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Foreword

Delivering the transition to a low-carbon economy at 
pace is crucial for limiting further increases in global 
temperatures. A broader approach to global investment 
needs that captures wider sustainable development aims 
(such as universal education and access to healthcare, as 
guided by the UN Sustainable Development Goals) means 
that scaling up capital to deliver on these is key. The Paris 
Agreement of December 2015 also provides a strong signal 
that limiting climate change is now firmly on the global 
agenda. The need for additional capital to finance this is 
also clear. As the UN Framework Convention on Climate 
Change spells out, the challenge is now to “make finance 
flows consistent with a pathway towards low greenhouse 
gas emissions and climate resilient development”.1

Countries provided an outline of what they aim to do to 
address the climate challenge in advance of the talks that 
resulted in the Paris Agreement. Their approaches vary 
significantly, but these plans are nonetheless a useful 
guide. Access to more finance means that these plans 
could be delivered more quickly: some countries explicitly 
expressed that they could do more to reduce emissions 
if they received more funding. This is a perfectly valid 
approach, since countries over the world are at differing 
levels of economic prosperity, and it clearly makes sense to 
put local considerations for people first. However, it means 
that allocating capital for climate solutions has an extra 
dimension: a transparency, as well as scale, requirement.

Transparency on what finance is being used for in 
relation to energy systems and other forms of economic 
development (transport networks and buildings, 
for example) is important as it allows key economic 

stakeholders – such as governments, investors, and 
corporates – to take a view on how quickly low-carbon 
transition is happening. In turn, this means they can 
prioritise capital allocation to specific needs relating to 
reducing emissions or building resilience. 

There are signs of increased transparency about financing 
with a specific purpose in mind. In 2018, $149.2bn of green 
bonds came to the market, and HSBC fixed income analysts 
estimate that new issuance will be $140-180bn in 20192. 
However, this is around just 1% of total bond issuance in 
2018. Therefore, mobilising capital to deliver the scale of 
investment required is a key priority. 

The use of blended finance is increasingly acknowledged 
and utilised by the international development community 
to address the risk factors that sometimes deter investment 
in low-carbon solutions. The imperative now is to build 
capacity across the globe to crowd-in private capital. This 
report examines the current landscape for blended finance, 
highlights financial sector successes so far, and discusses 
how to unlock the potential so as to mobilise capital at 
scale. 

Zoё Knight, Group Head, Centre of Sustainable Finance

1  UN Framework Convention on Climate Change, “Paris Agreement”, 30 November to 11 December 2015
2  HSBC Global Research, Green Bond Insights – 2019 Market outlook: Rise of the investor, 9 January 2019
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Introduction: The case for mobilising private capital

2015 was a significant year for sustainability. The United 
Nations adopted the 2030 Sustainable Development Agenda 
and the 17 Sustainable Development Goals (SDGs) that 
underpin it. These cover all aspects of social and economic 
development, including access to clean water and sanitation, 
affordable and clean energy and creating sustainable cities.3 
Ensuring that development captures these aims will require 
investment on a massive scale. 

World leaders acknowledged that the financing requirements 
move from billions to trillions of dollars to the meet the 
challenge of promoting inclusive, sustainable growth, 
reducing poverty and inequality, and fostering future 
economic growth that protects the planet.4 The UN Addis 
Ababa Action Agenda on Financing for Development outlined 
concrete measures to generate investment in SDGs. 

Alongside these developments, nations came together to 
forge the Paris Agreement, which aims to address climate 
change by keeping the global temperature rise to well below 
2°C above pre-industrial levels. Now, almost all countries 
have set greenhouse gas (GHG) emission reduction targets 
to support the transition towards a low-carbon economy. 
Country plans for addressing this climate goal are referred to 
as Nationally Determined Contributions (NDCs). 

The transition to a low-carbon economy carries manifold 
benefits beyond the initial environmental drive. Studies 
have emerged that capture the value of such investment. 
For instance, conservative estimates from the Global 
Commission on Economy and Climate put the direct 
economic benefits at $26tn compared with business-
as-usual,5 and the International Labour Organization has 
forecast that 24 million new jobs will be created globally by 
2030 if the right policies to promote a greener economy are 
enacted, with 2.5 million in renewables-based electricity.6

In addition, a report from the Business and Sustainable 
Development Commission found that achieving the 
Sustainable Development Goals would generate $12tn of 
market opportunities across four key economic sectors: 
energy and materials, cities, food and agriculture, and 
health and wellbeing. These opportunities relate to activities 
like the expansion of renewables, energy efficiency and 
storage, reducing food waste, and better maternal health, for 
example.7

Energy and Materials $4.3tn

Cities $3.7tn

Food & Agriculture $2.3tn

Health & Well-being $1.8tn 
E.g. risk pooling; remote patient monitoring; 
advanced genomics; better maternal and 
child health; low-cost surgery; etc.

However, the upfront expenditure to deliver a sustainable 
future is in the region of $90-100tn over the next 15 years, 
according to the Global Commission on Economy and 
Climate.8 The capital markets are already a key source of 
green infrastructure projects across the world, through 
a range of indirect (corporate bonds, public listed equity 
and mezzanine finance), semi-direct (through venture 
capital and private equity investing straight into projects 
or via asset-backed securities) and direct (equity, debt or 
Public-Private Partnerships) channels.9 According to the 
International Institute for Sustainable Development report 
on credit enhancement for green projects, public-private 
partnerships (PPP) have thus far been the most preferred 
method of sourcing private finance globally.10 The use of 
public-private blended finance initiatives offers significant 
potential for tapping further private capital through a range 
of institutions: banks, asset managers, insurers, pension 
funds and foundations.

In short, blended finance seeks to use concessional finance 
as a catalyst for crowding-in private capital. In Part 1, we 
look at existing mechanisms, financial participants and 
current challenges for blending, while in Part 2, we turn to 
a discussion of how to overcome these obstacles. 

Market opportunities from achieving the SDGs

E.g. expansion of renewables; energy 
efficiency; energy storage; circular models – 
automotive, appliances, electronics; etc.

E.g. affordable housing; electric and hybrid 
vehicles; energy efficiency – buildings; 
urban public transport; car sharing; water 
and sanitation infrastructure; etc.

E.g. reducing food waste in value chain; 
forest ecosystem services; low-income food 
markets; product reformulation; dietary 
switch; micro-irrigation; etc.

3 A list of all 17 SDGs can be found at https://www.undp.org/content/undp/en/home/sustainable-development-goals.html
4 AfDB; ADB et al, Mobilization of Private Finance by Multilateral Development Banks and Development Finance Institutions 2017, June 2018 
5 The Global Commission on the Economy and Climate, Unlocking The Inclusive Growth Story Of The 21st Century: Accelerating climate action in urgent times, 2018
6 International Labour Organization, World Employment Social Outlook 2018: Greening with jobs, 2018
7 The Business & Sustainable Development Commission, Better Business, Better World, 16 January 2017
8 Ibid., The Global Commission on the Economy and Climate
9 OECD, Kaminker, Kawanishi, Stewart, Caldecott and Howarth, “Institutional Investors and Green Infrastructure Investments: Selected Case Studies”, OECD Working Papers 
on Finance, Insurance and Private Pensions, No. 35, 2013
10 IISD, Credit Enhancements for Green Projects: Promoting credit-enhanced financing from multilateral development banks for green infrastructure financing, May 2015



5HSBC Centre of Sustainable Finance

Part 1 | Blended Finance: Existing mechanisms, market 
participants and obstacles

In essence, blended finance seeks to crowd-in private 
capital to catalyse concessional and commercial finance 
to fund large-scale projects or high impact activities in 
sectors that have potential to attract commercial investors 
over time. The utilisation of public capital is integral to de-
risk opportunities for potential private investors, thereby 
creating markets in projects and regions with otherwise 
limited scope. Public funds, such as government resources 
and international aid donor funds are clearly not limitless, 
and with hefty sustainable development targets for the 
world to meet, blending these funds with private capital 
helps to supplement the shortfall in development capital. 
However, current private capital mobilisation rates by 
Multilateral Development Banks (MDBs) are currently less 
than 1:1 across their entire portfolios according to the 
Blended Finance Taskforce. Furthermore, the Taskforce 
estimates that raising enough capital to fully implement 
the SDGs would require leverage ratios closer to 4:1, or 
possibly higher still to 5:1 or 6:1.12

Given the size of projects and amount of capital required to 
fund them, the types of projects blended finance is often 
most suited to are sustainable economic infrastructure, 
sustainable land use, clean energy, financial services and 
social infrastructure projects – although this capital can be 
invested in a variety of ways.

Mechanisms and capital providers that support 
blended finance
Blended finance uses a wide range of instruments and 
vehicles to de-risk investments to help crowd-in funds 
from private investors. The nature and risk profile of 
sustainable development projects can vary hugely across 
different types of asset class, financial instruments, project 
type, sector, technical depth, recipient country and the 
type of borrower. The instruments used for blending, 
therefore, work by sharing the investment risks of assets 
(for instance, large-scale sustainable infrastructure) by 
helping to make those assets “investable” by large-scale 
institutional asset managers and owners. Table 1 (overleaf) 
defines some of the most relevant mechanisms.

What is blended finance?

Definition: “Blending” involves the strategic use of 
public or philanthropic development capital for the 
mobilisation of additional external private commercial 
finance for SDG-related investments. 

The Blended Finance Taskforce11

11  Blended Finance Taskforce, Better Finance, Better World: Consultation paper 
of the Blended Finance Taskforce, 2018
12 Ibid., Blended Finance Taskforce
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Guarantees

Protection against capital losses or credit enhancement provided by a third party, e.g., a Multilateral 
Development Bank (MDB). Guarantees can also serve as collateral for small businesses to then 
apply for commercial credit at a micro level, or provide a safety net for financing infrastructure 
projects through specific elements of their lifecycle, such as: R&D, technical risks, manufacturing, 
construction, performance, volume and completion. Through catering to these specific risks, 
guarantees are able to mobilise large amounts of finance for the entire project.

Insurance
Protects the investor against capital loss – either fully or partially – through risk underwriting. 
Typically, this will be either in the form of political risk or commercial/business insurance, thus 
incentivising private capital through a lower risk profile.

Currency 
hedging

Debt financing in foreign currencies can be detrimental to emerging economies due to currency 
mismatches in weaker capital markets; and investing in local currency equally carries FX risks to 
international investors. Currency hedging not only de-risks the capital inflow for emerging economies, 
but through long-term FX risk hedging instruments, international capital runs less volatility.

Technical 
assistance 
grants

Capital provided without requirement for repayment or compensation, or non-financial assistance 
from specialists that will not require reimbursement. Grants can help provide access to capital for 
projects in nascent sectors and riskier geographies, particularly at the early stage of their pipelines, to 
then be able to crowd-in private sector investment.

First loss capital
A type of direct financial investment in which a grant or guarantee will see that an investment 
position will suffer the first economic loss if the assets lose value. This increases the attractiveness of 
the proposition to more risk-averse investors.

Loan syndication
A group of lenders providing loan facilities, typically with MDBs as a lender of record, with banks and 
investors then benefitting from tax exemption, preferred creditor status and immunities through an 
A/B loan structure. For investors, this protects against transfer and convertibility risk.

Table 1: Mechanisms that facilitate Blended Finance13

13 Ibid., Blended Finance Taskforce
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The capital facilitators of blended finance mechanisms span 
the public and private sector. The Multilateral Development 
Banks (MDBs) and other Development Finance Institutions 
(DFIs), such as national development banks in emerging 
economies, play a crucial co-investment role in blending 
public and private finance to scale-up the development 
finance already available. They currently make up the bulk 
of all public investment at 30% (MDBs) and 45% (DFIs).14 
Many already co-invest by leveraging their own capital 
base by borrowing from capital markets to increase their 
own ability to finance development. The Blended Finance 
Taskforce found that DFIs had access to total annual flows 
of $220bn in 2016.15 However, blended finance network 
Convergence reported that on average, among its database 
of blended finance funds, for every $4 of commercial capital 
mobilised by $1 of concessional capital, private sector 
investors funded just a fraction of this. Instead, the bulk 
comes from DFIs and MDBs. Indeed, blended finance funds 
themselves have only attracted $1.10 in private capital for 
$1 of concessional capital – a rate at which would make 
achieving the SDGs untenable.16 Appendix 1 summarises the 
major DFIs undertaking blended finance activities. There is 
capacity for governments to be greater involved in blended 
finance, as the bulk of official development aid (ODA) is 
currently allocated through grants. The Blended Finance 
Taskforce estimates that annual flows of official ODA total 
$143bn, with available concessional facilities for blended 
finance stand at around $20bn.17

The map overleaf showcases selected MDB blended finance 
projects across different geographies and engaging a range 
of blending mechanisms. 

14  Convergence, Data Brief: Leverage of Concessional Capital, October 2018
15  Ibid., Blended Finance Taskforce
16  Ibid., Convergence
17  Ibid., Blended Finance Taskforce
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 Case studies: Blended finance in action

Mexico18

MGM Sustainable Energy Fund/ Optima Energía: 
Through Mexican energy company Optima Energía, 
this $16m debt financing project replaced the 
Municipality of Ensenada’s 25,000 street lights 
with high-efficiency LED lighting. Not only did this 
reduce electricity consumption and greenhouse 
gas emissions, this improved public safety and also 
created a 59% reduction in cost savings.t

Financier(s): Inter-American Development Bank; 
Canadian Climate Fund; the Clean Technology Fund

Blended finance instrument(s): Guarantee and 
concessional loans, subordinate debt.

Sector:  Public lighting 

Kenya19

Lake Turkana wind farm (310 MW): A $870m investment 
in clean power generation capacity in Kenya. A great variety 
of blended finance instruments helped close the viability gap 
and cemented support from private sector investors. The 
utility KPLC signed a 20-year power purchase agreement to 
procure power from the wind farm
  
Financier(s): 

Public investors: European Investment Bank (EIB), FMO, 
Proparco, Interact Climate Change Facility (ICCF), East African 
Development Bank (EADB), Overseas Private Investment 
Corporation (OPIC) and DEG (senior and subordinated debt); 
African Development Bank (AfDB) (subordinated debt and 
breach-of-contract insurance); Finnfund and Norfund (equity)

Private investors: Nedbank and Standard Bank (commercial 
bank guarantee providers), Triodos (senior debt), and KLP 
Norfund, IFU, Aldwych, KP&P, Vestas and Sandpiper (equity)

Blended finance instrument(s): Subordinated debt, equity, 
guarantees, and insurance

Sector: Infrastructure; Power generation
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22
China24

Utility-focused Energy Efficiency Program: A 
$783m facility for small-scale energy efficiency 
investments in China through commercial banks. 
Blending public and private funding helped improve 
the marketing of loans and lower risk-assessment 
costs. Banks loans were at commercial rates and 
backed by a public guarantee covering 75% of 
losses.
  
Financier(s): 

Public investors: IFC, China, Finland, Norway and 
the Global Environment Facility

Private investors: Industrial Bank, Bank of Beijing 
and Shanghai Pudong Development Bank

Blended finance instrument(s): Public loan 
guarantee

Sector: Energy efficienc;, small and medium 
enterprises

India23

India Infrastructure Finance Company Ltd: 
A $128m facility helped India to diversify its 
infrastructure finance market to tap into pension 
funds and insurance companies. ADB’s bond 
guarantee improve the credit quality of the bond 
issued by ReNew Power Venture Private Ltd to 
refinance a wind farm in Western India.

Financier(s): Asian Development Bank

Blended finance instrument(s): Bond guarantee

Sector: Infrastructure. Power generation 

Asia2122

Microfinance Initiative for Asia: A $100m blended 
finance structured impact fund that provides debt 
financing early stage microfinance institutions in Asia. It 
provides a Technical Assistance pro-gramme to investees, 
aiding with measurement, reporting, governance and 
financial manage-ment, as well as product development.

Financier(s): IFC; Federal Ministry of Economic 
Cooperation and Development of Germany (BMZ); KfW 
Entwick-lungsbank (KfW) 

Blended finance instrument(s): First-loss junior 
capital; Public-private partnership to leverage public and 
development finance initiative funding 

Sector: Early-stage microfinance institutions and micro 
and small businesses

Thailand20

Photovoltaic (PV) market expansion in Thailand: 
Despite the recognised potential for solar energy, falling 
technology costs and increased govern-ment support, 
the outlook for the PV power market was not promising 
ten years ago. A development loan by the International 
Finance Corporation (IFC) blended with concessional 
funding from the Clean Technology Fund (CTF) helped 
Solar Power Company Group to secure local commercial 
loans to develop a utility scale PV power plant of 12MW 
aggregate capacity. Since then, the company has 
developed nearly 300MW of PV capacity, mobilizing 
$800m of capital.

Financier(s): IFC – $8m development loan; CTF – $4m 
concessional funding; three local commercial banks in 
Thailand (amounts undisclosed) 

Blended finance instrument(s): Loan at concessional 
terms

Sector: Photovoltaic power generation

18  IDB, “IDB supports innovative roadway lighting project in Ensenada, Mexico” (news release), 10 November 2015 
19  Climate Policy Initiative, Blended Finance in Clean Energy: Experiences and Opportunities, January 2018
20  IFC, Emerging Markets Compass, “Blended Finance – A Stepping Stone to Creating Markets”, April 2018 
21  European Commission, “Structured Microfinance Fund for Central Asia (MIFA Debt Fund)”
22  Blue Orchard, “The Microfinance Initiative for Asia (MIFA) Debt Fund reaches USD 100 Million” (news release), 11 December 2014
23  Ibid., IISD
24  Ibid., Climate Policy Initiative
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Although MDBs and DFIs are the biggest source of public 
sector financing, other sources include philanthropic 
investors, international organisations, and non-governmental 
organisations. Private investors meanwhile can range from 
commercial banks to im-pact-driven investment firms, as well 
as institutional investors.25 Table 3 (overleaf), based on work 
by the Blended Finance Taskforce and the Climate Policy 
Initiative, summarises the institutional investors with potential 
to be involved in blended finance projects and a general 
indication of their characteristics.

Obstacles limiting scale-up
The rationale to de-risk projects by combining different 
sources of capital is clear, but so far, the blended finance  
market has been relatively small. Market specialist 
Convergence estimates that institutional investors are 
allocating only around 1% of their total assets in emerging 
economies relevant to blended finance for example25. And, 
although the Development Finance Institutions (DFIs) such 
as MDBs and National Development Banks (NDBs) are 
critical for their co-investment role in blending public and 
development finance already available, their mobilisation ratio 
for this capital remains low. The Blended Finance Taskforce 
highlighted that only around 30% of MDB activities currently 
involve the private sector, and when they do, the mobilisation 
ratio is often just 1:1. The Taskforce suggests that this 
number could be as high as 4:1.27 The Business & Sustainable 
Development Commission identifies that DFIs models are not 
often conditioned to maximise private capital mobilisation 
for the projects they support due to a shortfall in in lending 
capacity, lack of target-setting and internal incentive 
structures.2829

25  Business & Sustainable Development Commission and Convergence, The State 
of Blended Finance: Working paper, July 2017
26  Convergence, Data Brief: leverage of Concessional Capital, October 2018
27  Ibid., Blended Finance Taskforce
28  Business & Sustainable Development Commission, Better Business, Better 
World: The report of the the Business & Sustainable Development Commission, 
January 2017
29  Ibid., Blended Finance Taskforce
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Segment Characteristics and capacity to participate in blended finance Return 
requirements/ 
Risk tolerance

Asset Owners Pension Funds  � Investment exposure in alternatives can be up to 19% of AuM
 � Defined contribution (DC) plans will require greater liquidity 

for fund-switching but defined benefit (DB) models suit long-
term financing investments.

 � Pension funds in Australia and Canada are considered 
pioneers of infrastructure investments

 � Largest source of domestic institutional funds

Low to mid

Insurance 
Companies

 � Allocate around 10% of AuM in alternatives
 � Participate in smaller transactions (approximately $100-200m 

in total size)
 � Property insurance companies may have limited capacity to 

invest due to liquidity requirements of short-term policies
 � Life insurance companies require low liquidity on a long 

horizon, so may be better suited to renewable energy/
infrastructure programmes

Low to mid

Sovereign 
Wealth Funds

 � Mandates vary according to sovereign source of wealth, 
equities generally favoured

 � Long-term focus beneficial for alternatives and infrastructure

Context 
dependent

Foundations and 
endowments

 � Smaller in size than other market players
 � Largely reliant on external managers
 � May have interest in certain types of projects or causes

Mid to high

Local 
institutional 
capital

 � Low barrier-to-entry (have ability to negate currency, political 
or foreign exchange risk compared to international investors)

 � Growing local pension fund market, but there is limited 
allocation to domestic private equity

 � Limited relevant investment vehicles

Context-
dependent

Commercial 
banks

 � Tend to invest in larger transactions ($400m+)
 � Can invest shorter-term
 � Good for construction-stage financing 
 � Reserve and liquidity requirements may make long-term 

commitments to some projects untenable (i.e. infrastructure)

Low

Asset Managers Asset/Wealth 
managers

 � Tend to invest in larger transactions ($400m+)
 � Require high liquidity from funds for investment switching
 � Growing field of impact investing as a vehicle for attracting 

funds, as well as pressure from clients to build out alternative 
product offerings

Context 
dependent

Private Equity
 � More freedom to allocate funds to alternative investments
 � Fewer regulatory restrictions compared to other investor 

segments
 � Typically have well-aligned allocations and capacity

High

Table 2: Capital providers that benefit from blending mechanisms3031

30 Ibid., Blended Finance Taskforce
31 Climate Policy Initiative, “Blended Finance in Clean Energy: Experiences and Opportunities”, January 2018 
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Complexity is a contributing factor
Most blended finance projects focus on infrastructure 
(using both equity and debt facilities), which can be a 
difficult asset class for investors, given the often-lengthy 
infrastructure project cycle, challenging project execution, 
significant upfront costs, complex due diligence procedures 
and substantial risk assessment requirements, among other 
challenges. This is further complicated when the project 
takes place in an emerging market with significant country-
specific risk and constrained project development capacity.

Limited reliable data on the performance of assets, the 
quality of a project’s management and the end-impact of 
blended finance projects can hamper financing support for 
the low-carbon transition and  ability to reach the SDGs. 
Furthermore, unclear sustainable finance definitions and 
the differences in governance standards between both 
projects and investors add to the complexity to infrastructure 
projects, increasing the risk profile for potential investors.

For example, the OECD-DAC (Development Assistance 
Committee) has deliberated on the key considerations to 
justify the use of blended finance as part of its consultations 
on this topic, additionality being one of them.32 However, 
with institutions and countries holding differing ‘additionality’ 
requirements (in terms of what would have happened 
without the mobilisation of finance), it is intrinsically 
something difficult to measure. While DFIs have defined their 
own approach to additionality, the OECD-DAC consultation 
found that alignment on language and standards would be 
required for greater dialogue and partnership.33

To address these issues, market actors involved in blended 
finance can build common definitions and a set of shared 
principles to track and report the funds raised to the 
destination country and receiving entity, detailing its impact 
in a comparable manner. Ideally, data will help track how 
projects contribute towards the transformation of the 
economy. While information requirements might vary, it 
is important to include the broad spectrum of institutions 
involved. 

Stakeholder resistance
For some within the public sector, as well as the Non-
Governmental Organisation (NGO) community, there may 
be a perception that blended finance mechanisms involve 
public institutions absorbing risk and potential for loss 
on their balance sheet, while any profits will be accrued 
by private investors. Research from Oxfam, for example, 
found that public finance blending mechanisms have poor 
levels of ownership by recipient countries, and weakness 
in transparency in accountability – and that an increase in 
official development assistance (ODA) for blending means 
a decrease in its use for traditional purposes, such as a the 
delivery of public services.34

Sometimes these divergent views among stakeholders on 
how financial support for social and environmental projects 
should be prioritised can hinder finance flows. However, 
a proper risk- and return-sharing between the public 
and private sector could enable a far greater volume of 
investment in vital social and environmental infrastructure – 
which may otherwise fail to secure necessary finance. 

Unsupportive enabling environment
Currently, governments in emerging economies often lack 
the policy and institutional mechanisms to attract long-term 
capital and develop bankable project pipelines. The Blended 
Finance Taskforce suggests that attracting private capital for 
sustainable infrastructure requires strong political leadership, 
the right legal framework, and transparent policies to 
make it easier for the private sector to do business.35 
Table 3 (overleaf) some of the regulatory and fiscal factors 
influencing the participation of institutional investors in 
blended finance, which in some cases can stand as a barrier 
to participation. 

Post-Financial Crisis reform has pertinent implications 
for blended finance, most notably in the case of Basel 
III. Developed by the Bank for International Settlements 
to promote stability in the international financial system, 
Basel III requirements aim to improve risk management and 
increase banks’ transparency. In particular, the Net Stable 
Funding Ratio (NSFR) component of the reform requires 
for more stable funding to be available to support less 
liquid and longer-term assets – i.e., the typical international 
infrastructure project. Accordingly, financial institutions may 
be less willing to finance projects with a long-maturity loan.36

Moreover, current international regulations set tradability and 
transferability requirements to financial institutions providing 
credit enhancement, meaning that they can quickly sell their 
exposure as needed. Under Basel III, these requirements 
will be tightened and as such, development guarantees (one 
of the key mechanisms for achieving blended finance) will 
seldom meet these new standards.37 The Blended Finance 
Taskforce has suggested a range of technical changes to 
Basel guidelines so as to avoid them becoming a barrier 
to the flow of capital.38 Basel III is just one facet, however. 
Similar barriers emerge across other financial services 
regulations including the Dodd-Frank reforms in the US 
(banking), as well as EU financial regulations such as UCITS 
(asset management), IORPS (pensions) and Solvency II 
(insurance).  

Furthermore, governments and investors often do not 
factor in the benefits to be reaped from green infrastructure 
projects when weighing up potential investment risks and/or 
matching associated upfront cost with projects’ cash flows. 
Developing the capacity of the actors involved in green 
infrastructure projects is critical to scale-up investments.39

So far, the MDBs have been instrumental at piloting projects 
and driving them to completion. In Part 2 we look at how we 
can build on these successes to capture the market potential 
so greatly needed. 

32  The OECD defines additionality as official financial support to an entity that can’t obtain finance locally or from international private markets. Definition available 
here: http://www.oecd.org/dac/peer-reviews/Inventory-1-Private-Sector-Engagement-Terminology-and-Typology.pdf 
33 OECD-DAC, “Workshop report: The next step in blended finance: addressing the evidence gap in development performance and results” (As part of the 
consultation on the OECD DAC Blended finance principles for unlocking commercial finance for the SDGs), Copenhagen, Denmark, 22 October 2018
34 Oxfam, Oxfam Briefing Paper: Private Finance Blending for Development – Risks and opportunities, February 2017
35  Ibid., Blended Finance Taskforce
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Table 3: Regulatory and fiscal factors influencing capital allocation for blended finance40

Segment Fiscal and regulatory considerations

Pension Funds  � Size and nature of investments (i.e. workers’ retirement savings) entail high levels of 
public scrutiny

 � Traditionally restricted from investing in riskier asset classes (e.g. countries or 
instruments below investment grade)

Insurance Companies
 � Regulations incentivise insurers to focus on highly-rated debt 
 � Risk-based capital requirements impose high capital charges for high-risk 

investments (e.g. equity and non-investment grade debt)
 � Restrictions on outsourcing investment decisions and portfolio management to non-

regulated entities such as DFIs/MDBs (EU Solvency II rules)

Sovereign Wealth Funds
 � Investment guidelines set by respective governments might limit exposure to certain 

asset classes (e.g. unlisted infrastructure)

Foundations and endowments  � Investments must fall within allocation and strategic targets of governance bodies 
and boards

 � Tax rules on how endowments deploy capital vary across countries
 � Inadequate ways to measure impact of investment

Local institutional capital
 � Some local institutions might be restricted in investing in certain assets (e.g. domestic 

infrastructure)

Commercial banks  � At an institutional level, banks may have internal rating restrictions and a focus on 
certainty of return, considering liabilities

 � Reserve and liquidity requirements may make long-term commitments to some 
projects untenable (ie, infrastructure)

 � Basel III encourages alignment in maturity of assets and liabilities and therefore 
shorter tenors with investments

 � Lack of access to long-term capital in international markets raises the cost of 
financing; raising long-term debt from international sources for project finance 
creates currency risks

36 Ibid., Climate Policy Initiative
37 Ibid., Blended Finance Taskforce
38 Ibid., Blended Finance Taskforce
39 Ibid., IISD
40 Ibid., Blended Finance Taskforce
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Accelerating financial flows is a necessity for delivering 
sustainable development and low-carbon transition 
outcomes. Here we address the three barriers to scale up 
identified in the previous section – complexity, stakeholder 
resistance and inhibitive business environment – and provide 
suggestions on the measures to overcome these challenges. 

Cutting through complexity
One key mean of mobilising capital is to make blended 
finance transactions more straightforward to implement. 
This could be enabled by greater standardisation and 
improving disclosure consistency, so that standardising the 
blending instruments would promote take up by project 
sponsors and financiers. Specifically, the areas to look at for 
this include:

 � Categorising more consistently the different types of 
risks associated with project finance; 

 � The risk/return characteristics required for different 
sources of finance to invest (e.g. between pension, 
insurance, and Sovereign Wealth Funds); and

 � The appropriate intervention in terms of risk mitigation 
or credit enhancement that can crowd-in that finance, 
without reducing returns to a level that fails to 
remunerate capital or that crowds-out local participants.

Providing such standardisation and consistency would 
mean that mechanisms for de-risking would be better 
utilised to best fit the model of potential financiers, as well 
as aligned with their risk and return profiles.41 For instance, 
the mechanisms in place may lead to a favouring of sectors 
where there are secure streams of positive cash flows, with 
easier cash available to repay investors. Aid investment in 
emerging markets and in more social (rather than physical 
infrastructural) sectors may then become more challenging 
as the perceived risk by comparison may seem too high, 
transparency and disclosure would avoid this.42

The Blended Finance Taskforce sets out a range of 
recommendations for development institutions to create 
best-practice standards, for both the structure and delivery 
of guarantees to meet market demand, and regulatory 
realities facing financial institutions. While the blended 
finance market is still young and ever-innovating, these 
recommendations could help to expedite the standardisation 
of risk mitigation tools. 

Part 2 | Releasing the market potential for 
blended finance

 41 Justice Johnson, “Engaging the private sector in blended finance”, ECDPM Great Insights, Spring 2018 (Volume 7, issue 2)
 42 ODI, “Can blended finance work for the poorest countries?”, 1 June 2018
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Table 4: Improve guarantees on blended finance instruments43

1
Guarantees need to 
provide certainty and pay 
on demand

Though guarantees generally include assignment and transfer rights, financial 
institutions cannot always easily or quickly sell their exposures, reducing the 
attractiveness of the guarantees.  Ensuring a clean exit mechanism helps to 
develop the secondary market, forming an important step in mobilising banks.

2

Guarantees need to 
allow for seamless 
exits through enhanced 
assignment provisions

Failure to meet these requirements (e.g. including unilateral terminations rights) 
impacts bank liquidity and reduce capital relief from a regulatory perspective.

3

Guarantees may counter 
the effect that country 
risk weightings have on 
developing markets

Under Basel guidelines, countries outside of the OECD carry heavier risk 
weightings, impacting capital flows.  Development guarantees could mitigate 
this risk.

4

Bilateral and multilateral 
donor agencies should 
seek high-quality 
liquid asset (HQLA) 
designation for approved 
development-focused 
guarantees. 

Changes to Basel rules (taking place in 2019) will require banks to cover the 
next month’s projected net cash outflows with high-quality liquid assets, such 
as cash and central bank reserves. To maintain banks’ appetites to hold illiquid 
exposures, guarantees could be structured so that SDG-exposures they are 
covering qualify as HQLA. This means ensuring that guarantees are tradable and 
transferable (on-demand and assignable).

5

Universal standards 
should be applied to 
guarantee structures

The lack of standard terms limits syndication or blending across multiple parties; 
simultaneously this increases set-up time and cost.

43 Ibid., Blended Finance Taskforce
44  IISD, Credit Enhancements for Green Projects: Promoting credit-enhanced financing from multilateral development banks for green infrastructure financing, May 
2015
45  A monoline insurer is a highly-rated private sector financial guarantor which provides credit enhancement for a fee, providing investors with standardised 
documents and monitoring processes. Since the Global financial crisis, however, this has typically only been offered on low-risk projects.
46  DFI Working Group, DFI Working Group on Blended Concessional Finance for Private Sector Projects: Joint report, October 2018 (update)

The International Institute for Sustainable Development 
(IISD) also confirms the need to develop other parts of the 
development finance market by utilising credit enhancement 
for green infrastructure financing.44 These include the use 
of first-loss provision, protecting private investors from the 
loss of capital that is exposed first, the use of A-B loans as 
well as extending the preferred creditor status to monoline 
insurers,45 thereby giving risk protection that allows private 
insurers to enter the market. 

There is, however, not at present a suggested roadmap 
for improved standardised disclosures: instead, there is 
much emphasis around making these specific for each 
project. The Enhanced Blended Concessional Finance 
Principles for DFI Private Sector Operations state that DFIs 
should “develop specific disclosure policies for blended 
concessional finance, tailored to different stakeholders, that 
balances transparency with appropriate client confidentiality 
and DFI efficiency”.46
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Stakeholder buy-in
More standardisation, disclosure and longer project 
pipelines would help bring transparency to blended finance 
projects, in turn building trust that projects reflect a 
sensible balance of public and private risk-reward sharing. 
Engagement and dialogue is key for stakeholder buy-in; 
for example, the Sustainable Development Investment 
Partnership (SDIP), a collaborative initiative managed by 
the OECD and the Wold Economic Forum has created both 
an Africa Hub and an ASEAN Hub to advance blended 
finance for sustainable infrastructure in the regions. The 
hub portfolio seeks to build-in a local perspective so 
actors in the region themselves can deliver tailored work 
programmes to address their financing challenges.47

In addition, as highlighted by the Blended Finance Taskforce, 
foundations and other philanthropic organisations can play 
a much stronger role in creating change, which could also 
help swell stakeholder engagement. Globally, foundations 
manage over $1.5tn in assets, or almost 0.5% of global 
assets under management.48 The Taskforce acknowledges 
that this is a small amount relative to other institutional 
investors.  However, it also highlights how foundations are 
uniquely placed to support the SDGs not only as long-term 
investors, but also as the blenders of provided catalytic 
finance by coordinating their endowment, programme-
related and grant-making strategies.49 Philanthropic 
blending can also provide a solution for enabling capital 
flows and building stakeholder trust, particularly where 
there are social impact aims. For instance, the US non-
profit impact investing firm MCE Social Capital pools 
guarantees from individuals, foundations and charitable 
trusts to catalyse the capital from financial institutions 
and investors to bridge the financial inclusion gap globally 
through funding micro-finance institutions (MFIs) and small 
and growing businesses (SGBs). In particular, MCE focuses 
its investments on women-led organisations50. Similarly, the 
Rockefeller Foundation has its Zero Gap initiative, which 
creates blended finance funds to accelerate investment 
towards the fulfilment of the SDGs, seeding blended capital 
vehicles with programme-related investments to bridge 
funding needs51.

In emerging economies, blended finance institutions can 
strengthen the link between social/environmental policies 
and sectoral strategies, investment plans and sustainability 
standards.52 Furthermore, to aid private infrastructure 
financing in these countries, the Overseas Development 
Institute (ODI) has suggested that DFIs should focus on 
early-stage financing and project development, as well 
as more flexible and longer-tenure foreign exchange and 
political risk hedging. To crowd-in local-currency financing, 
DFIs should work to deepen pension and life insurance 
markets in domestic economies.

Creating an enabling environment
The starting point in constructing a larger project pipeline, 
capable of mobilising larger volumes of private finance, is 
to improve the effectiveness of the institutional framework 
within which blended finance mechanisms are developed. 
International action is being taken to improve the 
effectiveness of DFIs in mobilising private capital. Under 
the Argentinian Presidency in 2017, the G20 International 
Financial Architecture Working Group created a Roadmap 
and principles of MDBs’ strategy for crowding-in private 
sector finance for growth and sustainable development. 
These Principles include:

 � Create an investment-friendly environment
 � Expand and standardise credit enhancement 

(particularly through blended finance)
 � Prioritise commercial financing, blending concessional 

resources and private capital 
 � Review incentives for crowding-in private sector 

resources.53

The G20 has also initiated a separate project to overcome 
some of the barriers to infrastructure investment with 
a roadmap to establishing infrastructure as an asset 
class. This requires improved project development with 
standardised contracts, project preparation, and more data 
and transparency.  It also seeks to improve the investment 
landscape through enhanced risk allocation and mitigation 
and alignment of regulatory frameworks and capital markets 
with the specific needs of infrastructure finance.54 Banks 
have previously invited the World Bank, working with other 
MDBs, to establish dedicated “blended finance” facilities 
that pool existing resources from MDBs within regional 
capital market hubs.  These hubs can, in turn, help to build 
critical mass behind a new infrastructure asset class. 

Institutions such as the Global Infrastructure Hub and 
the Global Infrastructure Facility, formed to establish 
best practice in project development, should help project 
designers use instruments for blending in combinations 
tailored to the risk profile of specific projects.56 In effect, 
this requires the creation of new facilities at the regional 
and/or global level. The World Economic Forum (WEF) has 
suggested a similar approach in which the new facilities 
might be run and part-funded by MDBs.57 WEF proposed a 
special entity capitalised by donor countries, private banks 
and DFIs to provide partial guarantees to cover risks in 
projects, however, this may not go far enough to maximise 
the credit enhancement and funding available to blended 
finance projects.58

47  World Economic Forum, “World Economic Forum and OECD Launch SDIP ASEAN Hub”, May 2017
48  The Harvard Kennedy School, Global Philanthropy Report: Perspectives on the global foundation sector, 2018
49  Ibid., Blended Finance Taskforce
50  MCE Social Capital, “About us” 
51 Rockefeller Foundation, “Innovative Finance” 
52  Ibid., Blended Finance Taskforce 
53  G20 IFA Working Group, Principles of MDBs’ strategy for crowding-in Private Sector Finance for growth and sustainable development, April 2017
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Furthermore, the G20’s Principles on MDBs’ strategy 
for crowding-in private sector finance for sustainable 
development stated MDBs will collectively report annually 
on the private finance mobilised using a standard 
methodology – however, this does not include details on 
individual projects’ performances.59

There are local market institutional investors such as 
pension funds, insurance companies, municipalities etc. in 
emerging economies that can deploy capital in their own 
domestic market. The ability to do so may be limited by 
the lack of necessary investment vehicles available, as well 
as potential investment restrictions. There are examples 
of progression here, however, with governments enacting 
change to ease investment inflows, as well as blended 
finance projects for creating financial services infrastructure 
and projects.60

Furthermore, an increased portion of official development 
aid by developed country donors can be deployed as 
“long-term investment capital” rather than “short-term 
cash grants” when crowding-in private capital is deemed 
appropriate.61 This would require a shift from grant-based 
systems to more catalytic instruments, which may come 
with risk and capacity constraints, but the overall yield 
could potentially be higher.

Conclusion: Mobilising 
private capital 

So far, there have been successful cases of using both 
public and private capital sources together to finance 
projects. While a range of challenges (unclear definitions; 
limited stakeholder buy-in; restricted capacity (in some 
markets); unsupportive DFIs’ business models; regulatory 
barriers) have hampered the use of blended finance, a 
comprehensive, coordinated plan of action – one which 
profoundly integrates the voice of investors alongside the 
development community – can overcome many of these 
challenges. 

Firstly, a greater emphasis on developing best practice and 
market convergence around governance and disclosure 
rules would help enhance the effectiveness of credit 
guarantees and other blended finance mechanisms

Secondly, as stewards of long-term capital, the investment 
industry and its clients can help to create simple, 
standardised sustainability products and mechanisms 

integral to the investment process. To facilitate this process, 
new streamlined partnerships with governments and 
communities that can reduce risks for everyone would 
bring more private investment at lower cost to help finance 
sustainable development projects. 

Thirdly, changes in the design of financial regulation and 
public policy will be essential to ensure that current barriers 
to the flow of private capital (such as capital standards and 
solvency rules) are aligned with the need to allocate capital 
to development projects.

Taken together, a broad process of reforms would help 
unlock the market. These include increased collaboration 
between governments, supranational organisations (e.g., 
G20, WEF), DFIs and the private sector players in order 
to strengthen and expand the institutional framework in 
which blended finance operates. This will also further build 
capacity to mobilise finance and operationalise projects.

54 G20, “Roadmap to Infrastructure as an Asset Class”, 2018  
56 Blended Finance Taskforce Report, 2018, p.111 
57 World Economic Forum 
58 Ibid.,IISD, May 2015
59 Ibid.,G20 IFA Working Group, 2017
60 Convergence, The State of Blended Finance 2018, 2018
61 Ibid.,Blended Finance Taskforce, 2018
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DFI type Region / Jurisdiction DFI 

Bilateral DFIs 
– independent 
institutions or 
part of larger 
development 
banks.

Austria OeEB  – Oesterreichische Entwicklungsbank or Development Bank of Austria

Belgium BIO  – Investissement pour les Pays en Développement or Belgian Investment 
Company for Developing Countries

BMI-SBI – Société Belge d’Investissement International or Belgian Corporation 
for International Investment

Canada FinDev Canada

Denmark IFU – Investeringsfonden for Udviklingslande or Investment Fund for Developing 
Countries

Finland Finnfund – Teollisen yhteistyön rahasto Oy or Finnish for Industrial Cooperation

France Proparco, the private sector financing arm of Agence Française de 
Développement (AFD)

Germany DEG-KFW – Deutsche Investitions- und Entwicklungsgesellschaft  or the 
German Investment Corporation of the Kreditanstalt für Wiederaufbau or 
German Development Bank

Italy SIMEST-CPD – Società italiana per le imprese all’estero or Italian Corporation 
for Industries Overseas, a company of the Cassa Depositi e Prestiti (Italian 
Investment Bank)

Netherlands FMO – Netherlands Development Finance Company

Norway Norfund

Portugal SOFID - Sociedade para o Financiamento do Desenvolvimento or Development 
Financial Corporation

Spain COFIDES – Compañía Española de Financiación del Desarrollo or Spanish 
Corporation for Development Financing

Sweden Swedfund

Switzerland SIFEM – Swiss Investment Fund for Emerging Markets

United Kingdom CDC Group

United States OPIC – Overseas Private Investment Corporation

Multilateral 
DFIs – private 
sector arms of 
international 
financial 
institutions 
established by 
more than one 
country.

Africa AFDB – African Development Bank

Asia ADB – Asian Development Bank

Europe EBRD – European Bank for Reconstruction and Development

EIB – European Investment Bank

America IDB – Inter-American Development Bank

Supra IFC – International Finance Corporation

Islamic Development Bank

Appendix 1. List of key bilateral and multilateral DFIs62 

62  OECD, “Development finance institutions and private sector development” 
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