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Blended finance decision tree
Using the tool
This tool is a brainstorming resource, providing representative and non-definitive solutions for consideration. Specific sectors face unique contexts that necessitate tailored and nuanced approaches to intervention design.
Key considerations:
At each stage of the decision tree, key considerations should influence intervention design, including:
Who is the targeted beneficiary?
What is the intervention’s target outcome?
What stage of growth and technology maturity are beneficiaries at?
What non-fiscal policy interventions would complement or enable blended finance interventions?
Are there private sector investors in the sector? What challenges to investing do they face? Do they agree on the market failure identified?
Are there public finance institutions active in this sector? If so, do they agree on the market failure identified? Could they be well placed to deliver the intervention?

Identify a market failure and intervention opportunity
Question - Does the market failure result in a financial constraint (i.e affordability, high upfront capital costs, a new product/business model etc.)?
If no

Then consider: 
Technical assistance
Other non-fiscal policy interventions

If yes

Then move to next question - 




Does the sector present a bankable or near-bankable opportunity (i.e are there clear and stable cash flows or visibility on cash flows?)
If no
Consider: 
Repayable grants
Conditional grants
Revenue support mechanisms
If yes
Then move to next question - 
What is the underlying market failure?
Here there are two possible options.
If option 1. Information asymmetry characterised by a project that faces higher perceived risk than actual risk levels 
Is the failure on the demand or supply side?
If demand side this is characterised by:
Poor (perceived or real) credit worthiness
Limited access to affordable capital

Does the project require patient capital (equity) or working capital/capex (debt)?
If debt then consider:
Concessional debt/zero interest loans
Credit support products
Pari-passu investment

If equity then consider:

Concessional/flexible equity
Pari-passu investment

If the information asymmetry failure is on the supply side then this is characterised by – 

A lack of risk assessment data

In this case consider:

Guarantee products
Government first-loss positions

Alternative route - If the underlying market failure is option 2. Risk Aversion, meaning that the project faces high upfront costs, uncertain revenue streams or unproven model and/or technology
Is the failure on the demand or supply side?
If demand side this is characterised by:
Limited appetite for financial products
Limited awareness and financial literacy
Then consider: 
Technical assistance
Project preparation grants
Coordination mechanism to facilitate investor/investee matching 
Insurance products
Flexible debt payment structures, including “Utilization Linked Finance”

If failure is on the supply side, characterised by:

Low investor risk appetite
Low perceived credit worthiness

Then consider: 
Guarantees
Re-insurance facilities
Pari-passu investment
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