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Blended finance must look to mobilize institutional investors at scale

HIGHLIGHTS

The mobilization of institutional investors is
central to blended finance; their under-
participation to date partly explains why
current blended finance flows will mobilize
“billions to billions” rather than “billions to
trillions”.

Convergence’s database records that
institutionals have made 295 commitments
to |50 blended transactions, representing
aggregate committed financing of $4.6 billion.
An ‘institutional investor’ is defined as a
commercial investor tagged as a pension
fund, insurance company, asset manager,
investment manager, investment fund /
facility, or a family office.

To date, institutional-backed transactions
have mainly targeted financial services,
energy, and the general sector. The main
SDGs targeted have been SDG 8 (Decent
Work & Economic Growth), 9 (Industry,
Innovation, & Infrastructure) and | (No
Poverty).

Blended transactions backed by institutional
capital have mainly been structured through
funds (61%), reflecting the importance of
standardized portfolio approaches as a
mechanism to achieve scale.

Transactions backed by institutional capital
tend to fall within larger size brackets
compared to the overall market. 42% of all
institutional-backed transactions have been
over $100 million in size (compared to 37%
of all transactions). The median size of
institutional-backed transactions is $80
million, compared to $52.6 million for the
overall market.

AXA Investment Managers and Prudential
have been the most active institutionals to
date, while FMO and USAID have been the
most active providers of concessional finance
to institutional-backed transactions to date.

Blended finance and the donor community
must get creative and more ambitious in
finding what works in mobilizing institutional
capital at scale.

The mobilization of institutional capital is central to the purpose and future
of blended finance. Current stable blended finance flows will mobilize
“billions to billions” rather than “billions to trillions” largely due to the
under-participation of institutional investors in blended finance to date.
With that said, in the context of the COVID-19 pandemic, Convergence
has observed greater interest from the donor community in exploring how

to best employ blended finance to attract institutional investors to
emerging markets (EMs). As noted by Anita George, Executive Vice-
President and Deputy Head of Caisse de dépot et placement du Québec
(CDPQ) Global: “COVID-19 has only increased competition for EMs, because
now developed markets have similarly huge needs for ‘building back better’ post-
pandemic. Blended finance can encourage developed market institutional capital
to flow to EMs by shining a light on the opportunities there, and by providing the
additional protections that safeguard risk-adjusted returns.”

Institutionals have varying mandates and operate within diverse regulatory
constraints. Pension funds favour consistent income and operate under
stringent restrictions on riskier asset classes; insurance companies value
income and are also guided by regulatory limitations, investments’ risk-
return profiles, and the duration of their liabilities.

This brief analyzes how institutionals have participated in blended finance,
and presents insights drawn from interviews conducted with key industry
stakeholders. The Convergence database has recorded 150 blended
transactions, each with a commitment from at least one institutional. Given
that pension funds and insurance companies often participate in blended
finance through asset management firms that are either directly affiliated
with them (e.g., AXA Investment Managers), or that simply manage funds
on their behalf, ‘institutional investor’ is defined broadly here. It refers to
an organization tagged in Convergence’s database as: (i) a commercial
investor, and (ii) either a pension fund, an insurance company, an asset
manager, an investment manager, an investment fund / facility, or a family
office. As Figure | shows, commercial institutional investors thus defined
have made 295 commitments to |50 blended transactions to date,
representing aggregate committed financing of $4.6 billion.

Figure [: Institutional Investor Commitments to Blended Finance Transactions
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https://www.convergence.finance/resource/1qEM02yBQxLftPVs4bWmMX/view
https://www.convergence.finance/news-and-events/news/4ArBw3WgWAWnSiIY3DXJuk/view
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ANALYSIS

Transactions backed by institutional capital target financial services

Institutional-backed transactions have focused most on financial
services (34% vs 25% of all transactions), a sector with a track record
as a proven asset class, with microfinance / retail banking (22%) being a
key sub-sector. Institutional-backed transactions have also been likelier
to target health (9% vs 6% of all transactions). Examples here include
larger funds like Investment Fund for Health in Africa Il, and smaller
funds like the Deutsche Bank Eye Care Fund. Institutional-backed
transactions have most commonly targeted SDGs 8 (Decent Work &
Economic Growth; 77%;) 9 (Industry, Innovation, & Infrastructure;
73%) and | (No Poverty; 63%).

Institutional investors most commonly invest through funds

Institutional investors commonly invest through funds (61% vs 41% of
all transactions). Standardized portfolio approaches that can offer larger
ticket sizes are key for achieving scale: e.g., in The State of Blended
Finance 2020 report, responsAbility Investments noted that “risk is not
the main problem for most private investors; it is mostly returns and the
simplicity of the structure that brings success.” Companies have been
targeted by 20% of institutional-backed transactions, though mainly by

asset and investment managers, rather than directly by pension and
insurance companies. Also, as George noted, de-risked EM debt can
appeal to institutionals in a global low-interest environment.

Transactions backed by institutional capital tend to be larger

Institutional-backed transactions tend to fall within larger size brackets
compared to the market overall (21% vs 18% for $50-100 million; 21%
vs 19% for $100-250 million; 9% vs 5% for >$1 billion). 42% of blended
transactions backed by institutional capital have been over $100 million
in size (compared to 37% of all transactions), while the median size for
transactions backed by institutionals is $80 million, compared to $52.6
million for the market overall. As Convergence has previously noted,
institutionals have significant assets under management (AUM) and
need large deal sizes to avoid the high transaction costs associated with
considering multiple smaller deals.

Transactions backed by institutional capital often have global focus

Institutional-backed transactions often have a global focus (22% of
institutional-backed transactions compared to 14% of all transactions),
largely due to their high use of funds, which can more easily have a
global reach. Beyond that, the regional patterns of institutionals match
those of the wider market, with sub-Saharan Africa being the most
common region of interest (46% vs 44%), suggesting that blended
finance has been successful in drawing this investor group to the
geographies where blended support is most available. Most
institutional-backed transactions have mobilized only one institutional
investor (59%). 22% have mobilized two, and 19% have mobilized three
or more.

Data Brief: Institutional Investors

Figure 2: Transactions by activity
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Figure 3: Transactions by blended vehicle type
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Figure 4: Transactions by total transaction size
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Figure 5: Transactions by target region(s)
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https://www.convergence.finance/resource/1qEM02yBQxLftPVs4bWmMX/view
https://www.convergence.finance/resource/1qEM02yBQxLftPVs4bWmMX/view
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Concessional debt / equity: the primary blending archetype

Most institutional-backed transactions use concessional debt or
equity (73% of institutional transactions vs 68% of all).
Institutional-backed transactions are also likelier to use
technical assistance (41% vs 34%), which can help funds to
develop a pipeline of bankable projects and to improve impact.
Institutional-backed transactions are more likely to use design
funding (15% vs 12%), but less likely to use guarantees (22% vs
32%), given their low use of project finance, which often uses
guarantees.

Figure é: Transactions by blending archetype(s)
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AXA and Prudential are the most active institutional investors

Key institutional investors in blended finance include insurance
companies (and their asset management arms) like AXA
Investment Management (I | commitments) and Prudential (9).
Transactions backed by multiple institutionals include larger
funds like Leapfrog Emerging Consumer Fund Il (14; $700
million fund size) and LeapFrog Financial Inclusion Fund Il (13;
$400 million), and also smaller funds like the South Africa-based
Asisa Enterprise and Supplier Development Fund (I3), which
was largely backed by locally domiciled asset managers and
insurance companies. However, local institutionals have been
only moderately active (see Figure 7). Prominent institutional
domiciles include the US, South Africa, France, and the UK.

Figure 7: Top institutional investors in blended finance
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Equity: the most popular instrument for institutional investors

Equity accounts for 66% of institutional commitments (63% for
corporates, 82% for private equity / venture capital firms) but
only 13% for financial institutions, for whom debt is a much
more prominent instrument (84%). 49% of financial institutions’
debt commitments were made through project financing, which
is not an often-used approach amongst institutionals. However,
due to the fall in their use of other instruments like grants or
guarantees, debt accounts for a slightly higher proportion of
institutional commitments between 2017-20 (33% vs 29% across
all time periods).

Figure 8: Commercial investors’ commitments by instrument deployed
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FMO, USAID, IFC and BMZ have been the most prominent
concessional funders to institutional-backed transactions

Key concessional funders to institutional-backed blended
transactions include FMO (Dutch DFIl; 38 concessional
commitments), the United States Agency for International
Development (USAID; 26), International Finance Corporation
(IFC; 14—the concessional financing here arising from IFC’s
donor partners), and BMZ (German Development Agency; |2).
Recently launched initiatives such as USAID INVEST, which
deploys innovative solutions focused explicitly on mobilizing
private capital, suggests that donors are taking steps to more
efficiently mobilize private capital at scale.

Figure 9: Providers of concessional finance to institutional-backed transactions
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https://www.usaid.gov/INVEST
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REFLECTIONS

Convergence has long been exploring institutional engagement
in blended finance. Recently, Convergence, in partnership with
The DFID Impact Programme, published a report entitled “How
to Mobilize Private Investment at Scale in Blended Finance,”
highlighting different constraints faced by institutionals, such as
capital charges for risky assets and liquidity requirements.
Meanwhile, The State of Blended Finance 2020 report looks at
how capacity building and education can boost the familiarity of
institutionals with blended finance as an investment approach.

As George relates: “Investors just need to come in, get familiar, and
understand the underlying risks. As they become more familiar, they
are willing to assume greater risk and no longer require the same
level of investment cover.”

However, as noted by Leticia Ferreras, Portfolio Manager,
Development Finance, Alternative Investments at Allianz Global
Investors (AllianzGl), various problems arise when attempting
to engage institutionals in blended finance. The lack of publicly
available DFI historical track records, for example, makes it a
challenge to show the likely performance of a blended fund.
Another challenge relates to the availability of first loss capital
for scalable funds, which is essential to attract institutional
capital. As Ferreras relates: “It is very hard to find donor capital
that is flexible enough to provide a first loss layer to a scalable and
globally focused fund. It is a question of mandate. If you are talking
to an institution that is focused on Africa, they will likely not be able
to provide a first loss layer to a fund that also invests in Latin America
or Asia. So, if a donor is only focused on Africa and climate finance,
and the proposed fund targets infrastructure globally, you would need
various first loss layers from different providers, which becomes
extremely hard to structure. This directly impacts scalability, because
if a fund focuses on only a certain sector and region, you might not
be able to deploy upwards of $1billion, and for us, given the amount
of upfront work involved in launching a fund, scalability is key.”

Fortunately, there are ways forward. Ferreras notes that with
private capital mobilization being an important performance
indicator for donors, much of AllianzGl's conversations focus
on bridging the gap between the varying interests and incentives
of donor organizations, and institutional capital’s preference for
scalable, risk-adjusted solutions. Some ideas to expand the
universe of potential institutionals interested in blended finance
funds include structuring funds with (i) liquidity features to
facilitate the early redemption of portions of investor capital, (ii)
a focus on purchasing lower-risk brownfield assets from the
books of MDBs and DFls, (iii) cross-currency hedging features;
and (iv) lower investment duration. Overall, Convergence calls
upon the blended finance and donor community to get creative
and more ambitious in finding what works to mobilize
institutional capital at scale.

Data Brief: Institutional Investors

METHODOLOGY AND NOTES

I.  Convergence’s database: Convergence maintains the largest and most
detailed database of blended finance transactions that have reached
financial close. Given the current state of information sharing, it is not
possible for this database to be fully comprehensive. We have made
efforts to capture all relevant blended finance transactions; however,
there are likely more transactions that have not been captured.

2. Scope of available data: This brief analyzes 150 blended finance
transactions that have received at least one commitment from an
institutional investor. This brief defines an ‘institutional investor’ as
those organizations tagged in Convergence’s Historical Deals Database
(HDD) as: (i) a commercial investor (i.e., private sector investors with
traditional commercial mandates) and (i) either a pension fund, an
insurance company, an asset manager, an investment manager, an
investment fund / facility, or a family office. This brief also draws upon
stakeholder interviews conducted with Anita George, Executive Vice-
President and Deputy Head of Caisse de dépot et placement du
Québec (CDPQ) Global, and Leticia Ferreras, Portfolio Manager,
Development Finance, Alternative Investments at Allianz Global
Investors (AllianzGl).

3.  Targetregions and countries: Convergence tracks region and country
data by stated region(s) and countries of focus at the time of financial
close, not actual investment flows. Often, regions and countries of
eligibility are broader than those explicitly stated.

4.  Currency: All $ figures are in USD.

ABOUT CONVERGENCE

CONVERGENCE is the global network for blended finance. We generate
blended finance data, intelligence, and deal flow to increase private sector
investment in developing countries.

BLENDED FINANCE uses catalytic capital from public or philanthropic
sources to scale up private sector investment in emerging markets to
realize the SDGs.

Our GLOBAL MEMBERSHIP includes public, private, and philanthropic
investors as well as sponsors of transactions and funds. We offer this
community a curated, online platform to connect with each other on
blended finance transactions in progress, as well as exclusive access to
original market intelligence and knowledge products such as case studies,
reports, trainings, and webinars. To accelerate advances in the field,
Convergence also provides grants for the design of vehicles that could
attract private capital to global development at scale.

www.convergence.ﬁnance
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