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Background 

 MGs increasingly used in rural development 
projects, 

– Including as mainstream instruments for financing private 
productive investments 
 

 Popularity of MGs coincides with declining use of 
(subsidized) credit  - are MGs doing better? 

– Concerns about effectiveness and sustainability 

– Concerns about impact on financial systems development 

 

 No guidelines and little empirical evidence available 

 



What are MGs? 

 Matching grants are one-off non-

reimbursable transfers to project 

beneficiaries, on the basis of a specific 

project rationale, for specific purposes and 

on condition that the recipient makes a 

specified contribution for the same purpose 

or sub-project.  



MGs can be classified in various ways 

Criteria Categories Examples 

Public goods / services  Social infrastructure (schools, clinics, water supply and 
sanitation), productive infrastructure (roads) 

Private goods  Inputs, machinery, business development /engineering 
services to individuals / companies 

By purpose 
and 
characteristics 
of goods 

Impure public and private goods Goods and services targeting some communities 
members or groups within a community (irrigation, 
storage, group-based processing) 

Working capital  Seeds, fertilizer, fuel  By purpose 
(type of 
capital) 

Investment capital  Equipment, vehicles, land, related technical services 

Suppliers of goods and services Financial institutions, researchers, technology providers By recipient  

Users of goods and services Farmers and farmer groups, rural MSMEs 

Entitlement based CDD  

Competitive Some VC, research and technology generation 

By allocation 
mechanism 

Through financial institutions Linked to complementary loan from financial institution 

 



Where do we stand? 

 What we did so far 
– Project and literature review 

– Draft Technical Note with IFAD PTA 

– Informal consultations with TCI and IFAD staff 
 

 Purpose for today’s session: 
– Present initial results and findings 

– Feedback on next steps  
 Need for a thematic group?  

 Further work? 



General considerations 

 MGs for productive investments need a strong(er) 

justification and design, in view of  

– opportunity costs of scarce public funds 

– risks of distortions and fraud 

– lack of sustainability 

 What are the public good elements, externalities, or 

spill-over effects of targeted investments? 

 Effectiveness?  

 Unintended side-effects? 



The use of MGs is least debatable for 
... 

 Large investments with clear benefits to the 
entire community/specific poor target groups 

 Generation and introduction of innovations 
and new technologies; 

 Environmental benefits 

 Start-up financing 

 Specific situations (post disaster, post 
conflict, land reforms, ...)   



General considerations (2) 

 The complexities of designing and implementing MG 
schemes are often under-estimated 
 

– e.g., in terms of hr and inst. capacities to  
 appraise and monitor investments,  

 verify eligibility of applicants 

 minimizing elite capture, politization and crowding out 

 maintaining high levels of transparency and accountability 

 

=> Needs/costs for capacity and institution building 
need to be assessed realistically 



MG or financial systems development? 

 Financial systems development is the first choice  

– but challenges remain: (term finance, remote areas, time) 

 Do no harm! - MG as stand-alone only if 

– no FI provides term finance or could be assisted to do so  

– robust design and implementation can be assured at 

reasonable costs  

 Opportunities for linking MGs with financial services 

should be exploited 

– potential for “crowding in” financial institutions and linking 

beneficiaries with them 



Key design questions (1) 

 What types of investments are to be co-financed and for 
whom?  

– Define the eligible types of investments and their costs (including 
investment and working capital requirements); 

– In case of a broad range of possible choices, define a negative list 
and/or exclusion criteria; 

– Define the target groups for each type of investments. 

 What is the case for public co-financing of these 
investments?  

– Define public good characteristics, if applicable; 

– Describe the exact types of externalities including spillover and 
demonstration effects and quantify them to the extent possible. 

 



Key design question (cont.) 

 Are the investments technically feasible and financially 
profitable?  

– Agro-climatic conditions, availability of spare-part, support 
services, etc  

– Profitability of the investments based on realistic marketing 
conditions and prices 

 

 Why are these investments currently not financed up to 
their economic potential in the project area? 
 

– (a) Key constraints facing the target group, such as (i) savings 
and payment capacity, (ii) collateral, (iii) )access to financial 
services, (iv) technical and managerial capacities? 
  

– (b) Key constraints facing FIs: such as (i) knowledge about 
target groups and investments, perceived risks, operational 
capacity, access to long term funds, etc. 



Key design question (cont.) 

 Are MGs the best choice? Alternative design options? 

 

 Could financial institutions be supported to upgrade their 

services in order to meet some of the financing requirements? 

– e.g., through risk sharing instruments, TA, long term funds? 

 

 If MGs are needed, how can they be designed in a way to 

maximize their effectiveness in promoting viable investment? 

– enhancing local capacities? 

– complementary measures ? 

– Linking with financial services? 

– Harmonization with related donor and government programmes 

 



Key design requirements    

 Justification for the use of matching grants as an instrument in the 
proposed project/program based on an analysis of alternative 
interventions and financing options; 

 Objectives of the matching grant (sub-)component; 

 Intended beneficiaries;  

 For each main type/category of matching grants: details on the type of 
support [assets, cash/kind, technical assistance, etc.], minimum and 
maximum grant amounts, expected matching contribution [amounts in 
cash/kind]; 

 Eligibility and selection criteria per each type of grants and competitive 
nature (where applicable);  

 Selection process and institutional arrangements, in particular the 
institution/committee in charge of decisions and its composition; 

 Expected main outcomes and impacts of the scheme.  



Now we look at the evidence from 14 
projects ... 

 Anna 



Key design issues and options 
(Michael) 

 How to link with financial institutions? 

– examples from Rwanda 

– evidence 

– other ideas 

 



Key design issues and options 

 A few other slides on key issues and options 

Michael would want to highlight 


