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1. Context







Figure 1.1. IFC’s Blended Finance
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Note: DFI = development finance institution; OECD DAC = Organisation for Economic Co-operation and Devel-
opment-Development Assistance Committee.

IFC leads international financial institutions in establishing common principles of blended finance that
guide the justification of deploying concessional resources.
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Development Finance Institution Principles of
Blended Concessional Finance

Principle 1. Present a rationale or economic case for using blended
concessional finance

DFI support of the private sector should contribute something
——| beyond what is available or something otherwise absent from
the market and should not crowd out the private sector.

Principle 2. Support crowding-in and minimum concessionality

DFI support to the private sector should, to the extent possible,
@*& contribute to catalyzing market development and to the mobili-
zation of private sector resources.

Principle 3. Create commercial sustainability

DFI support of the private sector and the impact achieved by
each operation should aim to be sustainable. DFI support is

‘ \—_\ > therefore expected to contribute toward the commercial viability
of the institution’s clients.

Principle 4. Reinforce markets

DFI assistance to the private sector should be structured to
effectively and efficiently address market failures and minimize

/\/‘ the risk of disrupting or unduly distorting markets or crowding
.|I|I||III out private finance, including new entrants.

Principle 5. Promote high standards

DFI private sector operations should promote adherence to
high standards of conduct in their clients, including in the areas

of Corporate Governance, Environmental Impact, Social Inclu-
v sion, Transparency, Integrity, and Disclosure.

Independent Evaluation Group | World Bank Group



2. Results and Lessons from
Farlier Projects (2010-14)
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Figure 2.1. Project Outcome Ratings
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Note: The development outcome rating is a synthesis assessment of the project’s results across four development
dimensions. In a binary analysis performed by the Independent Evaluation Group, “high outcome rating” refers to
mostly successful or better on the six-point scale of development outcome and to satisfactory or better on the
four-point scale for the rest of criteria.
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3. Deep Dives into Recent Blended
Finance Projects (2012-10)




Table 3.1. Projects and Objectives
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Note: MIGA = Multilateral Investment Guarantee Agency.
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Affordable housing Wastewater treatment plant
(MIGA)
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Table 3.2. Blended Finance Used for the Projects
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Note: IDA = International Development Association; IFC = International Finance Corporation; MIGA = Multilateral
Investment Guarantee Agency.
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Affordable housing Wastewater treatment plant (MIGA)
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Evaluation Findings from Deep Dive Cases
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Table 3.3. Summary of Project Outcomes
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Note: IDA = International Development Association; IFC = International Finance Corporation; MIGA = Multilateral
Investment Guarantee Agency.
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4. \NVhat Worked Well?

Blended Finance Helped the Projects Get Off
the Ground

All projects display high-risk characteristics. For example, the dairy project
was a greenfield operation in an IDA country with weak infrastructure, mar-
ket and supply chain uncertainties, sensitivity to commodity price fluctua-
tions, and intense competition from semiformal and informal businesses,
and the sponsors were new to the dairy sector. The food processing project
requires stringent quality standards and specifications, and the sponsor had
a limited track record in manufacturing specialty products. A leasing project
was in a postconflict country and the agriculture cooperatives involved in
the business had no formal banking experience. Affordable housing projects
never had a green building, which was a component supported by blended
finance. Some clients did not have the financial strength to supplement cash
shortfalls, and investors like IFC were reluctant to invest in such projects.
The subsidy amount was between 2 percent and 5 percent of project costs,
indicating that it was close to the minimum needed to catalyze the transac-
tion, including the mobilization of other financiers (official and commercial).

Advisory Services Played a Pivotal Role in
Enhancing the Development Footprint of the
Project

Nonfinancial additionality, in the form of subsidized advisory services on top
of the financial subsidy, also reduced project risks. Technical assistance
often accompanied blended finance operations because the projects were
innovative ventures dealing with less-experienced clients and stakeholders
(farmers, cooperatives), thus requiring capacity building advisory services or
close hand-holding by IFC. For the dairy project, IFC supported expanding
extension services to some model farmers. They had been successful in re-
ducing a seasonal variety of milk production through feed management and
disease control. For the leasing project, IFC supported training for cooper-
atives to enhance their business management skills, including budgeting
and cost control. In several instances, the cost of the technical assistance
support greatly exceeded the subsidy element of blended finance.
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Advisory Services or

Advisory Services

Industry

Technical Intervention

Contributions

Table 4.1. Contributions of IFC Advisory Services or Technical Interventions

-\

©O—® |_ﬂ_|

Leasing Affordable housing
Note: EDGE = Excellence in Design for Greater Efficiencies; IFC = International Finance Corporation.
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Box 4.1. Projects Meeting Blended Financing Principles

24

By deploying financial and nonfinancial additionality, all International Finance Corporation projects met

blended financing principles:
Economic Case for Blended Finance

®m A subsidy ensured financing that was not available from alternative sources.
Crowding-In and Minimum Concessionality

B The amount was the minimum needed to realize the transaction, with some other official and com-
mercial financing being catalyzed.

Commercial Sustainability
®  Commercial viability and sustainability were achieved.
Reinforcing Markets

m  Market effects, such as enhanced competition, market development, and spreading of good busi-
ness practices, were observed.

Promoting High Standards

®  |mprovements realized in environmental and social and food safety practices.

The International Finance Corporation’s Blended Finance Operations



5. Areas That Need Attention

Projects achieved commercial viability and profitability, but IFC’s returns were inadequate in all cases.

Small size of investment, slow disbursement, and complexity of transactions resulting in high adminis-
trative costs contributed to lower loan income for IFC. One equity investment was negatively affected

by local currency depreciation. The shortfalls in IFC’s return could be viewed as an additional subsidy

to these projects.

Furthermore, the subsidies of blended finance were often dwarfed by the size of advisory services relat-
ed to these projects. Not all advisory services are a subsidy to the private sector: IFC’s work on a green
building program was industrywide. Also, some companies covered some costs of advisory services.
Their scope and timing can vary from those of investment services. Nevertheless, advisory services con-
tain a strong subsidy element as well given partial, if any, cost recovery. It is challenging but important to
have a full cost accounting to get a complete picture of all the subsidies involved in a project.

These findings argue for clarity on the subsidies involved to enable a separation between subsidy and
commercial elements in project performance and to ensure returns commensurate with risks for all
investors, including IFC. More holistic accounting would provide a more transparent performance in-
dicator that reflects the full opportunity cost of resources deployed for development interventions. The
presence of subsidies in a project should not be a reason for IFC to accept inadequate returns.

Blended finance is expected to financially “de-risk” projects, but project risks such as sponsor and
management quality, market risk, and macroeconomic conditions are not mitigated by the blended
finance. The subsidies associated with blended finance do not reduce project risks but rather reallo-
cate them. The reviewed projects provide evidence that advisory services can reduce specific types of
risks, such as risks associated with weak managerial capacity and harmful environmental and social
effects. Other Bank Group interventions (policy and regulatory reforms) can reduce macroeconomic
and regulatory risks, which often account for poor investment results in FCS and IDA countries, as also
seen in some of the reviewed projects. Thus, the blended finance instrument can have more powerful
effects when combined with other Bank Group instruments to address a broader range of risks in the
specific project circumstances.

Independent Evaluation Group | World Bank Group 25



6. | essons for Successful
Blended Finance Projects

A business case and rationale are essential for private sector projects.

= Market and risk assessments are starting points for project design.
Financial additionality is needed but not sufficient.

= Clients do not respond to a subsidy for undertaking high-risk projects.

= Close alignment with clients’ strategic interest is needed to enter new
business lines supported by blended finance.

Nonfinancial additionality is critical for project risk mitigation.

= The client's commitment and capacity for a project’s business needs to
be assessed.

= Needs for complementary and preparatory technical assistance and
regulatory reforms, in tandem with investment preparation and progress,
need to be assessed.

= The client needs to understand the necessary contributions.
The cost of an intervention can go beyond that of the investment projects.

= Associated advisory services and preparatory work require additional
resources.

= Afull accounting will help in the assessment of the total cost of achieving
the intended outcome.

IFC needs to consider ways to account for implicit subsidies from IFC’s net
income in the form of revenue falling below expectations.

= The comprehensive cost of blended finance should be shared with do-
nors and IFC with enhanced transparency.
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