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LEAP – Leading Asia Private Sector Infrastructure Fund 
LGS – Loan Guarantee Solution 
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MIGA – Multilateral Investment Guarantee Agency 
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NOTE 

In this report, “$” refers to US dollars. 

 

In preparing any country program or strategy, financing any project, or by making any designation of or 
reference to a particular territory or geographic area in this document, the Asian Development Bank does 
not intend to make any judgments as to the legal or other status of any territory or area.
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EXECUTIVE SUMMARY 
 

This paper recommends that Asian Development Fund (ADF) resources be allocated to establish 
a private sector window (PSW) on a pilot basis to promote private sector growth and investment 
and mobilize private finance in group A countries.  

 
Asian Development Bank-Private Sector Window (ADB-PSW) support will be provided in group 
A countries for transactions that aim to mobilize additional capital from the private sector in order 
to contribute to much needed private sector development in the targeted economies. 
  
The proposed ADB-PSW will offer additional resources and financial products to address and 
reduce common financing constraints that hinder many private sector transactions in group A 
countries. The ADB-PSW will include three blended concessional finance approaches: (i) a local 
currency solution; (ii) a blended finance solution; and (iii) a loan guarantee solution. 
These solutions take into account the experiences of and lessons learned from the private sector 
windows of the World Bank Group and the African Development Bank as well as from the use of 
existing concessional funds for private sector operations in the Asian Development Bank (ADB). 

 
The proposed ADB-PSW will aim to provide support to a pipeline of projects across a range of 
sectors including agribusiness, social (e.g., health, education, elderly care), renewable energy, 
and financial institutions. ADB will build on its existing blended concessional finance platforms 
(i.e., where concessional finance is used to support private sector operations), which have been 
in operation since 2012.  ADB’s regional departments and the Office of Public-Private Partnership 
will continue to support operations that are improving enabling environments, developing public-
private partnerships, and will help to identify projects that may require ADB-PSW support. 
ADB will implement stringent governance procedures to regulate the use of the ADB-PSW. The 
ADB-PSW allocation is proposed to be 2% of total ADF grant resources. 

 
The proposal is fully aligned with the Midterm Review of Strategy 2020 and the Independent 
Evaluation Department’s recommendation that ADB explore the use of ADF grants to provide 
blended concessional finance approaches in support of private sector operations in group A 
countries. 

 
Donor’s feedback and endorsement is sought for the proposal to establish and implement the 
ADB-PSW in group A countries on a pilot basis for the ADF 13 period. 
 



 

 

 

I. INTRODUCTION 
 

1. A vibrant private sector is critical to fostering long-term sustainable growth in Asia and the 
Pacific. The private sector is a significant contributor to economic growth in developing economies 
in Asia and the Pacific. These contributions manifest themselves in a country’s gross domestic 
product (GDP), high quality jobs, increased tax revenues, technological innovations, and worker 
productivity. However, Asian Development Bank’s (ADB’s) group A countries continue to face 
significant gaps and challenges that impede private sector growth.  
 
2. ADB’s Strategy 2030 recognizes the constraints to private sector growth in challenging 
developing member countries (DMCs), in particular in fragile and conflict-affected situations 
(FCAS) and small island developing states (SIDS). ADB is well suited to support these countries 
in addressing the constraints required to develop sustainable domestic economies. Strong 
foundations for private sector development, with an increased emphasis on capacity and 
institutional strengthening, need to be established. These activities are best supported through 
public sector financing, knowledge building, and technical assistance (TA). However, traditional 
sources of official development assistance are insufficient to meet the enormous financing 
demands required to serve the needs of these economies, including through the delivery of critical 
infrastructure and services. As such, the private sector will need to play a greater and more 
strategic role in filling existing financing gaps. ADB’s private sector operations (PSO) can play an 
important catalytic role in supporting economic growth through private sector investment.  
 
3. The proposed ADB-Private Sector Window (ADB-PSW) will offer a source of funding 
otherwise unavailable to support PSO and enable an expansion of the scope and range of ADB 
PSO in group A countries.1 The ADB-PSW will promote and support PSO in group A countries by 
helping to mobilize, catalyze, and encourage private sector investments through three types of 
blended concessional financing solutions: (i) local currency; (ii) blended finance; and (iii) loan 
guarantee.  
 

II. RATIONALE 
 
4. Lack of stability, limited scale, low capacity and vulnerability. The underlying private 
sector economies in group A countries, particularly those classified as FCAS and SIDS, generally 
lack stability and market capacity in terms of investment climate and/or scale. Further, these 
economies are often characterized as politically unstable with economic and social insecurity and 
weak governance and institutional capacity. They are often highly vulnerable to economic, 
environmental, and disaster-related shocks. Perceived corrupt practices as well as the risk of 
expropriation have further discouraged investment. Operating in underdeveloped markets that 
lack critical infrastructure to facilitate business increases the cost of doing business. Further, the 
‘brain drain’ phenomenon in small scale economies is perpetuated by a lack of private sector 
development and opportunities where skilled locals emigrate overseas in search of better 
opportunities. As a result, businesses and government agencies struggle to maintain the level of 
capacity needed to sustain a viable private sector. Such constraints add costs and lead private 
investors to demand a risk premium on their expected returns. Attracting the private sector to 
participate and invest in group A economies, particularly FCAS and SIDS, requires a tailored and 
focused strategy designed to overcome the significant barriers to, and reduce actual or perceived 

                                                           
1 The ADB-PSW will target projects in concessional assistance-only countries (or group A countries) which are 

developing member countries (DMCs) lacking creditworthiness and are eligible for Asian Development Fund (ADF) 
grants and/or concessional ordinary capital resources lending (COL) which include Afghanistan, Bhutan, Cambodia, 
the Federated States of Micronesia, Kiribati, Kyrgyz Republic, Lao People's Democratic Republic, Maldives, the 
Marshall Islands, Myanmar, Nepal, Nauru, Samoa, Solomon Islands, Tajikistan, Tonga, Tuvalu, and Vanuatu. 
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risks for, private sector investment in these countries. Examples of local market contexts can be 
found in Appendix 1. 
 
5. Insufficient access to finance and prohibitive barriers. Ensuring adequate access to 
finance is critical to mobilizing much needed private sector investors and developers. Group A 
countries’ financing needs are large, their financial markets are underdeveloped, financing is 
scarce and, in some cases, prohibitively expensive. Small and medium enterprises (SMEs) in 
need of short tenor financing are particularly vulnerable. Group A countries generally present a 
combination of underdeveloped or non-existent hedging markets, a lack of liquid capital markets, 
and a dearth of institutional creditworthy counterparties, which effectively prevent financiers from 
funding local currency lending products.  Additionally, where hedging products may be available, 
they are often too short-term and/or too expensive.  While ADB is focused on broadening the 
currency mix, extending the maturity profile, and deepening the pool of competitive local currency 
liquidity available to clients, ADB does not currently provide local currency financing to any group 
A country.  Borrowing in foreign currencies, such as USD or the Euro, is not a simple or viable 
alternative for many private sector borrowers as they often cannot take on foreign currency 
exchange risk where there is a mismatch to their incomes and revenue streams that are derived 
locally. Additionally, regulatory constraints often impose restrictions for local businesses in group 
A countries to borrow in foreign currency. Lack of local currency financing markets in group A 
countries will continue to limit ADB to banking very few sectors where clients can borrow in US 
dollars (typically energy infrastructure and large companies and banks). With access to 
concessional support for local currency products, ADB will be able to widen the scale and reach 
of its operations that can deliver high development impact. 
 
6. High collateral requirements and limited access to de-risking solutions. Many banks 
and non-bank institutions in group A countries generally have limited appetite to lend to borrowers, 
resulting in these institutions’ balance sheets being invested in non-income-generating assets. 
These institutions also often have limited execution and management capacity across 
operations—technology, risk assessment and management, treasury functions, customer 
management—which can drive practices of imposing high collateral requirements or avoiding 
small client businesses. These demanding collateral requirements greatly limit growth, impeding 
the ability of prospective borrowers to grow their businesses and meet expected investment 
returns. While liquidity is not a constraint per se, banks and other financial institutions tend to lend 
only to large companies capable of offering real estate as collateral. This also perpetuates the 
problem of access to finance by favoring wealthy and large private entities that have the means 
to access domestic banking markets. 
 
7. Overall, the financing constraints that prevail in many group A countries include: (i) lack of 
access to local currency financing; (ii) limited capacity to carry foreign currency risk; (iii) prohibitive 
cost of debt capital; (iv) collateral requirements that prevent investors from accessing finance; 
and (v) limited access to de-risking solutions offered in the market that can improve bankability of 
borrowers and projects.  
 
8. Challenges unique to Fragile and Conflict-Affected Situations and Small Island 
Developing States. There is a particularly strong perception of risk associated with investing in 
FCAS countries, where adverse security conditions and past instances of civil unrest deter 
investment. SIDS contend with geographic isolation and having domestic economic activity that 
may be relatively small or micro in scale, making it difficult to attract private sector investment that 
can realize scale. In general, FCAS and SIDS are highly vulnerable to economic, environmental, 
and disaster-related shocks. SIDS, in particular, are vulnerable to climate change with fragile 
island ecosystems that are susceptible to environmental degradation.  
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9. ADB-PSW objectives. ADB has been an active partner to many of its DMCs in addressing 
key upstream constraints to private sector investment through sovereign loans and TA to promote 
private sector development, support countries in delivering relevant legal and regulatory reforms, 
and develop much needed institutional capacity to improve the overall business environment for 
the private sector. Upstream policy support can also come from technical assistance-based 
initiatives, such as ADB’s Private Sector Development Initiative in the Pacific, which will also be 
an important point of coordination for aligning a One ADB approach in encouraging greater private 
sector investment through effective reforms.  
 
10. More, however, is required to address ongoing financing constraints faced by the private 
sector as these constraints are not typically addressed by institutional and policy reforms. 
While private sector investment alone will not suffice to meet these domestic challenges and a 
comprehensive response is required, the ADB-PSW is designed to meet head on the financing  
challenges faced in these group A economies. The ADB-PSW offers a pragmatic and targeted, 
but flexible, approach to overcoming these financing constraints by attracting private sector 
investment in these challenging environments. The reforms intended to improve regulatory 
frameworks and market conditions will complement the ADB-PSW. 

 
11. The ADB-PSW would be used to encourage and mobilize private sector investment, by 
way of co-investments and partnerships with commercial lenders and investors, for highly 
developmental projects in group A countries, including in FCAS and SIDS. Other multilateral 
development banks (MDBs) have recognized that using targeted concessional resources under 
a program similar to that of the proposed ADB-PSW can mobilize significant private sector 
investment in low-income and developing countries.  
 

III. ALIGNMENT WITH AND CONTRIBUTION TO STRATEGY 2030 
 

12.  Contributing to and Supporting Strategy 2030. In support of, and in contribution to, 
Strategy 2030, PSO are prioritizing development impact, pursuing investment quality over 
volume, and proactively crowding-in private sector financing. With PSO targets having no link to 
volume, the ADB-PSW will complement and support PSO growth in group A countries by: 
(i) expanding and diversifying PSO to reach more challenging and underserved markets; and 
(ii) mobilizing greater financial resources for development. 
 
13. Expanding private sector operations in group A countries. Strategy 2030 recognizes 
the need to encourage the private sector to play a larger role in development in group A countries. 
Under Strategy 2030, PSO will reach one-third of ADB’s operations in number by 2024 and ADB 
will expand PSO in frontier markets, such as group A countries and underserved markets. 
Activities in group A countries will require additional support in recognition of their development 
challenges. The ADB-PSW will provide the additional support required for more projects to be 
developed in new sectors with higher development impact. 
 
14. Engagement in Fragile and Conflict-Affected Situations and Small Island 
Developing States through the ADB-PSW will be tailored to meet their unique 
requirements. ADB is firmly committed to engaging in FCAS and SIDS to address and help 
overcome their unique development challenges using a tailored approach to address specific 
constraints. Concrete steps are required to overcome the barriers faced by small, remote and/or 
conflict-affected economies in attracting private capital and investments, in support of greater 
growth and private sector development. ADB will consider support for nascent businesses in 
these economies as well as smaller transactions that may carry much higher risks in sectors that 
ADB does not traditionally focus on in larger and more mature markets, such as tourism, 
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agribusiness and fisheries, finance, and manufacturing. ADB will also support infrastructure in 
sectors beyond energy, such as water, waste, transport, and communications technology. 
PSO investments are expected to generate quality jobs, increase access to finance and services, 
and improve health and educational outcomes.  
 
15. Coordinated approach within ADB. There are various financing instruments available 
for PSO that can increase private sector participation in group A economies, including debt, 
equity, and credit enhancement products. Structured appropriately, public-private partnerships 
(PPP) can create additional investment opportunities for private sector participation and possible 
mobilization of private finance for investment, often in the infrastructure sectors. ADB will pursue 
a coordinated approach across its sovereign operations, transaction advisory services, and PSO. 
Sovereign operations can provide upstream support through policy advice, financing for 
government equity contributions to projects, financing for policy support and viability gap funding, 
and/or using conduit structures to channel long-term debt through local financial intermediaries. 
ADB can also support the development of PPPs through transaction advisory services and project 
preparation support through the Asia Pacific Project Preparation Facility. ADB’s regional 
departments and the Office of Public-Private Partnership will continue to support operations that 
are improving enabling environments, developing PPPs, and will help to identify projects that may 
require ADB-PSW support.  
 
16. Cofinancing to support private sector operations in group A countries. As Strategy 
2030 prioritizes mobilization of private finance, the ADB-PSW will reinforce and assist in achieving 
this objective. Through the greater use and adaptation of cofinancing products, such as 
guarantees and risk transfers, and the establishment of cofinancing platforms with institutional 
investors, ADB will aim to increase the mobilization of commercial and third party cofinancing. 
ADB-PSW resources will supplement ADB’s cofinancing products to further encourage 
cofinancing and investments from the private sector in group A countries. 
 

IV. ADB’S CONCESSIONAL (BLENDED) FINANCE EXPERIENCE 
 
17. Concessional and market-based financing blended to provide targeted support. In 
order to bolster the viability of investment proposals that have significant actual or perceived risks, 
increasingly, MDBs and Development Financial Institutions (collectively DFIs), have begun to 
deploy concessional financing in tandem with their own private sector financing, which is normally 
provided on market-based terms. Concessional financing refers to financing or investment 
provided on terms that are more favorable to borrowers than what can be accessed in their own 
markets. Such terms would generally be provided for lower pricing of debt, longer grace periods 
and/or tenors, subordination with reduced risk premiums, deferred repayment profiles, reduced 
security and/or collateral, and/or capped or collared returns. When combined with DFI market-
based financing or investment, concessional financing can be offered as a flexible “blended 
finance” product. Blended concessional finance supports and improves commercial financiers’ 
risk return profiles, and helps crowd-in private capital, de-risk investments, close viability gaps, 
and advance well-designed transactions that would not otherwise proceed in the absence of any 
concessionality. Combined with TA, blended concessional finance support can be integrated to 
help build capacity with key actors to create better enabling environments for private sector 
investment. This capacity development can also ensure that follow-on transactions are able to be 
replicated with increasingly lower levels of concessionality and/or be in a position to take 
advantage of an actual risk assessment that can come to bear after perceived risks are managed 
through initial financings or pilot programs over a period of time. 
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18. Addressing bankability gaps and perceived risks in first-in-kind transactions. 
Blended concessional finance in PSO is used only when the development impacts are high and 
there is strong potential for replication. The approach is generally used to finance projects using 
proven technologies or business models in new markets or to overcome implementation barriers, 
such as early mover risks and cost premiums. Blended concessional finance support reduces 
bankability constraints with regards to access and/or financing risk premiums (as a result of actual 
or perceived risks), encourages participation from private sector financiers, and lowers the overall 
cost of transactions for projects that would not proceed on a purely commercial basis. Further, the 
use of concessional finance helps to reduce costs for end-users where affordability constraints 
would otherwise prevail due to the high cost of finance. MDBs have used blended concessional 
finance structures to promote first-of-a-kind investments or financial structures with strong 
demonstration and pioneering effects. The principle of minimum concessionality is used to 
minimize market distortions and avoid unnecessary financial support for private sector projects. 
Where levels of concessionality are managed appropriately, experience from ADB’s blended 
concessional finance operations and other development institutions shows that concessional 
support for PSO results in an efficient use of capital, resulting in the mobilization of commercial 
financing for private sector investment in economies that are challenged for stability and scale. 
 
19. Development Financial Institutions Principles for Blended Concessional Finance in 
Private Sector Operations (Blended Finance Principles). DFIs are governed by different 
mandates which affect how they define and deploy concessional financing support.  ADB helped 
to develop the agreed set of DFI principles that effectively, efficiently, and consistently guide DFIs 
on the use of concessional resources through their respective private sector operations. ADB has 
formally adopted, and its blended finance operations adhere to, the Blended Finance Principles. 
These principles require DFIs to provide blended concessional finance where it is additional to 
what is available in the market, crowds-in private  capital, is commercially sustainable, reinforces 
markets, and promotes high standards.2 Further, the Blended Finance Principles require that the 
provision of blended concessional finance is employed with the minimum level of concessionality 
required, that usage within a market is time-bound, and that there is adherence to sound practices 
with respect to standards, governance and transparency. The Blended Finance Principles define 
blended concessional finance as the combination of concessional funds from donors or third 
parties with DFIs’ own account finance and/or commercially-priced finance from other investors, 
to develop markets, progress toward achieving the Sustainable Development Goals, and mobilize 
private resources.3  
 
20. ADB’s blended concessional finance track record. ADB manages $709 million of 
concessional financing through several blended finance funds and facilities. Since 2012, ADB has 
financed 16 transactions using a blended finance approach, focusing primarily on renewable 
energy, including solar, wind, geothermal and small rural off-grid energy projects. ADB’s own 
account resources of roughly $500 million, combined with ADB-managed concessional capital of 
$170 million from the Clean Technology Fund and the Canadian Climate Fund for the Private 
Sector in Asia, have helped to bring projects to market and mobilize over $1.2 billion in commercial 
financing. In line with the expansion of PSO into new markets, ADB is seeking to expand the 

                                                           
2  Principles for blended concessional finance transactions include (a) a demonstrated need for blended concessional 

finance, and should not be able to proceed solely on a commercial basis, (b) the attraction of additional financing 
(private sector/DFIs/other), (c) interventions should lead to improved commercial viability, not permanent subsidy, 
(d) the financing should address market failures, and minimize the risk of disrupting/ distorting markets or crowding 
out private finance, and (e) the use of public funds should support high standards of corporate governance, 
environmental impact, social inclusion, transparency, integrity, and disclosure. DFI Working Group on Blended 
Concessional Finance for Private Sector Projects. Joint Report. October 2017. 

3  Principles for blended concessional finance transactions (footnote 2).  
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scope of concessional resources available for additional sectors such as sustainable 
agribusiness, health and education, financial services (including SMEs and microfinance), gender 
equality, water, sanitation and waste management, and communications technology.  
 
21. Solving challenges and delivering first-in kind solutions. ADB’s use of blended 
concessional finance has helped to directly solve the financing gaps of projects, such as upfront 
resource exploration risks that can be prohibitively expensive for geothermal project developers.   
Highlights from ADB’s blended concessional finance activities include the first utility-scale solar 
project in Cambodia, the first private sector-led utility project in Samoa, and a series of three 
geothermal deals in Indonesia. Other activities include wind and solar projects in Afghanistan and 
Bangladesh, and a hydro power project in Nepal. Examples of recent blended concessional 
finance projects in group A countries are provided in Box. 
 

Box: Blended Concessional Finance Projects in Afghanistan, Nepal and Samoa 
 

Afghanistan – ADB has approved support for the Kandahar Solar Power Project in Afghanistan where 
concessional co-financing will help address the absence of other sources of debt financing in the market. 
Long-term dollar-denominated financing was unavailable and local banks imposed short tenors and 
prohibitive terms. No international banks operate in Afghanistan and, as such, no long-term financing 
was available. Concessional funding is set to play a vital role in project development by filling the gap in 
the project capital structure to establish the project’s viability, and by supporting the incorporation of 
gender equality elements in the project design. The project will result in the annual production of 
approximately 27.5GWh of renewable energy from the first utility-scale renewable energy project in the 
country, increasing energy security for Afghanistan, lowering the costs of imported energy and 
decreasing reliance on power imports from neighboring countries.  
  
Nepal – The 216MW run-of-river Upper Trishuli-1 Hydropower Project will contribute to the reduction of 
imports of electricity into Nepal through the increased use of renewable domestic hydropower resources. 
The project has been under active development since 2011, but has been delayed by multiple 
government changes, the 2015 earthquake, and 2016 border blockades with India. The presence of 
concessional funding with accommodating amortization schedules has been an instrumental element of 
making the transaction bankable for the institutions providing senior loans. Long-term financing of any 
sort, Nepalese Rupee or USD-denominated, is unavailable in Nepal, and the private sector market 
participants are poorly positioned to manage the political, economic, and regulatory risks. ADB’s 
participation provided significant demonstration effect for private sector participation in Nepal’s energy 
sector.  
  
Samoa – Access to long term credit in the Pacific region is very limited, particularly for projects with high 
upfront capital costs such as renewable energy. Sun Pacific Energy Limited’s solar power project in 
Samoa is the first renewable energy project being developed as an independent power producer, and a 
concessional loan was needed to off-set its first mover expenses as well as additional costs due to the 
remoteness of the power installations. While the Government of Samoa strongly supports private sector 
participation in renewable energy generation, access to credit was a significant constraint to financing. 
Despite having fronted $3.5 million in equity, the Sun Pacific Energy Limited experienced difficulties in 
obtaining credit from local Pacific region and Australian banks.  Further, the return on equity requirements 
would have imposed a larger cost on Samoan consumers. ADB’s ability to offer blended concessional 
finance, with a concessional loan from the Clean Energy Financing Partnership Facility, will improve the 
affordability of renewable power generation in Samoa and support private sector participation in Samoa’s 
energy sector. 
 
Source: Asian Development Bank. 

 
22. Need for greater concessional financing support through Private Sector 
Operations. While the use of concessional resources for PSO have been critical in crowding-in 
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private capital and investments alongside ADB investments, the concessional resources currently 
available for furthering PSO are well-earmarked for climate and infrastructure projects and are 
focused on debt investments. Further, a number of funds are limited to particular countries that 
are classified as middle income countries or upper middle-income countries, while other fund 
resources only support specific themes, such as clean energy. See Appendix 2 for further details 
on available resources for blended concessional finance transactions. 
   
23. Overall there are limited options for concessional resources to be used in support of PSO 
that will seek to address financing constraints, particularly in sectors outside of traditional 
infrastructure that are otherwise vital to the economies of group A countries (e.g., tourism, 
agribusiness and fisheries, financial services that support lending to women and SMEs, 
manufacturing, and infrastructure beyond energy such as water, waste and transport, and 
communications technology). The ADB-PSW would offer an otherwise unavailable source of 
financing to expand the scope and coverage of PSO in new and emerging private sector markets 
in group A countries. 
 

V. OTHER MDB PROGRAMS UTILIZING CONCESSIONAL FINANCING                     
FOR PRIVATE SECTOR OPERATIONS 

 
24. The proposed ADB-PSW draws from the valuable lessons learned from other MDBs that 
have implemented concessional financing programs for private sector, namely (i) the World Bank 
Group’s International Development Association Private Sector Window (IDA-PSW), endorsed in 
2016, and (ii) and the African Development Bank’s (AfDB) Private Sector Credit Enhancement 
Facility (PSF), launched in 2014 (Appendix 3). The facilities and solutions offered under the IDA-
PSW have been particularly instructive given the overlap in a number of group A and IDA-eligible 
countries (Appendix 4).  
 
25. International Development Association-Private Sector Window. 
While implementation commenced slowly in the beginning, with only one project approved in 
2017, utilization has increased and the facility has been effective in expanding and mobilizing 
private sector investments in IDA countries. As of June 2019, the IDA-PSW had expended $340 
million in support of private sector financings in IDA-eligible countries. Two years into 
implementation, there is increased demand for the Blended Finance Facility (BFF) and Local 
Currency Facility (LCF), promoting IDA to allocate larger amounts to these two facilities while 
maintaining flexibility for adjustment during IDA19.  
 
26. Lessons learned from the IDA-PSW experience to date include: (i) extensive upstream 
work is needed to develop bankable projects in IDA markets and IDA resources can play a critical 
role in expanding private sector development by supporting enabling environments and extending 
engagement with responsible private sector investors; (ii) familiarity with the IDA-PSW and the 
needs of private investors in relevant markets is necessary for deployment; and (iii) utilizing 
established governance structures and blended finance platforms at the International Finance 
Corporation (IFC) and Multilateral Investment Guarantee Agency (MIGA), like IFC’s blended 
finance committee and MIGA’s management review process, can facilitate workable 
arrangements in assessing and validating projects with IDA-PSW support (the Blended Finance 
Principles have been adopted for assessing IDA-PSW supported projects). 

 
27.  African Development Bank’s Private Sector Credit Enhancement Facility. 
AfDB’s experience in using concessional resources in support of private sector investment has 
shown that: (i) projects should be guided by clear eligibility criteria and prudential risk parameters; 
(ii) diversifying the portfolio across sectors is preferred; (iii) both moderate and high-risk rated 
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projects should be covered; (iv) an active review of the portfolio should be undertaken to mitigate 
the risk of project losses; and (v) unnecessary risk-taking behavior should be managed carefully 
through strong governance arrangements.  
 

VI. ADB-PSW PROPOSAL 
 

28. The ADB-PSW will be an important tool to support Strategy 2030 objectives of expanding 
PSO in new and frontier markets, including FCAS and SIDS. The proposed ADB-PSW under ADF 
13 will support PSO in a variety of sectors in group A economies, ranging from tourism, 
agribusiness and fisheries to financial services that support lending to women and SMEs, among 
others. 
 
29. ADB-PSW funds will be deployed with the primary objective of increasing access to 
finance and lowering the cost of high-risk (actual and perceived) financing in group A country 
financial markets and, in doing so, increasing the amount of private sector investment in group A 
economies. The ADB-PSW will bolster ADB’s existing PSO and concurrently operate in 
accordance with applicable ADF regulations and ADB policies and procedures, including 
adherence to the Blended Finance Principles. 
 
30. The ADB-PSW allocation is proposed to be 2% of total ADF grant resources and any 
unused portion will go to the thematic pool, subject to donors’ endorsement. The implementation 
progress of the ADB-PSW solutions and the utilization of resources will be reviewed and 
discussed with donors at the midterm of ADF 13.4  
 
31. ADB’s Midterm Review of Strategy 20205 called for improving development impact 
through more innovative approaches and suggested that ADB consider the use of ADF funding 
for blended concessional finance.  This ADB-PSW proposal is also fully aligned with the 
Independent Evaluation Department’s (IED) recommendation that ADB introduce a blended 
finance window based on the IDA-PSW and AfDB experiences.6 IED noted that ADB’s PSO have 
been limited in FCAS and SIDS and, in order to scale up PSO in these countries, recommended 
that ADB explore with ADF donors the use of ADF grants to support private sector investment. 
 
32. Proposed ADB-PSW solutions. In consideration of both IDA-PSW and AfDB PSF 
experiences and the above lessons learned, ADB proposes to offer three solutions under the 
ADB-PSW. These include: (i) a local currency solution, (ii) a blended finance solution, 
and (iii) a loan guarantee solution. Where applicable, solutions will be combined to maximize the 
impact of the ADB-PSW while maintaining minimum concessionality and adhering to the Blended 
Finance Principles.  
 
A. Local Currency Solution 

  
33. The Local Currency Solution (LCS) will mitigate and protect potential losses of commercial 
lenders due to local currency exposure.  
 

                                                           
4  ADB. 2019. ADF 13 Strategic Directions and Resource Allocation Framework. Paper prepared for the ADF 13 

replenishment meeting. Philippines. 5–7 November. 
5  ADB. 2014. Midterm Review of Strategy 2020: Meeting the Challenges of a Transforming Asia and Pacific. Manila. 
6  Independent Evaluation Department. 2019. Corporate Evaluation: Relevance and Results of Concessional Finance: 

Asian Development Fund XI and 12. Manila. ADB.  
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34. Objectives and Additionality. When ADB lends in USD to a borrower whose inflows are in 
local currency, ADB is increasing the risk of the project, without increasing its development 
impact. Borrowers tend to transfer the foreign exchange risk to end-customers (for instance in 
local financial institutions who go on to denominate underlying loans in USD). When the USD 
appreciates, this weakens the purchasing power of end-customers whose salaries and inflows 
are denominated in local currency, and the economic soundness of households is potentially 
reduced. Currency hedging solutions in lower-income economies is difficult as there are often no 
swap counterparts willing to hedge in these currencies and the issuance of bonds by ADB’s 
Treasury is not always possible in the absence of developed local capital markets. The LCS will 
absorb partial local currency risk and help address this gap by allowing lenders to provide 
financing in local currency for high impact projects in group A countries where local currency 
solutions (such as currency hedging or swaps) are typically underdeveloped or not available. 
ADB-PSW resources will backstop the LCS to enable commercial lenders to lend to a project or 
borrower on terms that are not available in the market, namely, with proceeds in local currency 
and with longer tenors.  
 
35. Transaction Mechanics for LCS. Transactions will typically take the following sequence as 
detailed in Figure 1 below: (1) Lenders issue a USD-denominated loan that is converted to local 
currency at financial close of a project; (2) the borrower assumes the liability and services the 
debt from local currency revenue proceeds from the project. Should the local currency depreciate 
against the USD, and loss is realized for the lenders in the course of loan repayment received; 
then (3) the lenders issue a reimbursement request to ADB as administrator of the LCS, to recover 
the loss due to foreign exchange movements; and (4) upon approval of the reimbursement 
request, LCS resources, funded by the ADB-PSW, will then be disbursed to the lenders in receipt 
for the foreign exchange loss.  Should the local currency appreciate against the USD, the borrower 
will continue to make local currency payments, the lender will keep the gain and accrue it and 
offset it against future depreciation. Should a lender’s loss exceed its accrued gains, it would 
subsequently issue a reimbursement request. 
 
36. Potential Transactions. LCS support can be considered in the provision of credit lines and 
facilities to local commercial lenders and financial institutions (including local development banks) 
to support local currency lending to SMEs or other projects. 
 
 

 

 

 

 

 

 

 

 
 

 
 
 
 

 Figure 1: Local Currency Solution Structure 
 

Source: Asian Development Bank. 
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B. Blended Finance Solution 
  

37. The Blended Finance Solution (BFS) will provide a financing layer (or “tranche”) alongside 
ADB’s ordinary capital resources and other sources of private capital to reduce the overall cost of 
capital for a private sector borrower, investee or project.  
 
38. Objectives and Additionality. The BFS expands ADB’s existing blended concessional 
finance platforms that mainly target climate finance-related transactions. Project finance loans 
from commercial lenders are often unavailable and/or can be uncompetitive as premiums are 
imposed due to project complexity inherent in many PPP projects, the poor capacity in 
underdeveloped project finance banking markets, and the weak credit profile of the concession 
offtaker (i.e., governments and public agencies within group A countries). The BFS will improve 
the commercial viability of projects by reducing their cost of capital to unlock private sector 
opportunities across various sectors with strong development impact in group A countries.   
Blended concessional financing can be structured as senior loans or subordinated loans with 
matching or extended tenors compared to other loans to the project (e.g., first-loss in risk sharing 
facilities). Concessional support for potential equity instruments could be structured very similarly, 
with a portion of BFS-funded equity being combined with ADB’s OCR-funded equity and provided 
in a blended equity investment to an investee. The BFS will enable ADB to participate in highly 
developmental projects that normally would not proceed due to an insufficient return assessed 
against the risks for the project. Utilizing the grant resources from the ADB-PSW, ADB will provide 
support that enables the borrower/investee to bridge the financial viability gap from commercial 
investors/financiers. Importantly, a Blended Finance Committee (BFC, Section VII) will review the 
level of concessionality and ensure that proposals are increasing access to financing at terms 
that are additional to the market while using only the minimum threshold level of concessionality 
needed to achieve commercial sustainability.  
 
39. Transaction Mechanics. (1) Grant resources that are funded by the ADB-PSW are blended 
with an ADB loan or equity investment from ordinary capital resources to lower the total cost of 
capital; and (2) an ADB blended finance loan is issued (or in the case of equity, an ADB equity 
investment is provided) to the corporate entity/special purpose company at a lower cost, thus 
increasing the return of the project and enabling the borrower/investee to bear residual costs and 
risks in the delivery of the project and enabling the project to proceed (Figure 2).   

 
 

 
 
 
 

 

 

 

 

 
 

 
 
 
 

Repayment / Return 

 Figure 2: Blended Finance Solution Structure 
 

Source: Asian Development Bank. 
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40. Potential Transactions. BFS support will be considered for private sector projects and 
activities that are well-designed and reasonably expected to service financing and/or deliver 
capital returns but face financial viability gaps. Project finance and PPP-type structures in sectors 
such as renewable energy projects, agribusiness infrastructure projects (e.g., storage facilities, 
agriculture processing facilities), and social infrastructure projects (e.g. university facilities, 
healthcare facilities, and pharmacy centers) are likely to be typical transactions for BFS support. 
 
C. Loan Guarantee Solution 

  
41. The Loan Guarantee Solution (LGS) will provide an additional layer of security to improve 
the risk profile of a project to commercial lenders and enhance private sector financing markets 
in high impact projects in group A countries. 
 
42. Objectives and Additionality. The LGS will crowd-in commercial lenders as a result of ADB 
providing financing support, through subordination, in the form of support against first loss as well 
as structuring flexibility (e.g. longer tenors), to support high risk projects in group A countries. 
Local financial institutions are exposed to the high volatility and instability of fragile economies 
and therefore lenders to these institutions are often impeded by their high-risk profile, preventing 
commercially-minded funders from lending to the local financial institutions. Furthermore, capital 
markets are either nonexistent or in incipient stages in ADF countries, which prevents corporates 
and FIs from accessing long term funding through corporate bonds or from benefiting from capital 
relief through other capital markets instruments such as securitizations. Additionally, institutional 
investors in these markets, such as local pension funds, lack long term instruments in which to 
invest their liquidity. Credit losses by commercial lenders can be mitigated by structuring a 
security package in the form of a guarantee to further enhance the credit profile of a project or 
investment. Where the commercial lender is not paid by the local financial institution, first-loss 
guarantee can be triggered and payment will be made with resources backed by the ADB-PSW 
for the LGS. 
 
43. Transaction Mechanics. Transactions will typically take the following sequence (Figure 3): 
(1) Lenders issue a credit line to a local financial institution to support a loan portfolio, for instance 
a SME lending program for borrowers in rural areas and/or in support of women entrepreneurs; 
(2) Repayment from borrowers and subsequently from the financial institution are used to repay 
ADB and co-lenders; however (3) in an event of a partial payment or non-payment by the financial 
institution, triggering a “credit event”, lenders can request payment from ADB, as administrator of 
LGS resources, to recover the unpaid amount (a partial amount to the full payment) that is due; 
and (4) upon approval of the payment request, LGS resources, funded by ADB-PSW will be 
disbursed to the lenders to recover the unpaid amount by the financial institution.  
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44. Potential Transactions. The LGS can be applied to assist ADB in crowding in co-lenders 
in the financing of underlying funding that locally-domiciled banks’ require to provide local 
currency loans at extended loan tenors to ADB-led projects, thus facilitating longer-term financing 
required in critical sectors such as infrastructure and financial institutions (often, local banks are 
constrained from lending for longer durations by regulatory limitations on their capital use, or by 
their own lack of access to long-term funding on their domestic market).  Similarly, the LGS could 
also be used in helping local financial institutions access funding from bond markets.  As above 
where lenders are supported to finance the funding for local financial institutions’ loan portfolio, 
ADB can work with local financial institutions’ and help them with bond issuances that are 
enhanced by ADB-PSW-funded guarantees, which will help reach minimum eligibility ratings for 
local institutional investors to purchase. In the case of infrastructure finance, there may not be 
many portfolio opportunities for local financial institutions in group A countries and furthermore, 
those local financial institutions may not have the capacity or expertise to assess risk or capably 
monitor infrastructure finance transactions. As such, LGS will also considered for similar 
guarantees for offshore or regional banks providing direct loans to group A country borrowers, in 
this case project companies. Concessional support for these loan guarantees may be needed for 
infrastructure projects in group A countries that cannot access financing due to the guaranteeing 
of lenders being prohibitively expensive. 

 
45. Indicative pipeline. ADB has identified an indicative pipeline of more than $100 million 
worth of projects that can benefit from ADB-PSW support in group A countries. The typical project 
size ranges from $2 million to $10 million (Appendix 5). The ADB-PSW will also look at supporting 
the recently approved Pacific Renewable Energy Guarantee Program7 to unlock the barriers and 
constraints in developing renewable energy projects in the Pacific. The expected small size of 
many transactions in that may be considered for ADB-PSW support will allow for ADF resources 
to be deployed more broadly across different sectors in all group A economies. In line with the 
Blended Finance Principles, projects supported by the ADB-PSW will seek to leverage ADF 
resources to crowd-in much needed private capital into projects that have high development 
impact and promote private sector activity. 
 

                                                           
7 ADB. 2019. Proposed Pacific Renewable Energy Program. Manila. 

 
 
 
 

 Figure 3: Loan Guarantee Solution Structure 
 

Source: Asian Development Bank. 
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46. Lessons Learned from IDA-PSW and African Development Bank’s Private Sector 
Credit Enhancement Facility. ADB has the benefit of learning from the IDA-PSW launch and 
management and the transactional experience of their BFF, LCF, and MIGA Guarantee Facility 
(MGF) in supporting 28 transactions and deploying close to $340 million to date. Considerations 
by IDA to increase allocations to both BFF and LCF in the next replenishment round provides an 
indication of the demand and the feasibly to deploy support through those product modalities 
(Appendix 4). The AfDB’s track record in deploying PSF to catalyze private sector investment in 
AfDF-only low-income countries is also of benefit, where AfDB has supported a total of 27 projects 
with PSF support amounting to over UA 360 million all in the form of guarantees. 

 
47. Implementation and integration with operations.  Implementing ADB-PSW support will 
require integration into ADB’s approach to PSO. PSO will make use of ADB-PSW support as a 
financing modality. Strong governance (Section VII) is required like all sources of concessional 
finance utilized by PSO. The ADB-PSW will serve to widen the universe of projects that can be 
pursued by PSO teams and that can be brought to successful financial close, in each case, in 
accordance with the Blended Finance Principles. 

 
48. Specifically drawing on the lessons learned by other MDBs, ADB-PSW projects will be 
selected for consideration by clear eligibility criteria and prudential risk parameters. The ADB-
PSW pipeline will also benefit from the forthcoming ADB PSO Operational Plan, which is outlining 
priorities for portfolio considerations when PSO proposals are reviewed in light of the importance 
of diversification for the overall PSO portfolio across sectors. In terms of risk appetite, again, while 
informed by the forthcoming overall PSO Operational Plan, the ADB-PSW screening will seek to 
ensure that moderate and high-risk rated projects are to be targeted. An active review of the 
portfolio will be undertaken to mitigate the risk of project losses and unnecessary risk-taking 
behavior will be effectively and carefully managed through strong governance arrangements, 
including through the BFC, which will oversee all decisions for PSO use of ADF concessional 
resources.  
 
49. The ADB-PSW pipeline will also be informed and supported through coordinated upstream 
work by the regional departments and the Office of Public-Private Partnership that will seek to 
identify and possibly develop bankable projects in group A countries. This work will primarily be 
in expanding private sector development through support for improving enabling environments 
and extending engagement with responsible private sector investors. ADB’s private sector 
assessments, private sector development programs, and other TA in group A countries will seek 
to address key legal, institutional, regulatory and other upstream constraints to private sector 
growth, with specific consideration for also identifying potential transactions for ADB-PSW 
support. Upstream support will include outreach that will be undertaken in group A countries’ 
private markets so as to ensure familiarity with the ADB-PSW and increase access, and so that 
the needs of private investors in relevant group A country markets are understood, particularly for 
the more tailored needs of FCAS and SIDS. Such outreach will be specifically aimed at pre-
empting and addressing risks of low uptake and/or slow deployment of the ADB-PSW. ADB staff 
responsible for nonsovereign investment operations in group A countries will be engaged early 
and will lead how the three solutions instruments are positioned in terms of the relevant markets, 
their implications for each eligible country, and will conduct ongoing pre-identification of potential 
operations to ensure effective deployment.  
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VII. GOVERNANCE  
 

50. In recognition of the potential for market distortion and/or reputational risks that might 
accompany the use of concessional resources for PSO, ADB has implemented stringent 
governance procedures to regulate its blended concessional finance transactions. As with the 
deployment of its other sources of concessional finance for PSO, ADB will facilitate the use and 
allocation of ADB-PSW resources, in each case, in a manner consistent with the Blended Finance 
Principles.  
 
51. A BFC will regulate the decision-making process when ADF concessional resources for 
the PSW are being deployed. The BFC will be comprised of senior staff from across ADB, 
including senior ADB officers that are not directly engaged to the project to ensure objectivity and 
independence. It is a requirement that each member of the BFC have a thorough understanding 
of the Blended Finance Principles to be able to address critical issues such as: (i) 
additionality/rationale for using blended concessional finance; (ii) crowding-in and minimum 
concessionality; (iii) commercial sustainability; (iv) reinforcing markets; and (v) promoting high 
standards for each project being considered for ADB-PSW support. This structure is consistent 
with the governance procedures ADB implements when deploying its other sources of 
concessional finance for PSO.  
 
52. The BFC will determine whether the project is eligible for ADB-PSW assistance; whether 
the provision of concessional financing to the project is likely; what diligence and further actions 
should be taken to confirm eligibility; and if the project is aligned with the Blended Finance 
Principles. The BFC will assess potential transactions for adherence with the Blended Finance 
Principles at both the concept stage as well as final approval stage before it can be provided to 
ADB’s Investment Committee for consideration and possible approval. 
 

VIII. ISSUES FOR DONORS’ GUIDANCE 
 
53.  Donor’s feedback and endorsement is sought for the proposal to establish and implement 
the ADB-PSW in group A countries on a pilot basis for the ADF 13 period. 
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EXAMPLES OF LOCAL MARKET CONTEXTS 
 

Summaries and Key Findings of Private Sector Assessments in Group A Countries 
 

1. Afghanistan. A high number of displaced persons and refugees places a great strain on 
the limited services provided by the government. Insufficient infrastructure prevents access to 
basic services. The high dependency on foreign aid and a poor business environment inhibits 
private sector growth. The outlook for Afghanistan remains subdued as businesses adopt a wait-
and-see approach and there is reluctance to expand investments as businesses wait for the 
resolution of election-related uncertainty. Volatile security is the fundamental cause of low 
investment. Aside from political tension, there are other deterrents that need to be addressed to 
encourage even small investments. The dearth of infrastructure, perceived corruption, and red 
tape, a shortage of managerial skills, and deficiencies in upholding the rule of law on commercial 
and investment matters are impediments that hamper investors’ confidence.  
  
2. Myanmar. Increased foreign investment inflows, and the diversification from extractive 
industries, is a result of addressing reforms in foreign trade and investment. Limited access to 
finance is cited as the main barrier to doing business in Myanmar. Other impediments that have 
proven to be costly for businesses include the lack of an adequate legal and regulatory 
environment, inadequate infrastructure, segregated labor markets, and inefficient governance 
standards in state-owned enterprises (SOEs). Reforms in trade and investment have resulted in 
improving Myanmar’s tourism sector. Supported properly, tourism could harness local economic 
development that contributes to reducing poverty.   
  
3. Nepal. The mountainous topography curbs Nepal’s potential to benefit from strong growth 
in neighboring countries. The difficult terrain raises production and transport costs, impeding trade 
and discouraging competitive industries from entering the domestic market. Despite a notable 
improvement in electricity supply since 2016, Nepal lacks adequate infrastructure and has not 
realized its hydropower potential for domestic energy security and for exports. In addition, the 
regulatory framework for businesses is not competitive relative to other countries. Anti-competitive 
practices in transport and other sectors dampen the vibrancy and potential contribution of the 
private sector to the economy. Nepal is politically stable, and the government is reforming the 
legal and regulatory framework to attract domestic and foreign private sector investment. Reforms 
include a single window clearance to establish foreign companies, public-private partnership 
investment promotion law, and regulatory guidelines to address the hedging of foreign-currency 
risks in infrastructure projects. 
  
4. Solomon Islands. While the Solomon Islands have progressed with major tax reforms, 
they have not improved tax administration, which makes compliance for SMEs difficult and the 
quality of core infrastructure services outside the business center remains poor. There is a need 
for SOE reforms. The creation of an environment that encourages effective competition would 
provide incentives for enterprises and lower the cost of goods for consumers. Policy-making 
processes and formal mechanisms to enable the private sector to engage directly with the 
government in identifying, implementing and monitoring investment climate reforms should be 
further strengthened.  
 
5. Tonga. Tonga acknowledged the importance of a private-sector reform program after the 
damaging effects of the financial crisis on business conditions and the economy, particularly 
remittances. Tonga relies heavily on remittances, which at one point were equivalent to over 30% 
of GDP. Tonga made efforts to reform important parts of the business environment, which include 
commercial law and SOE-related areas. Notable efforts are being made in improving 
infrastructure and agricultural productivity.  
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CONCESSIONAL RESOURCES FOR ADB’S PRIVATE SECTOR OPERATIONS 
 

Concessional Funds Description Country or Thematic 
Coverage 

Climate Investment 
Funds (CIFs) 
 
($350 million) 

• A multi-donor fund established in 
2008 offering price subsidies and 
longer tenors mostly for middle 
income countries. 

• CIFs have provided concessional 
financing programs in Indonesia, 
Thailand, India and the Philippines. 

• Clean technology 

• Climate resilience 

• Energy Access 

• Sustainable forests 
 

Canadian Climate 
Fund for Private 
Sector in Asia 
(Canada I and II)  
 
(Canada I: $82 
million) 
(Canada II: $150 
million) 

• Two funds which provide 
concessional financing (pricing and 
longer tenors) for ADB-administered 
programs focused primarily in the 
Southeast Asia region. 

• The funds aim to support greater 
private sector participation in climate 
change mitigation and adaptation. 
The funds have limited appetite for 
local currency risk.  

• Climate Mitigation and 
Adaptation  

• Gender equality and 
empowerment of women and 
girls 
 

Leading Asia Private 
Sector Infrastructure 
Fund (LEAP) 
 
($200 million -
concessional 
program) 

• Financed by the Japan International 
Cooperation Agency, LEAP is 
expected to leverage and 
complement ADB’s existing 
nonsovereign platform, to fill 
financing gaps and increase access 
to finance for infrastructure projects 
in the region. 

• LEAP offers a concessional 
program for concessional financing 
and longer tenors. 

• Infrastructure subsectors: 
o Energy 
o Water and other Urban 

infrastructure and services 
o Transport 
o Information and 

communication technology 
o Health 

Pacific Renewable 
Energy Program 
(PREP) 
 
 

• A grant funding facility from New 
Zealand encouraging private sector 
investment by using donor funds to 
backstop the power payment 
obligations of power utilities. 

• PREP offers one or more of the 
following forms of financing support: 
partial risk guarantee, direct loan, or 
letter of credit support. 

• Energy Infrastructure  

Source: Asian Development Bank. 
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SUMMARY IDA-PSW AND AFRICAN DEVELOPMENT BANK’S PRIVATE SECTOR CREDIT 

ENHANCEMENT FACILITY EXPERIENCE 
 
A. World Bank’s IDA18 IFC-MIGA Private Sector Window 
 
1. The World Bank Group (WBG) acknowledged the constraints faced by many of its IDA-
only eligible countries which exhibit, among other characteristics, weak macroeconomic and 
regulatory environments, infrastructure bottlenecks, and skill shortages. These constraints limit 
their ability to attract private sector investment and expand the private sector. To unlock some of 
these constraints, the WBG proposed an International Finance Corporation (IFC) and Multilateral 
Investment Guarantee Agency (MIGA) Private Sector Window at the 18th IDA Replenishment 
meeting (IDA-PSW).  
 
2. The IDA-PSW pilot began in July 2017, with an allocation of $2.5 billion from IDA for IFC 
and MIGA to expand private sector investment in IDA-only countries, with a focus on FCAS. The 
list of IDA-PSW eligible countries is detailed in Appendix 2. The IDA-PSW was deployed through 
four facilities as detailed in Table 3 include: (i) Risk Mitigation Facility (RMF), (ii) MIGA Guarantee 
Facility (MGF); (iii) Blended Finance Facility (BFF); and (iv) Local Currency Facility (LCF). 
Supporting these four facilities is the Creating Markets Advisory Window, a separate project 
preparation advisory services and capacity building unit created and financed by IFC. Through 
these facilities, the IDA-PSW helps private sector participants, IFC, and MIGA to bridge viability 
gaps in high risk projects in IDA-eligible countries.  

 
3. The IDA-PSW is priced based on relevant WBG benchmarks, using IDA’s non-
concessional rates. Additionally, a spread or risk premium is included to adjust for private sector 
risk. The IDA-PSW pricing structure is designed to support pioneering investments in challenging 
environments, to reduce risk perceptions, and create positive externalities for investors. 
 
4. The 2018 IDA-PSW midterm review8 indicates that the BFF has used the most diverse set 
of structures, which include senior loans with concessional interest rates, subordinated 
investments/quasi equity, and equity structures. Direct foreign exchange swap and shared first 
loss transactions were the most utilized mechanism under LCF and MGF, respectively.  
 
5. As of May 2019, BFF is still the most used facility among the various IDA-PSW options.9  
The list of IDA-PSW approved projects, as provided in Table 1 below, confirms that volume-wise 
the support for LCF is highest at $125 million followed by MGF at $110 million. This demand has 
created a need to adjust the original indicative allocations among the four facilities to support 
more BFF and LCF transactions. There is a strong demand for local currency solutions due to the 
high costs and limited availability of long-term local currency loans available in the market. IDA-
PSW often blends LCF open foreign exchange exposure with other non-LCF solutions to allow 
projects to be priced at feasible levels.  
 

                                                           
8  World Bank. 2018. IDA18 Mid-Term Review: IDA18 IFC-MIGA Private Sector Window. Washington, D.C.: World 

Bank Group. 
9  World Bank. 2019. Proposal for IDA19 IFC-MIGA Private Sector Window. Washington, D.C.: World Bank Group. 
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Table A3.1: IDA-PSW Approved Projects by Facility as of June 2019 

Facility 
Number of 
Projects % 

IDA-PSW Support 
($ million)a % 

Blended Finance Facility  16 57 105.25 31 

Local Currency Facility  6 21 125.00 37 

MIGA First Loss Guarantee  6 21 109.50 32 

TOTAL 28b 100 339.75 100 
IDA-PSW = World Bank Group’ International Development Association Private Sector Window. 
a Excludes projects under the Small Loan Guarantee Program. 
b Three of the projects were supported by two PSW facilities. 
Source: World Bank.  

 
6. Utilization of the IDA-PSW started slowly, with only one project approved in 2017 
(Table 2). More projects were dropped from consideration than those endorsed. The most cited 
reason for dropping projects is the challenge in aligning with investor needs, particularly pricing 
requirements. This indicates that the IDA-PSW is not heavily subsidizing to pursue deals. 
In 2018 and 2019 approvals picked up, suggesting that the IDA-PSW team is more familiar with 
the instrument and the needs of private investors in these markets. 

 
7. Notable projects with high development impact supported by the IDA-PSW in ADB’s group 
A countries include the construction of an additional 4,000 km fiber optic cable network in 
Myanmar. The IDA-PSW supported a $19 million investment using the MGF first loss guarantee 
to improve access to telecom services in both urban and rural areas. The project also boosted 
tax revenues as the transaction promoted increased economic activity and employment 
opportunities. In Cambodia, the BFF supported an investment consisting of an unfunded 50:50 
risk sharing facility for a portfolio of up to $30 million. The project supported the development of 
the financial sector by increasing lending to very small enterprises and SMEs. The MGF first loss 
guarantee facilitated an investment in conflict-affected Afghanistan by providing a guarantee of 
$3.1 million for the establishment and operation of a raisin production and processing plant in 
Kabul.  
 

Table A3.2: IDA-PSW Approved Projects as of June 2019 

Approval Year 
Number of  
Projects % 

IDA-PSW Support  
($ million) a % 

2019 13 52 219.25 65 

2018 11 44 102.50 30 

2017 1 4 18.00 5 

TOTAL 25 100 339.75 100 
IDA-PSW = World Bank Group’ International Development Association Private Sector Window. 
a Excludes projects under the Small Loan Guarantee Program. 
Source: World Bank. 

 
8. At the IDA18 mid-term review and launch of IDA19 in November 2018, IDA donors agreed 
to retain the IDA-PSW in IDA19. Work for the IDA19 replenishment is underway, with 
management approving to retain the IDA-PSW framework with some adjustments and 
modifications to provide greater support for private sector investment including: (i) increasing the 
allocation for LCF to strengthen domestic markets and institutions in IDA-PSW countries and 
extending the coverage of local currency solutions to loans extended by third parties alongside 
IFC loans to allow local sponsors to benefit from receiving a larger financing package in local 
currency terms; and (ii) introducing a Loan Purchase Obligation solution under the BFF to enable 
locally-domiciled banks to provide local currency loans at extended loan tenors to IFC-led 
projects, thus facilitating longer-term financing required in critical sectors such as infrastructure.  
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9. Of the four facilities, the RMF has the least take-up and, consequently, will receive a lower 
allocation in the next IDA replenishment. While IDA-PSW support, particularly in developing the 
upstream market, is seen as invaluable in formulating the RMF, the lack of progress in many IDA 
markets has resulted in low utilization rates. The RMF allocation is expected to decrease by 40-
50%, while the LCF and BFF facilities are expected to each increase by 25-50%. The MGF 
envelope will remain at $0.5 billion.  

 
10. As of September 201910, through consultations with the Management, and feedback from 
the IDA 18 mid-term review, the IDA-PSW is proposed to be reduced by $250 million for the IDA19 
replenishment. The proposed reduction of the $2.5 billion envelope to $2.2 billion ensures that 
IDA resources meet the replenishment’s strategic directions and policy commitments while 
responding effectively to unmet client demand.  
 

Table A3.3: Summary of IDA-PSW Facilities 
IDA-PSW Facilities 

Facilities Risk Mitigation 
Facility 

(IFC-led Facility) 

Blended Finance 
Facility 

(IFC-led Facility) 

MIGA Guarantee 
Facility  

Local Currency 
Facility 

(IFC-led Facility) 
Instruments Project-based 

guarantees without 
sovereign indemnity.  
Supported by (i) 
liquidity support 
guarantee, and (ii) 
political risk insurance 
and government 
counterparty coverage 

Builds on IFC’s existing 
blended finance 
platforms by blending 
IDA-PSW support with 
pioneering investments 
across sectors using 
loans, subordinated 
debt, equity, guarantees 
and risk sharing 

MIGA Political Risk 
Insurance (PRI) 
products to private 
sector without 
sovereign indemnity 

Local currency 
denominated loans to 
private sector clients 
who operate in 
markets to reduce 
currency risk where 
currency hedging 
capabilities is absent 
or underdeveloped. 

Type of 
Interventions 
supported 

Large infrastructure, 
public-private 
partnerships 

High impact, pioneering Investments in 
markets currently 
underserved by PRI 
and reinsurers 

High-impact 
investments with 
currency risk 

Sectors Infrastructure & PPPs Multiple sectors Infrastructure, 
agribusiness, 
manufacturing and 
services, financial 
markets & PPPs 

Sectors determined by 
underlying loans 

Additionality Increased investment 
in IDA-PSW eligible 
countries above IFC’s 
baseline. Expanded 
uses for existing 
guarantee products 

Increased investment in 
IDA-PSW eligible 
countries above IFC’s 
baseline 
 
Blended finance 
investments in new 
sectors and to 
underserved client base 
(e.g., early-stage and 
women-owned SMEs) 
 
Expanded uses for 
existing products (e.g., 
longer tenors) 

Increased MIGA-
supported 
investment and risk 
participation in IDA-
PSW eligible 
countries above 
MIGA’s baseline 

Enables local currency 
financing for clients in 
IDA-PSW eligible 
countries (e.g., SMEs) 
who operate in 
markets where there 
are limited currency 
hedging capabilities 
Development of local 
currency financing 
instruments, risk 
mitigation, and 
capacity building 

Indicative 
allocation 

$1.0 billion $0.6 billion $0.5 billion $0.4 billion 

IDA-PSW = World Bank Group’ International Development Association Private Sector Window, IFC = International 
Finance Corporation, MIGA = Multilateral Investment Guarantee Agency, PPP = public-private 
partnerships, SME = Small and medium enterprises. 
Source: World Bank. 

                                                           
10 World Bank. 2019. IDA18: Implementation Status and Proposed Reallocations. Washington, D.C.: World Bank 

Group. 
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B. African Development Bank Private Sector Credit Enhancement Facility 
  

11. AfDB’s Private Sector Credit Enhancement Facility (PSF) was introduced at the Board of 
Governors of the Consultative Meeting on the 13th replenishment meeting of the African 
Development Fund (AfDF) in 2014. The PSF has been established to catalyze additional private 
sector investment by providing credit enhancement guarantees to support transformational 
investments in sectors such as agri-business, domestic processing, extractive industries and 
services in AfDF-only low-income countries.  
 

12. The PSF was launched on a pilot basis with an initial seed capital of UA11 165 million 
allocated from the AfDF-13 resources12 as a grant facility. In 2017, an additional contribution of 
UA 200 million was approved under AfDF-14, bringing PSF’s target portfolio to $1.5 billion of 
credit risk exposure. The PSF is an operationally and financially autonomous facility with its 
resources managed independently from the AfDF and AfDB. It has its own governance structure, 
procedures, eligibility criteria, portfolio construction, and capital adequacy reviews. However, the 
AfDF Board of Directors exercises oversight of the PSF and approves its risk participation in each 
private sector operation. As a risk participant, the PSF only intervenes when a project meets its 
eligibility criteria and portfolio construction parameters.  
 

13. PSF covers only partial credit risk losses, carried on shared basis and simultaneously with 
AfDB. The AfDB acts as the lender of record and each PSF risk participation is backed by PSF 
equity at the average leverage ratio of 1:3. In case of default, the AfDB calls on the PSF to cover 
its share of the defaulting loan’s repayment and interest. The credit enhancement capacity of the 
PSF is backed by the liquidity of a reserve pool, that requires an adequate non-recourse seed 
contribution from various sources and donors to cover potential losses without recourse to AfDF 
or other potential donors. To mitigate attracting high risk borrowers and deliver more independent 
and objective financing solutions, an arm’s-length relationship with a clear separation of functions 
between teams originating and supervising the loan and those involved with recommending and 
managing the risk-participation must be established for every transaction.  
 

14. Cumulatively, between 2015–201813, PSF approvals reached UA 360.93 million for 27 
private sector projects, all in the form of guarantees, covering a range of sectors including finance, 
water supply and sanitation, agriculture and rural development, infrastructure, and energy supply. 
 

Table A3.4: Summary of Private Sector Credit Enhancement Facility’s Eligibility Criteria 
and Portfolio Parameters 

Eligibility criteria Portfolio construction parameters 

• Operations in low income countries and regional operations 

• Debt and guarantee instruments 

• New projects and ongoing operations 

• Compliant with African Development Bank’s (AfDB) policies 
and strategies 

• Good ex-ante development outcomes and positive 
additionality assessment 

• Originated as if AfDB were to hold 100% of the loan on its 
own balance sheet 

• Exclusion: Equity and projects experiencing adverse 
change in project risk 

• Mix of project risk profile aligned to BBB 
target rating 

• Sector and country diversification 

• Single name, country, exposure, sector 
limits 

• AfDB always remains the lender of 
record, and holds at least 1/3 of 
exposure 
 

  Source: African Development Bank. 

                                                           
11 UA is the official currency for AfDB projects. 1 UA=1 SDR (International Monetary Fund Special Drawing Rights). 
12 African Development Bank Group. 2017. Financial Management and Financial Statements Year Ended 31 December 

2017. Abidjan, Côte d’Ivoire.  
13 African Development Bank Group. 2018. Annual Report. Abidjan, Côte d’Ivoire.  
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IDA-PSW ELIGIBLE COUNTRIES AND REGIONS 
 

Africa and MNA East Asia and the 
Pacific 

Europe and Central 
Asia 

Latin America and 
the Caribbean 

Benin 
Burkina Faso 
Burundi 
Cameroon 
Central African 
Republic 
Chad 
Comoros 
Congo, Dem. Rep. 
Congo, Rep. 
Cote d'Ivoire 
Djibouti 
Ethiopia 
Gambia, The 
Guinea 
Guinea-Bissau 
Kenya 
Liberia 
Madagascar 
Mauritania 
Malawi 
Mali 
Mozambique 
Niger 
Nigeria 
Rwanda 
Sao Tome and 
Principe 
Senegal 
Sierra Leone 
South Sudan 
Tanzania 
Togo 
Uganda 
Yemen, Rep. 

Afghanistan 1, 2, 3 
Bangladesh 
Cambodia 1  
Kiribati 1, 2, 5 
Maldives 1, 2, 4 
Marshall Islands 1, 2, 5 
Micronesia, 

Federated   States 
1, 2, 5 

Myanmar 1, 3 
Nepal 1 
Pakistan 
Papua New Guinea 
Samoa 1, 2, 4 
Solomon Islands 1, 5 
Timor-Leste 
Tonga 1, 2, 4 
Tuvalu 1, 2, 5 
Vanuatu 1, 4 

Kosovo 
Kyrgyz Republic 1 
Tajikistan 1, 2 

Haiti 

IDA-PSW = World Bank Group’ International Development Association Private Sector Window, MNA = Middle East 

and North Africa. 
1 ADB DMC classified as Concessional Assistance-only Countries (CA-only Countries) 
2 ADB DMC classified as CA-only Countries receiving Grants-only 
3 ADB DMC classified as fragile and conflict-affected situations (FCAS) 
4 ADB DMC classified as small island developing states (SIDS) 
5 ADB DMC classified both as FCAS and SIDS 

Source: Asian Development Bank.
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INDICATIVE PIPELINE OF PROJECTS FOR THE ADB-PSW 

Group A 
Countries 

Indicative Project Size ($million) 

Finance Agribusiness Energy a 

Afghanistan 2 2.5 – 5 … 

Cambodia 10 2.5 – 5 … 

Kyrgyz Republic 2 2.5 – 5 … 

Myanmar 5 2.5 – 5 … 

Nepal 10 2.5 – 5 … 

Samoa 2 2.5 – 5 10 

Tajikistan 2 2.5 – 5 … 

Tonga 2 2.5 – 5 10 

Vanuatu 5 … … 

Total 40 20 – 40 20 

… = Indicative figures not available. 
a Indicative renewable energy projects under the Pacific Renewable Energy Guarantee Program. 
Source: Asian Development Bank.  

 
A. Afghanistan. Two microfinance institutions could benefit from a credit enhancement of 
approximately $2 million per project. There are nine tentative agribusiness companies involved in 
root crop and livestock production which may benefit from ADB-PSW support. Estimated project 
size for each of these companies is between $5 million to $10 million. 
 
B. Cambodia. Several microfinance institutions have approached ADB for debt funding, 
since there have been proposed interest rates caps to microfinance institutions imposed by the 
Central Bank making pricing in foreign currency challenging. Pricing constraints, pricing rebates 
or credit enhancements could be relevant in Cambodia. Potential project size per microfinance 
institution is $10 million. There are also several agribusiness companies in the areas of rice 
production, livestock production, and post-harvest production that can benefit from ADB-PSW 
support. 
 
C. Tonga. ADB-PSW support may benefit finance institutions in Tonga. These banks are 
ideal candidates to receive a capital injection to help them expand. ADB has been in discussions 
with the management of a particular government-owned financial institution, together with 
Government of Tonga, for a similar investment on private sector terms.  
 
D. Samoa. Similar to Tonga, two commercial banks in Samoa require a capital injection. 
These banks are financially viable and could be commercially eligible for ADB-PSW support.  
 


