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Introduction

The report mainly explores how outcomes-based financing (OBF) can strengthen economic inclusion
in low- and middle-income countries. According to the State of Economic Inclusion Report 2024 (SEI),
the reach of these programs has expanded by more than 50 percent since 2021, and it now supports
over 15 million households, benefitting 70 million people directly and indirectly. 43% of 405
surveyed programs are government-led.

Unlike traditional funding models that emphasize inputs and activities, OBF ties financing directly to
the achievement of measurable outcomes such as job placement, income growth, or food security.
By aligning incentives among governments, service providers, and investors, OBF encourages
accountability, efficiency, and innovation. This approach is particularly relevant as low- and middle-
income countries adapt to fast-changing social, economic, and environmental challenges such as
climate change, urbanization, and digital transformation.

Key Findings

Definition and Principles of OBF
e OBF is a subset of results-based financing (RBF) where funding is directly tied to outcomes
rather than outputs.
e lts key principles include measurability, accountability, incentivization, and flexibility. Evidence
from the UK suggests OBF can deliver up to a tenfold social return on investment.

Global perspective
e The Instiglio RBF Database documented more than 270 results-based financing projects
between 1993 and 2018.
e Employment and training represent the largest sector, with 93 projects, followed by education,
health, and poverty reduction. (Figures 1 and 2)




Figure: 1 - Distribution of impact bond projects by policy sector, 2025
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Figure: 2 - Distribution of impact bond projects by policy sector, 2025
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Case Studies

e Colombia: The Empleando Futuro Social Impact Bond in 2017-18 placed 899 participants in
jobs, with 677 retaining employment for at least three months. Cost-benefit analysis showed
the program outweighed costs just nine months after launch. A follow-up program in Cali

achieved even higher cost-effectiveness.

Colombia has institutionalized OBF in its 2018—-22 and 2022—-26 National Development Plans
India: The Skill Impact Bond, launched in 2021 with $4 million in upfront investment, targeted
50,000 job seekers. 89 percent of women and 92 percent of men completed certifications, 73

percent of women and 81 percent of men secured jobs within 60 days.




e East Africa: The Village Enterprise Development Impact Bond (2017-20) was the first impact
bond to directly target poverty alleviation. With $5.28 million in outcome funding and $2.3
million in investor capital, it reached 12,660 households in Kenya and Uganda. A randomized
controlled trial found that it sustainably improved livelihoods for 95,000 people, projecting
lifetime income gains of $21 million, over four times the project cost.

Figure: 3 Structure of Colombia’s Empleando Futuro Social Impact Bond
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Source: Instiglio’s own elaboration.
Note: GoC is the Government of Colombia; IDB Lab is the Inter-American Development Bank Lab; SECO is the State
Secretariat for Economic Affairs of Switzerland

Limitations and Risks to OBF:

e Rigid government procurement systems and weak regulation can delay or complicate
contracting.
Political instability and short policy cycles threaten long-term commitments.
Poorly-designed metrics may misalign incentives, especially where data systems are
underdeveloped.
High transaction costs can add $20-30 per household.
Service providers often struggle with pre-financing requirements and risk absorption, limiting
scalability in low-capacity contexts.

Conclusion:

Outcomes-based financing is not a universal solution at this given moment, but it is still a powerful
tool for scaling economic inclusion programs when applied under the right conditions. Evidence from
case studies shows its ability to improve efficiency, accountability, and sustainability. It has also
shown to develop strong employment and poverty reduction outcomes.
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