the immediate causes of climate change. Yet,
the almost exclusive emphasis on energy comes at a cost — the neglect of other
industries, such as water, that also substantially benefit humanity, and the dan-
ger of not responding to unmitigated impacts and consequences of climate
change. In other words, for investors and philanthropists looking at climate
change as both a financial and social opportunity, technology innovation in
energy should be but one area of attention.

Fundamentally, cleantech serves as a tool for reversing or mitigating the root
cause of climate change where possible and also managing some of its im-
pacts. Yet, in the medium term, climate change is not reversible and many of
its consequences too uncertain or devastating to be managed. A holistic strat-
egy that accounts for this reality therefore requires additional interventions be-
yond mitigation.

Such a complete response would consist of three intervention strategies — miti-
gation, adaptation, and insurance (see figure 1). For each of the strategies, fi-
nancing mechanisms also need to be developed and provide an additional op-
portunity for impact. Taken together, these three strategies comprise a portfo-
lio where interventions leverage cleantech to mitigate climate change where
possible, adapt to impacts where not, and insure against the consequences
where necessary.

These opportunities are discussed in detail in the following sections.
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Mitigate Causes Adapt to Impacts Insure Consequences
Technology innovation Resource efficiency Disaster risk manage-
Energy efficiency Water purification & e
3 harvesting Liveelihood changes
Alternative fuels Agriculture & drip-irri- Resource conservation
Retrofit buildings gation Change crop/livelihood
mix

Disaster prevention
Urban efficiency
Facilitating finance

Carbon Finance Financing Mechanisms Insurance
Adaptation Funds

Reversible Irreversible but Manageable Unmanageable but insurable

Type of Climate Change Impact

Figure 1: Opportunities for Impact

Cleantech innovations in the energy sector generate substantial financial re-
turns and also create positive environmental impact. Energy utilization ac-
counts for a significant portion of industrial production costs. It is also respon-
sible for the bulk of global greenhouse gas (GHG) emissions — 64.7% of all
emissions result from energy generation in transportation, electricity, heating,
etc. As a result, improvements in this sector offer immense opportunities for
mitigating climate change, with two primary intervention options:

a. Technology innovation: Adoption of energy efficiency innovations results in
significant cost savings through energy and resource savings, boosting cor-
porate profitability and productivity. Realizing this, industries across the
board have rushed to reevaluate internal processes and adopt new cleantech
innovations.
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b. Carbon and cleantech finance: Recently, several financing instruments have
emerged to fund mitigation projects. The most prominent are the Kyoto Proto-
col's Clean Development Mechanism (CDM) and the Regional Greenhouse Gas
Initiative. With their emergence, the financing of low-carbon projects has itself
become a viable business, with intermediaries directing capital to lowest-cost
projects and the most promising innovators. Examples include Climate Change
Capital, as well as the World Bank's Carbon Finance Unit, which has 10 national
and regional carbon funds with assets of US$ 50-200 million each.

While the causes of climate change can be mitigated, some of its impacts are
unavoidable — at least in the short term. Existing CO, levels will persist for at
least a century, with average global temperatures predicted to rise by up to
2°C regardless of steps taken to reduce GHG emissions. The fourth Intergov-
ernmental Panel on Climate Change (IPCC) report concludes climate change
will lead to “alterations in the frequency and intensity of extreme weather
events,” with attendant threats to agriculture and resource usage from natural
disasters.*

Current investments in cleantech energy do not address this aspect of climate
change as an irreversible phenomenon. Other sectors of the industry — agricul-
ture, water, and air — therefore offer substantial investment opportunities. For
instance, with freshwater supplies dwindling, the Cleantech Venture Network
predicts the technology sector of desalination will reach US$ 75 billion in 2012,
compared to US$ 4-5 billion in 2000.°

Interventions in this category are designed to help populations adapt to those
impacts that are irreversible but can be managed. Such interventions can target
resource efficiency, disaster prevention, urban improvements or adaptation.

4 Climate Change 2007: Impacts, Adaptation and Vulnerability. Intergovernmental Pan-
el on Climate Change, April 2007.
5 Cleantech Venture Capital Report 2006. Cleantech Venture Network, 2006.
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Resource efficiency: The management of water, air and other resources will be-
come essential as the long-term impacts of warming become evident. Exam-
ples of possible innovations include better water purification and desalination
and agricultural technology such as micro/drip-irrigation, which allow produc-
tion processes to reduce water/resource usage.

Disaster prevention: Climate change is expected to increase both the frequency
and intensity of extreme weather events and disrupt existing weather and rain
patterns. Therefore, technologies for disaster management and weather pre-
diction offer substantial opportunities for social impact. These include innova-
tions in flood control and improvements to construction technology for dams,
levies, etc.

Urban improvements: One related consequence of global warming is the accel-
eration of urbanization. This trend will accelerate as agricultural patterns face
disruption and millions in the developing world — particularly Africa — move
away from increasingly arid areas. Cleantech innovations that facilitate this pro-
cess will aim to make urban life less unpleasant and more environmentally sus-
tainable, for instance through more efficient mass transportation and waste
management systems.

Adaptation funding: Adaptation to climate change requires two different types
of financing:

Commercial financing, for cleantech developments, such as more efficient
water purification systems.

A mix of commercial and grant/subsidized capital to fund measures that
help populations prepare for climate change but are not always profitable,
for instance the development of water reservoirs and the installation of di-
saster notification systems, flood barriers and weather-proof housing. Such
funding has thus far derived from government and development sources
such as the Global Environment Facility.

The need for financing adaptation measures is particularly high in comparison to

the funds currently available in the public and private sectors. The World Bank
estimates adaptation costs for the developing world to be between US$ 9-41
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billion annually.® Yet, developed countries have committed only US$ 48 million
to UN adaptation efforts for least-developed countries, while establishing large
domestic adaptation programs.” The private sector remains exposed as well — by
some estimates the average UK pension fund has nearly three-quarters of its as-
sets invested in equities exposed to varying degrees to climate impacts.

Despite such gaps in funding and exposure to climate change, the energy sec
tor is the predominant target of cleantech finance. Israel is the only significant
investor in the water segment, but the segments of air, water, and waste re-
main relatively starved of capital. This lack of financing directed at adaptation
(either through cleantech or other measures) is due to two structural barriers.
Interventions can therefore be targeted at removing the following barriers to
adaptation finance:

Limited understanding of climate change: Public opinion has largely accept-
ed that climate change is occurring. However, climate change is not yet
considered irreversible and its long-term implications have not been accept-
ed. The result is a focus on mitigation efforts through development and de-
ployment of clean energy technology. Initiatives that facilitate financing of
adaptation and insurance programs will help corporate and policy decision-
makers expand their understanding of climate change and establish the
need to prepare for it. In some cases such financing may not be profitable,
but as the urgency of the need to act is established, so will opportunities to
fund adaptation measures.

Barriers to venture capital: Barriers such as lack of innovation in utility com-
panies, public ownership, regulations and missing competitive pressures
have held back the development of vibrant VC industries in the water, air
and other sectors. This situation is similar to the energy industry a few years
ago in Europe. Facilitating more investment in these segments requires the
removal of these barriers and working on the perception of risk, opening
up additional opportunities.

6 “Clean Energy and Development: Towards an Investment Framework.” The World
Bank, April 2006.

7 See Oxfam briefing paper: http://www.oxfam.org/en/policy/briefingpapers/bp104_
climate_change_0705
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Some climate change impacts are unmanageable at reasonable cost — the cost
of adapting to change is either extremely high or the likelihood of climate
change induced events very low. In such cases, a variety of interventions can,
nevertheless, help prepare populations for eventual impacts or insure them
against its consequences. In most cases, such action is not directly related to
cleantech but is still important for the social investor because inaction threat-
ens undermining the benefits accruing from cleantech innovation:

a. Disaster risk management: Where disasters cannot be avoided, contingen-
cy plans need to be created, early warning systems developed and de-
ployed, and incentives provided for re-settlement of populations to areas of
low risk (assisted relocation).

b. Livelihood changes: Adapting agricultural and industrial practices to be-
come more resource efficient has limitations. In some cases such measures
will be insufficient in the face of disrupted rainfall or receding glaciers. As a
result, measures will be required to change crop/livelihood mix and con-
sumption patterns of populations affected.

. Insurance against consequences: Finally, in some cases neither migration
nor changes to consumption patterns will be possible. In these cases, insur-
ance against the consequences of uncontrolled climate change provide the
most effective intervention. Such insurance can be offered across a variety
of areas, with significant financial and social return.

As the previous sections show, many effective interventions exist against cli-
mate change. The cleantech industry understands some of the implications of
climate change, and also that those implications provide significant opportu-
nity for financial gain.

Yet, thus far interventions on the cleantech-climate change matrix offer only a
partial solution. The industry — indeed the entire debate on climate change —
remains focused on mitigation strategies. This horizon focuses on the visible
opportunities, presented by our understanding of both what is technologically
possible and what we see as the reversibility of climate change.
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The preceding discussion shows that interventions can be oriented to three
climate change response strategies: mitigation, adaptation, and insurance. For
the social investor, these strategies must be complemented with involvement
in specific industry sectors: cleantech in energy, other sectors, or additional
instruments beyond cleantech (see figure 2).

Insure Expanded Portfolio

Kyoto Adaptation
A
dapt Fund (proposed)

Mitigate | Existing.Portfolio

| §

|4

Cleantech energy All cleantech Additional instruments
Industry Sector

Figure 2: An Expanded Response Portfolio to Climate Change

Not all opportunities in this climate change strategy-cleantech sector matrix are
equally profitable. The time horizon of returns — 