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Summary Overview

Location: Bangladesh, South Asia 

Approach to Blended Finance: The provision of an 
output-based aid (OBA) subsidy to microfinance institu-
tions (MFIs) in Bangladesh is used to help MFIs develop 
sanitation products and extend their reach to poorer 
households.  

Microfinance (the provision of financial services to 
low-income people) is emerging as a viable avenue to 
facilitate increased access to finance for households 
to water and sanitation products, and for small-scale 
water service providers’ business development. OBA 
is a form of results-based financing where subsidies 
are paid to service providers based on verification of 
pre-agreed water and sanitation project targets defined 
during project design, thereby offering a strong incentive 
for the delivery of results. Combining an OBA subsidy 
with a microfinance loan helps reduce households’ cash 
constraints by spreading repayment over time, and 
makes investment in improved sanitation more affordable 
overall. 

Context

Bangladesh has made progress in improving sanitation 
nationwide, with an open defecation rate reduced to one 
percent of the population. However, as of 2015 only 61 
percent of Bangladeshis relied on improved sanitation 
facilities according to JMP statistics. 

In Bangladesh, households primarily invest their own 
financial resources in latrine purchase and installation. 
Many have the ability (and often willingness) to invest in 
building improved sanitation facilities but they are often 
cash-constrained. The upfront costs of a toilet or piped 

water connection can be prohibitive. Businesses operat-
ing in the rural sanitation sector are very small, which 
inhibits their ability to develop better-suited latrine models 
and to access credit. These businesses are unable to 
offer poor households the option of paying in installments 
and of spreading purchase costs over time. Microfinance 
institutions (MFIs) are well positioned to help on this front, 
as they provide financial services across their client net-
works, and can tailor loans to meet local needs. 

Over the last few years, the World Bank has been work-
ing in partnership with the Government of Bangladesh 
to support its sanitation initiatives and encourage private 
sector involvement in rural sanitation. A pilot sanitation 
marketing initiative to leverage private sector resources 
and help households adopt improved sanitation was 
implemented in Bangladesh in 2009, and was scaled up 
in 2011 after successful results. 
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