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Challenges of financing infrastructure 
 High initial risk: long lead times and high 

upfront costs; shortage of early-stage finance, 
as private sector not interested in financing 
construction stages

 Capital intensity: economies of scale (natural 
monopolies); often very expensive (beyond 
capacity of single financier).

 Public goods, with externalities (social benefits)
and affordability issues (users cannot always 
pay for services).

 Illiquid investment: complex contracting 
arrangements, large scale, multiple parties, no 
ready market to exit.

Risk profile of infrastructure assets

Source: OECD, 2015. 
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More challenges…
 Lack of clear sponsorship, especially for cross-border projects.

 Lack of data and transparency: opaque and diverse structures, limited 
information on risk and market structure, lack of performance benchmarks 
for infrastructure investments.

 Political sensitivity, along with political and regulatory risks and constraints.

 Dual imperative of ensuring financial sustainability while meeting customer 
needs and achieving public goals.

 International investors face not only commercial risks in foreign 
environments but also sometimes hostile public and political scrutiny.
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Options for financing5



Sources of finance 
 Main sources of finance: public, private, concessional, and mixed or 'blended’.

 Different sources of finance have different implications for project costs, cash 
flows, ultimate liabilities and claims to project incomes and assets.

 Appropriate source depends on the commercial viability of the project:

 (i) Fully commercially viable 

 (ii) Commercially viable but need political umbrella to mitigate risks and 
assure investors

 (iii) Commercially viable but only if finance is structured in particular ways

 (iv) Only commercially viable if a 'blended' model of concessional and 
commercial finance is used (e.g. affordable infrastructure services) 

 (v) Not commercially viable – needs government funding.* 
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Who finances what?
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Public finance
 Traditional source of finance for public goods, through taxes and borrowing.

 Limited other options for investments that are not commercially viable.

 Pros:

 Lower costs: Government can borrow more cheaply; some procurement costs lower.*

 Flexibility: Future maintenance costs more flexible as government keeps control.*

 Cons:

 Underinvestment and poor maintenance because of e.g. public sector debt 
sustainability concerns, budget pressures (maintenance postponed), other spending 
priorities, political difficulty of raising taxes, and short-term political concerns.

 Lengthy government processes delay investment decisions.

 Capacity constraints, with cost and time overruns during construction and weak 
operations and maintenance later, which may shorten operational life of assets.

 Inefficient spending allocations because of e.g. political interference or corruption.
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Private finance9



Debt
 Government 'borrows' money from private investors for specific projects, typically 

through project finance (project-specific company).

 Commercial loans from financial institutions (e.g. commercial banks): usually main 
source of debt financing; loan terms often shorter than project life, and 
refinancing is required.

 Syndicated loans: two or more banks or financial institutions participate in making 
the loan.

 Bridging finance: short-term financing (e.g. during construction).

 Bonds and other long-term (20–30 year) interest-bearing debt instruments 
purchased through capital markets or placed privately (direct sale of tailored 
product to e.g. institutional investors); requires credit rating.

 Subordinate loans: similar to commercial loans but only secondary claim on 
project income and assets; reduce risk for other lenders.
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Hybrids and equity

 Hybrid instruments (e.g. mezzanine finance): debt instruments with equity-like 
participation.

 Equity finance:

 Financial resources provided to firms in return for ownership interest.

 Provided by project sponsors, government, third-party private investors, and own 
cash (corporate on-balance-sheet finance).

 Higher risk (junior claim to income/assets of project); thus expect higher returns.

 Investors may sell shares, if market exists, or get share of proceeds if asset is sold. 

 Can be listed (generally minority positions with limited influence) or unlisted (often 
direct ownership and control).

 Equity funds: pooled investment vehicle to attract e.g. smaller pension funds.

 SA: Equity finance not used for PPPs; government can make capital contribution.
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Project finance

 Commonly used for infrastructure PPPs, but PPPs not only form of project 
finance.

 Various ownership forms – assets may be publicly or privately owned 
(SA PPP assets all publicly owned)

 Limited or non-recourse lending to special purpose vehicle (SPV) to 
construct and operate project. 

 Lenders look to cash flows of investment for repayment, without recourse 
to equity sponsors or public sector to make up shortfall.

 Includes project bonds, sub-sovereign bond issues, loans, listed entities 
(e.g. 'yieldcos'), direct or co-investments in project equity, etc. 

12



Advantages of private finance
 Frees up fiscal resources for other priorities, or allows government to meet infrastructure 

needs it otherwise could not have addressed.

 Brings private sector expertise to public infrastructure, and may improve technology, 
level of service, effectiveness and efficiency.

 Cost and time overruns less likely, given commercial expertise and investor due 
diligence.

 Off-balance-sheet: If sufficient risks are transferred to the private sector, project does 
not add to standard measures of public sector debt.

 Lower whole-life costs: If construction and operation contracts are bundled (as they 
typically are), SPVs are incentivised for 'whole-life costing’ – they invest more in early 
stages to minimise later operational costs; this reduces total cost over life cycle of asset.

 Careful scrutiny (e.g. due diligence and risk analysis) of projects could result in better 
allocation of risks between parties.
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Challenges of private finance
 Higher financing costs (more expensive) than public borrowing.

 Information asymmetry and government capacity: Government may lack information and 
expertise to consider complex deals and fully protect public interest, which leads to… 

 High procurement and transaction costs: Government may need costly advisors and 
negotiations may be protracted. Also, due diligence could amount to 5–10% of project value.

 Close monitoring and regulatory oversight required, as parties may deviate later from earlier 
decisions.

 Contractual inflexibility reduces financing costs but limits government response to changes in 
demand or technology.

 Risk of political interference, capture and corruption, even in 'well-regulated' economies.

 Mixed evidence of benefit of risk transfer and private ownership: Does private role reduce overall 
costs and delays? Do privatised natural monopolies charge lower prices or improve services? 

 Potentially inappropriate risk allocation: Some risks are more efficiently borne by public sector, 
e.g. inflation, policy change, and 'catastrophe'.
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Concessional finance15



International sources
 Development finance institutions (DFIs):

 Multilateral (e.g. World Bank), regional (e.g. ADB) and bilateral 
(e.g. Norfund).

 Generally provide lower-cost or concessional loans, guarantees, equity, etc.

 Development agencies (e.g. DFID):

 Generally provide grants and technical assistance.

 Social investment funds:

 Regional or international funds and foundations.

 Provide philanthropic investment with primary purpose of making a positive 
social impact. 

 Some financial return required. 
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International flows of concessional finance
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Source: Adapted from Blended Finance Taskforce, 2018. 

Category Types Examples Annual flow (US$ billion)
Largely 
commercial

Multilateral development 
banks (MDBs)

World Bank
African Development Bank (AfDB)
European Investment Bank (EIB)
Asian Development Bank (ADB)
Inter-American Development Bank (IADB)

>200

Private arms of MDBs IFC (World Bank Group)
IDB Invest (IADB)

>40

Bilateral DFIs Norfund (Norway); JBIC (Japan);
CDC (UK); FMO (Netherlands)

>20

Concessional Multilateral development 
agencies

United Nations
European Commission

>140
Bilateral development 
agencies

DFID (UK); GIZ (Germany);
SIDA (Sweden)

Private foundations Gates Foundation
Rockefeller Foundation
MacArthur Foundation

Almost 70 (grants)



National sources
 National and sub-national DFIs: 

 Special financing institutions to address market failures in provision of finance, 
e.g. long-term finance for infrastructure sectors. 

 May also focus on PPPs or refinance long-term projects initially funded by banks.

 Government grants to enhance the commercial viability of socially important 
projects.*

 Strategic investment funds:*

 Equity investors that operate as intermediaries between the private and public 
sectors, often independently, but adhere to a government-defined mandate. 

 Wholly or partly owned by public sector.

 Invest according to 'double' or 'triple' bottom line (financial sustainability and 
social and environmental impact).
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Principles of concessional finance

Additionality Provide support beyond what is available or that is otherwise absent, and do not 
crowd out the private sector. 

Crowding-in and minimum 
concessionality

To the extent possible, catalyse market development and mobilise private sector 
resources. 

Commercial sustainability Aim for sustainable support and impact, and contribute to the commercial viability 
of the client. 

Reinforcing markets
Structure assistance to effectively and efficiently address market failures, and 
minimise the risk of distorting markets or crowding out private finance, including 
new entrants. 

Promoting high standards Promote high standards of conduct by clients, including corporate governance, 
environmental impact, social inclusion, transparency, integrity, and disclosure. 

Source: Adapted from Global Infrastructure Hub, 2016.
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DFIs in South Africa

National

Development Bank of Southern Africa National Treasury
Industrial Development Corporation Economic Development
Land and Agricultural Development Bank (Land Bank) National Treasury
National Empowerment Fund Trade and Industry
National Housing Finance Corporation Human Settlements
National Urban Reconstruction and Housing Agency Human Settlements
Rural Housing Loan Fund Human Settlements
Small Enterprise Finance Agency Small Business Development (IDC subsidiary)

Eastern Cape
Eastern Cape Development Corporation

Provincial economic development departments

Eastern Cape Rural Development Agency
Free State Free State Development Corporation
Gauteng Gauteng Enterprise Propeller
KwaZulu-Natal Ithala Development Finance Corporation Ltd
Limpopo Limpopo Economic Development Agency
Mpumalanga Mpumalanga Economic Growth Agency
North West North West Development Corporation
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Challenges facing local DFIs
 Overly broad mandates, with overlaps in function.

 Inherited functions (e.g. property) from former homelands.

 Capacity challenges.

 Corporate governance often weak.

 Risk management needs improvement.

 Regulation and supervision not consistent.

 Financial sustainability challenges (some are a fiscal drain), along with conflicting 
financial and developmental objectives.

 Limited accountability.

 No consistent, standard framework to assess efficiency, effectiveness and impact.
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Advantages of concessional finance

 Help correct market failures.

 Can catalyse and crowd in private finance.

 Help mitigate risk.

 Can provide 'patient' capital.

 Fewer restrictions than government – better pay, more nimble.*

 Institutions can be independently supervised and regulated.

 Can attract loans and issue bonds internationally and locally.

 Build unique understanding of market.

 Provides demonstration effect (which can also be negative).
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Challenges of concessional finance

 Difficulty balancing financial and development objectives

 Limited financial resources (also affects MDBs)

 Crowds out private finance and distorts markets 

 Lengthy project cycles

 Governance concerns

 Capacity concerns

 Political interference and corruption

 Skewed incentives and targets

 Lack of transparency and accountability 

 Insufficient monitoring and evaluation.
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What is blended finance?
 The use of public or philanthropic money to improve the risk–return profile or 

commercial viability of investments for private investors.

 DFIs are main 'blenders' of capital internationally. 

 Can be useful at different levels: 

 Project (single company)

 Fund (multiple projects, e.g. climate)

 Fund-of-funds

 Permanent facility or institution (e.g. IFC 
Managed Co-Lending Portfolio Program) 

 Market (e.g. Fannie Mae, Freddie Mac)

 Project preparation support.

Blended finance ecosystem

Source: Blended Finance Taskforce, 2018. 
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Instruments
Direct grants Direct finance for specific components with substantial social or environmental benefits or that 

mitigate negative impacts, but are not commercially viable on their own. 
Conditional grants Disbursement linked to compliance with defined conditions or performance targets.

Interest rate subsidy Grant to lenders to cover part of interest payments, so they can make loan finance available more 
cheaply (less transparent).

Guarantee or risk-sharing products E.g. loan or partial credit guarantees at below-market terms to increase risk appetite.

Structured finance E.g. tranching, securitisation, first-loss financing – donors investing in highest-risk tranche of a 
project shield others from predefined financial losses. 

Technical assistance Non-financial assistance during project preparation and/or implementation, e.g. feasibility studies, 
environmental impact assessments, and capacity building.

Insurance Improves investment environment by protecting against e.g. political risk (MIGA).
Hedging Reduces risk of adverse price movements, e.g. currencies (TCX).

Risk capital Equity investments to ‘de-risk’ high-risk projects that cannot attract finance on their own; use a 
discounted rate of return or lower dividend expectations. Sold on once project is stable.

Contractual mechanisms E.g. feed-in tariffs in electricity sector or offtake agreements.

Results-based incentives* Tie payments to performance, e.g. social impact bonds for projects with climate benefits.
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International flows of blended finance

 Total project value >US$15 billion in 2014–16, 
including concessional commitments 
>US$1.5 billion and regular investments of 
US$5.2 billion by DFIs in working group.*

 Average fund size of US$100 million, but DFI-
managed, pooled funds often larger (e.g. IFC’s 
US$2.5 billion IDA country Private Sector Window). 

 Main focus of funds is on Africa, then Asia and 
Latin America.

 Far more grants than guarantees provided in sub-
Saharan Africa. 

 Many funds based on first-loss model (20-30% of 
losses).

 Typically US$1 of concessional (first-loss) capital 
crowds in US$3 of commercial capital. 

Blended finance commitments, MDBs, 2014–16

Source: DFI Working Group, 2017. 
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However…28



'

'

No amount of blended finance 

will compensate for 

a poor enabling environment and 

a structurally weak economy.

'Private capital will rarely flow at meaningful scale where corruption, 

political instability, weak legal systems, currency volatility and complex 

or unpredictable government decision-making processes prevail.' 

Source: Blended Finance Taskforce, 2018. 
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What needs to be done?30



'

'

Ultimately, the financing of most forms of infrastructure requires a 
combination of project promoters, lenders, development institutions, and 
export credit agencies. In this context, improving coordination among 
market players is often cited as one of the major challenges to 
strengthening the sector. Collective efforts to deal with issues of 
corruption, governance, and a lack of project performance information 
would also foster greater support for large-scale infrastructure projects 
that require multiple sources of funding. 

'Host governments [must]… improve local investment 
conditions, build institutional capacity, strengthen 

policies and regulatory frameworks, and support 
transparent market infrastructure.'

Source: Blended Finance Taskforce, 2018. 
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