
 

 



INTRODUCTION - WHY FINANCE MATTERS IN DEVELOPMENT 

While its priorities change with the times, USAID has always been focused on reducing poverty and fostering 
sustainable economic growth.  And its key strategy for achieving this has been establishing the conditions under which 
a free market can take root and flourish. 

A key element of those conditions is an efficient financial sector.  As Caprio and Honohan of the World Bank stated: 

“Having a financial system that does a good job of delivering essential services can make a huge difference 
to a country’s development.  Ensuring robust financial sector development with the minimum of crises is 
essential for growth and poverty reduction, as has been repeatedly shown by recent research findings.”   

Finance – the alchemic process through which savings are transformed into capital and then allocated into 
investment – is indispensable to development.  And the ability to access financing is a necessary condition for 
economic growth, as well as to the success and sustainability of other development priorities such as reducing 
poverty, advancing food security, mitigating climate change, and improving global health.  The linkage between 
access to finance and economic growth has been well established.  And the reasons for this are self-evident: economic 
growth results from productivity improvement, productivity improvement requires investment, and investment 
almost always requires financing.  Economies with well-developed financial sectors are much more competitive than 
those without them, because their enterprises have ready access to finance for working capital, equipment, and 
expansion. 

Historically the Agency invested heavily in financial sector development, spending over $1.2 billion from 1988 and 
2000, with interventions in some 87 countries.  These projects had remarkable impact, particularly in Central and 
Eastern Europe and the Former Soviet Union.  USAID’s interventions have been instrumental in strengthening and 
deepening financial systems around the world.  

Still, access to finance remains a challenge for firms throughout the developing world, always ranking high in 
surveys of obstacles to competitiveness.  Developing country financial sectors generally have much narrower ranges 
of credit and savings products than advanced countries do.  Their nonbank sources of finance, such as leasing, 
factoring, insurance, and securities markets are extremely limited, and their banking sectors mainly channel finance 
to larger companies and governments.  This leaves micro, small, and medium-sized companies without adequate 
access, with direct consequences on economic growth.  

But the focus of the Agency has shifted.  While economic growth and its subject areas are still in our lexicon, there is 
more attention (and more funding) being directed to specific outcomes – notably improved global health, food 
security, and mitigating climate change.   

Accordingly, a key challenge for Private Sector Development officers is how financial sector development is relevant 
to an Agency whose funding is largely focused largely on other priorities.  In fact, these priorities depend 
enormously on well-functioning networks of competitive private firms – and therefore on access to finance. 

The purpose of this Field Guide is to support field officers in addressing this challenge.  It is intended to provide the 
rationale for why access to finance must be woven into non-EG programming, and strategies for how that can be 
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accomplished. It will introduce the financial sector “infrastructure” and briefly discuss the potential intervention 
points for strengthening and deepening the financial sector. It highlights financing requirements within non-EG 
initiatives such as health, agriculture, education, and gender, and introduces innovations from the field, with 
examples of how Missions have woven access to finance into non-EG programming. And it addresses transactionally-
focused interventions, such as Development Credit Authority (DCA) and other risk mitigation, yield enhancement, 
and incentive programs designed to encourage actual financings and attract private investment. As USAID becomes 
more willing to use its resources to directly support financial transactions, it reviews techniques and partnerships for 
such interventions.  A final section provides a refresher course for most BS 21s on basic finance concepts and 
terminology. 

 

 THE FINANCIAL SECTOR ECOSYSTEM AND ACCESS TO FINANCE INFLECTION POINTS 
In the past USAID invested heavily in “financial sector development”, understanding it to be a key driver of economic growth, but this has 
given way to a greater focus on “access to finance” – a “slimmed down” version of financial sector development, directed more on 
encouraging actual transactions. In fact, the two are closely aligned, and effective engagement requires an understanding of what the 
financial sector is, and where interventions are possible, to improve access to finance.    

The Financial Sector Ecosystem 

Finance is the process of intermediating financial assets, and performs four key beneficial functions: 

• It mobilizes, pools, and protects savings in the form of capital 
• It allocates that capital (primarily through pricing) to the most productive investments (where it can earn the 

highest return vis-à-vis the risks) 
• It oversees and monitors those investments 
• It allows for the sharing of risk.   

 
The financial sector is the “ecosystem” of oversight institutions, supporting infrastructure services, and instruments, 
intermediaries and markets through which finance is conducted. It ranges from the legal, regulatory and 
institutional framework that governs transactions to be made, to the actual extension and collection of credit. 
 
Financial sector development is the process of strengthening, broadening, and deepening financial systems, and 
can be undertaken through a broad range of interventions to make financial intermediation safer and more efficient. 
 
The ultimate objective of financial sector development is to improve access to finance, by providing more and better 
financial products to savers (on the sources side) and borrowers (on the uses side), and making the intermediation of 
these products cheaper and safer.   
 
This is primarily accomplished through introducing new or strengthening existing intermediation channels and 
instruments (for example, capital markets and bonds), by reducing the costs inherent in intermediation (looking 
mainly at transactions costs and risk costs), and by ensuring proper regulation and oversight. 
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Inflection Points 

The above graphic represents the key elements within the financial sector and presents a way to identify financial 
sector “inflection points” (the points at which interventions can be made to strengthen, broaden and deepen the 
financial sector). It is important to realize that finance is highly systemic – all of these elements need to be in place 
and operating well if access to finance is to be adequate for the reasonable requirements of businesses and 
households.  Let’s review these inflection points and highlight their role and importance in a well-functioning 
financial system. 
 
1. Macro-Level/Enabling Environment – the enabling environment is the broad legal and Regulatory context in 

which the financial system operates: 

Policy environment 

• Macroeconomic stability:  Interest rates, exchange rates, and inflation need to be managed with as little 
variability as possible for both domestic and foreign investment.  Of course, the global business cycle will 
affect these variables, but well-implemented central banking will minimize instability. 

• Limited government claims on the banking system:  Excessive government borrowing consumes already-limited 
domestic savings resources and crowds out private borrowers.  The availability to banks of safe investments 
in government debt makes them less interested in seeking out private sector lending opportunities, especially 
those with greater risk. 
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Legal and regulatory environment 

• Enforceability of contract:  All savings, lending, and investment transactions involve a contract that requires 
the receiver of funds to return them, plus a return, to their provider, according to a certain schedule.  It is 
critical to the functioning of the financial sector that the provider of funds can trust that these contracts will 
be honored, or if defaulted, then enforced.  One of the major constraints in access to finance in developing 
countries is uncertainty and difficulty in enforcing contracts.  

• Effective financial regulation:  The financial sector needs to operate under a set of well-defined legal and 
administrative rules whose overriding purposes are to protect the funds provided by savers and ensure that 
they are properly managed so that they can be returned, while also protecting borrowers from deceptive 
lending practices.  Financial regulation is calibrated according the type of financial intermediary and the way 
it funds itself.  The most highly regulated are commercial banks, because they are licensed to accept the 
deposits of the public.  Pension funds and insurance companies are also strongly regulated, to help ensure 
that they can meet their obligations to their clients.    

• Effective financial supervision:  Supervision is the process of oversight to monitor the safety and soundness of 
financial intermediaries, and to track their adherence to regulations.  Effective supervision requires regular 
reporting by financial intermediaries, proper accounting and auditing, and periodic onsite inspection of 
them.  Supervision of the entire financial sector can be housed in a single institution – usually the central 
bank – or distributed across several functional supervisors. 
 

2. Meso-Level/Financial Infrastructure 

At the meso-level are the support systems and services that allow the financial sector to function smoothly.  They 
include:  

• Credit Bureaus:  Credit bureaus reduce financing risk by giving lenders information on the creditworthiness 
of borrowers.  At a minimum, they provide “negative” information about borrowers – whether they have 
defaulted on debts or failed to service them when due.  They may also provide “positive” information as to 
on-time performance in repaying debts.   

• Pledge/Collateral Registries:  Since the great majority of loans are secured by collateral as the “second way 
out”, it is essential that lenders know whether or not a particular piece of property, equipment, or any other 
asset has been promised to any other lender as collateral for a loan.  Pledge registries are institutions that 
record all claims on collateral, and allow a lender to know its position – first, second, or otherwise – in the 
event that the asset must be seized and liquidated as a means of recovering loan value in the event of 
nonpayment.   

• Credit Rating Agencies:  These agencies are of two types.  The first provide ratings on companies, according to 
their likely ability to repay both trade debt and bank credit.   This is a very useful service for lenders that is 
common in advanced markets but rare in developing countries.  The second type of credit rating applies to 
the probability of repayment of a particular debt issue itself, such as a government or corporate bond 
offering.  Again, the rating helps smooth the flow of finance by providing lenders and objective assessment 
of credit risk.  
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• Financial Training Institutions and Bankers Associations:   These organizations build professional capacities in 
financial intermediaries and among financial professionals – expertise that is critical to structuring financial 
products, evaluating credit risk, and operating financial institutions efficiently. 

• Accountants and Auditors:  These critical service providers enable companies, as well as financial institutions 
themselves, to report financial information in a standard manner, allowing savers and investors to 
understand and evaluate financial performance and status, and compare across prospective users of funds in 
order to make the most suitable placement decisions.  They are guided and supported by accounting 
standards, such as International Financial Reporting Standards (IFRS), that are developed, adopted, and 
promulgated by accounting industry associations.    

• Capital Markets/Stock Exchanges:  These are the highly organized markets for the issue and trading of 
securities – both debt (bonds) and equity (stocks).  Their operational infrastructure consists of securities 
registrars, broker-dealers, clearinghouses, and securities depositories.  They are regulated and supervised to 
protect investors.   

• Payment/Clearing and Settlement Systems:  These systems underlie the financial sector as well as the entire 
monetary economy.  They implement, mainly through commercial banks, the transfer of funds in all 
financial transactions, whether immediate payment for goods and services, debt servicing, or deposit and 
withdrawal of cash in daily commerce. 

3. Supply Side/Intermediaries 

The great majority of finance is channeled from suppliers of funds (savers and investors) to users of funds (borrowers 
and sellers of equity) through financial intermediaries.  These consist of the following major groups. 

• Banks and Quasi-Banks:  Commercial banks take deposits from the public and make loans.  They also invest 
in securities.  They are highly regulated and supervised because they are entrusted with the public’s deposits, 
which are often guaranteed up to a certain level by government.  In general, we can group microfinance 
institutions with commercial banks, because their lending practices while smaller in size are similar, and 
increasingly they also take deposits. Quasi-banks include a range of savings and credit cooperatives that 
provide financial services to their owner-members, along a continuum of formal to informal organization. 

• Non-Bank Finance Companies:  These are institutions that provide finance directly to businesses and 
households, but do not take deposits.  Common examples are leasing companies, factoring companies, 
equipment finance companies, purchase order finance companies, and export finance agencies.  They fund 
themselves either from the contributions of their owners – often a parent bank in developing countries – or 
by issuing securities on capital markets. 

• Capital Markets Intermediaries:  These are institutions that channel loans and investments to users mainly by 
buying debt or equity securities on capital markets.  Their main representatives are pension funds, insurance 
companies, and investment funds.  They obtain their funds mainly from individuals who seek long-term 
returns (as for pension and investment funds) or specific financial services (as for insurance companies).  In 
advance economies they are enormously important, but serve only a small fraction of developing country 
financial sectors. 
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4. Demand Side/Borrowers 

These are the ultimate users of funds.  They can be grouped in categories that reflect different kinds of needs and 
lender focus areas: government (national, sub-national), large companies, SMEs, farms and rural enterprises, 
microenterprises, and households.  They obtain finance from a range of sources and through a range of financial 
instruments, including: bank business loans (working capital, term loans), mortgages, consumer credit, commercial 
paper, corporate bonds (public and private placements), government bonds and bills, and company equity. 

The graphic illustrates these categories of users and sources and indicates their relationships.  The sizes of the 
individual boxes roughly indicate the typical shares, for developing countries, of users of finance in the total 
obtained, on the left hand side, and on the right, the typical shares of sources of that finance. The connecting lines 
indicate the most important sources for each user.  
 

 
 
In advanced financial sectors, these shares are very different.  Government’s claim on total credit, while significant, 
is much smaller, and credit extended to smaller businesses and households is much larger.  On the sources side, 
commercial banking – which can represent 90% or more of total finance provided in some developing countries – is 
of course important but considerably smaller, with nonbank finance companies and securities markets providing 
very large shares. 
 

INCORPORATING FINANCE INTO NON-EG PROGRAMMING 

Access to Finance - Outputs and Prospective Programming by Agency Priorities 

In this section we want to consider how finance needs to be incorporated into USAID programs other than those 
designated as Economic Growth.  How do development needs in health, food security, climate change, water 
management, education, and gender depend on access to finance?  How are these financing requirements met? 
The most general point is that while our development assistance is catalytic, actual progress is realized in all of these 
areas through products and services best provided by the private sector, and through government investment in 
infrastructure and services.  Neither the private sector nor government can fulfill its functions without the ability to 
find finance for viable plans and projects.  Therefore, in considering development assistance even in these areas 
whose goal is not economic growth per se, access to finance is critical.  
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The accompanying table provides an overview of the many different kinds of businesses and projects that need 
financing if development in these non-EG areas is to live up to our expectations.  The absence of any one of them 
compromises the progress of the entire sector.  And they all justifiably require financing, demonstrating how 
dependent development goals are on access to finance – or, put another way, how much more productive our 
development assistance investments would be if they were complemented by readily available credit to viable 
businesses and well-managed government budgets. The table indicates the types of financing instruments that are 
suitable for these needs, and the kinds of financial intermediaries – common across all sectors – that would typically 
supply them. 
 
The key is getting finance to these needs.  Partly this is accomplished broadly by systemic financial sector 
development, which has been and must continue to be the focus of designated Economic Growth projects.  
Referring to the circular diagram above, these systemic projects address the “inflection points” in the Macro-Level 
Enabling Environment for finance (legal, regulatory, and supervisory systems), as well as the Meso-Level Financial 
Infrastructure (the numerous financial sector supporting services), that encourage and enable financial 
intermediaries to safely establish themselves and expand the range of financial instruments they offer to savers and 
borrowers.   
 
At the same time, and as these systemic improvements are being established and improved over time, finance can be 
channeled through specific, tailored types of proven instruments to critical needs identified in food security, health, 
climate change, education, and gender.  These access to finance interventions, which can and should be contained in 
non-EG projects, focus on Micro-Level Retail Providers (financial intermediaries) and, on the demand side of the 
financial system, Borrowers themselves. We will review such “transaction financing” in the next section.
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• Crop cycle and 
production growth 

• Soil improvement 

• Agricultural inputs 
suppliers inventory 

• Farm equipment 
selling and leasing 
companies 

• On-farm well and 
irrigation systems 

• On-farm energy 
generation systems 

• Cold chain and 
transport / logistics 
services and 
equipment 

• Startup/expansion for 
a range of extension, 
veterinary, and 
equipment 
maintenance services 
providers 

• Premises preparation 
and equipping of 
private clinics 
providing wide retail 
access 

• Premises and 
equipment for 
pharmacies providing 
retail distribution of 
medicines 

• Education and 
equipping of 
independent health 
professionals in a 
range of specialty 
services 

• Equipment and 
inventory for medical 
products distributors 

 

• Small/mid-scale hydro, 
wind, biogen 
installations 

• Power equipment 
providers  

• Private power 
distribution systems 

• Startup/expansion for 
a range of power 
systems servicing and 
maintenance 
providers 

• Tuition for 
households 

• Startup/improvement/ 
expansion of private 
schools 

• Private professional 
training services 

• Startup/expansion to 
encourage the entry 
and growth of a wide 
range of women-
owned and women-
managed SMEs 

• Retail inventory 

• Production and 
transport equipment 

• Production materials 
inventory 
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• Road systems – farm 
to port 

• Major irrigation and 
water capture systems 

• Hospitals 

• Water, sanitation, and 
hygiene (WASH) 
systems infrastructure 

• Medical education / 
training institutions 

• Retrofitting for 
reduced emissions of 
large thermal power 
plants 

• Large hydropower 
systems 

• Geothermal power 
systems 

• Power distribution 
systems 

• Schools 

• Universities 

• Road / transport 
infrastructure 
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• Crop loans 

• Term loans 

• Project loans 

• Equipment leasing 

• Equipment financing 

• Factoring 

• Inventory finance 

• Purchase order 
finance 

• Warehouse finance 

• Crop insurance 

• Weather insurance 

• Forward markets 

• Government bonds 

• Equity 

• Startup loans 

• Term loans 

• Equipment leasing 

• Equipment financing 

• Personal loans 

• Project loans 

• Property insurance 

• Government bonds 

• Risk capital 

• Equity 

• Equipment financing 

• Equipment leasing 

• Startup loans 

• Project loans 

• Property insurance 

• Government bonds 

• Corporate bonds 

• Risk capital 

• Equity 

• Student loans 

• Mortgages 

• Term loans 

• Startup loans 

• Working capital loans 

• Property insurance 

• Government bonds 

• Corporate bonds 

• Startup loans 

• Cash flow loans 

• Purchase order / 
buyer finance 

• Mortgages 

• Term loans 

• Working capital loans 

• Property insurance 

• Risk capital 

• Equity 
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• Commercial banks (including microfinance institutions) 

• Development finance institutions (international and local) 

• Nonbank finance companies (leasing, factoring, equipment finance, purchase order finance, export finance) 

• Major buyers (value chain finance) 

• Securities (stock and bond) markets 

• Pension funds 

• Insurance companies 

• Investment funds 

• Foreign investors 

• Private equity 

 
  

FINANCING TRANSACTIONS  
In this section we will consider options for incorporating A2F into non-EG programs.  How can we stimulate actual 
financial transactions – lending and investing opportunities – that target specific beneficiary groups?  In this case, 
beneficiaries are the private firms and public sector agencies that need to provide the products and services surveyed 
in the table above – those that will enable achievement of broad goals in the food security, health, climate and water, 
education, and gender sectors.  To reach these beneficiaries, A2F programs will need to partner with investors and 
financial intermediaries, so we will look at how to assess partnering opportunities. 

Financial Transactions Supporting Non-EG Programs 

Beyond fostering, through systemic reforms, the expansion of bank lending to SMEs and the emergence of nonbank 
financial institutions and securities markets, how can we help get finance to the many private firms that need it for 
the success of non-EG programs?  And how can we complement the heavy financing requirements of public 
agencies for the building of transport, energy, health, and education systems?  There are three major types of 
transactions or financing channels to consider that we can feasibly catalyze:  (i) asset-based finance, (ii) investment 
funds, and (iii) public-private partnerships (PPPs).  In addition, all of these can be supported by guarantee facilities, 
such as DCA.  The following table briefly describes these transactions types, and maps them to the instruments 
listed in the table of financing needs in the previous section. 

Transaction Type Uses 

(i) Asset-based finance. The working capital assets of firms in developing countries are typically 
underemployed as collateral, because for various reasons related to underdevelopment of the 
financial system (lack of credit information, difficulty of collection, difficulty of liquidation), banks do 
not like to accept them.  The main groups of these assets are receivables, inventory, and purchase 
orders.  In addition, production equipment, especially smaller-scale, is underused in supporting 
finance, such as through leasing. Projects can encourage these kinds of transactions by organizing and 
building the capacities of financial intermediaries to provide them, by dedicating DCA credit 
guarantees to them, by providing subsidies or capital to partner financial intermediaries launching 
them, and by granting success / incentive fees for qualifying transactions. 

• Working capital loans 

• Equipment leasing 

• Equipment financing 

• Factoring 

• Inventory finance 

• Purchase order finance 

• Crop loans 

• Warehouse finance 

Financing Growth Field Guide V8   



Transaction Type Uses 

(ii) Investment funds.  In the absence of well-developed stock and bond markets, non-EG development 
assistance programs can support the emergence of investment funds that purchase the long-term 
debt and / or equity securities of viable companies and governments.  Investment funds can be 
targeted at certain sectors or certain types of borrowers.  Direct investment in such funds can be 
programmed, in partnership with other donors who have dedicated funds to these sectors – for 
example, the New Alliance for Food Security and Nutrition in Africa.  Also, DCA credit guarantees 
can be applied to the securities issued by such funds, to help attract private investors into them. 

• Term loans 

• Project loans 

• Government bonds 

• Corporate bonds 

• Mortgages 

• Risk capital 

• Equity 

(iii) Public-private partnerships.   Projects can also be designed to help develop PPP structures for major 
government infrastructure and utilities investments needed for food security, climate adaptation, 
WASH, health, and education.  Assistance can facilitate especially foreign private investment into 
them – both strategic operators and social investors. 

• Project loans 

• Risk capital 

• Equity 

 

In all of these cases, in addition to any direct investment or subsidy to stimulate the development of these financial 
products and channels, demand-side support is essential.  Programs should assist borrowers in being aware of and 
applying for finance, and in operating successfully in order to repay loans and provide a return on investments.   

A Field Diagnostic for Partnering in Finance 

The following checklist, currently in beta version, provides a framework diagnostic to guide Field Officers on how 
to select private financial intermediaries to engage as partners  in supporting financial transactions for targeted 
beneficiaries in non-EG projects. This will provide both Field Officers and prospective partners with a quick 
indication of the feasibility of an engagement with USAID, as well as prospects for sustainability. It also ensures a 
more positive experience in dealing with prospective partners (even if they are not successful).   

The checklist is summarized in the following matrix, which captures the scoring of the questions that follow.  There 
are two dimensions – situational/transactional, and risk/resources – each of which is addressed by the question sets.   
For any financial intermediary that is a prospective partner in stimulating financial transactions – one that will 
receive or co-invest with USAID funding – this diagnostic can be employed. 

 

 

 
Average Strong Strong 

 

Poor Average Strong 

 
Poor Poor Average 

 Low Medium High 

         Situation & Transaction Analysis 

Low
 

M
edium

 
High 

R
isk

 A
sse

ssm
e

n
t &

 R
e

so
u

rce  R
e

q
u

ire
m

e
n

ts 

SCORING MATIX  

Situational and Transaction Analysis Priority          
(scores added together):  

• High (35-50) 
• Medium (20-34) 
• Low (0-33) 

 

Risk Assessment and Resource Requirement        
Priority (scores added together):  

• High (18-25) 
• Medium (10-17) 
• Low (0-10) 
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INITIAL ASSESSMENT 
Situational Analysis – How does the proposed engagement rate, given our objectives and requirements? 

1= Low or weak, 5 = High or strong  1 2 3 4 5 

Development Priority – How do expected outcomes from the targeted investment coincide 
with CDCS objectives and/or broader USAID and Mission priorities? 

     

Evidence-Based Likelihood of Success – How strong is the evidence to support the likelihood 
that the targeted investment will achieve the expected outcome? 

     

Additionality – How likely is it that without USAID support, the transaction would otherwise 
not occur? 

     

Spillover Benefits – How extensive are the broader benefits that might result from the 
investment (i.e., does this create a demonstration effect which could be replicated and scaled 
up)? 

     

Results Measurement – How clearly can the beneficiaries of this investment be identified and 
the expected economic benefit from the investment measured? 

     

Subtotal      

TOTAL  

 

Transactional Analysis – How attractive is the specific transaction?    

1= Low or weak, 5 = High or strong  1 2 3 4 5 

Cost/Benefit – How strong is the leverage (expected economic benefit in relation to the 
resources that USAID is contributing)? 

     

Competition – If other entities are capable of making the same investment, how compelling is 
the rationale for working with this specific partner? 

     

Subsidy Minimization – What is the confidence level that that the proposed USAID 
contribution is the least possible subsidy required for the investment to occur? 

     

Sustainability – How feasible is it that the enterprise launched with the investment will be 
sustained, therefore requiring little or no additional investment or involvement by USAID? 

     

Subtotal      

TOTAL  
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Risk Assessment – How significant are the risks?     

1= Low or weak, 5 = High or strong  1 2 3 4 5 

Reputational Risk – How likely is it that USAID support will result in reputational harm for the 
Agency? 

     

Market Distortion Risk – How likely is it that that USAID engagement will result in negative 
market distortions? 

     

Environmental and Social Risk – How feasible is it that the intervention could result in 
negative environmental or social impact? 

     

Subtotal      

TOTAL  

 

Resource Requirement – How does the opportunity measure up in terms of cost/benefit?  

1= Low or weak, 5 = High or strong  1 2 3 4 5 

Level of Effort – In relation to other commercial engagement opportunities, how extensive 
will be the time commitment from USAID vis-à-vis the expected benefits? 

     

Financial Resources – In relation to other commercial engagement opportunities, how 
extensive is the financial commitment from USAID vis-à-vis the expected benefits? 

     

Subtotal      

TOTAL  

 

Combining the guidance on types of needed financial transactions that can be catalyzed, and the diagnostic for 
selecting financial intermediaries and investors with whom to partner, we can design effective support for access to 
finance to incorporate in non-EG projects.   In so doing, we will greatly magnify the development impact of our 
interventions in food security, health and water, climate change, education, and gender. 
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DEVELOPMENT FINANCE 101 – HOW TO SOUND LIKE AN EXPERT  
The following glossary provides a brief, broad listing of terms that are useful in development finance.  It does not 
include items that are relevant only in advanced financial markets. 

Term Definition 

Asset-Based Lending Finance provided by banks and finance companies that is proportional to and secured by key 
working capital assets, especially receivables, inventory, and purchase orders. 

Basel Standards Sets of practices focused on asset quality and capital adequacy that are periodically issued by the 
Bank for International Settlements (BIS) in Basel, Switzerland, to which national bank supervisors 
and banks seek to adhere for institutional and systemic safety and soundness.  Most recently, the 
third set of standards (Basel III) has been promulgated and is in the process of implementation. 

Bill A short-term debt security (30 to 365 days), virtually always traded on a public market, issued 
by governments (Treasury bills) 

Bond A long-term (1 year or more) debt security; that is, a security whose principal value must be 
repaid and which has a defined interest rate.  Some bonds may be convertible into equity.  May 
also be called “notes” 

Broker-Dealer A licensed individual or company that buys and sells securities on behalf of others or for their 
own account. 

Capital Markets Or, securities markets – formal, regulated markets for the sale and purchase of securities 

Capitalization Ratio Market capitalization – the total value of shares outstanding on a stock market – divided by the 
country’s GDP.  A measure of the capacity of stock markets as a channel for finance in a 
country. 

Commercial Paper A short-term debt security (30 to 365 days), always traded on a public market, issued by large 
corporations 

Credit Enhancement An assurance of repayment provided by a third party, which reduces loan risk and therefore 
expands finance.  Includes guarantees for various percentages of principal provided by 
development credit organizations, individual co-signings, and credit insurance. 

Credit Rating Provided by private rating companies, credit ratings provide an assessment, in the form of a 
letter or number “grade”, either of the level of confidence that a certain debt issue by a 
government or corporation will be repaid (Moody’s, Standard & Poors, Fitch), or of the level of 
confidence that a company will be able to service its debts in general (Dun & Bradstreet, 
Coface) 

Credit Registry A database recording the loan repayment performance of individuals and companies.  It may 
record only “negative” performance (defaults, bankruptcies) or both negative and positive 
performance.  

Derivative A security whose value and yield depends on (is derived from) the performance of another 
asset or security.  Examples: stock index futures and options, credit default swaps, interest rate 
caps 

Factoring Working capital finance provided by means of the purchase of a trade receivable (at a discount) 
by a factoring company, immediately upon shipment.  Factoring may be with our without 
recourse. 

FATF Financial Action Task Force, which sets standards for anti-money laundering and countering 
financing of terrorism (AML/CFT) 

Finance Company A financial intermediary that makes loans directly to individuals or firms, often for working 
capital, and funds itself from the capital of its owners (which are sometimes banks) and / or the 
issuance of commercial paper. 
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Term Definition 

Financial 
Intermediary 

A formal organization that receives funds from owners, investors, and savers, and channels funds 
to individual, company, or government borrowers and sellers of equity. 

Financial Regulation Legal standards set for commercial banks, insurance companies, securities markets, and pension 
systems that are designed to protect savers and investors and encourage the safety and 
soundness of financial intermediaries.  Financial regulation can be “functional” – separated 
according to financial subsector – or “unified” in a single institution, usually the central bank 

FSAP Financial Sector Assessment Program, conducted periodically by the World Bank & IFC.  A key 
document to evaluate the status and progress of country financial sectors. 

Futures and 
Forwards 

Contracts that obligate the seller to deliver a certain amount of an asset or commodity to the 
buyer at a fixed point in the future.  These for example allow a farmer to lock in the price of a 
commodity that s/he will deliver at harvest. 

IFRS International Financial Reporting Standards 

IOSCO International Organization of Securities Commissions, which sets standards for all national 
securities commissions  

IPO Initial public offering – the first time a company sells equity on a stock exchange.  The number 
of IPOs per year is another indication of the capacity of a country’s stock markets as a channel 
for finance. 

Liquidation The process of selling the assets of a bankrupt company.  Creditors and investors are paid the 
proceeds from these asset sales according to their “seniority”, usually: bank loans, unsecured 
debts (including bonds), subordinated debt, preferred stock, common stock 

Mezzanine Debt Subordinated debt; so called because it sits between equity and senior secured loans   

Over the Counter Decentralized trading of securities, via telephone or computer, rather than on an organized 
central exchange 

Pledge Registry An officially-recognized database of pledges of collateral assets by borrowers to lenders as 
security for loans.  Assets may be pledged to multiple lenders, so the pledge registry allows 
lenders to know who, if anyone, has claim on an asset before them. 

Portfolio 
Diversification 

A basic principle in finance which states that a financial intermediary’s overall investment and 
loan risk is reduced by placing funds across a wide range of sectors and firms whose business 
performance is unlikely to be correlated. 

Private Equity Equity capital provided by financial investment funds privately – that is, directly to owner-sellers, 
rather than on public markets.  Private equity investors generally target medium-sized 
companies and aim to increase their value and then “exit” within 5 years by means of sale to a 
“strategic” (i.e. industry) investor. 

Private Placement The sale of a security to a private entity (individual or organization), rather than on a publicly-
regulated market 

Purchase Order 
Finance 

Working capital finance that is provided to a company in advance of shipment, based on its 
receipt of a firm purchase order from a reliable buyer.  It is provided in stages, secured by the 
associated inventory and receivable. 

Risk Capital Subordinated / mezzanine debt and equity provided by outside investors and financial 
intermediaries (i.e., other than founder owners) 

ROSC Report on the Observance of Standards and Codes.  A periodic assessment by the IMF of the 
extent to which a country’s financial supervisors, regulators, and intermediaries follow 
international standards for institutional and systemic safety and soundness. 

SACCO Saving and Credit Cooperative – a general term for a range of local / village-level financial 
institutions that range from informal to formally-registered. 
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Term Definition 

Secondary Market A securities market on which debt or equity can be traded after it is issued and originally 
purchased.  Active secondary markets make capital markets more productive as channels of 
finance because they give original investors in securities the confidence that they can resell them 
and obtain liquidity if they need it. 

Securities Depository A central agency that holds securities for individual or institutional owners in a deposit, from 
which securities are sold and to which purchased securities are added.    

Securitization Securities representing a claim on a pool of loans and investments – a fund holding the debt or 
equity of multiple users.  Risk is reduced due to the diversification of final users. 

Security A financial instrument issued by a government or private company, with self-contained 
repayment and yield terms, that is typically traded on a public exchange, but can also be 
privately placed. 

Smart Campaign A self-regulatory initiative supported by USAID and other donors to promote formal Client 
Protection Principles for all microfinance institutions, that protect the interests of their 
borrowers, particularly from over-indebtedness 

Stock An equity security; that is, a security representing a share of ownership of a firm, therefore 
having no repayment obligation.  Common stock has no defined yield.  Preferred stock may 
have a defined yield, and in the event of liquidation is paid before common stock. 

Stock Market 
Turnover 

The total value of shares traded over a year divided by market capitalization.  A measure of the 
capacity of stock markets as a channel for finance in a country. 

Subordinated Debt Loans or debt securities that are formally subordinated to more senior loans; that is, paid out in 
liquidation after senior debt. 

Tiered Listing Different stringency requirements for issuing securities on public markets.  Tiered listing 
requirements may be useful in developing countries to allow smaller companies to issue on 
public markets. 

Venture Capital A form of private equity that focuses on startup or early stage companies with the possibility of 
strong growth. 

Warehouse Receipt A document certifying that an owner has deposited a certain quantity of a standardized, graded 
commodity in a bonded warehouse.  Representing inventory that can be easily liquidated, the 
receipt can be used to secure working capital finance from a bank or finance company 

Yield Curve A chart of average interest rates in a country over a range of maturities, from overnight to the 
longest-term bond.  Company debt is priced at a “spread” over the yield curve for government 
debt, since the latter is usually considered the safest. 
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