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Promoting Impact by Creating Markets:
Management and Measurement W

By Issa Faye and Luyen Tran

This 10oth EM Compass note explains why it is important to “create markets” to promote
development, and how development finance institutions and impact fund managers can draw on
IFC's Anticipated Impact Measurement and Monitoring system to assess the contribution of their
investments to both market creation and project outcomes.

As the largest global development institution focused on the the World Bank’s strengths on policy, which reinforces its
private sector in developing countries,! IFC has a rich history capacity to undertake “upstream” activities that can pave the
of creating markets through its mandate of “encouraging the way for market creation and downstream investments. So, why
growth of productive private enterprise.”? IFC’s founding this focus on market creation, and why now?

vision was to use its own investments as catalysts to mobilize L. .
The Importance of Market Creation in Narrowing

private investment in markets where private capital had not
Development Gaps

been available on reasonable terms. IFC then added advisory

services to complement its investment activities. These A persistent $2.5 trillion annual financing gap remains a
barrier to achieving the Sustainable Development Goals

(SDGs).* With diminishing fiscal space and the burdens of

financing current social and economic demands, governments

two tools—investment and advisory services—have since
evolved and significantly contributed to IFC’s six decades of

experience in creating and developing markets.>
over the past decade have acknowledged the central role that

IFC jon—In 2017, IF . . .
C's renewed strategy for market creation—In 2017, IFC private finance must play in narrowing the SDG financing gap.

renewed and significantly stepped up its strategic focus The pandemic has made the challenge even greater and the

on market creation with a more deliberate approach that . .
need for private sector involvement even more urgent.

prioritized interventions with the greatest potential to develop

new markets and bring systemic change to underperforming Creating markets is critical to catalyzing private finance at

markets. Under its current strategy, IFC began to systematically scale, to move from billions to trillions and achieve the SDG

. . . . . 5
identify binding constraints to market development at the targets (Box 1).

country and sector levels, and then develop investment Well-functioning markets are critical to economic

strategies combined with market development through development—When they work well, markets incentivize
institutional and governance reform embedded in World Bank firms to compete, giving rise to self-reinforcing, productivity-
policy advice and lending. By doing so, IFC now aligns its boosting innovation and specialization that benefits

investments more closely with its advisory services and leverages  society, resulting for instance in lower prices. On the
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Box1 When Economic Success leads to
Societal Progress—The Promise of
“Billions to Trillions”

Businesses realize that unmet societal needs,
not just economic needs, define markets.
Consequently, business success occurs alongside
societal progress. Risk-return considerations
increasingly take into account, for instance,

the need to ensure sustainability throughout
supply chains, and the benefits of increasing the
customer base to include unserved customers

at the base of the pyramid. Other attributes

of successful markets—competitiveness,
integration, and resilience—also help scale
solutions to work toward the SDGs. More

and more examples of business solutions

to development challenges are surfacing to
demonstrate how private business can deliver
profit and development impact simultaneously.
A growing class of international investors are
making investments to generate measurable
positive social or environmental impact alongside
a financial return.

Source:World Bank Group - IMF. 2015. “From Billions to Trillions:
Transforming Development Finance - Post-2015 Financing -
Multilateral Development Finance, No. 36.

other hand, inefficient markets with limited competition,
perhaps as a result of weak regulatory guardrails or limited
administrative and entrepreneurial capacity, can severely
hamper developmental outcomes. Market failures also shape
the future of an economy: they deter investment, weaken
business sentiment, and disrupt policies. This can set back a
country’s economic trajectory, exacerbate gender inequality
and environmental damage, and impair markets’ ability to

withstand financial and environmental shocks.

By systematically targeting and supporting the creation

of well-functioning markets, IFC and other development
finance institutions (DFIs) can achieve development impact
well beyond the confines of individual investment projects.
Since DFI annual investment volumes, even collectively,
are small compared to overall investments in emerging
markets, adopting a strategic, coordinated, catalytic
approach is core to DFIs’ mandates. IFC therefore sees its
role as a facilitator within a broader context that involves
many other actors, supporting investments that generate
and then build on systemic improvements in the structure

and functioning of markets.
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Managing for (Creating Markets) Impact

Traditionally, the development impact methodologies that
DFIs have used have focused on project outputs or outcomes.
This approach needed to be adjusted and expanded in order
to capture market-level effects—not only ex post, but at the

time of the investment decision.

In order to more effectively measure the development impact
of its investment and advisory projects, IFC launched

its Anticipated Impact Measurement and Monitoring
(AIMM) system in 2017. An ex-ante project assessment and
monitoring tool, the AIMM framework draws on evaluation
best practices, research findings, and consultations with
other development finance institutions. The framework has
helped operationalize IFC’s strategy (“IFC 3.0”) by providing
the analytical approaches to assess not only the direct and
indirect effects of IFC’s interventions, but also the systemic
changes that accrue from a purposeful investment to support
the development of a market.

The AIMM system incorporates several novel approaches

to measuring development impact of investment and

advisory projects.

e It assesses development impact along two dimensions:
project outcomes that reflect direct and indirect effects
linked to the intervention, and contributions to market
creation that reflect catalytic effects that the intervention
could potentially trigger within its relevant market.

e It incorporates both country context and project design
features to arrive at an overall estimate of a project’s
potential to generate development impact.

e It expands the standard focus on direct stakeholder effects
by including economy-wide effects, which are estimated
based on the most relevant economic modeling techniques.
In so doing, it considers a range of environmental effects
beyond greenhouse gas emissions (for example, water

efficiency, biodiversity, and adaptation).

The AIMM system draws on a reservoir of sector-specific
framework guidance notes for data and analytical input.
These are “living documents” that are continuously
expanded and refined. Currently, there are 25 sector
frameworks with around 200 indicators to assess the extent
of development challenges that countries face (e.g., rate of
informal employment, share of small enterprises that lack
sufficient funding, etc.) and 600 indicators that seek to
measure outcomes associated with IFC’s interventions (e.g.,
number of smallholder farmers reached, share of population
with access to electricity, etc.). For each of these elements,

IFC has created normalized benchmarks (where possible) to
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assess impact contributions using available data, evidence,
and technical expertise within IFC, the World Bank,
and other recognized external sources, including partner

development finance institutions.®

The monitoring of outcomes is also an essential component
of the AIMM system, as it links ex-ante assessments with
the learning and accountability function embedded in IFC’s
existing results measurement system. Each development
outcome claim in an IFC project is explicitly tied to one

or more monitoring indicators that are regularly tracked
during portfolio supervision. By tracking these indicators,
the AIMM system links project ratings with real-time results
measurement findings. Project monitoring thus enables IFC
and private investors to set ambitious yet achievable targets,
track and report on progress, and generate an inventory of
lessons from portfolio developments to improve the selection

and design of future projects.’

Measuring expected market outcomes—The AIMM system
characterizes IFC activities that contribute to creating markets
through four drivers of systemic change, referred to as
“channels” for promoting markets that are more competitive,
resilient, integrated, inclusive, and sustainable:

*  Market enabling—Through its upstream work and
coordination with World Bank policy support for sector
reforms, IFC helps create the frameworks within which
markets can function, including policy, regulation,
platforms, and financial and other interventions that
help optimize how market incumbents are organized and
how market participants compete on a more level playing
field for customers. A recent example is IFC’s work in
the establishment and deployment of wholesale wireless
networks (Red Compartida) in Mexico.® Launched from
newly-enacted constitutional reforms that establish
Internet access as a right for all, Red Compartida (“shared
network”) allowed new entrants to compete in Mexico’s
wireless network market while forgoing the traditional yet
prohibitive costs of building mobile network infrastructure
from the ground up. Not only does this lay the foundation
for a more level playing field in the Mexican telecoms
sector, Red Compartida also offers wireless connectivity
to more than 90 percent of Mexico’s population (over 110
million people) and should achieve full wireless coverage
upon completion. The new, affordable Internet coverage is
expected to trigger market entry by digital entrepreneurs,
facilitate the creation of smart cities, and improve rural
access to banking, health, and education services.

* Fostering innovation—IFC also fosters innovation by
supporting new products, processes, standards, and
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financing instruments. Innovative solutions can increase
productivity and enhance market competition and trade
competitiveness, thereby contributing to market creation.
An example is Bank South Pacific (BSP), the largest retail
and commercial bank in Papua New Guinea. To develop
its retail and SME businesses, the bank used the power

of FinTech to develop digital financial services that allow

it to reach customers in remote locations without having

to develop an expensive branch network.” IFC supported
the effort with funding and advisory services, providing
advice on project rollout, developing an agent network, and
promoting mobile banking. Within a year, BSP added more
than 100,000 new users for its mobile banking initiative.
FinTech investments have also created markets for
financial inclusion by disrupting the traditional financial
intermediation industry and providing new financial
delivery models for the poor and the vulnerable.!

¢ Generating demonstration and replication effects—IFC
interventions can help demonstrate the commercial
viability of new markets to investors. These interventions
include providing support to a new entrant in the market,
assisting an incumbent launching a new product in an
already established market, or helping a client issue a new
financing instrument to mobilize capital. Demonstration
effects can be observed over time when similar competing
products are launched, or through the scaling of a product
or financial instrument. This was evident in the Eastern
African Submarine Cable System (EASSy), where IFC
developed a unique financing structure that generated
important demonstration effects for the entire East Africa
region, including a catalytic effect in the development of a
separate submarine cable in the region.

* Enhancing skills, capacities, and governance structure at
firm level—Finally, through its advisory service offerings
and parallel World Bank policy support, IFC helps build
capacity and create standards that open new market
opportunities. Firm governance, finance, and corporate
capabilities are critical to the creation of markets. IFC’s
role in enhancing the skills, capacities, and governance
at the firm level was evidenced in various case studies,
including an IFC investment and advisory project
that improved the governance structure of an investee
microfinance institution in Peru, and thus contributed to
market creation and financial inclusion objectives.

The Relevance of IFC's AIMM System to the Work of
Impact Fund Managers

Impact fund managers have long recognized the importance of
cataloguing and quantifying the impact of their investments.
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Doing so helps inform prospective investors of the specific
contribution that certain investments make to the investor’s
priority social and environmental objectives. The challenge
has been how to do this in a credible and cost-effective way.
IFC’s AIMM system offers several insights that impact fund
managers can leverage to strengthen their impact measurement

and monitoring practices. Four are described here.

How can investors use existing IFC sector frameworks
and rating exercises to measure and monitor impact?

IFC’s AIMM sector frameworks provide a range of outcome
indicators that impact fund managers can reference to assess
how well their investments are achieving their intended

goals. More broadly, work currently underway across
different forums, including through the steering group of

the Operating Principles for Impact Management and the
group of multilateral and bilateral development institutions
collaborating on the Harmonized Indicators for Private Sector
Operations (HIPSO), is identifying ways to operationalize
different facets of this challenge.

These indicators are not only sector specific; many have the
added virtue of being harmonized with indicators employed
by other development finance institutions and impact

fund managers. When paired with the relevant country

gap measures, the tracking indicators employed in these
sector frameworks can provide a credible basis upon which
impact fund managers can assign both ex-ante and portfolio

supervision impact scores.

How can impact fund managers draw on the AIMM
framework to gauge country context?

One of the most consequential elements of the AIMM system
is its incorporation of country context in impact assessment.
This practice acknowledges that impact contributions are
relative and depend on prevailing circumstances.!

For example, an investment that delivers 300 jobs will
make a more consequential contribution to poverty
reduction when those jobs are delivered in a low-income
country with high unemployment, rather than in an
upper-middle income country near full employment. IFC’s
development of country gaps in over two dozen sector-
specific frameworks can be used by impact managers to
assess an investment’s relative contribution to development
impact by contextualizing the investment’s outcomes (jobs
created, farmers reached, kilometers of roads paved, etc.)
so that there is a common understanding of how important
such effects are to the development agenda. In fact, the new
JPMorgan Development Finance Institution, launched in
January 2020, assesses the impact of its investments based
on rating approaches developed by IFC.!?
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How can the AIMM framework’s market typologies
help investors define the current state and potential of
a market?s

The AIMM sector frameworks assess market development
gaps by mapping existing markets into a typology of market
“stages.” That is, in order to assess how an IFC investment
can improve the structure and functioning of a market, [FC
economists first need to establish how advanced the market is.

While the work of assessing changes in market structure

and functioning continues to evolve at [IFC, knowing where

a market sits in its development is consequential to the
assignment of an impact rating. For example, generating a
given amount of systemic change in a highly underdeveloped
market seems more consequential than doing so in a
moderately developed market. Therefore, the investment in the
underdeveloped market could generally rate higher in terms

of impact potential under the framework. In the future, and
as convergence on the measurement of direct and indirect
effects on stakeholders emerges, impact fund managers may
want to analyze how their interventions may catalyze systemic
changes in market structure and functioning. By using market
typologies found in sector frameworks, impact fund managers
are able to contextualize their contributions to market

development.

This may motivate investors to allocate more of their
investments to those sectors that are least developed,
especially if their impact investor base seeks greater
development impact potential for systemic market changes.
IFC has broad ambitions for expanding the development

of market typologies across all sectors in which it has
investments. IFC invites those investors with specific
knowledge about the development of a market to collaborate
on developing a database of market typologies across all

emerging markets and developing countries.

How can impact fund managers better understand and
use the AIMM framework’s data and analytical building
blocks, including in relation to market creation?*

For more information on the AIMM framework, IFC has
made available a variety of resources to the public on its
website. These can be found at the following links:

e An overview of the AIMM framework®

e AIMM sector frameworks'®

In addition, IFC’s Sector Economics and Development
Impact department periodically offers workshops on
the AIMM system as well as tailored engagements with

interested parties on development impact measurement and

CIFC

Creating Markets, Creating Opportunities

monitoring approaches.!”

International i
Finance Corporation
'WORLD BANK GROUP



https://www.ifc.org/wps/wcm/connect/topics_ext_content/ifc_external_corporate_site/development+impact/aimm
https://www.ifc.org/wps/wcm/connect/topics_ext_content/ifc_external_corporate_site/development+impact/aimm/measuring-impact/measuring-impact

Conclusion

With well-functioning markets so critical to economic
development, an impact management system like IFC’s
AIMM framework offers impact fund managers a useful
tool to assess their investments’ contributions to more
competitive, resilient, sustainable, integrated, and inclusive
markets. By supporting positive changes in the structure
and functioning of markets, impact fund managers—
through their purposeful investments—have the capacity
to improve access to products and services, generating
positive financial and societal returns beyond the impact of
individual investments. IFC welcomes greater collaboration
with impact fund managers in this context and stands ready
to support our shared ambition of creating markets that

support inclusive and sustainable growth.
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