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Theory of Change

Impact strategy of the
European Fund for Southeast Europe (EFSE)

Impact Focus

In working towards its mission, the fund focuses its
activities on specific target regions and groups:

1. Target regions: EFSE’s target regions are facing
multiple development challenges including substantial
rates of unemployment and labor underutilization in
addition to limited access to infrastructure and financial
services. At the same time, the economies strive for
regional integration, including to the EU markets. The
financial sector has a key role to play in addressing these
challenges and supporting inclusive and sustainable
economic growth.

2. Target groups: The fund targets MSEs, including those in rural areas, as well as households with limited
access to housing. The local financial sector serving MSEs plays a key role in closing the fund gap, and thus also
represents an important target group for EFSE.

Impact Objectives

Through its activities, EFSE aims to trigger transformation and impact at the financial system level as well as in
the real economy.

1. Impact at a socio-economic level

By enabling MSEs to grow, the fund aims to positively contribute to the following impact areas:
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Supporting income generation Fostering employment Improving livelihoods
Foster MSEs’ ability to start, stability & growth and living conditions
maintain, and grow their Contribute to sustaining Support low-income households
business activities and creating MSE jobs in improving their housing conditions

and starting/consolidating
a development pathway

2. Impact on financial systems

Core to EFSE’s impact strategy is strengthening the ability of local financial institutions to provide much-needed
financing to the fund’s target groups and generating systemic impact by strengthening the local financial system,
which has been shown to act as a driver of and an important pre-condition to economic growth. By strengthe-
ning financial intermediaries and helping them to enhance their MSE lending, the fund strives to increase access
to finance at scale and in a sustainable manner. At the same time, it seeks to further the development of inclusive
and responsible financial systems, ultimately benefiting economies at large.
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EFSE pursues this by extending debt financing to local partners, such as microfinance institutions (MFls), lea-
sing companies, commercial banks, and other financial intermediaries that share the fund’s interest in serving
the target groups. In addition, the fund supports the local financial sector in building its capacity to serve the
needs of MSEs and low-income households in urban and rural areas. Sector players include EFSE’s partner
financial institutions as well as organizations and institutions that span the broader (entrepreneurship) eco-
system, i.e. central banks or business development and support organizations. Finally, the fund contributes
to developing the wider ecosystem for economic development, such as the regulatory environment or support
services for entrepreneurship, to embed and amplify the fund’s strategic priorities and impact and strategically
raise public and private resources for economic development.

Contribution to the SDGs

EFSE’s activities have been mapped toward the Sustainable Development Goals (SDGs) at an SDG target level.
Based on these, six have been selected as core SDGs:

EFSE contributes to...
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basic financing needs of MSEs and
low-income households.
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creation by enabling entrepreneurs to together public and private investors
/s/ establish and grow businesses through for sustainable development.
" specific assistance such as tailored
financial services and mentorship in
addition to strong ecosystems that
support entrepreneurship.

The path to impact: Theory of Change

The Theory of Change (ToC) demonstrates how the fund’s activities are expected to result in fulfilling its mission
as described above. The focus here is on the “in-between”, the mapping of processes that EFSE’s activities aim
to trigger and how these ultimately lead to the intended impacts. These processes are interlinked and reinforce
each other to drive transformation and systemic change in the market.

EFSE’s ToC considers the following levels:

Activities Outputs Final Impact
This level contains the This level summarizes This level includes This level contains the
fund’s own activities — the tangible results systemic changes that are  final socio-economic
each with its own route that the fund’s activities ~ expected to occur in the impacts at a regional
towards achieving the produce. short and long-term level to which the fund
final impact. based on the activity- aims to contribute.

induced outputs.
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Economic development and prosperity in the Southeast Europe region and in the European Eastern
Neighborhood region, in particular by:

Supporting income generation Fostering employment stability Improving livelihoods and living
& growth conditions

DECENT WORK AND
ECONDMIC GROWTH
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Final impact

EFSE
contribution
to the SDGs

Strong financial sector and (entrepreneurship) ecosystem to support economic opportunities

Area of interest

(Rural) MSEs in the target region utilize tailored Households in the target region utilize tailored
financing and services to take up, grow, or sustain financing and services to improve their housing
business activities (incl. income generating activities) ~ conditions and livelihoods

*  PLIs tailor their strategy towards more inclusive Sector players tailor their strategy towards EFSE
and sustainable lending to EFSE target segments target groups and deliver tailored non-financial
* PLIs transform their processes to responsibly services
deliver finance to (rural) MSE and housing
purposes

Long-term outcomes

Private investors increase capital for economic development and entrepreneurship in EFSE’s target region

Developing the financial sector and enabling (entrepreneurship) ecosystem for EFSE’s target segments

* (Rural) MSEs and households access a range of financial services for livelihood or business purposes
¢ (Rural) MSEs and households access non-financial services from PLIs and sector players to improve their
business literacy
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* PLls increase awareness for the needs of MSE clients * Sector players gain an increased
PLIs increase outreach and financing to (rural) MSEs understanding and awareness for EFSE
and households in line with EFSE’s strategic priorities strategic priorities

Area of influence
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* PLIs improve access to sustainable, diversified long- * Sector players increase outreach and non-
term funding sources leveraging on EFSE partnership financial services to EFSE target group

* PLIs and sector players promote innovation

Enhancing financial resources & services available for (rural) MSEs and households:
r Ny 1P N: 7 N iff ™

PLIs take up debt PLIs leverage TA Sector players leverage ESFE facilitates
financing and on-lend it in initiatives to enhance TA to promote tailored networking, knowledge
line with EFSE’s eligibility services for EFSE services for EFSE’s sharing and

criteria & strategic target group target groups coordination among
priorities sector players

Applying a comprehensive approach to fostering economic development and systemic change

0 N\ N\ Nl
Extend dedicated, tailored debt Deliver tailored Conduct technical Alignment and

financing and capital support to technical assistance to assistance projects awareness raising on
suitable financial intermediaries suitable financial and applied strategic priorities
that (can) responsibly finance institutions that (can) research with sector  among stakeholders
underserved (rural) MSEs and serve (rural) MSEs & players

households households

N

Area of control

p
Strategic raising and blending of public and private capital

Direct effect Indirect effect

Partner Lending Institutions = PLIs TA=Technical assistance
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The ToC was constructed based on a causal analysis, drawing on available evidence, and is used to frame
the fund’s impact measurement and management efforts. Underlying assumptions are continuously verified
through EFSE’s impact assessment.

Elements outlined in the ToC can be, to a large extent,
directly under the control of the fund or influenced by
both the fund and external factors. This spectrum is
indicated in the ToC as an “Area of control”, “Area of
influence”, and “Area of interest”. Given the nature
of the fund’s work and the complex environments in
which the fund’s investees and stakeholders operate,
EFSE does not attribute the change happening at an
outcome and final impact level solely to its contributions.
The ToC therefore defines how the fund contributes to
causing the observed outcomes and final impacts.

' This distinction is often used in defining ToCs
to differentiate between attribution and contribution.

DONOR AGENCIES

[u(;oKpfe\?/n \n;es!memﬁ:un;ﬁ * Federal Ministry = AUSTRIAN Faderal Desartement o Eonomic Affars.
tees for i jucation and Researc

E" aé rustees forthe “2 | for Economic Cooperation = DEVELOPMENT ‘State Secretariat for Economic Affairs SECC

uropean Commission and Development Aot

INTERNATIONAL FINANCIAL INSTITUTIONS

KFW @iFc

European E )
Investment (:"’;‘ B: B

Bank

Oastarraichische
Entwickkungsbank AG

PRIVATE INSTITUTIONAL INVESTORS

Ethik GLS Bank '~."‘ Democracy & Media
@ steyler Ethik Bank d,s,m/ @J’ Dormacrato 8 e Deutsche Bank finance motion
Disclaimer

The Fund is registered in the Grand Duchy of Luxembourg as an investment company with variable capital subject to the Law of 13 February 2007 and is reserved
for institutional, professional or other well-informed investors as defined by Luxembourg law. The issue document or the assets held in the Fund have, however,
not been approved or disapproved by any authority. The information given herein does not constitute an offer or solicitation in a jurisdiction where to do so is
unlawful or where the person making the offer or solicitation is not qualified to do so or where a person receiving the offer or solicitation may not lawfully do so
nor does it constitute a commitment of the Fund to offer its shares, notes, and/or other instruments to any investor. No guarantee is given as to the complete-
ness, timeliness, or adequacy of the information provided herein. No investment may be made except upon the basis of the current issue document of the Fund.

Not for distribution, offer, sale, transfer or resale in or into the United States of America, Canada, Japan or Australia or to any U.S. person or in any other juris-
diction in which such distribution, offer, sale, transfer or resale would be prohibited by applicable law.

Neither the Fund nor Finance in Motion nor any of its shareholders, directors, officers, employees, service providers, advisors, or agents makes any representa-
tion or warranty or gives any undertaking of any kind, express or implied, or, to the extent permitted by applicable law, assumes any liability of any kind whatso-
ever, as to the timeliness, adequacy, correctness, completeness or suitability for any investor of any opinions, forecasts, projections, assumptions and any other
information contained in, or otherwise in relation to, this document or assumes any undertaking to supplement any such information as further information
becomes available or in light of changing circumstances. The content of this information is subject to change without prior notice.

This document does not necessarily deal with every important topic or cover every aspect of the topics it deals with. The information in this document does not
constitute investment, legal, tax or any other advice. It has been prepared without regard to the individual financial and other circumstances of persons who
receive it.

© European Fund for Southeast Europe 2021. All rights reserved.

Contact us:

www.efse.lu Finance in Motion (Fund Advisor) European Fund for Southeast Europe S.A. SICAV-SIF
luxembourg@finance-in-motion.com Carl-von-Noorden-Platz 5 31 Z.A. Bourmicht, L-8070 Bertrange
60596 Frankfurt a.M., Germany Grand-Duchy of Luxembourg



