
[image: cid:4424an$IN1188014095673000000@POSTE16]


	Consultation Paper 
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10 December 2014
Confrontations Europe supports the view expressed by the European Economic and Social Committee on ESMA’s Technical Advice to the European Commission on the implementing measures of the Regulation on the European Entrepreneurship Funds in favour of:
· supports ESMA's recommendations to the Commission on the implementing measures of the Regulations on EuSEF. 
· a lighter regime since the field of social enterprise and social impact measurement 
· supportive measures of the very diverse Social Enterprise sector recognising its specificities and very varied development levels in the Member States. 
· the necessity of a close dialogue with the social enterprise sector itself 
· the necessity to clearly separating tools for private investors in EuSEF and tools for public fundings (EASI )

Q1 : Do you agree with the identified policy options set out in the cost benefit analysis (Annex III)? Could you identify any other options
One sub-option should be considered: ESMA could propose to consider that some “legally recognized social enterprises” are, by definition, considered as “social enterprises”, like cooperatives, mutual societies, non-for profit organizations legally recognized by the public authorities.
Q2: Do you agree with the proposal set out in the consultation paper? Are there any additional principles or criteria that you would like to propose? 
The governance and the difference between for-profit and not-for-profit organizations are to be taken into consideration, as far as they largely influence the outputs and the outcome.

Q3: Is it useful to provide indicative open-ended lists of goods and services provided by the social enterprises, methods of production employed and entities that provide financial support? 
It may be useful to provide indicative open-ended lists of goods and services and of methods of production, but it would be more fruitful to establish a list of high-level principles, including governance and for-profit and non-for-profit  purpose topics.

There is no stable legal definition of "social enterprise", and no statistics (the only statistics refer to social economy). In the UK, for instance, the number of social enterprises has grown from 5,300 to 62,000 over a ﬁve-year period. Growth is mainly attributable to political decisions to reinterpret key elements of the social enterprise deﬁnition and to include new organisational types in sampling frames:  25 % of resources coming from trading (versus 50%) and "not pay more than 50 per cent of proﬁts to owners/shareholders" (versus "surpluses principally reinvested for the social objective")[footnoteRef:1].  [1:  TEASDALE S, LYON F. & BALCOCK R., « Playing the number game:A methodological critique of the social enterprise growth myth”, Journal of Social Entrepreneurship, published on line 12 March 2013.] 


Q4: If so, do you agree with the lists of situations described in the proposed advice? Would you like to suggest any more? 
The list of situations has to be very open.

The Eusef has to stick to a broad range of needs, from "trading social enterprises" to enterprises that deliver health and social welfare services and which are both capital and labour-intensive (social housing, hospitals, facilities for the elderly and disabled..). Some drive social services of general interest with public and private supports, some are completely funded on the market. 

Q5: Do you agree with the description of the types of conflicts of interest? Would you like to suggest any other type? 
Q6: Do you agree with the standards proposed in terms of the measures that EuSEF managers should adopt in order to identify, prevent, manage, monitor and disclose the conflicts of interest? 
Social enterprises view profit making as a secondary objective. Due to their low profit margin, they are generally unable neither to deliver any capital gain to their investors nor to redeem their original investment. When their investors withdraw, they must be replaced by others.  The "social impact measurement" is supposed to demonstrate to new private "impact investors" that the "social impact" compensates for the loss of "financial" return. If the "social impact measurement" is too selective, there would be no target for impact investing.
Social effects are produced in the long run, which cannot be summarized in a "story-telling". There is a large asymetry between investors and social enterpreneurs needs[footnoteRef:2]. There is a real doubt that social measurement, because of its complexity, will succeed in convincing investors of its effectiveness. In this case, it would be better not to have abandoned all other methods of evaluation and financing instruments, specially as far as public fundings are concerned.  [2:  ALIX N., BAUDET A., "Impact investing, facteur de transformation du secteur social en Europe", 4th International CIRIEC Conference, October 2013.] 


It is also important to stress the importance of taking a long-term investment approach when seeking to finance social impact. The nature of many social challenges addressed by social enterprises means that change or improvement in quality of life can be slow or very incremental. Although the importance of measuring long term impact is mentioned it could be more explicitly considered in the document.

This is why we are in favor of option 3. 

Q7: Could you quantify the costs that the implementation of these standards could generate for a EuSEF manager? 
Q8: Are there any other measures that you would like to propose? If so, could you quantify the costs of your proposal for the EuSEF manager? 
Q9: Do you agree with the proposed approach? 
Q10: Are there any other measures that you would like to propose? If so, could you quantify the costs of your proposal for the EuVECA manager? 
Q11: Do you agree with the general approach on social impact measurement? 
1 - The introduction of measurement systems goes hand in hand with the development of new forms of remote control by people who are not familiar with the sector, instead of interaction with specialists. So we are substituting a system of controls carried out by experts for complicated – and possibly audited – standard measurement processes.

These changes encourage the development of measurement systems for performance comparison and results-oriented policies. We need to be vigilant as to what could be lost if such practices were to prevail across the whole spectrum of social activities.

We should also be vigilant about the type of impact measurement systems selected. Whatever the choices made, they will be dependent upon the figures that can be produced. And to obtain figures at all costs, some aspects of the structures’ work will be pushed into the background because they are difficult to measure. A series of imperfect indicators will be weighted to obtain synthetic indicators. Small differences in responses to social needs are likely to become big differences because of the technical choices made. In this type of activity, the “noise” is often more important than the measure itself. Even if everyone is conscious about the difficulties of this project, it remains that the very existence of these figures will change the decisions made. Reactivity effects [2] are now well documented, starting with the self-fulfilling prophecy effect. Small differences in initial scores can result in big differences, notably in terms of resources. Other risks include the conformation and restructuring of the existing offer and the avoidance of innovation. To achieve a high score, some structures could be tempted to stop any activity not represented in the figures.
It is important not to base all policies on a handful of metrics, to maintain the variety of reference systems and to remember that the local knowledge acquired by structures and professions is an essential and complementary part of any responsible social policy. It is important to avoid a total financialisation of the social field, which is obviously favored by this methods. 
2 - In any case, the choice made for EuSEF should not be taken for granted for public fundings.
In any case, most of social enterprises have to "hybridize" their resources. As it is impossible to pay for several information systems, it is important to promote a system of "social evaluation" which can adapt to all the needs but which doesn't align public evaluation on the usual private investors requirements. 
Public authorities cannot be considered as "stakeholders" like all others, and of course not as "investors" or "shareholders": they have been elected by people who expect from them to stick to their political choices, for which they would pay taxes. The penalty is not financial but political. Taxes are supposed to hedge against the risk.
This is all the more important as social enterprises, due to their organizational structures, depend heavily on outside actors for their resources. As such, the introduction of an evaluation as a prerequisite for obtaining funds will inevitably have effects on the functioning of these enterprises. 

Q12: Could you help us estimate the costs to which the proposed approach would give rise for the EuSEF manager and the social enterprises? 
The question should be more about the costs for the social enterprise. The social enterprise should not spend all the time in reporting. 1 or 2% could be reasonable. 
The need to external acknowledgment, which is very expensive, is not demonstrated in any case. The "social impact measurement" could better be published in order for stakeholders to react. Or a stakeholders committee could be created in order to certify the results; external auditors are not (always) the most appropriate solutions. 
Although broad stakeholder involvement is important and impact on a wide range of stakeholders is very valuable, we feel that the focus should be kept on the service users as key in the process of measurement (obviously particularly when a service user is disadvantaged), as opposed to just one in a sea of stakeholders, as we are talking about meeting social needs. In some parts of the text this is more evident than in others.

Q13: Which option would you favour? Why? 
The “theory of change” cannot be considered as an unchallenged evidence or an uncontested fact and, as a consequence, the only possible methodological framework and consequently the definition of the "protocol".
Research has shown that one has to differentiate what is observed from what is objective. A same question - for instance the question of pregnancy protection- will be treated in different ways by employers federations, feminist organisations, social protection system or churches, each of them providing different standards, which define their own interpretations and their own view about "changing real life". There is no reason why these interpretations automatically converge to a common view. For each situation, there are as many "theories of change" as actors. 
In addition, it is impossible to establish a link between one cause and one consequence, as far as the environment (legal, social, economic...) changes continuously with permanent interactions. 
The public choice cannot be based only on this theory, because it gives a prominant place to actors and groups whose interests are the best integrated within the dominant framework of knowledge and social norms. The other ones can challenge the validity of the norm, but, to do so, they have to mobilise enormous resources, on an economic, organisation and political basis. This cannot be the case of social minorities. 
This is why mixing theory of change and a "comply or explain" system can kill innovative systems and lead to normalization.
 
This is why we are clearly in favor of option iii.
(i) Imposing on all EuSEF managers a single method for measuring the social impact (SROI, IRIS, other – please specify) 
(ii) Relying in generally on accepted existing methods, at the discretion of the EuSEF manager (SROI, IRIS, other – please specify) 
(iii) Allowing EuSEF managers to create their own method, following the principles and basic steps described in the proposal. 
(iv) A combination of (ii) and (iii). 
Q14: Could you please quantify the costs for the EuSEF manager of your preferred option? 
Q15: Do you have any alternative proposals? If so, please quantify the costs involved. 

Q16: Do you agree with the proposed approach with regard to the information on the different items of the investment strategy and objectives required under Article 14(1)(c) of the EuSEF Regulation? 
Q17: Do you agree with the proposed approach with regard to the information on the positive social impact expected, the projections and the past performance and the methodologies for measuring the social impact (Article 14(1)(d) and (e))? 
Q18: Do you agree with the proposed approach on the non-qualifying assets held by the EuSEF and the process and the criteria used for selecting these assets (Article 14(1)(f))? 
Q19: Do you agree with the proposed approach with regard to the description of the support services, as required by Article 14(1)(l)? Do you think that the manager should provide information about the cost of the support services? 
Q20: Do you consider that it is advisable to develop an indicative model or a template for the pre-contractual information that EuSEF has to provide to the investors under Article 14 of the EuSEF Regulation? 
ESMA should consider reference in social economy and social enterprises and use the detailed information that the banks have compiled on the risk and probability of default through standardised processes under Basel II in order to calibrate new risks for all types of investors! 
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