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Abstract

This paper provides an overview of how to evaluate different blended finance instruments and
mechanisms, including equity instruments, debt instruments, first loss capital, guarantees and insurance,
development impact bonds, performance-based grants, structured funds and syndicated loans. It is
structured along the most important and common questions evaluators seek to answer, including how to
measure the mobilisation of additional financial resources, and assessing results. It provides a description
of the most appropriate methods and tools for answering these questions, highlighting their advantages
and disadvantages, and discusses their application.

This paper contributes to a shared understanding of the methodological choices, opportunities and
challenges in evaluating each instrument and mechanism, particularly amongst practitioners handling
blended finance interventions. It offers practical guidance for implementing and strengthening evaluations
in this area. This will also be a valuable resource for evaluators responsible for blended finance
interventions of bilateral and multilateral development institutions.
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Foreword

Many OECD DAC members are now engaging in blended finance and the number of new facilities is
growing every year as a way of mobilising additional investment required to achieve the ambitious goals
of the 2030 Agenda and the Paris Climate Agreement. However, along with the high level of interest in
blended finance, there is some scepticism about the role of blended finance, its relevance and development
impacts.

The OECD Development Assistance Committee’s (DAC) Blended Finance Principles (2017) highlight the
need to “Monitor blended finance for transparency and results”. In its 2018 report, the OECD also
emphasises the need to establish an evidence base for blended finance operations (OECDy1)).

Evaluation efforts already underway have met a range of challenges. An OECD paper analysed the issue
in more detail, stressing 1) the absence of a common terminology for evaluation of blended finance; 2) the
lack of a joint understanding of different dimensions of additionality — not least of development additionality
— and how these should be evaluated; and 3) the need for more clarity on how specific instruments and
mechanisms (equity, guarantees, loans, etc.) should be evaluated (Winckler Andersen et al., 2019p).

Recognising the benefits of a concerted approach to tackling these issues, the OECD DAC’s Network on
Development Evaluation (EvalNet) — independent experts with diverse evaluation experiences and a
mandate to strengthen evaluation systems and practice — created a Working Group on Evaluating Blended
Finance in February 2019. Its objective is to contribute to improved evaluation practice in this field, based
on a shared understanding of concepts and issues. Ultimately, the aim is to support more effective blended
finance operations for sustainable development.

The work, overseen by a Co-ordination Group comprising Denmark, Germany, Norway and the OECD
Secretariat, is organised in three work streams:

1. the development of a shared understanding of the various concepts and terms linked to blended
finance and evaluation and their use, including the implications of these different definitions for
evaluation and development co-operation;

2. building on the definitions work, a clarification of how to evaluate development additionality or
development impact (terms currently used to describe the contribution of blended finance activities
to development) and financial additionality;

3. the development of a shared understanding on how to evaluate different blended finance
instruments and mechanisms.

The findings of each work stream will be published as an OECD Working Paper. This paper presents the
results of work stream three.
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Executive summary

Bilateral and multilateral donors are increasingly making use of blended finance instruments and mechanisms
to address the need for the vast amounts of finance required to achieve the Sustainable Development Goals
(SDGs). Official estimates put the financing gap to achieve the SDGs at USD 2.5 trillion per year in developing
countries alone. However, the evidence base on the impact of blended finance interventions is still scarce.
Typical evaluation challenges include access to data, the absence of a common terminology, as well as long
and complex chains of blended finance interventions. This working paper is intended to serve practitioners and
evaluators responsible for blended finance interventions by contributing to a shared understanding of the
methodological choices and opportunities in evaluating individual instruments and mechanisms. It also offers a
practical guide to implementing evaluations of blended finance interventions.

This paper is based on a thorough review of relevant professional and scholarly literature. It presents the
definitions and value propositions of the most commonly used blended finance instruments and mechanisms
in development finance, followed by a detailed analysis of various approaches to evaluating them. The
instruments and mechanisms were chosen based on the OECD classification for blended finance instruments
and mechanisms. These include equity instruments, debt instruments, first loss capital, guarantees and
insurance, development impact bonds, performance-based grants, and structured funds as an example of
collective investment vehicles. The core of the research then focuses on how these blended finance instruments
and mechanisms can be evaluated, providing a practical guide to answering three of the most important
questions asked by evaluators: 1) how to evaluate the mechanisms and causal links in blended finance
interventions; 2) how to evaluate front-end results; and 3) how to evaluate downstream results.

Main findings

e There is a rich diversity of methods and tools available and used to evaluate blended finance
instruments and mechanisms. However, the current practice of blended finance evaluation is
unsystematised, fragmented and compartmentalised across instruments and mechanisms.

e There is broad agreement among evaluators that analysing an intervention’s theory of change or
investment thesis is the crucial first step in any evaluation. The intervention’s theory of change informs
the selection of the most appropriate combination of research methods.

e Most practitioners and many scholars recognise the value of selecting, integrating, and sequencing
methods drawn from both the theory-based cluster of research tools and the counterfactual cluster in
ways that respond to the evaluation’s terms of reference.

o Stakeholder engagement throughout the evaluation process is essential to optimising insights and
utilisation.

e The confidentiality of information is a prominent challenge in collecting data on the performance of
blended finance instruments and mechanisms, especially for front-end results. Strict privacy regulations
in the banking and investment sectors often disallow the sharing or publication of certain types of data.
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Recommendations

Practitioners and evaluators should apply harmonised standards, principles and results
metrics when undertaking evaluations of blended finance instruments and mechanisms. This will
ensure better and comparable data for subsequent evaluations. Such standards, principles and
results metrics include the OECD Blended Finance Principles Guidance, the OECD-UNDP Impact
Standards for Financing Sustainable Development, the IFC Operating Principles for Impact
Management and Measurement, and the IRIS+ metrics.

Theory-based approaches can help evaluators answer common evaluation questions. When
evaluating blended finance interventions, it is useful to articulate underlying mechanisms and
pathways of change from intervention to outcome, including both front-end (i.e. financial
sustainability, mobilisation, additionality and concessionality) and downstream results (i.e. effects
on direct and indirect target groups) in the investment chain.

Experimental or quasi-experimental methods could be appropriate when evaluating both
front-end and downstream results. These can help in rigorously assessing not only the changes
that have occurred, but the extent to which they can be attributed to the intervention. Other
approaches, such as those analysing the theory of change, can also provide information on the
plausibility of impacts and their attribution to the intervention.

A ten-step integrated approach is recommended for blended finance evaluations. This
begins with the alignment of the evaluation design with OECD DAC evaluation norms and
standards, blended finance guidance, and other relevant standards and metrics. It then moves to
a detailed interrogation of the intervention’s theory of change or investment thesis, followed by a
thoroughgoing gender-equality analysis. This process can be used for institutions or funds,
portfolios and individual deals and investees. The next step is to embed stakeholder engagement,
especially among downstream actors, and a learning orientation throughout the evaluation. Then,
relevant methods are selected, integrated, and sequenced, ideally drawn from both the theory-
based cluster of methods and the counterfactual cluster. Next, technology applications are
integrated into the design if applicable to gain efficiencies and reach. The evaluation is then
implemented and its reports are generated. Once the reporting on the blended finance evaluation
is concluded, it is important to feed the lessons and recommendations that emerged from the
evaluation back into decision-making processes within bilateral and multilateral donors as well as
the development finance institutions to support learning on blended finance.

The way forward should be built on three priorities: pluralism, pragmatism and capacity
building. The pluralistic character of the various methods and tools examined is a strength in the
practice of evaluating blended finance instruments and mechanisms, and as such should be valued
and cultivated. However, increased connectivity and exchange across instruments and
mechanisms, sectors, and cross-cutting issues is required. Pragmatism is also crucial, while setting
the bar on accountability and transparency as high as possible. In a post-COVID-19 world,
budgetary resources for evaluating blended finance instruments and mechanisms, as important as
they may be for mobilising commercial capital for the SDGs, will be limited. Capacity building will
be vital. Future research and collective initiatives can be used to increase learning and strengthen
the methods and tools necessary to more effectively and efficiently evaluate blended finance
instruments and mechanisms. Building such capacity is especially important in the emerging
economies themselves and for fragile contexts.
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1 The challenge of evaluating blended
finance instruments and
mechanisms

“Blended finance” has emerged as an opportunity to close the existing financing gap in achieving the
Sustainable Development Goals (SDGs), with blended finance instruments and mechanisms being used
by an increasing number of development actors. However, scepticism about the role and development
impact of blended finance interventions persists. This is partly because evaluation practice currently lags
behind in this field and faces many challenges.’

A key challenge in evaluating blended finance interventions involves the use and application of different
definitions for blended finance by various development actors. This heavily influences the scope and
specificities of interventions that evaluations need to cover. Another challenge is related to the evaluation
of long and complex value chains which are often inherent to blended finance interventions as well as to
many other interventions in development co-operation. In these cases, evaluators need to integrate
different methodological tools to answer their evaluation questions. Comparisons across different funds
and investees are challenging due to differences in data collection quality and standards. Sometimes even
minor differences in funding can have a significant effect on the performance of the blended finance
intervention without always being obvious. Data collection is further complicated by privacy regulations in
the banking and investment sectors which have strict confidentiality standards. This has serious
consequences for building a control group or counterfactual which is often not possible in blended finance
settings. Moreover, blended finance evaluations require evaluators with financial sector expertise, who are
often difficult to find and more expensive.

This paper is based on a thorough review of relevant professional and scholarly literature. It begins by
outlining the definition and value proposition of the most commonly used blended finance instruments and
mechanisms in development finance. It then discusses how these blended finance instruments and
mechanisms can be evaluated. To support this, the paper first describes common standards in blended
finance. These include common principles in blended finance as well as standard metrics for results
measurement. Their application is key for making better data available for blended finance evaluations and
ensuring their comparability. The core of the paper then examines common evaluation questions related
to blended finance instruments and mechanisms and provides a description of the most appropriate
methods and tools to respond to these questions. It outlines the advantages and disadvantages of these
methods as well as their application to the blended finance instruments or mechanisms described. Finally,
the paper presents a number of conclusions and makes recommendations for possible ways forward.

This paper has been prepared particularly with practitioners managing blended finance interventions in
mind, as it contributes to a shared understanding of the methodological choices, opportunities and
challenges in evaluating individual instruments and mechanisms, and offers a practical guide to
implementing evaluations of blended finance interventions. This information will also be a valuable
resource for evaluators responsible for blended finance interventions of bilateral and multilateral
development institutions.
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This research has been undertaken during the global COVID-19 pandemic. The crisis has shed light on
critical issues in both development evaluation and blended finance. For evaluators, it has become clear
that new procedures, methods, and systems will be needed to ensure the effective continuation of
evaluation activities and, most importantly, the collection of data. As certain data collection methods will
not be feasible due to travel restrictions, evaluators will need to find new ways to tailor effective evaluation
methodologies to current circumstances. Additionally, the crisis has shed light on the use of blended
finance and its potential role in building back better. However, tightened public budgets and the increased
risk aversion of private investors raise the question of whether blended finance instruments are the
appropriate tool in the short run or would be better employed in the medium to long run. Given the
uncertainties and complexities created by the crisis, more effective evaluation of blended finance
interventions in the COVID-19 era and beyond will be needed.
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z Blended finance instruments and
mechanisms

This chapter provides an overview of a set of blended finance instruments and mechanisms in development
finance. This overview contains a definition of each instrument and mechanism as well as their value proposition
and the potential risks for funders. The instruments and mechanisms were chosen based on the Organisation
for Economic Co-operation and Development's (OECD) classification for blended finance instruments and
mechanisms. The OECD classifies blended finance instruments as equity instruments, debt instruments,
mezzanine instruments, guarantees and insurance, hedging, and grants and technical assistance (TA) (OECD,
2018)). In addition, the OECD identifies four types of blended finance mechanisms: funds, syndication,
securitisation and public-private partnerships (PPPs). For some of these clusters of instruments and
mechanisms, specific instruments were chosen as examples in this working paper. For instance, for grants, the
paper examines performance-based grants and for mezzanine instruments, first loss capital. The paper does
not cover all the above-mentioned instruments and mechanisms. Instead, it focuses on those which have
already been the object of an evaluation and where their assessment raised important questions.

2.1. Equity instruments

Definition: Equity describes an investor's share in the ownership of a corporation that gives the owner claims
on the residual value of the corporation after creditors’ claims have been met (OECD, 20213). Companies sell
two main types of shares to investors: common shares, which carry voting rights, and preferred shares, which
do not. However, the owners of preferred shares are paid dividends on company income before common
shareholders. If the business fails, preferred shareholders are paid after creditors and bondholders but before
the owners of common shares. Investors can also build equity indirectly by buying the shares of financial
institutions or purchasing the units of investment funds; these entities, in turn, lend or buy shares in their portfolio
companies, often small and medium-sized enterprises (SMEs). In the case of blended finance deals, public or
philanthropic institutions make direct or indirect equity investments to help reduce risk and stabilise returns for
commercial investors with the aim of crowding in additional private capital (OECD, 20181j).

Value proposition for funders: Equity investments provide long-term growth capital that private enterprises in
developing and emerging markets often lack. Equity financing is risk-absorbing, so it allows companies to
pursue riskier, higher-growth strategies. Moreover, equity financing provides investors the opportunity to
influence the investee firm and its decisions from inside. In this sense, equity instruments deployed directly in
companies, or indirectly in financial institutions or investment funds, can be efficient tools for raising and blending
capital and achieving high additionality.

While equity financing is a promising instrument with a distinct value proposition, it is still a rather new instrument
in development finance. Equity instruments entail high financial and reputational risks for the funder. Moreover,
it requires enhanced assessment and governance to manage the portfolio and to determine the right time and
conditions for an exit (IDB, 20174). Against this background, most investors (e.g. pension funds) are limited
when it comes to providing equity financing.
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2.2. Debt instruments

Definition: Private debt instruments are the most frequently used instruments in development finance
(Kenny et al., 2018;5) and impact investing (Mirchandani, 2019;; Mudiliar, A. et al., 2018;7;). Development
finance institutions (DFls) and certain investment funds make loans to businesses, directly or indirectly
through financial institutions, obliging the borrower to repay the principal plus agreed upon interest, at
either a fixed or variable rate. A loan may be secured by property or other assets, cash, inventory, or
receivables. Similarly, a line of credit, which is a flexible loan with an upper limit, enables the borrower to
draw on it as needed and repay on flexible terms. A third debt instrument commonly used in blended
finance is the bond, a fixed income instrument issued by governments, public utilities, banks or companies
to raise capital for growth and development (OECD, 2021g)). Investors that buy bonds become debtholders
or creditors of the issuer and are paid an agreed-upon interest rate over the term of the bond. Some bond
products are also designed to achieve environmental, social and governance (ESG) objectives, such as
green bonds, which may be purchased privately or on public securities markets. To spread their risk, some
investors hold multiple bonds with different maturities, a practice called “laddering.”

Value proposition for funders: DFls, banks and other lenders often prefer to use loans, lines of credit or
bonds in structuring blended finance deals as these instruments are relatively straightforward to design,
negotiate and enforce legally and administratively in most jurisdictions. While their financial returns are
typically modest, they also are usually well secured and thus offer a manageable level of risk to investors.
Moreover, for investor portfolios, which are likely to include equity, guarantees and other products, debt
instruments can provide a solid option for investment diversification.

The provision of debt instruments is very popular among investors, which has resulted in a highly
competitive market for solvent customers. Loan products are often subsidised through the provision of
technical assistance and margins for investors continuously decrease. The loan volumes and conditions
provided by the market address the needs of larger customers but are less attractive for smaller firms. The
provision of small ticket sizes or favourable loan conditions can, however, lead to a high level of
development additionality for the instrument.

2.3. First loss capital

Definition: First loss capital is an important mezzanine instrument that often appears in mainstream
finance in the form of a first loss guarantee (Moles and Terry, 20039). In impact investing, catalytic first
loss capital (CFLC), a term coined by the Global Impact Investing Network (GIIN), is used for achieving
purpose-driven demonstration or leveraging effects. This instrument refers to a socially and
environmentally driven credit enhancement provided by an investor or grant-maker who agrees to bear
first losses in an investment in order to catalyse the participation of co-investors that otherwise would not
have entered the deal (Bouri and Mudaliar, 201310;)). CLFC can be provided through four possible
instruments: equity, wherein the provider takes the most junior equity position; grants, which may be
converted into debt or equity; guarantees, to cover a set amount of the losses; and subordinated debt,
wherein the provider takes the most junior debt position (Bouri and Mudaliar, 2013}10)).

Value proposition for funders: The value proposition to providers includes accelerating impact,
optimising resources and achieving better terms for investees. CFLC can be a way to demonstrate to other
investors the viability of a deal, organisation, or sector for market development. It can also be a longer-term
investment to gain leverage for impact. For their part, recipients benefitting from first loss capital can better
meet their investment obligations and gain a competitive advantage over other funds or businesses.
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2.4. Guarantees and insurance

Definition: Another widely applied instrument in blended-finance practice (OECD, 2018;1), the
development guarantee, involves a guarantor agreeing to “pay part of or the entire value of a loan, equity,
or other instrument in the event of non-payment or loss of value” (Johnston, 201911;; KW, 2020;12)). In
addressing credit, technical or political risk, the resources underlying guarantees are only disbursed when
the intermediary or borrower suffers losses. Through careful front-end design and due diligence, and
sometimes syndication, creditor default rates and actual losses to issuers have tended to be manageable,
even minimal, while development results have been perceived as significant (Manilla, 201813;; Manilla,
2020p14; Schiff and Dithrich, 201715)). Insurance as an instrument “can reduce specific types of risk in
transactions by transferring the risk of loss to the provider for a predefined premium” (OECD, 2018;1;; KfW,
2020p12)). Insurance is used extensively in infrastructure projects and for mitigating climate risk.

Value proposition for funders: With guarantees, a guarantor agrees to pay part of or the entire value of
a loan, equity, or other instrument in the event of non-payment or loss of value. By reducing risk, the
instrument can attract more risk-averse investors. Guarantees can also be an attractive blended finance
instrument because they optimise the use of public funds, as these funds are only disbursed in the case
of actual losses. Guarantees do not involve cross-border flows unless the underlying investment fails and
the guarantee is called upon. Hence, guarantees are not considered as an outflow of funds and cannot be
counted as official development assistance (ODA) by public sector funders. If a guarantee is invoked,
existing processes will specify that these payments are counted as ODA on a cash flow basis (OECD,
20213)). Comparing guarantees and insurances, the latter is more flexible than the former. The elements
covered by insurance can be defined as required. Insurance can cover a wide range of risks, including
health, life, natural hazards, project risks or credit default (KfW, 2020;12)).

2.5. Development impact bonds

Definition: One form of outcome-based financing that has gained prominence over the past five years is
the development impact bond (DIB). “DIBs are results-based contracts in which one or more private
investors provide working capital for social programs, implemented by service providers (e.g. NGOs), and
one or more outcome funders (e.g. public sector agencies, donors, etc.) pays back the investors their
principal plus a return if, and only if, these programmes succeed in delivering results” (Dalberg, 20191ej;
KfW, 2020}12). Outcome targets are agreed upon by the parties and measured by an independent third
party. Outcome funders, or “payers,” are usually donor agencies or philanthropic foundations. Figure 2.1
depicts the DIB model. However, while there are nearly 200 impact bonds worldwide, only 20 have been
designed or implemented in low-income or lower middle-income countries, mainly in the education and
health sectors (Gustafsson-Wright, 2020(17)).
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Figure 2.1. Example of a development impact bond model for education funding
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Source: Dalberg (201916)), How Development Impact Bonds work, and when to use them, https:/dalberg.com/our-ideas/how-development-
impact-bonds-work-and-when-use-them/.

Value proposition for funders: Advocates of DIBs and social impact bonds (SIBs), their
advanced-economy counterparts, argue that this approach is a means of mobilising private capital,
fostering collaboration among stakeholders, enabling innovation, increasing accountability, and driving
better performance toward results. “DIBs, like other results-based financing mechanisms, aim to align
development funding with improved outcomes, but also to increase the accountability of development
spending” (Nemzoff, Clarke and Chalkidou, 20191g)).

2.6. Performance-based grants

Definition: Performance-based grants (PBGs) — known variously as outcomes-based funding, pay for
performance or results-based financing — have been used increasingly in recent years to mobilise private
capital for blended finance and impact investing in support of the Sustainable Development Goals. Grants
can be critically important for the development of a project pipeline, especially in less mature sectors and
riskier geographies, creating significant crowding in of private capital (Blended Finance Taskforce,
201819)). In using PBGs, “a funder makes payments conditional on achievement of pre-agreed outcomes.
The full payment is only received if the agreed-upon outcomes — i.e. measurable and independently
verifiable social or environmental impacts — are achieved” (Climate Technology Program, 2017 20;; KfW,
2020r127). PBGs can be used for project preparation to bring a project to bankability. This can increase,
directly or indirectly, the return realised by other funders. Three prominent interventions using PBGs are
the impact investment component of the Investing in Women initiative in Southeast Asia, funded by
Australia’s Department of Foreign Affairs and Trade (DFAT), the Green Outcomes Fund recently launched
in South Africa and the international REDD+ framework. The latter has recently been explored by a
synthesis study which provides evidence-based insights into the results and impact of REDD+ measures
that have been designed, financed, and implemented by or on behalf of German actors (Reinecke et al.,
2020p21)).
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Value proposition for funders: PBGs can be used as matching or first loss capital to attract additional
investors, for more extensive due diligence on prospective investees, or to provide business advice and
training to enhance the success of investees. By providing these grants, funders seek to catalyse leverage,
additionality, business growth, job creation and targeted developmental outcomes such as reduced waste,
increased renewable energy or expanded gender equality. In this sense, the partner investment funds
using the grants can serve as tools not only for accelerating and scaling capital placement, but also for
multiplying taxpayer-funded contributions enabling financial and policy gains.

2.7. Collective investment vehicles: structured funds

Definition: Collective investment vehicles pool financial resources from different investors in financial or
nonfinancial assets or both (OECD, 2021(s)). They have a defined legal statute and can be divided into
funds and facilities.

Structured funds are a good example of a collective investment vehicle. Structured funds are a financial
approach that combines different asset classes with distinct risk and return profiles (also known as a
waterfall structure). Public donors generally invest in the riskiest junior tranche, or Class C shares, which
are tapped first if the fund experiences financial losses (KfW, 202012;). DFlIs typically invest in the
mezzanine tranche, or Class B shares, which are drawn upon second. Private investors can buy Class A
shares (the senior tranche), which are the least risky because they are protected from losses by the Class
C and Class B shares. Class A shares are first to receive dividends and last to cover potential losses. The
funding provided by structured funds is often accompanied by technical assistance, which is usually funded
by grants from public donors.

Value proposition for funders: By offering different asset classes, structured funds cater to the
development objectives of public donors and DFls, and to the investment objectives of private investors.
Private investors benefit from the reduced risk that the waterfall structure provides, enabling them to invest
in sectors and regions with high development potential and higher perceived risk. Publicly funded donor
agencies benefit from the revolving, or continuous, use of their funds for sustainable development. Further,
structured funds pool money from a variety of sources to invest in many different countries and sometimes
sectors, which enables risk diversification and reduces the risk of losses. For example, a fund that invests
globally will only be affected to a limited extent by an economic downturn or a currency devaluation that
solely applies to a specific region or country. Such risk diversification also allows the funds to invest in a
number of very risky countries, sectors or financial intermediaries with high potential development impact
as the associated risks are offset by economically more secure investments. Figure 2.2 shows the
elements of the structured fund model.

EVALUATING BLENDED FINANCE INSTRUMENTS AND MECHANISMS: APPROACHES AND METHODS © OECD 2021



|19

Figure 2.2. Elements of the structured fund model
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Source: Koenig and Jackson, (201622, Private Capital for Sustainable Development: Concepts, Issues and Options for Engagement in Impact
Investing and Innovative Finance, www.convergence.finance/resource/5zik8CanWEMCAgO0eQiYOk/view.

2.8. Syndicated loans

Definition: Syndicated loans are defined as loans provided by a group of lenders (called a syndicate) who
work together to provide funds for a single borrower (OECD, 2020j23)). The main objective is to diversify
the risk of a borrower default across multiple lenders and thereby encourage private participation. The
lenders can provide the loan as a fixed amount of funds, a credit line, or a combination of both. The
syndicate typically consists of two groups of lenders, i.e. the lead arrangers of a loan and junior participants.
Lead arrangers establish the relationship with the borrower, negotiate the terms of the contract and set the
price of the loan. The arrangers typically retain a portion of the loan and sell participations in the remaining
portion of the loan to junior participants. The number of junior participants may vary according to the size,
complexity and pricing of the loan. In development finance, loan syndications typically come in two different
forms, involving different actors and different types of loan agreements. Firstly, the A/B loan structure which
typically involves multilateral development banks (MDBs) as lead arrangers (A loan), who sell the
remaining portion to commercial banks (B loan). In this case, the borrower only signs a contract with the
lead arranger. The second model is where lead arrangers may seek to syndicate parallel loans from other
multilateral development banks or sovereign entities. In this model, the lead arranger negotiates with the
borrower in co-ordination with all parallel lenders. Every syndicate member then has a separate claim on
the debtor, although there is just one single loan agreement (OECD, 2020;23)).

Value proposition for funders: Syndicated loans aim at a more efficient sharing of risk, both in
geographical as well as in institutional terms. In development finance, multilateral development banks often
act as lead arrangers, aiming at encouraging private participation in the loan. The implicit assumption is
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that private investors would not participate without the involvement of a MDB or other sovereign entities.
Private investors are assumed to benefit from a range of de-risking measures, better monitoring systems
and the preferred creditor status of MDBs (IMF, 201824)). Lenders and borrowers are further expected to
make savings in cost and time through this streamlined approach. Borrowers are not required to meet all
the lenders in the syndicate to negotiate the loan agreement. Rather, the borrower only needs to negotiate
the terms of the loan with the lead arranger. The arranger then mobilises other lenders, discusses the loan
terms with them and determines how much each lender will contribute to the loan. In this regard, lenders
must ensure that the loan portions will not be subject to double counting when measuring the ODA
elements of the loan.

Loan syndications typically allow borrowers to attain large amounts of funds to finance capital-intensive
projects, which a single lender would not be able to provide. The syndicate can structure the loan in a
series of tranches, offering different types of interest, such as fixed or floating interest rates, or offer the
various loan tranches in different currencies. This can be useful as it can provide greater flexibility for the
borrower or reduce the borrower’s risk of currency fluctuations.
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3 Evaluating blended finance:
Standards, principles and metrics

This chapter outlines common standards for collecting data in the blended finance and impact investing
sphere. While these standards primarily pertain to impact measurement and management of blended
finance interventions, they are also key to obtaining better and harmonised data for evaluations.

3.1. Common standards, principles and metrics

In recent years, there have been efforts by the evaluation community as well as from development finance
institutions (DFIs), multilateral development banks (MDBs) and impact investors to harmonise the different
ways in which impact is measured and to align respective standards, principles and result metrics
accordingly. The alignment of evaluation designs with common standards, principles and metrics for data
collection allows for a comparable way in which the impact of blended finance instruments and
mechanisms can be assessed. This section provides an overview of common standards, principles and
metrics in the field of blended finance.

3.1.1. Sustainable Development Goals

An increasing number of blended finance actors, both public and private, are aligning their data collection
and analysis systems with the targets of the Sustainable Development Goals (SDGs). In late 2020, SDG
Impact, a global initiative of the United Nations Development Programme (UNDP), released its SDG Impact
Standards for private equity, venture and debt funds (SDG Impact, 2018p25). This guidance provides
investors with a tool for assessing a fund’s contribution to the achievement of the SDGs through the
demonstration of responsible business practices and effective impact management and decision making.
Funds are judged on four standards: strategy, management approach, transparency and governance. The
guidance document provides a detailed list of specific performance and compliance indicators for each
standard.

3.1.2. Evaluation criteria

Each evaluation of blended finance instruments and mechanisms should be guided by the evaluation
criteria of the OECD DAC Network on Development Evaluation (EvalNet). The OECD publication, Applying
Evaluation Criteria Thoughtfully provides a good starting place, explaining the criteria and outlining how
they can be used for different types of evaluation (OECD, 202126)). The OECD has defined six evaluation
criteria — relevance, coherence, effectiveness, efficiency, impact and sustainability — and two principles for
their use. The criteria describe the desired attributes of development interventions: all interventions should
be relevant to the context, coherent with other interventions, achieve their objectives, deliver results in an
efficient way, and have positive impacts that are sustainable. The use of the evaluation criteria should be
linked to the purpose of the evaluation and can also be used to help identify evaluation questions. The
criteria and principles were refined in 2019 to improve the quality and usefulness of evaluations and
strengthen the contribution of evaluations to sustainable development (OECD, 2019p7)).
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3.1.3. Blended finance principles

In September 2020, the OECD issued the final version of its Blended Finance Principles Guidance (OECD
DAC, 2020p2g1), which provides detailed advice on each of its five blended finance principles, including how
to collect and analyse the data to ensure the principles are adhered to. For example, the guidance
emphasises the need for a robust theory of change (ToC) to ensure that interventions target the
achievement of specific SDGs. The ToC should also include a clear path toward both developmental and
financial additionality. The guidance further highlights the need for regular stakeholder consultation
throughout the investment cycle, the importance of transparency, data and capacity in the partnership, and
ongoing monitoring of the intervention for transparency and results.

3.1.4. Impact standards for financing sustainable development

In March 2021, the OECD and UNDP published their jointly proposed Impact Standards for Financing
Sustainable Development. The standards primarily aim to act as a reference point for public donors,
helping them to ensure a high level of accountability on development impact when working through DFls,
as well as private intermediaries. Nevertheless, the standards were designed to be universally applicable
and as such can also be used by private sector actors who want to measure the development impact of
their SDG-related investments. The standards are framed around four interconnected and interdependent
areas: impact strategy, impact management approach, transparency and accountability, and governance.

3.1.5. IRIS+ System of metrics

The IRIS+ System of metrics (GIIN, 202129]), hosted by the Global Impact Investing Network (GIIN), has
also been widely adopted. These metrics are typically used alongside customised, often proprietary
measurement indicators. Over the past year, the GIIN has issued a series of reports aimed at documenting
and understanding the performance of impact investments in four sectors: clean energy (GIIN, 201930),
housing (GIIN, 20191), agriculture (GIIN, 202032;), and financial inclusion (GIIN, 20203)). Working
collaboratively with investors, networks, and standard tools, the GIIN research team examined eight to
twelve metrics for each of these sectors. In the case of agricultural investments, for example, these include
increased sustainable farming practices, improved agricultural yields, increased rural income, and
increased rural employment. In addition, the GIIN and the impact working group of the Tri Hita Karana
(THK) Roadmap worked collectively to align the IRIS+ metrics with the THK checklist for assessing the
impact of blended finance interventions on the poor. The aim is to harmonise the way in which impact on
the poor is assessed both ex ante and ex post in blended finance interventions.

3.1.6. Indicators for measuring the gender impact of investments

The 2X Challenge, which has 15 major DFls as members, has committed USD 4.5 billion for financing
women entrepreneurs in developing and emerging markets. The 2X Challenge, along with the CDC Group
and the GIIN, has developed a guide to measuring performance of its core indicators —
entrepreneurship/ownership, leadership/management, employment, and consumption — in alignment with
the IRIS+ metrics (CDC Group and GIIN, 2020;34]). This guidance can be applied to direct equity or debt
investments, or indirect investments through financial institutions or funds. With the support of DFAT’s
Investing in Women'’s initiative, the Criterion Institute (20195) has produced a tool for funds and
foundations to build their own gender lens investing action plans. The Caribbean Development Bank is
finalising a technical guidance brief showing how national DFIs and development banks can design and
monitor results-focused gender equality policies and action plans (Beaulieu, Jackson and Sammy,
202061). A growing number of funds and institutions, such as the Small Enterprise Assistance Funds
(SEAF) and Pro Mujer, have created customised scorecards to measure their progress on gender lens
investing. The collection and analysis of sex-disaggregated data throughout the investment cycle are
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essential for successful application of all these tools, as are critical perspectives and local voice and choice
(Jackson and de Morais Sarmento, 202137)).

3.1.7. Operating principles for impact management

In 2019, the International Finance Corporation (IFC) published the Operating Principles for Impact
Management (IFC, 2019s), which provide a reference point for investors to ensure that impact
considerations are purposefully integrated throughout the investment life cycle. The principles include
defining strategic impact objectives, assessing the expected impact, assessing potential negative impacts,
monitoring the progress and conducting exits (see Figure 3.1). Signatories are obliged to provide an annual
disclosure statement documenting their compliance with the principles. The IFC (2020;39)) has also
published a compendium of insights from the impact management and measurement activities of
signatories to the principles.

Figure 3.1. Operating principles for impact management

Strategic Origination & Portfolio Impact at
Intent Structuring Management Exit
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Independent Verification

9.  Publicly disclose alignment with the Principles and provide reqular independent verification of the
alignment.

Source: IFC, (20193s)), Operating Principles for Impact Management, www.impactprinciples.org/sites/default/files/2019-
06/Impact%20Investing Principles FINAL 4-25-19 footnote%20change web.pdf.

3.1.8. Other indicators and standards for measuring impact

The World Bank has developed a guide for assessing the organisational performance — including
objectives and theory of change, mandate, governance and risk management, operations, including
products and their interactions, and monitoring — of locally incorporated credit guarantee scheme (CGS)
entities (often trusts or funds) that issue various types of guarantees to financial intermediaries and
individual companies (Hansen, Rand and Winckler Andersen, 2020p0;; World Bank, 201621;). The guidance
can be used by regulators, governments, third-party evaluators, or as a self-assessment tool by CGS
entities themselves. The United States Agency for International Development (USAID), as part of its tool
for the ongoing monitoring of guarantee schemes, has created a risk management system and
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organisation representing good practice that can be adapted by other major guarantors (Carnegie Consult,
2016142;; USAID, 201343)).

Since 2008, a forum of multilateral and bilateral development institutions meets regularly to help foster
collaboration among DFls to enhance impact measurement through common development indicators. The
Harmonized Indicators for Private Sector Operations (HIPSO) are the first tangible result of this
collaboration (HIPSO, 2020u4;). The indicators reflect the commitment of 28 DFIs toward long-term
collaboration in impact measurement. The Memorandum of Understanding includes 38 reporting indicators
for DFIs’ shared clients. Not only does this lead to lower reporting costs for the clients, but it also increases
shared learning between DFls on what works or not.

The mission of the Impact-Weighted Accounts Initiative (IWAI) at Harvard University, a joint project with
the Global Steering Group on Impact Investment, is to lead “the creation of financial accounts that reflect
a company’s financial, social, and environmental performance” (Impact-Weighted Accounts, 2020p5)). By
mobilising big data and monetising negative and positive impacts, the initiative generates financial
accounting statements that integrate the costs and benefits of company performance into three impact
areas: environment, employment and products. In late 2020, the World Economic Forum (WEF) published
a report entitled “Measuring Stakeholder Capitalism: Towards Common Metrics and Consistent Reporting
of Sustainable Value Creation” (WEF, 2020u6)), the product of a consultative research process. This project
produced a package of 21 core and 34 expanded metrics and disclosures which are organised into four
pillars: governance, planet, people, and prosperity. Aligning with other standards systems, such as the
Global Reporting Initiative (GRI), Sustainability Accounting Standards Board (SASB) and the Task Force
on Climate-related Financial Disclosures (TCFD) (though not IRIS+ or the SDGs), the core metrics are
basic, quantifiable performance indicators that most large companies can report on “with reasonable
effort”.

The Climate Bonds Initiative (2019u47)) has developed a new version of the Climate Bonds Standard and
Certification Scheme, a labelling programme for bonds, loans and other debt instruments. It applies
rigorous scientific criteria to a proposed product to ensure that it is consistent with the goals of the Paris
Climate Agreement to limit warming to under 2°C. The Standard is anchored in a detailed taxonomy of
eligible investment areas and sectors. It provides for mandatory reporting on the allocation of proceeds to
eligible projects and sectors. “Impact reporting is disclosure of metrics or indicators which reflect the
expected or actual impact of eligible projects and assets, and is encouraged for all certified debt
instruments, but is not mandatory”, notes the Standard (Climate Bonds Initiative, 2019u47)).

The literature review shows that most of the standards outlined here have a clear focus on how operational
data of blended finance interventions can be collected and used for monitoring purposes in a harmonised
way. In addition, this paper argues that a harmonised approach for data collection is not only relevant for
the impact measurement and management of blended finance interventions, but also vital to provide better
and comparable data for subsequent evaluations.
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4 Evaluating blended finance:
Approaches and methods

To evaluate blended finance interventions, evaluators have a wide range of approaches and methods at
their disposal. This chapter aims to match three of the most pressing evaluation questions that blended
finance evaluations typically need to answer, namely, 1) how to evaluate the mechanisms and causal links
in blended finance interventions; 2) how to evaluate front-end results; and 3) how to evaluate downstream
results, with the most suitable methods and approaches that can be used to answer them. The advantages
and disadvantages of these methods as well as their application to the different blended finance
instruments and mechanisms are then discussed. The chapter also provides a list of proven results
indicators at the output level of each instrument.

However, the matching among questions, results indicators and methods should be understood as a
suggestion rather than a strict guideline. The most suitable method will always depend on the question
concerned, the resources available and the most crucial information gaps relevant to the intervention. The
methods described under one question are therefore not exclusive to that particular question but may also
be useful for answering other questions. Finally, the methods described here are not necessarily
exhaustive.

4.1. How to evaluate the mechanisms and causal links that underlie blended
finance interventions

The actual mechanisms or pathways of change between blended finance interventions and outcomes are
still not understood well. For example, field research on a sample of equity and debt investments in small
and medium enterprises (SMEs) in Ghana by that country’s Venture Capital Trust Fund, a public-private
vehicle, found that some venture investments structured without impact intent actually generated
significant social outcomes (Barnett et al., 2018u4g)). Evaluators and researchers can examine these “how”
questions in detail by employing theory-based approaches. Other methods, such as quasi-experimental
methods, may also be useful (see Section 4.3).

4.1.1. Approaches and methods

Theory-based approaches assess the contribution of an intervention to observed results by investigating
an explicit theory of change (Government of Canada, 2012u9)). They represent a way of structuring and
undertaking analysis in an evaluation rather than a specific method or technique. Theory-based
approaches help in opening the “black box” of a programme’s intervention logic by assessing to what extent
the intervention contributed to the observed results and to what extent the results were influenced by the
context. Theory-based approaches can be used in combination with most evaluation methods and designs,
such as experimental or quasi-experimental designs (Gugerty and Karlan, 2018;s0;; Puri and Khan,
201951)). For example, a theory of change might indicate various pathways that lead to an outcome, and
an experimental design might then test these pathways by incorporating them as treatment arms.
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The realist evaluation approach aims to answer the question: “What works, for whom, in what respects, to
what extent, in what contexts, and how? [...] realist evaluators aim to identify the underlying generative
mechanisms that explain ‘how’ the outcomes were caused and the influence of context.” (Marchal, Van
Belle and Westhorp, n.d.s21). Key steps in the approach include understanding the (implicit or explicit)
theory of change of the intervention, developing and refining a set of context-mechanism-outcome (CMO)
hypotheses, and using a variety of research methods, both qualitative and quantitative, to collect and
analyse data on both the mechanisms and the outcomes (Westhorp, 2014(s3)). Similar to theory-based
approaches, realist evaluation does not impose the use of a specific method or design.

A theory of change describes how the activities of an intervention contribute to a chain of results that leads
to long-term impacts. While commonly referred to as theory of change (ToC) in evaluation, some investors
refer to it as an investment thesis that expresses the intentionality of the mission and guides the entire
investment cycle, from identification through to due diligence, investment agreements and term sheets,
monitoring and, ultimately, exit. A ToC forms the basis of theory-based evaluation approaches, which aim
to explicitly test the causal links and assumptions in the intervention’s ToC.

Examples of evaluations employing ToC analysis are found in assessments of most blended finance
instruments and mechanisms, including equity and debt (Ogunforwora, 2020s4;; PIDG, 2020;s5; IFC,
202039;; Jackson, 2013jse)), guarantees (Carnegie Consult, 20162; Hansen, Rand and Winckler
Andersen, 2020p40;; USAID, 2013p3]), development impact bonds (Joynes, 2019s7;), performance-based
grants (Jackson and Alvarez, 2018ss) and structured funds (Koenig and Jackson, 2016p22; Orth et al.,
202059)).

As an example, Figure 4.1 presents the ToC of the Private Infrastructure Development Group (PIDG).
While evaluators and researchers can use ToC analysis for all blended finance instruments and
mechanisms, such a comprehensive theory of change is still rare in the evaluation of blended finance
instruments and mechanisms.

Figure 4.1. Example of a theory of change model
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Source: Private Infrastructure Development Group, (2020;55)), Delivering Impact, www.pidg.org/our-impact/delivering-impact/.
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Figure 4.2 presents a generic model of a ToC that can be used when assessing blended finance
instruments and mechanisms. It explicates the elements of both the main front-end and downstream
results to be assessed. While the earlier downstream units of analysis that matter are the intermediary
fund or bank and the individual investee company, it is the individual entrepreneurs or workers who are
the vector of change at the far end of the results chain. They drive revenue and knowledge into the
household to generate outcomes that can be, and more frequently are, aligned with the SDGs. This model
ToC can be adapted to specific instruments and mechanisms, sectors, and types and stages of
businesses. In addition, sex-disaggregated data collection and gender-based analysis (see Figure 5.1) can
be built into the model, which can also be applied in conjunction with common standardised guidance such
as the International Finance Corporation’s (IFC)'s Operating Principles for Impact Management and
industry-wide metrics such as the IRIS+ System (see Section 3.1).

Figure 4.2. Results chain for blended finance instruments and mechanisms
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Theory-based approaches include contribution analysis and process tracing as the most prominent
examples. These approaches can be useful for better understanding how blended finance instruments and
mechanisms lead to results and why, in some cases, they fail to have an impact.

Contribution analyses are used to systematically test assumed causal links. They analyse the causal
pathways in a ToC (in other words, the assumed links between activities, inputs, outputs and outcomes)
to determine whether causal effects are plausible, why this is the case (or not) and the contributing factors
(Mayne, 201107). To examine the causal pathways, previously defined assumptions and risks, as well as
expected effects, are operationalised through indicators that are tested using the evidence gathered. For
example, a blended finance intervention may assume that additional finance provided to a financial
intermediary will lead to more loans extended to end beneficiaries. Evaluators using contribution analysis
can then examine the evidence on key assumptions underlying this link, e.g. that the financial intermediary
had previously been credit constrained, in addition to looking at the change in the number of loans granted.
In turn, these analyses are used to assess the plausibility of the individual causal pathways (Mayne,
201261)). In a next step, evaluators can then create a new model of how the activities lead to the results,
similar to a ToC but based on the collected evidence and plausibility assessments.
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Process tracing is a method that identifies an intervening causal process or, in other words, the chain or
mechanism between an independent variable and the outcome of a dependent variable (George and
Bennett, 2005p2). It uses detailed, within-case empirical analysis of real-world cases to assess
hypothetical causal mechanisms. Process tracing differs from contribution analysis in that process tracing
is a method, whereas contribution analysis is an approach. This means that contribution analysis provides
a logic that can be used as overarching guidance, while process tracing specifies detailed steps to follow.
For example, process tracing involves several specific tests that use evidence to either rule out causal
hypotheses or to confirm that a mechanism is indeed at work (Befani and Mayne, 20143)). Process tracing
is useful for determining which of a series of alternative explanations is correct, while contribution analysis
is more about the relative importance of various contributions.

Theory-based approaches are potentially applicable to all blended finance instruments and mechanisms.
However, the causal links that the approaches aim to test will vary greatly between different instruments
and mechanisms and their value propositions. For example, part of the value proposition of development
impact bonds is that they are expected to stimulate innovation, which would therefore be included as one
of the elements in the ToC and would thus need to be verified as part of contribution analysis or process
tracing. Contribution analysis is also particularly useful for complex interventions, where assessment of
sole attribution is difficult (INTRAC, 2017s4). This applies in particular to instruments and mechanisms
with intermediary structures such as structured funds or development impact bonds, where the causal
chains are complicated and the impact of the blended finance component is difficult to assess. In those
cases, contribution analysis can not only assess the plausibility of impacts created by the intervention, but
it can also pinpoint possible weaknesses in the value chain that may lower the probability of impacts. For
its part, process tracing has been suggested as a tool for measuring additionality (see Section 4.2.4).

In addition to theory-based approaches, the mechanisms and causal pathways underlying blended finance
can also be investigated using other methods. In particular, (quasi) experimental designs may be used to
examine different causal pathways by setting up different treatment arms, comparing for example the
performance of companies that receive a credit line and technical assistance with those that only receive
the credit line. These designs are discussed in further detail in Section 4.3.

4.1.2. Discussion

Theory-based evaluation methods have great potential for analysing blended finance interventions
because they look at how and why potential changes occur, and in what way the blended finance
intervention contributes to such changes. By understanding “what works better for whom in what
circumstances, and why” (Pawson and Tilley, 1997s5)), evaluators are in a strong position to make specific,
evidence-based recommendations to improve the functioning and impact of blended finance interventions.
Contribution analysis can also help to uncover the dynamics underlying unintended negative results, for
example if it is used to investigate a negative theory of change. A negative theory of change is constructed
in the same way as a positive one, except that possible negative impacts rather than the intended positive
impacts are at the end of the logic model (Rogers, 2014s6)). By examining the negative theory of change,
contribution analysis can then be used to assess the plausibility of negative effects, just as it normally
assesses the plausibility of intended effects.

As opposed to experimental approaches, theory-based methods do not require randomisation, which is
often not possible in blended finance operations (see Section 4.3). They can also be carried out ex post
and do not require a baseline or control group. These factors can lower the financial and organisation
burden of an evaluation and make it a more realistic option for smaller interventions and organisations.
However, the resources required for theory-based approaches should not be underestimated. Evidence
should be collected for every link in the theory of change, which can result in huge amounts of data if the
causal mechanisms are complex.
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Theory-based methods are unlikely to be useful in cases where the stakeholders of an evaluation are
mostly interested in understanding whether changes occurred and possibly quantifying these. In those
cases, quantitative methods such as experimental approaches may be more appropriate. Theory-based
approaches are also not as good as experimental approaches at reducing selection bias and at identifying
the changes that can be attributed to the intervention rather than to confounding variables.

Contribution analysis is likely to be more widely applicable than process tracing as it requires less detailed
knowledge of the given case and less specialised methodological knowledge and expertise. To date, very
few evaluators, scholars, or investors have been professionally trained in process tracing. However, using
aspects of process tracing might be a realistic and less resource-intensive approach and will still improve
the rigour of the assessment. For example, in an evaluation of structured funds, Orth et al. (2020;59]) use
elements of process tracing to systematically assess the strength of the evidence by looking at the quantity
of sources and the interests they are assumed to pursue. Others have suggested combining the logic of
contribution analysis with the specific steps prescribed by process tracing (Befani and Mayne, 2014s3)).
Still, another option is to combine process tracing with comparative methods such as comparative
qualitative analysis (QCA). Given that the focus of process tracing is within a specific case, combining it
with QCA is recommended when the goal is to make a cross-case inference (Beach and Pedersen,
20131671).

4.2. How to evaluate front-end results?

It is useful to distinguish between front-end and downstream results in the investment chain. At the front
end, evaluators must strive to estimate the future financial sustainability of the blended finance instrument
used as well as its development orientation and additionality. Downstream results, on the other hand, refer
to results further along the value chain, such as outcomes and impacts on end beneficiaries and,
depending on the instrument, on financial intermediaries. The following sub-sections focus on front-end
results and Section 4.3 deals with downstream results.

4.2.1. Financial sustainability and development orientation

Results indicators

Table 4.1 presents examples of results indicators that can be used to measure financial sustainability at
the output level. In general, evaluators should, wherever possible, use already established, common
indicators such as the IRIS+ System or HIPSO. If other indicators are used, they should always include a
transparent explanation of the methodology applied to develop these indicators and comparability across
indicators.
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Table 4.1. Results indicators for financial sustainability
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Evaluating the financial sustainability and development orientation of different instruments
and mechanisms

Rating financial sustainability

A key aspect of front-end results is the financial sustainability of the blended finance instruments and
mechanisms, which is often equated with the long-term ability of the intervention to cover costs, but also
includes other aspects. While some of these aspects, such as cost recovery and the efficiency of the
risk-return structure, can be considered minimum requirements for a functioning blended finance
instrument, others may be considered more advanced aspects of financial sustainability. It is therefore
useful to create a rating scale, which indicates different levels of financial sustainability depending on the
fulfilment of specific criteria. Such a rating scale also serves the purpose of comparing different instruments
and mechanisms with each other on an objective basis. The rating scale used by Orth et al. (2020;59)),
which was developed for structured funds (see Figure 4.3), includes further examples of metrics used to
assess financial sustainability which can be applied to different blended finance instruments and
mechanisms. The data for most of these metrics should be available through standard monitoring
documentation and document review of contractual agreements. For some of the metrics that are
qualitative rather than quantitative, such as for exit strategies (see Box 4.1), evaluators may need to
conduct interviews or surveys with managers and donors.

After analysing and rating the financial sustainability of a blended finance instrument, comparisons can be
drawn to other blended finance approaches or more traditional development finance instruments and
mechanisms such as credit lines. The latter offer a good benchmark for structured funds given that both
instruments follow similar development objectives and make use of debt financing. Credit lines can also
offer a suitable reference point for comparing loan volumes, cost structures and the control options of
donors (Orth et al., 2020(59]). Further comparisons can be drawn between performance-based grants and
traditional grant financing schemes. Evaluators can compare the level of results achieved as well as the
costs for determining and monitoring the results.
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Figure 4.3. Example of a rating scale for financial sustainability

Use of public
; Losses capital Profitability Exit strategies
Key question: To what extent can the fund cover its costs?

Metrics for
Level of costs Size of fund fund portfolio

Source: Orth et al. (2020;59]), Structured Funds. A Balancing Act between Financial Sustainability and Development Impact, https:/nbn-
resolving.org/urn:nbn:de:101:1-2021012011363095203316.

It is important to consider the specific characteristics of the instrument for the assessment of financial
sustainability. For example, the indicators for financial sustainability described here mostly apply to
instruments and mechanisms that are set up with the aim of operating on a financially sustainable and
revolving basis, such as structured funds and credit lines.
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Box 4.1. Evaluating exits

In mainstream investing, “exit” means liquidating the investor’s holdings in a fund or company with
financial returns that meet or exceed the investor’s originally planned targets. In development finance
or impact investing, however, exits must also be assessed for their fidelity to the social or environmental
objectives or “mission” of the original investment. To what extent will the new owner that has purchased
the interest being sold continue to pursue the social or developmental agenda of exiting investors (often
public investors)?

Results indicators to consider include the internal rate of return for investors, the environmental and
social mission of the investment (as defined in mission statements, theory of change, investment theses
or legal agreements) as well as the social and development agenda of the new owner.

Theory-based methods will be central to evaluating exits in development finance or impact investing
(see Section 4.1), including analyses of the investment theses or theories of change for the funds under
study, as well as those for investee companies involved in exits. Key informant interviews with
representatives of general partners, limited partners and portfolio companies in the exit sample will also
be important. Probing each fund’s due diligence process and criteria can provide insight on the extent
to which the investee firms’ business models and products and services are embedded into their impact
missions. Further, evaluation teams will require familiarity with legal agreements between general and
limited partners and between funds and portfolio companies, as well as the regulatory environments
within which these agreements are executed. Evaluations involving comparative case studies and
applying cost-benefit analysis to exited investments could also provide valuable insights and enable
evaluators to assess value for money to taxpayers or investing institutions.

Designing impact evaluations to consider the downstream results of exits also offers interesting
possibilities, especially when these involve companies delivering products or services on a large scale,
such as in renewable energy or land conservation. For example, experimental or quasi-experimental
designs involving random samples of households in comparable districts that accessed off-grid solar
lighting systems and those that did not, both before and after the exit could be carried out.

Initial research has examined datasets of exits spanning 15-year periods (Cambridge Associates,
2017es); Cambridge Associates and GIIN, 2017s9;; Gray, 20157q)). It will take impact investing and
blended finance actors another ten to fifteen years to build a larger critical mass of exits across all
sectors which can be examined in depth.

Assessing development orientation

The goal of blended finance in development co-operation is to mobilise private funds to support sustainable
development in developing countries (OECD, 20181;). The development orientation of a blended finance
instrument is therefore another key component of its front-end results. It is closely related to the criterion
of relevance, which asks whether the intervention is doing the right things. More specifically, it considers
“the extent to which the intervention objectives and design respond to the beneficiaries’, global, country,
and partner/institution needs, policies, and priorities, and continue to do so if circumstances change”
(OECD, 2019;27)). A further question that evaluators might ask is whether this alignment also applies to the
needs of particularly disadvantaged or vulnerable individuals, groups and organisations.?

Assessing the development orientation of a blended finance instrument can include looking at:

e objectives and goals

e alignment with the SDGs and other official development strategies, including those of the donor
and recipient countries, and to what extent the intervention responds to local needs
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o flexibility of the instrument in adjusting to changing circumstances and goals
e management and governance, including:

o quality of reporting standards

o decision-making powers of public donors
division of tasks between investors

O

possibilities of conflicts of interest and procedures for dealing with them.

O

As with financial sustainability, assessing development orientation depends on the characteristics of the
instrument and mechanism under review. It is important to consider whether the structure of an instrument
allows for changes in the development orientation of the intervention during the implementation phase or
solely when the intervention is being set-up. Different structures also mean that some stakeholders may
only be involved in the set-up stages and not during the implementation. For example, in structured funds,
the decision-making powers of public donors are limited once the fund has been set up. Public donors tend
to have more sway when the instruments or mechanisms, such as loans and guarantees, are offered on
an individual basis to companies or projects. Generally, instruments and mechanisms such as structured
funds that pool resources can only indirectly ensure development orientation through, for example,
investment guidelines. Others, such as performance-based grants, provide for much more direct control
over effects on the beneficiaries.

Are we using the right instrument?

In addition to understanding the merits and drawbacks of a particular intervention, evaluators also need to
consider what other options (e.g. blended finance instruments and mechanisms) were available to achieve
the intervention’s objectives and whether any of them might have led to better results or similar results at
a lower cost. This analysis reflects the criterion of efficiency or how well the resources are being used. The
criterion assesses “the extent to which the intervention delivers, or is likely to deliver, results in an economic
and timely way” (OECD, 2019p27). It refers to the ratio between inputs and achieved results. Questions that
evaluators might ask include: To what extent are the inputs of the measure used economically in relation
to the outputs produced? By what other means and at what cost could the effects have been achieved
otherwise?

To analyse the appropriateness of a particular blended finance instrument, evaluators have a spectrum of
options at their disposal. On one end of the spectrum, they might look at the specific characteristics of
blended finance instruments and mechanisms to understand whether another instrument might have been
appropriate. They could also interview key stakeholders to understand the reasoning behind their decision.
The other end of the spectrum allows evaluators to engage in more systematic and formalised methods
such as cost-benefit analysis. Cost-benefit analysis (CBA) is a longstanding public policy tool rooted in
economics and accounting. It involves systematically computing the net present value of a set of alternative
projects or policies by monetising the negative and positive impacts of the interventions to key stakeholders
(Boardman et al., 200171). CBA can be used to assess completed and potential courses of action. For
potential courses of action, such as the use of different blended finance instruments and mechanisms, the
calculations provided by CBA are employed to compare the total expected cost of each option with its total
expected benefits.

Social return on investment (SROI) is another “systematic way of incorporating social, environmental,
economic and other values into decision-making processes. By helping reveal the economic value of social
and environmental outcomes it creates a holistic perspective on whether a development project or social
business or enterprise is beneficial and profitable” (Salverda, n.d.;72;). With roots in cost-benefit analysis
and accounting, and links to both sustainability accounting (Nicholls, 201773); Nicholls and Pearce, 2010(74)
and the IRIS+ standards and metrics (Social Value UK, 201675), SROI has been developed and refined
by the Social Value International network and the UK government, building on earlier work by the Roberts
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Economic Development Fund in the United States (Yates and Marra, 20177¢)). Calculating the social value
created by an intervention, practitioners of SROI require sets of granular, time series data for meaningful
analysis, and specialised training in the SROI technique for evaluators.

Discussion

In summary, financial sustainability and development orientation are important concepts for assessing the
value of a blended finance instrument. However, they also need to be considered in relation to each other.
This is because there is usually a tension between the two: instruments and mechanisms that are highly
financially sustainable typically need to sacrifice aspects of development orientation, and vice versa. For
example, an equity investment is much more likely to generate higher financial returns and minimise the
possibility of losses if it invests in a market leader in a middle-income country rather than a Tier 3
microfinance institution in a least-developed country, where the development orientation and development
additionality is arguably higher.

In addition to assessing the front-end results of an intervention, evaluators also need to assess the extent
to which the instrument that was chosen for the intervention was the most appropriate one for achieving
the objectives of the donors. To accomplish this, efficiency needs to be considered in addition to financial
sustainability and development orientation. Cost-benefit analysis and social return on investment are useful
tools for addressing this issue because they make it possible to compare different options. They are also
often used ex ante which can help policy makers choose the most suitable instrument to achieve their
goals. However, a review of the literature did not identify applications of CBA specifically to blended finance
investments. Nor, with the important exception of Joynes (201957;) concerning development impact bonds,
were formal value for money (VM) exercises found to have been conducted. Looking ahead, VM studies
may gain prominence among public organisations in a post-COVID era of massive government debt and
scarce and contested operating resources in the public sphere. Finally, it is also worth noting that the
practice of evaluating blended finance instruments and mechanisms has to date largely failed to tap into
the existing pool of social accounting tools, including SROI. Nicholls’ (201877;) theory-building and
empirical work suggests “successful social impact accounting processes both give voice to service users
and produce more accurate performance data”.

4.2.2. Mobilisation of capital

Mobilisation is a core purpose and feature of blended finance. It refers to the amount of commercial capital
mobilised by concessional capital (20197s;; WEF and OECD, 20157¢)). Some organisations also count the
capital leveraged from publicly funded DFls and private actors in their calculation of mobilised capital.

Table 4.2 presents an overview of exemplary results indicators that can be used to measure mobilisation
at the output level.
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Table 4.2. Results indicators for mobilisation of capital

Mobilisation of private capital =
c
[an]
E ] L o :_é: o
> = = S 0 © $=)
. Q@ © o 8 © < O 23w
Instrument or mechanism PN x5 S & < 8= £ 20
= o ® L] » S 2, 5L 2
= = 0" ® © 17} > O = ° B £
2 S5 & S < Sa | T29 o2 o
Ee) 8 » o > c O %= ® S E®
© = e}
i soe2 58 58 58¢ 23z
< < © £ L L G n E = o ® s
Equity X X X X X
Debt X X X X X
(Credit lines, syndicated loans, etc.)
Guarantees/insurance X X X X X
Bonds X X X X X
Performance-based grants X X X X
Structured funds X X X X X X

Evaluating the mobilisation of capital through different instruments and mechanisms

Different actors in international development use different approaches to measuring private capital
mobilisation, highlighting different priorities. Approaches differ, for example, in whether they attempt to
measure the contribution of each donor to the mobilised capital rather than crediting only the largest official
donor, and whether they consider the risk that donors have assumed by being invested in different
tranches. This section discusses approaches to measuring mobilisation of capital through equity, debt,
guarantees, structured funds and syndicated loans, focusing mostly on OECD guidelines, as these are a
primary reference point for members of the Development Assistance Committee (DAC).

Equity instruments

Measuring the mobilisation of capital through equity investments assumes that equity investors take on a
higher risk than mezzanine and debt investors (OECD, 2020y23)). It follows that official equity investments
should have a stronger effect on mobilising private finance than official mezzanine or debt investments.
The OECD measurement guidelines take these factors into account by attributing 50% of the amounts
mobilised from the private sector to official investors according to the risk taken. If there are several official
donors that take different levels of risk, the full 50% is attributed to those investing in equity. The remaining
50% is then attributed to all official investors according to their official share in the company, regardless of
the risk taken.

Debt instruments

Measuring the mobilisation of debt instruments depends on whether the debt consists of debt investments
in a company or of credit lines. Measuring the leveraging effect of debt investments follows the same logic
as the measurement of mobilisation by equity instruments. Debt investors might be included in the first
50% of the mobilised capital if there are no investors in a more senior tranche. In addition, they will be
attributed with the pro-rata share of their investment in the company. Credit lines are more complicated to
calculate, however, because borrowers decide how much of the credit line they draw down at any given
time. They are also used differently from loans, as they usually aim to support the private sector through
local financial institutions (LFI). The total private capital mobilised is calculated as the sum of top-up funds
from the LFI (e.g. additional private funds raised by the LFI) and equity investments by the private end-
borrowers (OECD, 2020;23)). The amount of private capital mobilised by each credit line provider is then
attributed pro-rata to the financial share of each investor.
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Guarantees

Measuring the mobilisation of guarantees assumes that the private investors would not have made their
investment without the official guarantee. The amount mobilised by a guarantee therefore equals the total
amount of the instrument covered by the guarantee, regardless of the exposure value of the guarantee
(OECD, 2020p3). If, for instance, a private investor provides a loan of USD 10 million to a development
project that is covered by a 70% guarantee, the amount of USD 10 million will be considered as the amount
that has been mobilised. If the guarantee is provided by multiple actors, the private capital mobilised is
attributed pro-rata to all guarantors according to the amount guaranteed by each. Other approaches use
the value of the resources backed by the guarantee as mobilised capital (Halvorson-Quevedo and
Mirabelle, 2014s0;). More detailed evaluations of guarantees may examine empirical data and performance
implications to understand exactly to what extent guarantee commitments were drawn upon by the
borrower across multiple guarantors.

Structured funds

There are broadly four different approaches to measuring the mobilisation of structured funds and similar
applications of first loss capital. In the first approach, the private capital that has been invested in the
structured fund is measured at face value regardless of the amount of other investments. In the second
approach, the total official investment in the fund is measured in relation to all the private investment in the
fund. In the third approach, which is used by the OECD DAC, the mobilisation of private capital is calculated
for each donor. This metric considers the amount of capital invested by the donor as well as the risk tranche
of the donor’s investment. This means that the riskier the tranche that a donor invests in, the higher the
amount of private capital mobilised will be attributed to that donor. In the fourth approach, the mobilisation
of private capital is calculated based on the risk buffer (in other words, how much private capital could
theoretically be mobilised) and how much is actually mobilised.

Syndicated loans

The measurement method for syndicated loans takes into account that the loan is provided by a group of
lenders and that it is usually arranged by one institution, which is therefore credited with a larger share of
the mobilised capital. According to the OECD’s approach, 50% of the amount mobilised is attributed to the
official arranger, with the remaining 50% attributed to all lenders, pro-rata to their individual financing
shares in the syndicated loan.

Discussion

The methods described above for measuring mobilisation are based on several assumptions that cannot
always be verified. For example, a key assumption is financial additionality. In other words, it is assumed
that the private investor would not have invested without the official contribution. However, verifying
financial additionality is difficult because of the incentives that DFIs have to report high additionality. It is
likely that at least some of the private investments were made independently from the official contributions
and that the calculations of mobilised amounts are therefore an overestimation.

A further difficulty is the comparison of mobilisation achieved by different instruments and mechanisms.
The instruments and mechanisms differ significantly in their structure, the way they mobilise private capital
and the way that this mobilisation is measured. It is therefore difficult to compare the mobilisation of
different instruments and mechanisms such as bonds and funds with each other, especially without
referring to the differences in the measurements. This is a particular problem in evaluating guarantees,
which tend to report the highest amounts of mobilisation. While the OECD uses the total value of the
project, as described above, others argue that using the value of the resources backed by the guarantee
is the best approach (Halvorson-Quevedo and Mirabelle, 2014s0)), as it reduces the risk of overstating the
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effect of the guarantee and of double counting. Furthermore, these authors caution against using
leveraging ratios in assessing guarantee effects. They argue that such a ratio calculation must determine
a value for “donor effort”, which requires estimating the probability of default and thereby discounting that
value. They find that designing and implementing a common methodology for doing this would be
complicated and time consuming.

Generally, a high mobilisation ratio does not automatically mean high donor additionality. In fact, an
alternative interpretation of high amounts of mobilised capital could be that the investment was so attractive
to private investors that it did not really need the donor’s contribution. Evaluators should therefore not infer
financial additionality from mobilisation, but instead examine both concepts individually and in combination.

Finally, in interpreting mobilisation values, it is important to consider context — particularly the level of
market development — as it influences private sector capital mobilisation in significant ways.

4.2.3. Factors that drive mobilisation

In addition to measuring how much a blended finance intervention has mobilised in private capital, it is just
as important for evaluators to understand the factors that have encouraged or discouraged private actors
from investing, so that evaluators can make recommendations that will improve mobilisation in the future.
Some of these factors are also discussed in Principle 2 of the OECD DAC’s “Blended Finance Principles
Guidance” (OECD DAC, 2020p2s)). The methods described here are comparative, which means that they
draw insights from the comparison of different cases.

Results indicators

The following table presents an overview of exemplary results indicators that can be used to measure the
factors that drive mobilisation at the output level.

Table 4.3. Results indicators for factors that drive mobilisation
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Evaluating the factors that drive mobilisation

Comparative case studies and qualitative comparative analysis (QCA) are suitable methods for
investigating factors that drive mobilisation because they enable the researcher to make substantiated
claims that generalise across cases. A simpler approach that would require less time and resources might
be a series of semi-structured interviews with private investors in the fund, inquiring about the reasons that
led to their investments.
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Case studies have long served as a research tool for development evaluators. Through case studies,
evaluators gain an in-depth understanding of an intervention as well as its context (Morra Imas and
Rist, 2009s1)). In comparative case studies, researchers analyse and synthesise the similarities,
differences and patterns across several cases that share a common focus or goal. This makes it easier
to generalise about causal questions, such as why a particular intervention works or does not work
(Goodrick, 2014s2). Influenced by Yin (2017s3), Stake (2006s4) and other methodologists,
applications of this approach in development evaluation use qualitative or quantitative data, or both.
They typically involve site visits, data gathering through documentation and files, interviews, direct
observation, participant observation and physical artefacts, as well as drawing on internal monitoring
data collected by the interventions under study.

Qualitative comparative analysis (QCA) is a research method that has attracted recent attention in the
field of development evaluation (Porter and O’Halloran, 2012(ss1). Particularly suited for small-sample
studies, QCA employs Boolean algebra to convert relatively small numbers of cases into quantitative
data to identify relevant causal patterns. In that way, causal claims can be tested without using a
counterfactual (Davies, 2020s¢)). In QCA, interrelationships between states are analysed as quantity
relations, which are then interpreted as conditions (Wagemann and Siewert, 2018s7;). The approach
can make extensive use of existing information and can be a useful tool for developing theory (Davies,
2020s6)). This analytical method is mostly used when seeking possible causes of a given outcome,
and when assumptions about the interrelationships can be interpreted as conditions.

Comparative case studies or QCA are also potential approaches for evaluating factors that drive
mobilisation of any blended finance instrument or mechanism. These could be input or output oriented
and should be based on theoretical knowledge and empirical insights (Schneider and Wagemann,
2010ss)). For example, evaluators might examine the quantum of official investments, the number of
official investors, the maturity of the intervention and the regions and types of companies/institutions
that the instrument or mechanism invests in (Orth et al., 202059)). The variables included in QCA would
vary depending on the characteristics of the instrument or mechanism being evaluated. For example,
a key feature of development impact bonds and performance-based grants, but not other blended
finance instruments and mechanisms, involves collaboration with a service provider. Aspects such as
the reputation and experience of the service provider are likely to influence investors’ decisions and
could therefore be added as variables in the QCA.

While comparative approaches are not in themselves limited to a particular instrument or mechanism,
they do require several interventions that use the same blended finance instrument or mechanism and
can be compared with each other. For instance, it makes little sense to draw conclusions about regions
that encourage private investments from comparing a guarantee that invests in Africa with a fund that
invests in Asia. Instead, evaluators can use comparative approaches to evaluate an instrument or
mechanism as a whole (e.g. guarantees as an instrument in German financial co-operation) or several
applications of an instrument or mechanism (e.g. several different guarantees used to mobilise finance
for investments in renewable energies). If evaluators aim to evaluate just one intervention, they will
require detailed data on the mobilisation of other comparable interventions, which would most likely
be unavailable. Comparative approaches are therefore not appropriate for instruments or mechanisms
that vary greatly in their specific design and structure, such as performance-based grants.
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Discussion

Although QCA and comparative case studies are more expensive than other qualitative methods such as
interviews, they are likely to provide more reliable results. Interviews on factors that drive mobilisation face
three main issues. First, investors may be inclined to focus mostly on reasons that are socially desirable,
such as the desire to make SDG-relevant investments, which might lead to an under-estimation of the
financial aspects. Second, there is little incentive for investors to discuss their possibly confidential reasons
with evaluators. Third, to understand factors that might hinder investment, evaluators would also need to
interview investors that chose not to invest in the intervention. Those investors would be difficult to identify
and might also not be inclined to disclose their reasons. QCA on the other hand does not depend on
information from interviews but can use any type of information that differentiates the interventions from
each other, such as the sector, region, public investors, track record and level of pay-outs. This method
therefore reduces the risk of bias, although the (subjective) judgement of the evaluator is still needed to
assign values to different conditions, such as deciding what constitutes a strong or weak track record.

Both methods, the QCA and comparative case studies, can be applied separately or in combination.
According to Schneider and Wagemann (2010;ss)), QCA is particularly useful if combined with conventional
comparative case studies because such studies provide familiarity with the cases which is required for
generating the data and interpreting QCA results in a meaningful way. It is also possible to nest
comparative case studies within larger experimental or quasi-experimental evaluations, to generate
“evidence about how the context has influenced patterns of outcomes” or test the scope and transferability
of certain causal mechanisms (Goodrick, 2014s2)).

4.2.4. Additionality

The concept of additionality is discussed in detail in the OECD Working Paper developed by Work Stream
2 of the EvalNet Working Group on Evaluating Blended Finance (Winckler Andersen, Hansen and Rand,
2021s9)). The paper outlines various definitions of financial and development additionality, analyses how
they relate to impact and causality, and discusses different approaches to assessing these concepts of
additionality.

It is generally agreed that an intervention has “additionality” if it will lead, or has led, to effects that would
not have occurred without the intervention (Winckler Andersen, Hansen and Rand, 2021s9)). Financial
additionality and development additionality are the most common forms of additionality that are
investigated and discussed within blended finance operations. The OECD (2016i90;) defines an official
transaction to be financially additional if it “is extended to an entity that cannot obtain finance from local or
international private capital markets with similar terms or quantities without official support, or if it mobilises
investment from the private sector that would not have been invested otherwise”. Conversely, the OECD
defines development additionality as “... the development impacts that arise as a result of investment that
otherwise would not have occurred” (OECD, 20160)*

Results indicators

The following table presents an overview of exemplary results indicators that can be used to examine the
financial and development additionality of a blended finance intervention at the output level.
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Table 4.4. Results indicators for financial and development additionality
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Evaluating the financial and development additionality of different instruments and
mechanisms

Financial additionality

In their working paper, Winckler Andersen et al. (2021s9)) present an overview of the methodological
approaches used in evaluations and studies to examine financial and development additionality. To
evaluate financial additionality, the authors recommend that both ex ante and ex post assessments be
used. Ex-ante assessments may be based on market information and on analyses of possible externalities
of the project. Further examples include company-level factors such as insufficient funds to self-finance
the project, the lack of knowledge or competencies to design and implement a poverty-reducing business
model, and the lack of duplication with other possible forms of donor support (Heinrich, 201491]). Ex post
assessments on the other hand are usually conducted using counterfactual approaches (Winckler
Andersen, Hansen and Rand, 2021s9)). While methodologies relying on counterfactual approaches are
relatively well established, the challenge remains to construct the relevant counterfactual in blended
finance interventions (EBRD, 201892).

Escalante et al. (201803)) propose two approaches to examining the question of additionality. One
approach is qualitative and uses a multi-criteria assessment framework applied through case studies. The
other is quantitative and explores additionality through a composite index that assesses the investment
environment in countries where investments took place. The authors’ approach is tailored to private equity
instruments but might also be applied to other forms of financing.

However, as Carter, Van de Sijpe and Calel (2018947) point out, verifying without doubt that additionality is
present is impossible, in part because of the self-interest of DFls in claiming high additionality even if this
is unsubstantiated by evidence. Even econometric models using cross-country data to estimate the degree
of additionality are “clearly open to the possibility of bias”. For more accurate assessments, they suggest,
“it could be fruitful to find natural experiments that allow researchers to identify endogenous variation in
DFI budgets”. This points to quasi-experimental methods, which are well suited to assessing counterfactual
causal claims. At the micro level of the firm, they find that to accurately assess financial (or investment)
additionality, “we need to estimate what would have happened had the DFI not invested”, although private
investors usually protect the private information they use to inform their decisions and building such a
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database is challenging. The authors therefore argue that DFls should embrace uncertainty and look at
the likelihood of additionality rather than trying to quantify it. To estimate whether additionality is likely,
Carter, Van de Sijpe and Calel (201894)) suggest theory-based approaches such as process tracing (see
Section 4.1).

Multilateral development banks on the other hand have mostly relied on frameworks that systematise the
criteria and evidence used to determine additionality. The Multilateral Development Banks' Harmonized
Framework for Additionality in Private Sector Operations (IFC et al., 201895)) aims at increasing the
understanding of additionality as a concept with clear definitions and guidance on how it is applied. In
terms of financial additionality, the framework suggests a variety of proxy measures for private sector
operations. These include evidence on market benchmarks and proxies for market behaviour as well as
the client’s inability to obtain commercial financing and/or willingness to pay for multilateral development
bank support.

A recent evaluation by the Independent Evaluation Group (IEG) of the IFC’s blended finance operations
checked the following factors in their assessment of financial additionality: the economic case for blended
finance (analysing whether alternative sources of finance would have been available or if a subsidy was
required to ensure the financing); crowding in and minimum concessionality to realise the transaction;
commercial viability and sustainability; market effects such as competition, market development and
extending good business practices; as well as the promotion of environmental and social standards (World
Bank, 20209¢)).

Different blended finance instruments and mechanisms require the use of different methods and criteria
for examining additionality. The multilateral development banks’ framework caters to this by suggesting
proxies for specific instruments and mechanisms. One proxy is its innovative potential in a new market or
sector. Introducing an instrument or mechanism into a new market or sector where it has not been used
before might serve as a first indicator of being financially additional. In the case of credit lines to banks and
other financial intermediaries, evaluators should analyse a list of funding sources that the financial
intermediary has used in the past. Furthermore, the maturity structure of the intermediary’s deposits and
loans might provide evidence of their capacity to access stable long-term resources. In terms of guarantees
and other risk-sharing instruments and mechanisms, financial additionality can be assessed by examining
reductions in funding lines that the investee received in the past as well as looking at the rating of capital
providers that have extended capital relief to the beneficiary. The use of equity finance is still rare in
development and emerging markets. However, when it is used, it often serves as a vehicle for financial
additionality. In evaluating the instrument or mechanism’s additionality, evaluators should analyse the
investee’s ability to take risk and to leverage further debt finance as well as the investor’s influence on the
corporate governance of the investee.

In some cases evaluators compare blended finance interventions with similar interventions that are
financed purely by private capital to understand the value added of the public component. This comparison
is more likely to be useful for some instruments and mechanisms than others. For example, the regions
and sectors that a purely private microfinance fund invests in, as well as the type of financing it offers
(e.g. hard or local currency), may be compared with the investments and financing of a structured fund
that includes official investment (Orth et al., 2020s9;). Similarly, evaluators might look at the differences
between investments that are covered by a guarantee or insurance and those that are not. However, at
least some information on private interventions must be publicly available for this approach to be effective,
which will probably be limited to information for regions and sectors. In addition, some instruments and
mechanisms such as development impact bonds and performance-based grants do not have clear private
counterparts because private investors would not usually invest in social projects that do not generate a
financial return.
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Development additionality

In general, impact evaluation using experimental or quasi-experimental methods (see Section 4.3) is the
most rigorous approach for assessing development additionality because it provides the closest
approximation to the counterfactual, which is what would have happened without the intervention. For
example, McKenzie, Assaf and Cusolito (2017971) looked at the impact of government subsidies on
improving employability in Yemen by randomly assigning the subsidies to eligible graduates. Comparing
outcome indicators, such as the income of those who received the subsidies compared to those who did
not, revealed a much clearer picture of the development additionality of the intervention than other methods
would have done.

Nonetheless, impact evaluations are not always feasible, ethical or realistic, particularly for projects or
organisations with lower levels of resources. In addition, as discussed in Section 4.3, other methods such
as those testing a theory of change may sometimes provide insights that are more useful and actionable
than those provided by experimental methods because they investigate mechanisms and processes rather
than just outcomes. If impact evaluations are not possible or useful, evaluators may therefore use social
accounting matrices, indirect meso-level ex ante approaches, perception-based surveys with various
stakeholders and contribution analysis to assess development additionality (Winckler Andersen, Hansen
and Rand, 2021sq)). However, evaluators should be careful about the implications they can draw from the
use of less rigorous methods and discuss the strength of the evidence gathered.

In assessing development additionality, the evaluation of the IFC’s blended finance operations cited above
also considered accompanying measures such as subsidised advisory services and the extent to which
they were critical for project risk mitigation in addition to the financial subsidy. For such an assessment,
they evaluated the client’s commitment and capacity for the operation, the needs for complementary and
preparatory technical assistance as well as regulatory reforms, investment preparation and progress
(World Bank, 2020;9s)).

Another factor that points to development additionality is the demonstration effect, i.e. whether the
intervention encourages other players to engage in similar activities. For example, following an intervention
other DFls might introduce similar products such as green bonds, or other (private) investors might decide
to invest in the same sector or region. Evaluators can therefore use the demonstration effect as a proxy
for development additionality if they can establish the attribution of the other investors’ actions to the
intervention.

Discussion

The evaluation of financial and development additionality should not limit itself to looking at either of the
two in isolation, but instead consider the relationship between the concepts. In some cases, the private
sector might have invested even if there had not been an official contribution, thus suggesting a lack of
financial additionality, but the donor or DFI invested official capital nonetheless to ensure development
additionality (Carter, Van de Sijpe and Calel, 2018y94)). By investing, donors ensure that they have a say in
the strategic orientation of the intervention and can push for high-impact investments, e.g. in low-income
countries, that private investors might have avoided. This highlights the importance of another aspect of
measuring additionality in blended finance: evaluators need to determine not only the difference that the
intervention made in comparison to doing nothing at all, but also in comparison to the same intervention
without the private or public financing component.

Generally, financial additionality is likely to be higher for instruments and mechanisms that invest in sectors
and regions that traditionally receive limited private funds, such as conflict and fragile contexts, because it
is unlikely that private investors would have channelled their funds there without the public component.
Special consideration must be paid to additionality in settings of conflict and fragility as “some governments
or DFIs have set ambitious quotas or revised their strategic priorities for their DFls in order to increase
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their engagement in higher risk higher impact sectors and/or countries,” (Koenig and Jackson, 201622)).
Investments in fragile contexts can be highly additional even if private participation is low. This offers
interesting examples for evaluators to consider in answering questions on additionality.

4.2.5. Concessionality

Blended finance instruments and mechanisms represent different forms of concessional finance, which
may have the same level of concessionality measured in grant equivalents. However, each form of
concessionality aims to address different underlying problems, whether these are related to access, cost,
or risks (IFC, 2020(9s)). For example, if liquidity is available in the commercial market but high perceived

risk is a barrier, then risk sharing may be a more appropriate form of concessionality than concessional
loans or equity.

Development agencies, DFls, foundations and impact funds argue that concessional finance can mobilise
commercial capital, especially from the private sector, to seed, scale and sustain enterprises and funds

that can achieve social and environmental results as well as generate a financial return (MacArthur
Foundation, 201999)).

Concessional finance is provided by the public and philanthropic sectors. “It has low or no return
expectations or is able to take on outsized risks and is used in a blended finance transaction to improve

the risk/return profile of a deal to attract commercial capital that would otherwise not participate” (Irugas,
20197sg)).

Results indicators

Table 4.5 presents an overview of results indicators that can be used to measure the concessionality of a
blended finance instrument or mechanism at the output level.

Table 4.5. Results indicators for concessionality
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Evaluating the concessionality of different instruments and mechanisms

Concessionality reflects the price difference of instruments which are offered at market terms and
instruments which are offered at more favourable conditions. The price of a concessional instrument is
typically set at a level that is significantly below market rate. In practice, assessing the market price is often
challenging. This is particularly true for less developed economies, where local capital markets are typically
underdeveloped or non-existent and borrowers only have limited access to international capital markets or
commercial financial services. Moreover, when competition is limited and markets are illiquid, prices may
not provide a reliable benchmark, which makes it more difficult to assess the extent to which a given
blended finance instrument or mechanism is concessional.
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Grants are perhaps the most transparent form of concessional finance since the subsidy component is
equal to the grant’s face value. In terms of debt instruments and mechanisms evaluators could use typical
benchmarks for market prices such as bank interest rates, tenors or grace periods available in the market.
Especially long tenors or grace periods can be seen as concessional, particularly when combined with
below-market pricing. For example, concessional debt may involve interest rates that are below
commercially available market rates for the given risk profile, or below-market interest rates combined with
longer grace periods or tenors than available on the market (IFC, 2019100)).

For loans financed by official development assistance (ODA), the convention has been to calculate the
degree of concessionality in terms of the “grant element” of a loan. “Whenever the interest rate charged
for a loan is lower than the discount rate, the resulting present value of the debt is smaller than its face
value, with the difference reflecting the grant element of the loan” (IMF, 2013101;; OECD, 2011102)). In
2019, the grant element method became the OECD’s main tool for measuring all types of ODA, though
data will continue to be presented in traditional cash-flow formats as well. There are three crucial factors
in calculating the grant element of a soft loan: the interest rate charged on the loan, the discount rate
(usually equivalent to the market rate), and the repayment schedule. A higher discount rate in relation to
the interest rate stands for a larger grant element with the size of the concession dependent on its duration
(Scott, 2017103)).

In the case of equity investments, the typical benchmark would be the return required by a commercial
equity investor for an investment with a similar risk profile. Equity instruments and mechanisms are
concessional if the funder of the equity agrees to accept a lower return for the risk undertaken or buys the
equity at a less favourable price than commercial investors. Equity is concessional only to the extent that
the provider requests a lower risk-adjusted rate of return, thus facilitating a project or fund to invest in
interventions that are riskier than commercial alternatives (IFC, 2020j9s;).

Table 4.6 presents the average concessional levels provided by the IFC for various blended finance
instruments and mechanisms, sectors and themes, calculated against total project cost (as of October
2020). The level is estimated based on comparing a reference price consisting of risk, cost and net profit
with the concessional price. In terms of instruments and mechanisms, concessional levels for equity are
lower than those for debt, whereas deals in local currency entail the highest level of concessionality.
Looking at sectors, concessional levels are highest for manufacturing, agriculture and services, and
financial institutions, whereas they are almost negligible for disruptive technology investments. Finally, by
theme, concessionality is higher for climate projects but lower for SMEs and gender finance. The highest
concessional level, is provided for blended finance projects undertaken in low income and fragile and
conflict-affected states.

While the above approaches outline ways to measure the given level of concessionality, evaluators should
also look at the level of concessionality that is required for a blended finance intervention to attract
commercial capital. In some cases, DFIs might overestimate the risk perceived by private investors and
set the concessionality level unnecessarily high, thereby wasting public resources and reducing the
financial additionality. If concessionality is too low, however, the intervention might fail to attract sufficient
private capital. To avoid this problem and to gain a better understanding of required concessionality, DFls
could experiment with different levels of concessionality, particularly in sectors and regions where they
have limited experience with private sector investments.
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Table 4.6. IFC’s concessional levels for instruments and mechanisms, industries and themes

Average concessional level as a percentage
of total project cost

Overall 3.8%
By instrument/product

Senior debt 2.7%
Sub debt 2.6%
Guarantee 3.6%
Equity 3.8%
Performance incentive 1.5%
Local currency 10.1%
By sector/industry

Manufacturing, agriculture and services 3.7%
Financial institution group 4.2%
Infrastructure and natural resources 2.9%
Disruptive technology and funds 2.5%
By blended finance facility theme

Agriculture 3.7%
Climate 2.7%
SME finance 2.5%
Gender finance 1.3%
Low income, fragile and conflict-affected states 5.8%

Source: IFC (202098, What is Concessionality and How is it Calculated?
www.ifc.org/wps/wem/connect/topics_ext_content/ifc_external_corporate_site/bf/bf-details/concessionality-calculation

Regarding the grant element method introduced above, Scott (2017103)) points out that grant element
calculations, typically generated when the loan agreement is signed, are estimates of concessionality.
They make no effort to predict the influence of other factors that may affect the degree or quantum of
concessionality over time, such as penalties for late or partial payments, options to convert the loan from
a fixed to floating interest rate, possible reinsurance of loan repayments, the right of the borrower to make
lump sum payments to reduce the principal owed. At the front end of blended finance deals, cost-benefit
and value-for-money analyses could be useful in assessing the contribution of concessional terms. By
calculating the grant element of concessional loans, adding in other relevant explicit and implicit costs, and
taking care to apportion the relative contribution of each blended finance component, a comparison could
be made with the benefits generated at the front end (mobilisation of commercial capital) and downstream
(sales growth of the investee enterprise, jobs created and saved, CO2 emissions reduced or
prevented, etc.). While there are other variables that contribute to downstream results, such as leadership
and human resources practices within a company, and competition and macro-economic conditions
externally, it should be possible for evaluators to make a general judgement on how and to what extent
concessionality contributes to development results.

4.3. How to evaluate downstream results?

Downstream results refer to the outcomes and impacts on financial intermediaries and end borrowers or
beneficiaries, depending on the instrument or mechanism. To rigorously assess not only the changes that
have occurred, but the extent to which they can be attributed to the intervention, experimental or quasi-
experimental methods could be appropriate. If these are not feasible, however, other approaches, such as
those analysing the theory of change (see Section 4.1) can provide information on the plausibility of
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impacts and their attribution to the intervention. Analysing downstream results is an important aspect of
the analysis of development additionality.

4.3.1. Results indicators

Table 4.7 presents an overview of exemplary results indicators that can be used to measure downstream
results at the output level. It provides a non-exhaustive list of some exemplary downstream results in
blended finance evaluations. Depending on the scope and topic of the evaluation some results indicators
might not be relevant or other indicators may need to be added.

Table 4.7. Results indicators for exemplary downstream results

Downstream results
Result Indicators
Climate and environment | Share of renewable energy as percentage of overall energy production/consumption over time
Net CO2 emissions avoided
Market value of CO2 emissions reduced
Financial inclusion Number of end beneficiaries without previous access to finance
Types of financial services provided
Client segments (type of household or enterprise)
Loan duration
Uses of the loan

Job creation Number of jobs created/retained
Number of decent jobs/good quality jobs
Gender Sex-disaggregated data at all levels:

e  portfolio data
. individual investments
. investee business
e financial intermediaries
Number of female borrowers
Number of female-owned firms
Number of firms with gender inclusive governance
Number of gender-related policies and practices

Growth Performance/growth of investee/borrower enterprise
Income gains by borrowing households and their employees
Market development Number of end beneficiaries accessing new products or services

Launch of new business models or technologies
Volume of private investments
Level of local asset ownership

4.3.2. Evaluating the downstream results of different instruments and mechanisms

Counterfactual designs aim at assessing to what extent outcomes can be attributed to the intervention
rather than to other factors (Ferraro, 2009104). Ideally, one would compare the outcomes in the absence
of the intervention with the outcomes in the presence of the intervention. Since this is not possible,
counterfactual designs try to mimic the absence of the intervention by choosing a control group that is as
similar as possible to the treatment group. Outcomes are then compared between the control and treatment
group, with any differences attributed to the intervention. For example, the financial performance of
investees could be compared with financial intermediaries that were not financed by the intervention.
Ideally, investees should be randomly assigned to each group. However, in many cases this is not possible,
and quasi-experimental methods are used.
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Experimental methods

The aim of using randomised controlled trials (RCTs) is to compare the outcome of a population or group
exposed to an intervention to an estimated counterfactual outcome, which represents the alternative
outcome without the intervention. In an RCT, the units of observation (e.g. potential investees) are
randomly assigned to the intervention and the control group. This ensures that any differences between
the two groups are random and not systematically biased. Consequently, differences in outcomes between
the two groups can be attributed to the intervention.* RCTs are used to evaluate development programmes
in a wide range of sectors, e.g. health, education, governance, climate change, micro credit and access to
finance (White, 2013[105)).

While experimental methods may in theory be applied to evaluating downstream results of any blended
finance instrument or mechanism, some lend themselves more to those methods than others. This
particularly applies to development impact bonds (DIBs) and performance-based grants (PBGs). The very
nature of outcomes-based interventions requires that the implementing partner maintain ongoing, detailed
and systematic records of results achievements as the programmes proceed. However, to ensure the data
is sufficient for conducting a (quasi)-experimental analysis later, the implementing partner also needs to
collect the same information for a control group.

In addition, in DIBs and PBGs, the performance agreements between the implementing agency and each
recipient specify clear and measurable metrics by which to assess success or failure. Sturla, Shah and
McManus (2018106)) emphasise that if an evaluation fails to provide a credible comparison of what would
have happened without the programme, “the potential benefits of DIBs collapse. The implementer’s
incentives for good performance will be missing or distorted; the outcome payer cannot be confident they
are paying for results; and the investors will not know if they will be fairly compensated for a successful
program.” Furthermore, these authors argue that although the RCT approach and other quasi-experimental
designs may be costly, the fixed costs of these studies mean that larger-scale DIBs can be relatively less
costly to evaluate than smaller-scale pilots. Other measures, such as greater use of mobile and web-
enabled tools, can also achieve cost efficiencies (Sturla, Shah and McManus, 2018;106)).

Experimental methods may be more difficult to implement for other instruments and mechanisms such as
structured funds where intermediaries and end borrowers cannot be selected randomly. However,
experimental methods may be useful for evaluating a specific component of an intervention, such as
technical assistance, that accompany a structured fund or guarantee. Here, randomisation among all
investees may be possible. This would have the technical advantage that evaluators could gain access to
contact details and information of both treatment and control groups.
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Box 4.2. Case study: Using experimental methods to evaluate the Educate Girls programme,
India

In the sphere of development impact bonds (DIBs), and in the broader literature on impact measurement
and evaluation, some efforts have been made to apply randomised controlled trials (RCTs) and other,
quasi-experimental designs to impact evaluations. The most prominent and widely reported of these is
the impact evaluation of the Educate Girls Development Impact Bond in India’s Rajasthan State.
Educate Girls provides a network of volunteer tutors and other supports to improve the educational
achievement of girls in rural primary schools. The consulting firm IDinsight carried out a three-year
evaluation from 2015-18 of this impact bond using a village-clustered, randomised controlled trial
methodology. The evaluation tracked the learning gains and enrolment of 12 000 students in grades
three to five, who were randomly assigned to either the control group, which did not receive the
programme, or the treatment group, which did participate in the Educate Girls programme. Data were
collected in 2015, 2016, 2017 and at the end of the programme in 2018. The evaluation found a large
positive learning effect for girls in the treatment group, with learning improvements over the three-year
period of 28%. Notably, for the treatment group, learning gains in Mathematics and English proved to
be three times greater than those for Hindi. Enrolment rates were also found to be significantly higher
for the treatment group participants compared with the control group. Overall, the evaluation found that
the DIB achieved 160% of its outcome targets for learning gains and 116% of its enrolment outcome
targets, triggering payments by and a financial return for the outcome payer, the UBS Optimus
Foundation.

Source: IDinsight (2018p107), Educate Girls Development Impact Bond: Final Evaluation Report, https://static1.squarespace.com/static/
Sb7ccb4eecdeb7d25f7af2be/t/Sbceb43ee4966befb66c13e5/1540248811132/EG+DIB+Project+Report Final High+Res Web.pdf.

Quasi-experimental methods

Quasi-experimental methods are usually used when experimental methods are not possible for ethical or
practical reasons. They are similar in the sense that both compare outcomes between an intervention and
a comparison group. However, in a quasi-experimental method, participants are not randomly assigned to
these groups. For example, evaluators might compare the effects of financial literacy training on the income
of entrepreneurs who signed up for the training with those that did not.

Given that the assignment to a treatment or control group is not random in a quasi-experimental design,
differences between the groups may be due to systematic biases. To reduce the risk of a systematic bias,
several methods have been developed. These include the difference-in-differences technique. Difference-
in-differences measures the outcome variables before and after the intervention for the treatment and the
control group to enable comparison of the trends between the two groups. If the change is greater for the
treatment group than the control group, this change can be attributed to the intervention (Shadish, Cook
and Campbell, 2002(10s)). The method is based on the “parallel trend assumption” which assumes the
treatment and control groups would have followed the same trend without the intervention (Fredriksson
and de Oliveira, 2019;109)).

However, this assumption does not always hold. For example, if selected investees are already financially
more successful before the intervention than the control group, they may also grow more rapidly over time
regardless of the intervention. Techniques such as propensity score matching can be used in combination
with difference-in-differences to account for such covariates (characteristics) between the two groups,
which may affect their trends in the outcome variable over time. Evaluators use propensity score matching
to match participants in the treatment and control groups based on their probability of receiving the

EVALUATING BLENDED FINANCE INSTRUMENTS AND MECHANISMS: APPROACHES AND METHODS © OECD 2021


https://static1.squarespace.com/static/5b7cc54eec4eb7d25f7af2be/t/5bce543ee4966befb66c13e5/1540248811132/EG+DIB+Project+Report_Final_High+Res_Web.pdf
https://static1.squarespace.com/static/5b7cc54eec4eb7d25f7af2be/t/5bce543ee4966befb66c13e5/1540248811132/EG+DIB+Project+Report_Final_High+Res_Web.pdf

| 49

treatment (i.e. the blended finance intervention). Propensity score matching is a statistical technique well
known to quantitative analysts in investment and finance.

Another option for making sure participants in the treatment and control groups are as similar as possible
is regression discontinuity design. This technique is used when there is a criterion that must be met for
people or organisations to participate in the intervention (White and Sabarwal, 2014110)). For example,
government schemes that provide funding to companies may use a point system to determine whether a
company is eligible for a loan. Companies just above the eligibility threshold would make up the treatment
group, whereas those just below the threshold would make up the comparison group. As only those around
the cut-off point can be compared, however, a large sample is needed for this method.

While different instruments and mechanisms may aim at similar downstream effects, such as employability
gains and business growth, they try to achieve these effects by targeting different groups. The biggest
systematic difference here can be drawn between instruments and mechanisms that work with
intermediary structures, such as structured funds that give out loans to financial institutions, and those that
target end beneficiaries directly, such as development impact bonds or performance-based grants. The
structure of the instrument or mechanism therefore determines whether the intervention and control group
in (quasi-) experimental approaches will consist of financial intermediaries or end beneficiaries. While
intermediary structures would in theory make it possible to include both intermediaries and beneficiaries
as units of analysis, this will most likely be too complex and resource-intensive for most evaluations.

4.3.3. Discussion

There are important advantages to using RCT designs in impact evaluations, the most significant of which
is the capability of this method to reduce selection bias and to isolate the value-added of the programme
intervention to outcomes, thus strengthening causal inferences (White, 2013j105). While RCTs can be
expensive, their cost-effectiveness demonstrably improves for larger interventions (IDinsight, 2018107;
Sturla, Shah and McManus, 2018106)). RCTs may therefore be a useful tool for demonstrating the
effectiveness of large-scale interventions or proof-of-concept before scaling up interventions.

The most promising opportunities for RCT designs involve micro-level units of analysis such as individuals
or households in the green economy. There may be tens or even hundreds of thousands of households
that gain access to, for example, off-grid solar power from a major solar farm project supported by blended
finance, or to an improved potable water supply from a private-public partnership. These may be compared
to similar communities but that have not been provided access to the new energy source.

However, RCTs are often not feasible for blended finance operations. First, randomised trials need to be
planned from the beginning by the evaluators and the programme implementers. Once the recipients of
the intervention have been chosen, it is no longer possible to randomly select treatment groups. RCTs
therefore require careful planning and foresight. In addition, in many cases managers of blended finance
interventions must consider commercial viability when selecting financial intermediaries and can therefore
not be expected to randomly choose from a pool of all available institutions. Second, projects must be
mature enough to have potentially produced impacts; many blended finance investments are less than
three to five years old. Third, the complex causal chains involved in blended finance interventions,
especially downstream, involve several organisational actors — funds or banks, investee companies,
suppliers, technical assistance providers, etc. — and it is a challenge to develop a design that clearly tests
the core thesis of the intervention. Lastly, the use of control groups in RCT impact studies raises ethical
issues (Easterly, 20091111;; Bédécarrats, Guerin and Roubard, 2020;112;), as the control group is deliberately
denied access to an intervention that is assumed to be beneficial. There are some workarounds for this
problem, however, such as using different treatment arms to determine which of the measures are most
beneficial.
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In many cases where RCTs cannot be implemented, quasi-experimental designs may be an option. In
blended finance, datasets that include the required data are most likely to be found in multi-fund portfolio
analyses or evaluations of investments in scaled programme/product/service delivery from businesses to
households and individuals, such as solar energy or clean drinking water. Databases such as MIX Market
offer a free way to collect data from both investees and other (in this case, microfinance) institutions.

In contexts where there is only a limited number of financial institutions, it can be difficult to generate a
sufficiently large, statistically meaningful sample of comparable treatment and comparison groups. In that
case, neither experimental nor quasi-experimental evaluations will be possible. In addition, (quasi-
Jexperimental approaches are not the most suitable or cost-effective options if the goal of the evaluation
is to better understand the processes and procedures of the intervention rather than actual outcomes. In
those cases, theory-based approaches can be more useful (see Section 4.1).
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5 Conclusions and recommendations

The objective of this paper is to contribute to a shared understanding of the various approaches and
methods for evaluating blended finance instruments and mechanisms, providing a practical guide to
answering three of the key questions asked by evaluators: 1) how to evaluate the mechanisms and causal
links in blended finance interventions; 2) how to evaluate front-end results; and 3) how to evaluate
downstream results. This chapter reviews these methods and provides several findings and
recommendations aimed at strengthening the evaluation of blended finance instruments and mechanisms.

The literature review conducted for this working paper highlighted a rich diversity of methods and tools
used to evaluate blended finance instruments and mechanisms. However, this body of work also
demonstrates that the current practice of blended finance evaluation is unsystematised, fragmented and
compartmentalised across instruments and mechanisms.

The methodological pluralism that is demonstrated in the mostly practice-based literature reviewed here,
comprising nearly 140 reports and articles, should be embraced. Three points emerged from the review:

e There is broad agreement among evaluators that analysing a programme theory or investment
thesis is the crucial first step in any evaluation that informs the selection of the most appropriate
combination of research methods.

e There is wide agreement among most practitioners and some scholars that stakeholder
engagement throughout the evaluation process is essential to optimising insights and utilisation.

e Most practitioners and many scholars recognise the value of selecting, integrating, and
sequencing, in ways that respond to the evaluation’s terms of reference, methods drawn from both
the theory-based cluster of research tools and the counterfactual cluster.

One prominent challenge in collecting data on the performance of blended finance instruments and
mechanisms, especially for front-end results, involves the confidentiality of information. Strict privacy
regulations in the banking and investment sectors often disallow the sharing or publication of certain types
of data. Commercial actors, including intermediaries such as banks and funds, as well investee companies,
can refuse to provide data on the basis that doing so would confer a commercial advantage on their
competitors. In addition, only a small minority of studies attempt to explicitly address the OECD evaluation
criteria in any comprehensive or systematic way, and, of these, most select only a sub-set of the criteria
as their focus. In fact, the most comprehensive evaluations in this regard, all using mixed methods to
examine multiple project cases, are clustered in assessments of guarantee schemes. Other studies,
notably those grouped around development bonds, focus on impact evaluation (though not on the other
OECD evaluation criteria), employing RCT designs for that purpose.

Table 5.1 provides an overview of all the results indicators discussed in this paper as well as the
quantitative and qualitative methods that are suggested for addressing evaluation questions. However,
this overview is not meant to be comprehensive or exclusive. For example, evaluators may well find that
some of the methods considered are also useful for addressing other aspects of their evaluation and that
a combination of methods is often necessary to answer the full range of evaluation questions.
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Table 5.1. Methods and indicators for evaluating blended finance instruments and mechanisms

Evaluation issue Indicators Quantitative methods = Qualitative methods
Underlying mechanisms Theory-based methods (contribution
and causal links analysis, realist evaluation, process tracing,
QCA)
Front-end results
Financial sustainability & e  Profit/yield; interest income Cost-benefit analysis Document analysis of:
development orientation | e  Costs (e.g. operating costs) Social return on e Development objectives and goals
e  Repayment/default rates; non- investment e Alignment with the SDGs and other
performing loans Value for money official development strategies
e Internal rate of return/net present | analysis e Flexibility of the instrument/mechanism
value Management and governance

e Debtto equity ratio
. Dividends; redemption conditions
e Credit history
e Revolving use of funds
Mobilisation e Leverage ratios:
o inabsolute terms
o  asaratio to official capital
invested
o forlocal and foreign
capital
o forclass A and B shares
e  Cost of the subsidy
e Pricing of the financial return
offered to investors

Factors that drive Comparative case studies
mobilisation Qualitative comparative analysis
Additionality Financial additionality: Counterfactual Theory-based methods
e Additional capital raised since approaches (quasi- Document analysis of market information
financing experimental or
e Capital amount offered vs. experimental)

available in the market
e Local currency financing
e  Loan tenors/grace periods
Development additionality:
e  ESG performance improvements
e  Financing terms (e.g. interest
rate, maturity)

Concessionality e  Size of the grant element of the
loan

Exits e Internal rate of return for Cost-benefit analysis Theory-based methods
investors Counterfactual

e  Environmental and social mission | approaches
of the investment
e  Social and development agenda
of the new owner
Downstream results Counterfactual Theory-based methods
approaches

5.1. Recommendations

In response to these challenges and requirements, Figure 5.1 presents an integrated approach to
evaluating blended finance instruments or mechanisms. The approach proposed here involves ten
successive steps in the design and implementation of such evaluations. This process begins with the
alignment of the evaluation design with OECD norms, standards and guidance on evaluation and blended
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finance, along with other relevant standards and metrics. It then moves to a detailed interrogation of the
intervention’s theory of change and investment thesis, followed by a thoroughgoing gender-equality
analysis. This approach can be used for institutions or funds, portfolios, individual deals and investees. In
fact, there is a strong case to be made for applying gender analysis at the front end of any evaluation to
inform appropriate strategy on stakeholder engagement, choice of methods, data collection and analysis,
and use of technology. The next step is to embed stakeholder engagement, especially among downstream
actors, and a learning orientation throughout the evaluation. Relevant methods are then selected,
integrated, and sequenced, ideally drawn from both the theory-based cluster of methods and the
counterfactual cluster. Technology applications are integrated into the design if applicable to gain
efficiencies and reach. The evaluation is then implemented and its reports are generated.

Figure 5.1. Designing evaluations of blended finance instruments

Step 1: Review terms of Step 2: Align with OECD Step 3: Alignwith appropriate
reference guidance standards and metrics

Terms of reference OECD guidance | Standards / metrics

Objectives Evaluation criteria IFC/IMM principles

Questions Evaluation standards GRI, SASB, TCFD
Instruments Blended finance principles and IRIS/GIIN Plus metrics
Budget/timeline guidance OECD/UNDP Impact standards

LR

Step 6: Engage stakeholders Step 5: Analyse gender Step 4: Analyse
throughout the evaluation process equality programme theory

Stakeholder engagement Gender equality Programme theory

: Gemﬂgr based aEaIV*“is Theory of changefinvestment thesis

- EE actrigrrPEI\:g; Results indicators

«  Gender equality policy Risk management
and action plans Assumptions

Step 7: Select, integrate, and sequence methods

| Theory-based methods Counterfactual methods Other methods
* Realist evaluation = Randomised controlled trials + Cost-benefit
+ Causal mechanisms *  Quasi-experimental methods analysis
*  Process tracing * Regression discontinuity = Socialretum on
+ Contribution analysis * Propensity matching At
* Qualitative comparative analysis * Difference in differences \ v
* Comparative case analysis = Independent variables (IV) )

Step B: Lever Step 9: Carry out
technology evaluation Step 10: Report
Technology applications | Implementation Reporting
Findings

Recommendations

Summary (local la
Video summary nguage)

* Lean data/mobile . ggﬁlol( teams

* Big data platforms = ect data

*  Sensors, satellites + Analyse data i

*  Causal Al + Manage budget/time

Once the reporting on the blended finance evaluation is concluded, it is important to feed the lessons and
recommendations that emerged from the evaluation back into decision-making processes within bilateral
and multilateral donors as well as DFIs to support learning on blended finance.

.

The following points on methodology, evaluation management and research are further recommended for
the evaluation of blended finance interventions.
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5.1.1. Methodology

While rigorous methods such as (quasi)-experimental and theory-based approaches provide more
accurate and thorough results, using these methods undeniably requires more time and resources.
Organisations therefore need a strategic approach for deciding which projects should be prioritised for
complex and rigorous evaluations, choosing strategically relevant interventions. These interventions may
include those that enter a new market, test a new instrument or mechanism or approach, or those that
achieve meaningful scale, managing particularly large volumes. Yet not all evaluations should focus
exclusively on the evaluation criterion of impact — investigating the transformative effects of the intervention
and possible unintended consequences. Most evaluations, for good reason, examine other criteria such
as relevance, coherence, effectiveness, efficiency and sustainability.

For strategically relevant interventions there is the need for impact evaluations using an integration of
methods including theory-based approaches and experimental or quasi-experimental designs in the space
of blended finance. For this, constructing and interrogating larger datasets and compendiums of case study
projects are important tasks across all instruments and mechanisms.

Evaluations should examine more systematically and with more granularity the costs and benefits, both
front-end and downstream, of blended finance investments for each instrument and mechanism. Here
cost-benefit studies using social accounting tools and value-for-money analyses could be useful.

Considering the challenges faced by blended finance investors, there is a strong case to be made for
measuring the downstream effects of a blended finance intervention, as is the case for all development
interventions, particularly in fragile and conflict-affected settings. Such evaluations should analyse if DFls
and impact investors can truly be highly additional in such settings, where professionally managed
investment capital that is unaligned with contending forces on the ground may be scarce.

Finally, gender lens investing should be more strongly embedded into the design and implementation of
evaluations and should encompass collecting and analysing sex-disaggregated performance data.

5.1.2. Evaluation management

Due to the financial technicalities that need to be considered and the contextual knowledge required, it is
essential that evaluation teams include experts in finance and investment who have knowledge of the
specific instruments and mechanisms deployed. Experts on the type of development change that is desired
should also be included.

Regarding data privacy, private entities benefiting from public finance in blended deals could be obliged to
share certain data necessary for effective evaluation of those deals by building such obligations into
investment agreements and related contracts. However, it is incumbent upon evaluators to consistently
honour the confidential nature of the data supplied to them by banks, funds, businesses, entrepreneurs,
employees and suppliers, and to thoroughly anonymise findings in their reports and presentations.

5.1.3. Further research and collective initiatives

Further research should be undertaken to strengthen global knowledge on the design, techniques, and
execution of evaluations of blended finance instruments and mechanisms.

Beyond research alone, there is an opportunity, and a need, for institutions seeking more effective and
efficient means of evaluating blended finance interventions to design and implement a series of collective
initiatives by donor agencies, DFls, foundations, impact investors, local investors, business networks,
governments, and other stakeholders to advance the theory and practice of blended finance evaluation to
avoid funding ineffective and inefficient interventions.
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One option for blended finance actors and evaluators is to build productive links with academia in the
service of the joint production and mobilisation of deeper, more nuanced and explanatory knowledge
through evaluations. This could include the production and publication of guidance notes, such as on the
nature and capabilities of a wide range of blended finance instruments and mechanisms; model terms of
reference for blended finance evaluations; an inventory of results indicators for outputs, outcomes, and
impacts; robust model theories of change based on research that also help identify adverse effects; and
advice on how to recruit and integrate finance and banking specialists into evaluation teams. Gathering
completed evaluations in a library such as the DAC Evaluation Resource Centre (DEReC) is also useful.

Overall, this paper suggests that the way forward should be based on three priorities: pluralism,
pragmatism and capacity building. The pluralistic character of the methods and tools highlighted here is a
strength in the practice of evaluating blended finance instruments and mechanisms and should be valued
and cultivated. What is required, though, is increased connectivity and exchange across instruments and
mechanisms, issues, and fields (including drawing on development evaluation experience beyond blended
finance). Pragmatism is also crucial, while setting the bar on accountability and transparency as high as
possible.

In a post-COVID-19 world, resources for blended finance instruments and mechanisms, as important as
they may be for mobilising commercial capital for the SDGs, will be limited, as will resources available to
evaluate these approaches. Capacity building will be central to continue strengthening evaluation. Future
research and collective initiatives can be used to strengthen the methods, tools and the professional
knowledge necessary to more effectively and efficiently evaluate blended finance instruments and
mechanisms. Building such capacity is especially important in the emerging economies themselves and
for fragile contexts.
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