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Highlights from the Investor Roundtable
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This White Paper summarizes and makes recommendations
based on the discussions that took place during the Investor
Roundtable at 021Disrupt held on 4th November 2017 in
Karachi. The objective of the Investor’s Roundtable was to
discuss the investment landscape in Pakistan for early stage
businesses and startups. The attendees, who comprised of
both local and international investors, also discussed the
challenges investors face in Pakistan and how other emerging
markets have dealt with the same issues in the past.
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THE PAKISTAN
OPPORTUNITY
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The international attendees at 021Disrupt, on various
occasions during the conference, noted that the perception
of Pakistan has been shaped by a very limited focus by the
international media on Pakistan. This has distracted and
deterred international investors from considering the real
opportunity in Pakistan. The international investors observed
that Pakistan, having a population of 208 million, is the 5th
most populous country in the world which makes it a huge
market for growing businesses.
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'Local investors need to step in to create
liquidity. You need to give a chance to
founders to build businesses; a lot of
those ideas are incredible ideas and they
lead to even better executions'
Faaris Naqvi

To put the numbers in perspective, the internet subscribers in
Pakistan are roughly 8 times the population of Singapore. The fact
that 100% of all sim cards issued are biometrically verified with the
national database means that the infrastructure for digital
verification of identity is also in place.
There are also various challenges faced by Pakistan with respect to
attracting foreign investment. The challenges are primarily related
to a nascent ecosystem, regulatory framework that does not offer
the required support to early stage businesses, lack of local
investors, and a lack of potential exit opportunities for investors.
However, the attendees noted that these challenges are not unique
to Pakistan as most emerging markets have faced or are still facing
similar issues. The only way to overcome them is by getting all the
relevant stakeholders including entrepreneurs, enablers such as
incubators, investors, and regulators to actively contribute to the
entrepreneurial ecosystem.
It is impossible to not discuss the role of China Pakistan Economic
Corridor (CPEC) when considering the economic prospects of
Pakistan. Pursuant to CPEC, investment of more than $50 billion is
being made in various infrastructure projects in Pakistan. China
boasts one of the most advanced technology ecosystems in the
world. Given the close ties and the investment channels being
developed between the two countries, China presents a great
opportunity for technology and technology-enabled businesses in
Pakistan. Specific channels can be developed between Chinese
investors and the Pakistani entrepreneurs to allow for the Pakistani
startup ecosystem to benefit.

INVESTMENT LANDSCAPE
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FOUNDER AND
INVESTOR MATURITY
Investors and founders will both need to approach the business of
startups with a more mature mindset. Startups and early stage
businesses need to reduce the risk associated with the country,
product and market to raise investment from an international
investor. While there is not much a startup can do about the
country risk, achieving product market fit allays the concerns
around product and market risk. There needs to be a relentless
focus on traction, metrics and data that reflects growth rather
than an unhealthy obsession with vanity metrics that can
sometimes off-track otherwise promising entrepreneurs.
Founders will also need to be optimistic, but grounded in the realm
of possibility when building their projections that they then used to
pitch for investments. Business Modelling is a key skill that they
will need to incorporate in their skillset to be able to pitch to
investors effectively and have meaningful discussions.
Several concerns were raised about the maturity of founders in an
early stage ecosystem. Most investors expressed the concern that
the lack of an efficient enforcement mechanism increases the risk
of their investment. Some investors also raised concerns about
the lack of professionalism that they observed in many
entrepreneurs. However, there was consensus across the board
that the entrepreneurs who have been through an incubator or an
accelerator program were significantly better prepared to
articulate an execution strategy and the allocation of funds raised.
Investors too will need to realize the importance for investments

to be made on terms that will leave enough equity for the founders
to remain incentivized after the dilution resulting from future
rounds of funding. Otherwise startups where investors hold a large
percentage of equity after the angel or seed stage then become
toxic to follow-on investors. These factors can paradoxically kill the
startup itself, the very vehicle that the early investor wants to see
succeed.
Another factor to keep in mind from an investor’s perspective is
that investing in startups is very different to investing in vehicles
such as stocks and real estate. Investments in startups are far
riskier, and the lock-in period is much longer. The investment
horizon is five plus years, as compared to steady annual returns.
The returns can however be several order of times higher. Investors
looking to invest in startups should understand the dynamics and
risk profile of these investments, and curate their portfolio
accordingly.
Often in developed markets, investment funds are led by investors
that are dedicated fulltime to the game. This can be especially
helpful to building and understanding with startups in the investor’s
pipeline as well as helping an investee startup in the early days.
Founders, investors and ecosystem stakeholders should realize
that effective collaboration is key to building anything meaningful;
it cannot be done alone. The interest of the startup and its mission
should be paramount while individual egos should take a backseat.

‘The level of excitement I have for
Pakistan is very high. We are in the
process of raising a $200m of Wamda; we
are probably going to allocate a
significant percentage of it just in
Pakistan. We need local partners who
need the ecosystem to coinvest; I am not
going to parachute in from Dubai
pretending I know everything.’
Fares Ghandour
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IMPORTANCE OF LOCAL
INVESTORS IN KICK-STARTING
THE ECOSYSTEM
The roundtable also discussed how local investors will need to
play a crucial role for the startup ecosystem to attract more
foreign investment. Early investments in startups, including
particularly the pre-seed and angel stage, will have to come from
local investors who need to exhibit their confidence in the market
and team for international investors to then also step in and take
part in the financing rounds. At the end of the day, international
investors will look to collaborate with locals already involved in
the ecosystem, including local investors, as they will need boots
on the ground.
While there are some investors in Pakistan that have been
participating for several years, the number of investors has
steadily grown over time including the setting up of some new
funds, and interest from an increasing number of family offices.
These developments are encouraging and will help the
ecosystem go further while those that invest early in a
startup-friendly method stand to reap big rewards.
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CAPITAL MAY NEED
TO BE PATIENT
One of the main impediments for foreign investors in
Pakistan is country risk. In addition, there is market risk
given most high growth opportunities are in sectors that are
yet to be disrupted in Pakistan. Despite the potential,
disruption in a sector is usually dependent on interrelated
changes in other sectors. The dependence of ecommerce on
digital payments is a good example. In a nutshell, most
sectors will need time due to the required regulatory and
cultural change. Growth will be exponential, but will begin
slowly and products will develop through iteration. To make
these changes, most startups and early stage businesses
will need patient capital.
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VC FUND CAPITAL IS ONLY
ONE SOURCE OF FUNDING
AMONGST MANY
Essentially, venture capital firms are looking for opportunities that
can offer them a 10x return in 6 to 8 years depending on their
respective fund life. This paper does not intend to discuss the
merits of the model of the venture capital business. However, it is
important to consider what impact its limitations can potentially
have on a nascent ecosystem like Pakistan’s. Not all potentially
successful businesses will have the potential to give the returns
in the time frame required by most venture capital firms.
The foreign investors recognized that there are many startups
in Pakistan that easily qualify for a venture capital investment.
However, keeping the limitations of venture capital in mind, it
is important to consider alternative sources of investment
which may be structured on a different model and can allow
for more patient capital.

'When we invest in companies, we think
why would some other firm want to
acquire this company?'
Enis Hulli
'The number of startups is rapidly
increasing. There is a lot of momentum
(in Pakistan)'
Ali Mukhtar
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EQUITY AND
VALUATIONS
The attendees noted that most nascent ecosystems in
emerging markets have seen predatory early stage investors.
These investors usually take a big chunk of equity upfront
leaving the founders in a position where they get significantly
diluted in the next round of funding. The local investors have
highlighted that a similar pattern can be seen in Pakistan.
Other emerging markets evolved after the entrance of
professional investors who provided sufficient competition to
the existing investors.
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CAPACITY OF STARTUPS
TO ABSORB CAPITAL
Currently, several existing early stage businesses may not be
ready to absorb significant capital that is the minimum ticket
size some funds are willing to write. However, as noted earlier,
the entrance of international investors is contingent upon
professional local investors, as they can help more businesses
achieve product market fit by providing capital and
mentorship. This will result in more potential businesses for
international investors and larger funds to invest in. Another
impediment that international investors have is the lack of
presence in Pakistan. Most international investors
communicated a need to partner with professional local
investors before making an investment in a Pakistani business
to have an established presence in Pakistan.
Another factor of note is that there are now several funds that
are looking at smaller ticket sizes that may be deployed in the
instances where the startups cannot yet absorb large
amounts of capital yet but show promising signs of growth,
with follow-on funding once the capital absorption ability
strengthens.
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AVAILABILITY OF
FOLLOW-ON CAPITAL
Currently, most startups and early stage businesses who have
successfully raised angel or seed rounds are struggling with
follow-on capital. Another concern that is often raised by
investors is the lack of exits seen in the Pakistani ecosystem.
Local investors have often found it difficult to justify
investments considering the lack of any sizeable exits or
deployment of later stage capital (Series A) seen in the
ecosystem. It was highlighted by multiple international
investors that it has been the same case with various
emerging (and many developed) markets across the globe.
Exits and follow-on capital will come over time with sustained
company growth and the entrance of more investors (foreign
and local). As discussed above, foreign investors and larger
funds will enter the market when more professional local
investors start investing in startups and preparing them for a
bigger round of funding. It was also highlighted that early
stage investors in later rounds could stand to make a
significant return on their investment, with those joining early
in the game set to benefit the most. The investors that will
make the highest returns are the ones who will also provide
follow-on funding to the existing startups that they have
already funded.
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ATTITUDES
TOWARDS FAILURE
Another important point that was highlighted was the change
of narrative that surrounds failure. This problem is not
specific to any region but certain ecosystems have developed
a strong narrative dispelling the stigma that surrounds failure.
Investors also noted that not enough startups in Pakistan are
accepting failure and moving on. The nature of high growth
potential businesses involves founders venturing into high
risk areas. High risk ventures are more likely to fail. It is
important to develop a narrative that allows these young
founders to fail and then use their experience to start
something new. While it is particularly important for investors
to critically analyze a founder’s past failures, failure alone
should not disqualify the founder from consideration. Beyond
investors, the narrative also needs to be changed by the
education institutes and incubators/accelerators.
Investors too should understand that failure is only a part of
the process, including when looking at their own portfolio.
The majority of their investments, by their very nature, will fail.
The focus should be on curating a high quality portfolio of
startups with exceptional teams that have a shot at winning
big and if some of those investments fail, that is not only
okay but expected.
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ENCOURAGING PARTICIPATION
FROM CORPORATES AND
GOVERNMENT ORGANISATIONS
The participants also noted that there is significant support
and interest for entrepreneurship from the government,
including organisations such as Ignite, and two of the
provincial governments in Pakistan.
Furthermore, an increasing number of corporates have
sustained activites supporting the space for the past couple of
years and now these and other organisations are starting to
engage with the ecosystem in a more involved manner
including through corporate innovation programs and doing
business with startups.
Such developments are exciting and are signs of a healthy and
promising ecosystem. We hope that such support and
openness only continues to increase, which will only prove
beneficial in increasing the pace of innovation and technology
transfer in the country.

'What I feel is that if you are investing
right now in Pakistan, and your fund size
is about $5m, you will probably make a lot
of money. There is no question eyes will
be on Pakistan. But don’t just spray and
pray; be careful about what you invest in.'
Jeffrey Paine
The Investor Roundtable noted that
021Disrupt was an exciting event that had
brought the community from across the
country and the region together. Several
international investors reiterated their
commitment to investing in Pakistan in the
coming few years.
The participants all agreed on how Pakistan
is an opportunity too large to ignore, where
the ingredients are right for exciting success
stories to emerge as the ecosystem develops.
The quality of talent, large market size and
availability of expertise means that together,
we can indeed play a key role in shaping the
future of the country.
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