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I. Executive Summary
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As blended finance moves from the sidelines of 
financing instruments toward center stage, the 
sector has seen the rapid growth of diverse, in-
novative tools and practices. As approaches have 
diversified, guidance on which instrument to use 
and when has not followed at the same pace. 

The project Blended Finance: When to use 
which instrument, conducted by the Center for 
Sustainable Finance & Private Wealth (CSP) at 
the University of Zurich, Roots of Impact and the 
Bertha Centre for Social Innovation & Entrepre-
neurship at the UCT Graduate School of Busi-
ness, attempts to fill this gap.

Over the course of the research, we identified 
several blended finance instruments that can 
be clustered into two premises: those that 
blend within a transaction and those that blend 
over time. The instruments falling into the first 
category include concessional debt and equity 
or guarantees. The instruments that blend over 
time are, for instance, grants or technical assis-
tance used with the intention to be catalytic. 

We intentionally decided to include instruments 
that also blend over time for a wider scope that 
allows us to investigate the full spectrum of in-
struments available. The full list of instruments 
is: guarantees, first-loss, outcome funding, 
concessional debt and equity, subordinated debt, 
impact-linked finance, impact bonds, grant, and 
technical assistance.

This publication focuses on the findings from the 
first phase (October 2020 to August 2021) of our 
research. We take an in-depth look into current 
best practices across 33 transactions and identify 
how practitioners currently make decisions in 
terms of which instrument to choose.

The key results of the research project are:

01
Clustering instruments clarifies the utility 
of diverse approaches.

•	 Cluster 1: Grants, technical assistance
•	 Cluster 2: Outcome funding, impact-linked 

finance, impact bonds
•	 Cluster 3: Market-rate debt and equity, 

subordinated debt, concessional debt and 
equity

•	 Cluster 4: First-loss, guarantee

In the course of the research, we also noted that 
practitioners often used the terms “subordina-
tion” and “concessionality” interchangeably. 

In many cases, the blended capital has both 
characteristics, yet a clearer use of terminology 
could help clarify expectations, constraints, and 
opportunities between different stakeholders.

02
Knowing the organizational and investee 
context, the purpose of the transaction, 
and the resources available is key in choos-
ing the most suitable instrument.

We identified 12 questions that can help guide 
practitioners as they select financing instru-
ments as initiators of a transaction. Unlike oth-
er decision-making frameworks, the questions 
identified are holistic and pragmatic in nature, 
supporting decision-making from the very 
beginning and allowing the full spectrum of 
instruments to be taken into consideration.

Executive Summary
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The questions can be grouped across 5 themes: 

ORGANIZATIONAL CONTEXT

1.	 What is my institutional setup or mandate?
2.	 Which role do I play in the transaction, and 

what can I bring to the table?
3.	 How much capital can I deploy?
4.	 What is my target financial return / what are

my financial requirements?

PURPOSE OF THE TRANSACTION

5.	 What is my primary motivation?
6.	 What kind of impact problem am I addressing?
7.	 How do I want to ensure impact?

INVESTEE CONTEXT

8.	 What is the maturity level of the target market
(sector/region)?

9.	 How does the investee want to scale? What is
their growth trajectory?

10.	 What is the maturity level of the intervention?

COST AND RESOURCES

11.	 What are the costs associated and resources 
available?

RISK AND RETURN

12.	 What kinds of risks do I need to consider, and
for what kind of return?

We note that unlike other decision-making 
frameworks, the questions we have identified 
are holistic and pragmatic in nature. However, 
we also observe an absence of focus on the end 
beneficiary or entrepreneur, who are the recipi-
ents of such blended capital.

We aim to explore how current practices can 
be adapted to be more inclusive of end benefi-
ciaries and entrepreneurs, and provide further 
guidance for decision-making as a result of our 
next phase.
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II. Introduction

Despite the best efforts of a growing community 
of blended finance pioneers, the concept and 
associated capacities are still at a nascent stage. 
The question remains open as to how to select 
an appropriate and effective blended finance in-
strument to address a given problem. There are 
numerous factors that must be considered when 
deciding upon an approach. At the same time, 
there has not been enough research done on 
what these factors are, and which combinations 
make which instruments relevant.

Historically, structures and similar concepts, such 
as public-private partnership (PPP), have existed, 
and the practice of blending different sources of 
capital is not necessarily new. Nevertheless, it 
is only recently that the term “blended finance” 
has received such attention, especially with a 
development and impact angle. Research on PPP, 
for instance, primarily focuses on infrastructure 
projects—mostly without an impact angle—and 
aims at identifying best practices in stakeholder 
management or project management practices 
rather than the various financing instruments.

Of the research that has been conducted explic-
itly on blended finance, the majority has focused 
on the effectiveness of instruments in terms 
of mobilizing private investment in a broadly 
defined development context as opposed to 
solving a concrete problem or achieving specific 
outcomes. More specifically, the focus has been 
almost exclusively on “risk-reducing” mecha-
nisms (e.g., structured funds or guarantees). 

There has been less research conducted on the 
entire spectrum of blended instruments and 
approaches suitable to effectively target specific 
development outcomes. More generally, the is-
sue of how to decide upon the most appropriate 

instrument is a topic that has received virtually 
no attention. In addition, since the focus has 
been primarily on the crowding in of capital, 
the level of analysis in blended finance research 
has mostly been on the investor level and not 
necessarily on how entrepreneurship-friendly or 
market-friendly the capital is. 

In order to plug this gap, our research project 
establishes the decision-making factors that 
influence the appropriateness of a given instru-
ment in a given context. We selected a list of 
diverse instruments that fall into the category 
of the broader blended finance category:  guar-
antees, first-loss, outcome funding, conces-
sional debt and equity, subordinated debt, 
impact-linked finance, impact bonds, grants, 
and technical assistance.

Some instruments, such as grants or technical 
assistance, might not be seen as “blended” in 
themselves. However, we acknowledge that 
there is blending within a transaction and 
blending over time. While the former refers 
to blended capital that exists simultaneously 
within the same transaction structure, the 
latter refers to capital that is provided with the 
intention to catalyze other forms of capital over 
time—e.g., grants provided at seed stage to 
make a social venture investible for private capi-
tal at a later stage. For this research project, we 
took the broader scope and included both forms 
of blending within the scope of our research.

We selected 33 transactions that we deemed 
particularly insightful and revealing, then con-
ducted an in-depth case study based on desk re-
search, as well as interviews with the initiating 
organization(s). Through an inductive coding 
approach based on a grounded theory method-
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ology, we identify: a) how different instruments 
are clustered together in decision-making, and 
b) key questions considered for decision-making 
between clusters (and instruments).

The following sections are structured as follows: 
First, we provide a brief overview of all the 
blended and innovative financial instruments 
that we included in the research project and how 
we define them in this context. Then, we provide 
more details into the methodology of our re-
search, including research design, sampling, data 
collection, and coding and analysis. We then 
share our findings by presenting four different 
instrument clusters and the key questions that 
influence decision-making between the different 
clusters.

We hope that this paper provides a deeper 
and more precise understanding of the various 

blended and innovative financial instruments, 
as well as the key aspects that are being consid-
ered among practitioners and researchers for 
choosing them. In addition, we provide insight 
into which factors should be emphasized more 
but have not received much attention. Our find-
ings will serve as a basis for our next phase of 
research, which will focus on developing a more 
detailed and holistic decision-making guideline.

While our current research was based more on 
micro-factors that are directly related to the 
transaction, the next phase of research will look 
more into macro factors, such as the market 
condition and sector. At the same time, we plan 
to take a strong entrepreneurship lens, with the 
aim of constructing a guiding tool that can be 
used by different actors wishing to engage in a 
blended finance transaction that fosters inno-
vation and entrepreneurship for impact. 
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Definition

The sector of blended and innovative finance uses many terms interchangeably, which can be confusing. In this section, we provide 
definitions of the various terms used throughout this paper. While we do not attempt to provide a definitive way of using these 
various terms, the definitions are based on extensive desk research and a general agreement within the sector.

Blended
Finance

An approach for combining finance of different sources (e.g., public with private sources), types (e.g., 
concessional with non-concessional), and purposes (e.g., using funds for development purposes to 
mobilize funds with commercial purposes)1. A blended finance transaction should be catalytic in na-
ture and contribute to development results.

Innovative 
Finance

A range of strategies to make effective use of and/or generate financial resources to achieve inter-
national development goals. This includes blended finance, impact investment and outcomes-based 
finance2. 

Guarantee
A risk mitigation instrument that promises to repay all or some of the invested amount to the lender 
or investor in the case of default3. In this paper, we focus on guarantees used specifically for develop-
ment purposes.

First-loss A risk mitigation instrument in which a donor or other entity agrees to be the first to take losses if a 
business is unable to pay back investors4.

Outcome 
Funding

An umbrella term for transactions that pay upon accomplishment of results rather than efforts to 
accomplish those results. Instruments including impact-linked finance or impact bonds are subtypes5.

Concessional 
Finance

Repayable capital offered on terms substantially more generous than generally available commercial 
terms. The concessionality is achieved either through rates below those available on the market or 
grace periods, or a combination of these6.

Subordinated 
Debt

Subordinated debt, also called mezzanine finance, has many of the characteristics of both debt and 
equity. A subordinated creditor agrees to rank after senior creditors but before ordinary shareholders 
in the event of liquidation7.

Impact-linked 
Finance

An approach to linking financial rewards for market-based organizations to the achievements of posi-
tive social outcomes, often used as a means of aligning positive impact with economic viability8.

Impact Bond
Impact bonds use investor capital to cover the working capital required for a provider to set up and de-
liver a service. The service is designed to achieve measurable outcomes specified by the commissioner. 
The repayment to the investor depends on the outcomes achieved9.

Table 1: Definition of Key Terms
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III. Methodology
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The research process so far involved three main activities: (A) Desk Research, (B) A Case Study including 
interviews with experts and practitioners, (C) Coding and Analysis of the collected data.

Methodology

A. Desk Research
To understand the landscape of blended and in-
novative financial instruments and approaches in 
more depth and avoid replicating existing efforts, 
we conducted an extensive literature review on 
different instruments that have already been 
used by impact-oriented actors, especially focus-
ing on six sectors: education, healthcare, WASH, 
conservation, renewable energy, and inclusive 
finance.

In order to do a systematic literature review, we 
selected relevant keywords, such as “blended 
finance,” “innovative finance,” and “results-based 
finance” and conducted a search on the Web 
of Science. Given that blended and innovative 
finance is a relatively recent topic, we focused on 
papers that had been published since 2016.
In addition, given our lens on entrepreneurship 
(in contrast to large-scale infrastructure), we 
selected entrepreneurship-related journals and 
reviewed all publications that might be relevant 
to the topic since 2010, with the goal of finding 
publications relevant to financing enterprises 
through blended capital. The journals we selected 
are: Journal of International Entrepreneurship, 
Journal of Development Entrepreneurship, Jour-
nal of Social Entrepreneurship, Journal of Business 
Venturing, and the Strategic Entrepreneurship 
Journal. 

Given the nascent state of academic literature, we 
also included grey literature. To limit the scope of 
this search, the publications were limited to those 
published by noteworthy actors in the blended 
and innovative finance sector. These actors were 
selected based on an internal discussion and in-
clude OECD iLibrary, World Bank, AfDB, EBrD, EIB, 
IDB, IFC, KfW/DEG, CDC Group, OPIC, USAID, Sida, 
UK Aid, ODI, and CGD.

The list of reviewed literature can be found here 
in the appendix.

B. Case Study
Based on the literature review, we put together 
a list of factors that appeared in the research as 
relevant for selecting instruments. In order to gain 
a deeper understanding informed by practice, we 
selected relevant cases that we deemed particu-
larly interesting and revealing across the sectors 

of education, healthcare, WASH, conservation, 
renewable energy, and inclusive finance. We 
focused on transactions that had new and inno-
vative structures, a combination of instruments, 
and that we deemed entrepreneurship- and 
market-friendly, or those deemed noteworthy by 
other practitioners.

For the case study, we interviewed a total of 33 
practitioners involved in transactions and sup-
plemented these with text data, resulting in 12 
case studies. We also conducted interviews with 
several field experts who had experience with 
multiple instruments, thus gaining perspectives 
that were less embedded in the transactions. 
The list of interview questions was put together 
based on our literature review and was iterated 
throughout the interview phase.

The list of cases and contributors can be found 
here and here in the appendix, as well as the 
interview protocol.

C. Analysis
To analyze the data collected, we used an induc-
tive approach, which creates general conclusions 
based on specific observations. This allows our 
findings to be explorative and reflect more what 
we observe in practice, rather than being based 
on definitive assumptions created within the 
team and confirming them through data.

In order to process the data, we coded the 
transcripts and case studies through an iterative 
process. First, the lead researcher coded four 
documents to identify recurring themes within 
the interviews. Then, the team had a discussion 
about building a coding structure based on the 
initial coding results. The team had collectively 
participated in all interviews or conducted the 
case studies, then read the interview summaries 
and notes for the remaining ones, which ensured 
everyone was familiar with all the material, even 
without having coded it.

The findings resulting from the analysis are 
presented in the following sections. The first sec-
tion shares how the various instruments can be 
clustered based on their similarities. The second 
section focuses on the key questions that influ-
ence the decision of which clusters (and perhaps 
which instruments) to choose.
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IV. Findings |
	   Instrument Clusters



12 Blended Finance: When to use which instrument?

Based on our analysis, we first found that there 
are conceptual clusters of the various instru-
ments used within blended and innovative 
finance.

 Instead of developing a long list of all possible 
instruments and comparing them, decision-mak-
ers seemed to have a subset of instruments that 
are deemed similar in their consideration, and 
they choose an instrument from within that 
group.

The clusters enable more effective decision-mak-
ing by comparing conceptually similar instru-
ments, rather than comparing apples and pears 
all at once that serve different purposes or 
function differently.

While different actors might have different ways 
of clustering, for this study, we take the perspec-

tive of the initiator or initiating consortium of 
a transaction. This would usually be a donor or 
intermediary, actors who represent the perspec-
tive of catalytic capital providers. In most cases, 
these are the decision-makers in the position 
of choosing the instrument and shaping the 
transaction, while other actors, such as private 
capital providers, are more often in the position 
of joining a transaction that has already been 
set up.

There is room for criticism, though, that the 
investees, beneficiaries and their perspectives 
are largely overlooked. 

 We address this issue by adding these aspects 
to the second section of our findings: key ques-
tions for instrument selection and how they 
influence or should influence decision-making.

Grants

Technical
Assistance

Equity

Debt

First-loss

Guarantees
Subordinated

Debt

Concessional 
Debt

Concessional 
Equity

Outcomes
Funding

Impact
Bonds Impact-

linked
Finance

1st
CLUSTER

2nd
CLUSTER

3rd
CLUSTER

4th
CLUSTER

Figure 1: Cluster Map

Findings | Instrument Clusters
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In our analysis, we find that the instruments can 
be largely divided into four clusters.

There is a clear first cluster consisting of grants 
and technical assistance, mostly due to the fact 
that they come from the same source of capital.

The second cluster is also distinctive and 
includes outcome funding, impact bonds, and 
impact-linked finance, which are unique from 
the rest in that they connect impact with finan-
cial rewards.

The third cluster consists of the various debt and 
equity instruments, like market-rate, concession-
al, or subordinated debt, while the fourth cluster 
comprises first-loss and guarantees.

When it came to instruments in the third and 
fourth cluster, the lines were initially blurry, and 
it was contested among practitioners during our 

interviews how to group them together. Every 
practitioner would group them slightly differ-
ently, which made our analysis challenging at 
first.

We dug deeper into what interviewees would 
mention regarding the purpose and function 
of the instruments and were able to obtain 
more clarity. We found consistency in the logic 
by which they would group these instruments, 
even when they would do it differently, indicat-
ing that while there is a general agreement on 
the sense of clustering the various instruments, 
the blurriness stems from the confusion on 
terminology. For instance, many interviewees 
used concessional and subordinated debt inter-
changeably.

We eventually created clear clusters based on a 
more precise definition and grouped the instru-
ments accordingly.
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A. First Cluster: Grants, Technical Assistance

General Explanation

Grants and technical assistance come from the 
same source of capital, which is usually devel-
opment and philanthropic actors. The biggest 

Reasons for choosing

The primary intention of providing a grant or 
technical assistance is to support the achieve-
ments of impact goals. For instance, grants may 
be given out to support programmatic activities 
or for design funding; technical assistance may 
be provided for training local partners or for 
adding a gender-lens to program activities. One 
of the interviewees stated that “No blended 
transaction can be legitimate without a grant or 
technical assistance.”

Characteristics

•	 Capital with no financial return expecta-
tion. In terms of pre-requisites, grants and 
technical assistance require a philanthropic 
or public capital provider that does not have 
a financial return expectation.

•	 Require less financial knowledge. Grants 
and technical assistance do not demand 

Point of Caution

For grants and technical assistance, it can be 
difficult to strike a balance between making 
sure the capital provided is having the intended 
impact and not encumbering the recipient with 
too much of a bureaucratic burden. Historically, 
stand-alone grants and technical assistance have 

characteristic that sets these instruments apart 
is that the capital is provided with no intention 
of seeking any financial return.

Both instruments play an important role when 
entering new markets. They are often used 
for market research and market development 
prior to and during main investment activities. 
By mapping out investment opportunities or 
developing the pipeline through grants, or by 
providing operational expertise through techni-
cal assistance, these instruments also improve 
the risk and return profile of transactions.

much financial knowledge to implement, 
and many development and philanthropic 
actors are familiar with these instruments.

•	 Supporting instrument. In many cases, 
they are used in combination with other 
instruments to support and ensure that 
impact goals are achieved.

been criticized for their lack of effectiveness. 
Due to the lack of financial knowledge among 
providers, they can lead to poor use of resourc-
es, which is why their use in combination with 
different instruments in other clusters offers a 
path to being more catalytic.
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B. Second Cluster: Outcome Funding,
    Impact-linked Finance, Impact Bonds

General Explanation

The second cluster, comprising outcome funding, 
impact-linked finance, and impact bonds, can be 
seen as a collection of instruments falling into 
the outcome funding or results-based financing 
category. These instruments diverse in their 
focus on different stakeholders, with impact 
bonds involving governments and NGOs, while 
Impact-Linked Finance addresses market-based 
solutions. They do, however, share the linking 
of impact creation directly to financial rewards. 
“They focus on ‘structuring’ the impact first and 
try to work backward to financing it,” explained 
one of the interviewees partaking in an impact 
bond. Due to the focus on structuring a transac-
tion that leads to an outcome pre-agreed by all 
parties, these results-based financing instru-
ments allow various stakeholders with different 
interests to be aligned.

Instruments in this cluster address an im-
pact-specific need that has targets that are 
measurable11. This focus on output is particularly 

Reasons for choosing

The primary reason for choosing results-based 
financing instruments is to directly create im-
pact, and strengthen the relationship between 
the impact created and the financial payment. 
Within the cluster, the initiator or initiating 
consortium might choose one instrument over 
another depending on their strategic focus. For 
instance, philanthropic organizations that would 
like to avoid bearing the implementation risk 
will consider a straightforward pay-for-success 
scheme, whereas another actor that wishes to 
bring different capital providers into the sector 
might consider an impact bond. Nevertheless, 
the primary motivation is to achieve certain 
impact goals.

in contrast with traditional grants, which focus 
more on activities. While other clusters can ad-
dress more general problems or multiple prob-
lems within one transaction, that is difficult 
with outcome funding. For instance, providing a 
financial reward based on specific results, such 
as the number of girls graduating from elemen-
tary school, is more fitting, while providing the 
same for addressing climate change is less so. 
Also, impact verification is a much more central 
part of these instruments, since it is tied to 
financial rewards. 

Transactions involving results-based financ-
ing instruments have up to now tended to be 
smaller in size and higher in complexity, which 
is due to the specificity of the impact they are 
targeting. Also, they often try to establish new 
market rules and attempt to create a market for 
impact compared to other clusters that simply 
accept market rules, i.e., the third and fourth 
clusters.

Due to the innovation happening in results- 
based financing and the nascency of the 
instrument use, another strong motivation for 
initiators choosing this instrument cluster is 
the demonstration effect of the instrument. 
Keywords strongly associated with this cluster 
were scalability and replicability of the instru-
ment, indicating that actors were also choosing 
these instruments in order to demonstrate their 
viability. While this can be a legitimate reason, 
it needs to be scrutinized whether the instru-
ment really does need further demonstration or 
whether there are learnings from previous trans-
actions, and thoughts on how the viability can be 
demonstrated ex-post need to be gathered.
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Characteristics

•	 Capital financially rewarding impact. 
Instruments in this cluster require capital 
that is willing to financially reward impact. 
In many cases, this is a philanthropic or 
development actor with donor capital, but 
it can also be a lender willing to sacrifice 
financial return.

•	 Impact-specific need. For results-based 
financing, there needs to be an impact- 
specific need that is addressed. The need 
addressed is typically more specific than for 
instruments in other clusters, such as early 
childhood education or addressing patients 
at the bottom of the pyramid, in compari-
son to tackling climate change or poverty. 
Capital providers for rewarding the impact 
side join the transaction under the prem-
ise of achieving certain impact goals that 
address these needs.

•	 Smaller transaction size. The specificity of 
the impact need addressed also explains 
why the size of the transaction tends to be 
smaller. The narrow scope limits the number 
of investible opportunities and programs.

•	 Knowledgeable stakeholders. The 
transaction typically has stakeholders with 
pre-existing knowledge and expertise on 
the impact sector and region that is being 
addressed. They provide reassurance to 
other stakeholders who are new to the 
sector and region, and they share their 
knowledge and expertise throughout the 
transaction.

•	 Clear impact measurement. The measure-
ment for impact targets should be clear 
so that all stakeholders—e.g., outcome 
funders, investors, capital recipients—all 
have a common understanding of what is 
being measured. This is also why measure-
ments are usually set at an output and/or 
outcome level, rather than on the impact 
level, which is more difficult to measure.

•	 Easily obtainable impact measurement. 

While the measurement needs to be a valid 
indicator of the final impact, it should also 
be easy to obtain, and it should not put 
additional reporting pressure on the capital 
recipient. Especially for impact bonds, best 
practice is to work with the public sector. 
If there is a standardized public measure-
ment, such as the defecation-free rate in 
Cambodia, which is a government standard 
with assessments done every 12 months, 
it is best practice to align the impact 
measurement to it. This not only makes it 
easier and less costly to obtain data, but 
it also allows for a smoother transition for 
the public side to take over the interven-
tion at the end of the transaction.

•	 Rigorous impact reporting. Due to the 
nature of financial payment being linked to 
impact, impact reporting has higher rigor. 
Many practitioners involved in transactions 
using results-based financing instruments 
mentioned that the impact reporting is 
more granular, regular, more informative, 
and offers better visibility. There are more 
frequent exchanges between stakehold-
ers, which lead to deeper learning about 
the impact sector and region. At the same 
time, the level of rigor also has cost impli-
cations that need to be considered. 

•	 Combination possibilities. The instruments 
in this cluster can be combined with the 
first or fourth clusters. Typically, a grant 
is provided to conduct a feasibility study 
and pay for the design phase of setting up 
the transaction. Technical assistance can 
be added in the execution phase to help 
capital recipients to achieve the targeted 
impact and receive the financial payment 
for it. Sometimes a guarantee or first-loss 
layer is added to reassure private capital 
providers. Since the risk assessment for this 
transaction is different from a financial risk 
assessment, having such a de-risking layer 
could be helpful, although not mandatory, 
and such layers add to the complexity.
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Point of Caution

When it comes to results-based financing, the 
effectiveness of the instruments in incentivizing 
entrepreneurs to create more impact is contest-
ed among practitioners. It largely depends on 
the materiality of the amount being paid out; if 
the amount is not high enough, entrepreneurs 
might feel that it is not worth the effort of going 
through stringent reporting. Some practitioners 
commented that outcome funding does not 
incentivize behavior change to focus more on 
impact, and that there is no causality between 
results-based financing and impact. Neverthe-
less, those involved in such transactions pointed 
out that it is not about establishing causality but 
reward impact to establish a market.

An additional point of caution is scalability. 
Transactions involving instruments in this cluster 
can be complex to scale because structures get 
complicated with an increasing number of stake-
holders. Larger transactions are expensive to set 

up due to the resources required for stakeholder 
alignment. Thus, there needs to be a clear rea-
son that justifies the high transaction cost.

Sometimes results-based financing instruments 
can invite public scrutiny because they can be 
misunderstood as subsidizing the private sector. 
Instruments that reward investors financially 
for taking risks (e.g., impact bonds) can be 
especially contested for using public capital to 
subsidize private capital. Instruments rewarding 
companies for their impact can also be per-
ceived as public capital giving money to private 
companies. One practitioner commented that 
such transactions are “optically not good.” 
While this should not be a reason to turn away 
from these instruments, it indicates that such 
instruments might require more education 
and training of stakeholders to overcome such 
misconceptions.
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C. Third Cluster: Market-rate, Subordinated,     	
    Concessional Debt & Equity

General Explanation

While there are various instruments bundled 
together within this cluster, there is a clear 
distinction between debt and equity capital and 
investors.

In general, equity takes a higher risk and is 
required at earlier stages of the company to scale. 
It allows companies to invest capital for growth 
without having to immediately think of gen-
erating a return or becoming profitable. Equity 
investors benefit from the higher return poten-
tial, both in terms of financial and impact return, 
when investing in companies at an earlier stage. 
They are interested in taking more risk in return 
for a higher uptake potential. Equity comes with 
partial ownership of the company, which might 
limit the use of it for certain organizations that 
are not allowed or reluctant to take ownership in 
private companies, such as foundations or govern-
ment entities.

On the other hand, debt takes a lower risk 
and is required at later stages of the company. 
It provides capital to the company without 
diluting ownership. Debt investors benefit more 
from the lower risk than equity investments 
while still being additional by providing capital 
in the private market. In general, debt investors 
are more interested in a lower risk for a lower 
target return.

Once the choice of using equity or debt has 
been made, the question of market rate, subor-
dination, and concessionality comes into ques-
tion. This is where there was a lack of clarity in 
terms of the concept and use of terminology 
among practitioners. We provide a more coher-
ent framework for how to see these concepts in 
the characteristics section below.

Reasons for choosing

Debt and equity instruments have multiple 
motivations that range from directly creating 
impact and developing the market to crowding 
in private capital, depending on the investment 
strategy of the transaction. The primary focus 
also shifts, depending on whether it is a subordi-
nated position and the level of concessionality.
One large reason for choosing instruments in 
this cluster, though, is the fact that these instru-

ments are very established. The financial sector 
understands how to structure them and assess 
their risk and return profile. Thus, less effort is 
required for educating stakeholders. This might 
also explain why these instruments are often 
chosen when initiators aim to crowd in private 
capital, since they are used and understood 
among traditional investors.
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Characteristics

•	 Clearer terminology. Using this instrument 
requires clearer language to help stakehold-
ers align their interests and expectations to 
allow for appropriate structuring. While the 
terms “subordinated capital” and “conces-
sional capital” are used interchangeably 
among many practitioners, subordination 
is about risk expectation, while concession-
ality is about return expectation and time 
horizon.

>> Subordinate. Subordination refers to 
taking a junior position and a lower 
priority when it comes to repayment. 
Thus, subordinated capital takes on 
higher risk, which usually comes with a 
higher return expectation. Conceptual-
ly, subordinated equity—mostly called 
junior equity—exists, but it is not used 
in an impact context due to the fact 
that it can create complications for the 
entrepreneur while not adding much 
value from an impact perspective.

>> Concessional. Concessionality refers to 
accepting a lower return and/or longer 
time horizons, also referred to as 
patient capital. Since there is a lower 
return expectation, capital providers 
are reluctant to take a high risk.

>> Capital providers can be both subordi-
nate and concessional, but this does 
not necessarily need to be the case. For 
instance, several practitioners lament-
ed that concessional debt providers, 
such as development agencies, are of-
ten the least risk-taking, even though 
they have a mandate to create impact. 
In this case, the capital was perhaps 
concessional, accepting a lower return, 
but not subordinate or willing to take a 
higher risk. Clarifying the terminology 
can help align expectations and avoid 
frustrations when implementing the 
transaction.

Equity Debt

Market-rate
Traditional risk-return
expectation

Market-rate Equity
•  Higher risk, higher return expectation
•  Earlier stage of a company
•  Ownership

Market-rate Equity
•  Lower risk, lower return expectation
•  Later stage of a company
•  No ownership

Subordinate
Taking junior position
Taking higher risk

- Subordinated debt / Junior debt
•  Higher risk, higher return expectation

Concessional
Accepting lower return
Accepting longer time horizon

Concessional Equity
•  Lower return and/or longer time       

horizon (patient capital)
•  Lower risk expectation

Concessional Debt
•  Lower return and/or longer time            

horizon (patient capital)
•  Lower risk expectation

Table 2: Clarifying market-rate, Subordinate, Concessional capital
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Characteristics (continued)

•	 Influence of the legislative environment. 
Different legislative environments or market 
contexts need to be in place for equity and 
debt instruments. Equity investments are 
more agile and easier to implement across 
multiple regions, as long as the minimum 
regulatory environment around ownership 
is in place. Equity investments, especially in 
earlier stages, are less stringent on requiring 
a financial track record and collateral. There 
are also fewer  regulations for being an 
equity capital provider, which allows equity 
to be simpler and faster to deploy. On the 
other hand, debt investments are more suit-
able for frontier markets and are effective in 
developing the local financial market. Debt 
investments are usually less risky to recover 
due to their nature of requiring collateral 
and regular interest payments. While equity 
investors have a tendency to seek out high-
growth companies, debt investors are happy 
to invest in SMEs with more stable growth, 
which is required for a healthy local econo-
my. Providing direct debt to entrepreneurs 
demands that regulatory requirements, 
which differ across regions, are met. This 
complicates the roll-out and decreases the 

speed of implementation. Thus, debt in-
struments are usually executed in partner-
ship with local financial institutions, which 
provides the added benefits of  a deeper 
understanding of the market and a lower 
due diligence cost.

•	 Financial knowledge. In comparison to the 
first cluster, equity and debt instruments 
require more sophisticated financial knowl-
edge to implement. They also require more 
market knowledge for doing due diligence 
on investments in comparison to the sec-
ond cluster. Instruments in these clusters 
are structured in the same or a similar way 
to traditional financial market instruments, 
following the same market logic. This 
requires financial expertise, which does not 
always exist within a development or phil-
anthropic organization but is increasingly 
being built up these days. The instruments 
are more familiar to the financial market, 
which makes crowding in different types of 
capital providers (e.g., institutional inves-
tors) easier in comparison to other clusters. 
This also indicates that the capital recipient 
needs to be a company based on market 
mechanisms and cannot be a nonprofit 
organization.

Point of Caution

For transactions involving equity and debt 
instruments, the impact factor is not explicitly 
built into the structure. While the investment 
strategy does aim to create impact, the impact is 
not always measured post-ex, and there is little 
accountability for not achieving impact goals. 
Thus, the contribution to impact goals through 
such transactions can be thin, and they can also 
result in mission drift in the process of aligning 
stakeholder interest. This is why best practices in 
our research had a strong stakeholder alignment 

with creating impact, accompanied by technical 
assistance on the ground and a rigorous impact 
measurement scheme to mitigate impact risks.

Another point often brought up in the inter-
views as a point of caution was the financial 
and impact additionality of these instruments. 
Subordinated or concessional capital often faces 
the criticism of displacing or crowding out other 
investors, instead of crowding in, as many of 
them intend to do.
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D. Fourth Cluster: First-loss, Guarantee

General Explanation

First-loss and guarantees are instruments pri-
marily chosen for de-risking a transaction and 
crowding in capital. In our cross-code analysis, 
crowding in capital was the single most associ-
ated motivation for using first-loss and guaran-
tees. The instruments are used mostly as an ad-
ditional, supporting layer for other instruments.

First-loss capital and guarantees cannot and 
should not be mapped on a risk-return spectrum, 
like the third cluster, because that is not their 

Reasons for choosing

The primary reason for choosing instruments in 
this cluster is to de-risk the transaction and crowd 
in further capital. Ideally, the instruments should 
crowd in private capital that otherwise would not 
participate in impact-driven investments—e.g., 
institutional investors, such as insurance and 

primary intention. Guarantees and first-loss 
capital are not provided with the intention to 
seek a return. It is possible to view first-loss cap-
ital as an extreme form of subordinated capital, 
but while subordinated capital usually comes 
with higher return expectation, first-loss capital 
is provided with the intention to crowd in and 
not necessarily to preserve capital or seek a 
return. Thus, taking a junior position is distinc-
tively different and should be distinguished 
from providing first-loss capital.

pension funds, sovereign funds, and family 
offices. This indicates that the transactions using 
first-loss capital or guarantees are more suitable 
for later stage investments, since such capital 
usually requires a financial track record and scale 
that can be found in later stages12.
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Characteristics

•	 Large asset size. The capital provider of 
first-loss capital or guarantee needs to have 
sizable assets, especially in the case of a 
guarantee. The guarantee or first-loss layer 
is usually provided by a single organization, 
since having multiple organizations provid-
ing the capital complicates the structure 
and would require more time in terms of 
stakeholder alignment. Due to the main 
motivation for using these instruments 
being crowding in capital and scaling a 
transaction, the size of the transaction aims 
to be large, meaning the de-risking layer 
needs to reflect that as well. This leaves the 
instrument, especially guarantees, to be 
suitable for rather larger development and 
philanthropic actors.

•	 Financial knowledge. Similar to the pre-
vious cluster of debt and equity instru-
ments, these de-risking instruments also 
require sophisticated financial knowledge 
to implement. Especially in the case of 
guarantees, the implementation demands 
expertise in risk assessment of a given sec-
tor or region, which in many cases is a less 
developed one and is challenging to assess. 

•	 Familiarity. The instruments are familiar to 
the financial market and larger institution-
al investors, which is why they require less 
education or training on the instruments 
for crowding in private capital (although 
education on the transaction and invest-
ment strategy might be required). They are 
often combined with any of the debt or 
equity instruments in the third cluster in 
order to scale the transaction.

Point of Caution

While de-risking instruments no doubt help, 
practitioners express that they do not solve the 
problem of needing capital in the first place, 
especially in the case of guarantees. As an initi-
ator, you still need to go fundraising and secure 
capital.

Another challenge with first-loss capital or guar-
antees is striking a balance between achieving 
impact goals and crowding in. Much of the 
de-risking capital is being provided by devel-
opment or philanthropic actors with a specific 

mandate regarding impact goals. To ensure that 
the de-risked transactions contribute to achiev-
ing these goals, capital providers attach certain 
restrictions—regional or sectoral—to the use of 
de-risking capital. 

Yet, too stringent restrictions complicate the 
structure and make crowding in capital chal-
lenging. These factors need to be considered 
when using first-loss and guarantees to strike a 
good balance.
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Practitioners choosing instruments for creating development impact have a long list of instruments 
to choose from. Yet, the process of selecting the right instrument seems to be one that many struggle 
with. The four clusters laid out above address that struggle in several ways:

A beginner chef can easily be overwhelmed by the long list of spices that can be used for seasoning; 
however, once they are grouped in terms of making a dish more savory, sweet, or spicy, the chef has 
an easier task. He/she can now effortlessly select and combine the right ones and substitute one for 
the other. Similar to cooking, selecting an instrument can be an easier task once the clusters provide 
a clearer framework for how to think about the long list of instruments that can be used and how to 
consider their different trade-offs.

Practical Relevance

03.
Better alignment 
between purpose 
and instrument 
choice

Ultimately, the clusters provide a guideline between the pur-
pose of a transaction and the choice of an instrument by laying 
out how they function in a clearer manner.

Often, practitioners seem to be limited to using tools they or 
their organization is familiar with. The clusters help identify 
other instruments with similar functions within the same 
group. Additionally, they also help them consider a completely 
different set of instruments that function differently but might 
achieve a similar outcome sought by the organization.

02.
Consider different 
instruments

The clusters provide a clearer way to group and conceptualize 
the different instruments, and how to think of them. By having 
clusters, practitioners can identify a group of instruments ac-
cording to their functions and suitability much easier and faster 
than when there is a long list of instruments to choose from.01.

Clearer
framework
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Cluster Characteristics Uses
Strengths &
Weaknesses

Grants/TA

•	 Same source of capital,  
development and 
philanthropic actors

•	 No financial return 
expectation 

•	 Supporting instruments, 
intended to help achieve 
impact goals

•	 Important when entering 
new markets

•	 Requires less financial 
knowledge

•	 Needs to strike a balance 
between accountability 
and flexibility

•	 Historically criticized for 
lack of effectiveness

Outcome
Funding

•	 Links impact creation 
directly to financial rewards

•	 Allows stakeholders with 
different interests to be 
aligned

•	 Addresses an impact-
specific need with 
measurable targets 

•	 Establishes new market 
rules and does not accept 
market rules

•	 Directly creates impact and 
strengthens the relationship 
between impact and the 
financial payment

•	 Demonstrates the effects of 
the instrument

•	 Can be combined with 
grants and TA

•	 Creates knowledge sharing 
of an impact sector or 
region among stakeholders

•	 Clear impact measurement 
and reporting

•	 Tends to be smaller in size 
and higher in complexity—
needs to answer the 
question of scalability and 
replicability

•	 Requires appropriate and 
material financial reward 
to be effective

•	 Can invite public scrutiny 
when misunderstood as 
subsidizing the private 
sector

Market-rate
Debt & Equity,
Subordinated
Debt, Concessional 
Debt & Equity

•	 Clear distinction between 
debt and equity capital

•	 Equity takes a higher 
risk, higher return, and 
ownership; debt takes a 
lower risk, lower return, and 
no ownership

•	 Subordination is about 
risk—taking a junior 
position and a lower priority 
for repayment

•	 Concessionality is about 
lower return and/or longer 
time horizons

•	 Capital providers can be 
both subordinate and 
concessional, but are not 
necessarily so

•	 Varying motivations 
depending on debt vs. 
equity, market-rate vs. 
subordinate vs. concessional 
capital

•	 Chosen for being an 
established instrument

•	 Important to align risk and 
return expectations by 
using clearer terminology

•	 Established instruments 
easily understood by the 
private sector and other 
stakeholders

•	 Requires financial 
knowledge

•	 Impact not explicitly built 
into the structure

•	 Financial and impact 
additionality is contested

First-loss &
Guarantee

•	 Chosen for de-risking a 
transaction and crowding in 
capital

•	 First-loss capital is 
distinctively different from 
subordinated capital in 
terms of return expectation

•	 De-risk the transaction and 
crowd in further capital

•	 More suitable for later stage 
investments

•	 Familiar to the financial 
market and larger 
institutional investors

•	 Requires a large asset size 
and financial knowledge

•	 Requires striking a balance 
between achieving impact 
goals and crowding in

Table 3: Summary of blended finance clusters and selected practitioner implications
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V. Findings |
	  Key Questions for
	  Instrument Selection
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Based on the analysis of the codes, we identified 
themes that influenced the decision-making or 
pivoting of various transactions. The factors that 
influenced decision-making shed light on which 
key questions practitioners ask themselves 
when choosing an instrument. The factors that 
influenced the pivoting of a structure revealed 
instances where  there might have been a misfit 
of instrument choice or structure over time, and 
which key questions should have been asked at 
the beginning.

The analysis resulted in eight key questions that 
should be considered when setting up a transac-
tion and deciding which instrument to choose. 
The key questions can be divided into five major 
themes: organizational context, purpose of 
transaction, investee context, cost and resources, 
and risk and return elements. Some factors are 
more complex in how they influence instrument 

choices, such as the role played in the trans-
action, while others are more straightforward 
in ruling out some clusters, such as the target 
financial return.

In the section below, we lay out a short descrip-
tion of what the key question entails and how it 
manifests itself in decision-making. We support 
it with examples from our research and connect 
it with possible cluster or even instrument 
choices in terms of which come into question 
and which can be ruled out. While these ques-
tions cannot be considered a definitive guide or 
algorithm that will result in the identification 
of one perfect instrument—this would require 
more quantitative evidence—it could form the 
basis of a more comprehensive and detailed 
framework for initial decision-making and could 
help prevent missteps.

Findings | Key Questions for
Instrument Selection

Index

Organizational Context Purpose of the transaction

Investee Context Costs & Resources

Risk & Returns

•   Institutional setup or mandate 27 36•   Primary motivation

38•   Impact problem addressed

39•   Ensuring impact

49•   Associated costs and resources

50•   Risk and return to consider

30•   Role and key elements

34•   Amount of deployable capital

34•   Target financial return

40•   Target market maturity

44•   Growth trajectory

46•   Intervention maturity
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Organizational features such as mandate and resource availability anchor or constrain instrument selection. Instruments that build 
on an initiator’s organizational context are more likely to gain internal buy-in and resource support.

Institutional setup relates to the initiator’s 
organizational type, mission, and operational 
structure. We consider these influences from 
the perspective of initiators; the most common 
institutional setups were financial intermediar-

Organizational Context

1. What is my institutional setup or mandate?

ies, philanthropic organizations, new impact 
investment entities, and development actors. 
In the following section, we explore how such 
setups influence decision-making in terms of 
which instrument to use.

Attributes Selection Preferences

Financial
Intermediaries

•	 Commonly an advisory firm or fund manager responsible for 
coordinating instrument development and fundraising. Role 
may extend to implementation.

•	 Often experienced with specific financial tools, possibly with a 
sector lens.

•	 Often interested in instruments that attract traditional inves-
tors over the long term.

•	 Possess limited internal funding for project development. 

•	 Prioritize tools that have 
used before.

•	 Eager to include market-rate 
debt/equity.

•	 Seek grants/TA for develop-
ment costs.

Philanthropic
Organizations

•	 Private sector donors, typically with sector-related sustainable 
development mandates.

•	 Aim to achieve strong multiplier effects with their giving.
•	 Often more capacity to make grants than invest for sustainable 

development.

•	 Seek grant-based involve-
ment in blended facilities.

•	 Prioritize options with clear, 
measurable ties to improved 
funding and impact.

Impact
Spinoffs

•	 New blended facility managers established by existing fund 
managers or development-focused organizations.

•	 Focused on establishing commercially sustainable facilities to 
address ecosystem funding gaps.

•	 Often need to establish complementary operational                   
capabilities and experience.

•	 Primarily influenced by parent’s priorities and organizational 
attributes.

•	 Grant/TA for establishment.
•	 Concessional funding to 

attract external investment.

Development
Actors

•	 Aid agencies and development banks focused on large-scale 
deployments.

•	 Subject to public sector determined development priorities and 
mandate.

•	 Face elevated governance and reporting requirements that 
reduce flexibility.

•	 Development banks subject to commercial investment         
standards.

•	 Preference for larger             
transactions.

•	 Development banks: limited 
use of concessionality.

•	 Aid agencies: provision of      
conditional grants.

Table 4 : Common initiator organizational archetypes and cluster selection influences
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Intermediaries are organizations that are responsible for coordinating a transaction, such as an advisory 
firm or fund manager. Advisory intermediaries take on the role of structuring transactions and engag-
ing stakeholders, making the process more efficient and cost-effective. Fund managers, or investment/
capital supply intermediaries, deploy the capital based on regional/sectoral expertise and presence on 
the ground. Sometimes intermediaries can also play both roles13.

Intermediaries are typically resource-constrained and require third-party development funding. Deliver-
ing the instrument, in terms of its operationalization and sustainability, is their central objective. Inter-
mediaries generally exhibit a high level of decision-making flexibility, which enables them to effectively 
respond to other stakeholders’ inputs and requirements. Familiar instruments offer an economy of cost 
and effort, as well as improve the likelihood of successfully implementing the structure.

Social Finance Israel is reputed for its work on developing impact bonds. Although it actively assess-
es the relevance of other financing tools, the organization recognizes its depth of expertise with the 
instrument. It thus considers impact bonds and other outcome-based mechanisms as its main point 
of departure. Similarly, BlueOrchard, an investment manager with significant experience in deploying 
structured funds, was able to rely on its experience with structured funds when developing the Region-
al Education Finance Fund for Africa (REFFA.)

Collectively, intermediaries are flexible and support development activities across a range of sectors 
and instruments. They regularly employ a variety of tools across the sectors and clusters to address 
needs, including the costs of establishing and responding to the needs of prospective stakeholders.

Philanthropic organizations often target specific needs, such as supporting access to services, improv-
ing the strength of business models and the bankability of projects, or eliminating key gaps in funding 
tools, e.g., ticket size, tenor. Delivering results on a scale that exceeds their available resources is often 
a priority. For larger foundations, this extends to supporting and catalyzing entire sectors or regions. 
At any rate, a closer alignment with the mission increases their likelihood of engaging with blended 
finance.

Smaller foundations face operational resourcing constraints, and their staff may specialize in grant 
administration. Opportunities that allow them to contribute using established grant-making protocols 
enable their participation. For instance, one particular philanthropic organization provided a small 
support grant to The Nature Conservancy and its NatureVest impact investment team to develop 
the Seychelles’ debt conversion structure. The organization providing the grant reportedly found the 
proposed instrument complex, but it extended the development grant upon understanding how their 
contribution could unlock significant funding for conservation downstream.

Depending on the region, philanthropic organizations are limited to grant-making activities, not only 
due to their core expertise but also to the limits of these organizations’ structures, such as tax-advan-
taged status. An expert stated, “For donors, the legal boundaries within which they can or cannot move 
are very important and play a very important role in making them choose one instrument or another. 
They are guided by the legal implications of their actions.”

Nevertheless, philanthropic organizations demonstrate an openness to considering or supporting 
experimental instruments within their limitations. In our data, they have been the organization type 
using, by far, the most diverse set of instruments, reflecting their decision-making flexibility. Although 
larger organizations with less decentralized hierarchies may take longer to initiate or support financing 
activities, private foundations, such as family-owned institutions, are likely to preserve a greater level 
of flexibility when responding to new opportunities.

Intermediaries

Philanthropic
Organizations

“Making the 
process more 
efficient and 
cost-effective.

“Regional/sectoral 
expertise and 
presence on the 
ground.

“Using most 
diverse set of 
instruments, 
reflecting their 
decision-making 
flexibility.
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Several philanthropic organizations have established or seeded affiliated fund management entities 
that develop and host blended finance facilities. These spinoffs possess the sector-based competencies 
of their parent organizations and are tasked with applying them to address investment-specific needs 
and creating conduits for interested capital to participate.  Kawisafi Ventures is a for-profit venture 
capital firm focused on scaling renewable energy enterprises serving East Africa’s off-grid population. 
The fund was established by Acumen, a social enterprise support nonprofit. Kawisafi’s blended finance 
model employs debt, equity, and technical assistance, with an emphasis on scale-ready companies with 
proven track records. This complements Acumen’s existing focus on early stage businesses.

Established fund managers also initiate new instruments while expanding to new sectors and geogra-
phies. As relatively mature entities, these initiators are focused on opportunities to grow their overall 
assets, involve new investors, and address market gaps. Ecobusiness is a blended fund featuring subor-
dination and technical assistance that is focused on food, forestry, and tourism. The fund sits within an 
umbrella fund platform that facilitates the creation of new funds or funding windows to pursue new 
market opportunities. Initially focused on Latin American investments, the management team respond-
ed to interest in investments in Sub-Saharan Africa by creating a sub-fund focused on the region.

Spinoffs often need to secure sufficient working capital and may require anchor funding. Their parent 
organization and its priorities are often the major design influence. The new organization may rely on 
the parent’s operating backbone and be subject to its constraints. 

The public sector links between aid agencies and development banks shape their priorities over time 
and influence their propensity to initiate blended activity in specific sectors or geographies.

Development actors are typically well resourced, both in terms of their staffing and range of execution 
abilities. They are also mandated to make larger funding commitments and thus deploy capital at a 
meaningful scale for catalyzing development.

Development actors are often willing to explore opportunities with good scale potential, including 
assessing requests to provide establishment funding and catalytic investment to promising initiatives. 
However, stringent governance frameworks can increase deployment lead times, rule out certain 
instrument types, such as concessional finance for development banks, or present added restrictions on 
the recipient’s use of funding. 

For instance, the US International Development Finance Corporation (DFC) invested in the Cameroon 
Cataract Development Impact Bond (DIB), a $3.5m blended finance transaction focused on providing 
low-cost, quality cataract treatment to low-income patients. As the organization’s first experience with 
a DIB, the DFC found entry to the transaction labor-intensive. Parts of its standard investment appraisal 
and accounting process had to adjust for the transaction and the internal approval process was less 
streamlined. DFC would not ordinarily have made such a small investment ($1.7m).However, it did so in 
the interest of testing new innovations and becoming more familiar with investments in eyecare.

In the case of the Regional Education Finance Fund for Africa (REFFA), the facility was initiated by the 
German Development Bank (KfW) and funded by the German Ministry for Economic Cooperation and 
Development (BMZ). The initiator, KfW, was interested in improving the quality and the affordability 
of education in Africa and issued a tender for asset managers to structure and manage a scalable and 
replicable transaction for the sector. The initiators then went on to fund REFFA’s junior tranche to crowd 
in further private sector capital.

Impact
Investment 
Spinoffs

Development 
Actors

“Possess
sector-based 
impact compe-
tencies of their 
parent organiza-
tions and create 
conduits for 
interested capital 
to participate.

“Willing to 
explore opportu-
nities with scale 
potential.
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When structuring a blended finance transaction, 
it is important to consider the various roles of 
stakeholders, the power dynamics, and what 
they each bring to the table. The initiator (or 
initiating consortium), who usually chooses 
the instrument and impact theme, then needs 
to assess its own capabilities and decide which 

2.  Which role do I play in the transaction, and what can I bring to the table?

role to play within the transaction, and how to 
bring in stakeholders that can fill the gap. In the 
following section, we lay out the different roles 
within a transaction, the key elements required 
for a successful transaction, and how they 
shape a transaction in general.

There are different roles within a blended finance transaction because it requires different competen-
cies and elements. The following table lays out some key roles, and some of them might overlap with 
each other. For instance, an initiator or initiating consortium can also include a donor or a player with 
structuring capabilities.

In general, there is a lack of consideration of social enterprises and beneficiaries when it comes to 
discussing instruments. Beneficiaries only seem to be explicitly considered for transactions with grants, 
concessional capital, or other types of capital with no financial return expectation, and even then, they 
are mostly treated as a recipient rather than a stakeholder that should be involved in shaping a transac-
tion.

To ensure that the blended finance transaction focuses on its impact mission and achieves its intended 
effect, it is important to place the power with those who are closest to the problem by letting the social 
enterprise or end beneficiary shape the transactions as a key stakeholder.

Roles within
a transaction

Role Description

Initiator
The initiator (or initiating consortium) is typically a mission-driven organization looking for a 
way to finance solutions to create impact. It is the initiator (or the consortium) who chooses the 
instrument and impact sector.

Donor

Donor s commonly fund the design/structuring and development of the transaction in the
initial phase. They provide the catalytic capital—for instance, as an outcome funder or a
provider of de-risking capital—at a later stage. This role is usually played by a philanthropic 
organization or development actor.

Structurer
Structurers are knowledge partners that manage or assist in the implementation of the
blended finance transaction. This role is usually played by financial intermediaries.

Beneficiaries
Beneficiaries are recipients of the investments. In most transactions, the beneficiaries are end 
beneficiaries and the public sector, but in some cases, they can also refer to social enterprises 
and the private sector, such as corporations.

Table 5: Key roles played by stakeholders
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For initiators, assessing the organization’s own core competencies and gaps is an important step. Based 
on our analysis, there are four key elements that a stakeholder can bring to the table: capital; structur-
ing capabilities; sector and/or regional knowledge; and reputation and creditworthiness. For instance, 
when a donor organization is initiating a transaction and lacks structuring expertise, it is common for 
such organizations to fund the design/structuring and development. However, regardless of who the 
initiator is, it is always crucial to have an anchor investor and partners with sector expertise and credit-
worthiness to play these critical roles in transactions.

The coordination of contributions from a wide range of multi-stakeholder partners provides the oppor-
tunity to remove barriers that impede scale and investment potential. Some forms of multi-stakeholder 
partnerships within an initiating consortium include:

•	 Capital + Knowledge: Capital providers leveraging intermediaries’ sector expertise or pipeline.

•	 Capital + Knowledge: Scaling smaller, successful blended finance transactions that have been 
tried and tested. For instance, Sida asked Beyond the Grid to scale from Zambia to four other 
countries.

•	 Knowledge + Knowledge: Combining sector expertise with market expertise, and overcoming 
uncertainty with knowledgeable partners. For instance, Sanlam InfraWorks BV combined the 
renewable energy expertise of Phoenix Infraworks and the capital raising, asset management, 
and local market knowledge of Sanlam.

•	 Capital + Structuring: Making use of more complex transactions with layers. Typically, DFIs 
support a transaction with guarantees/first-loss initially, and a foundation provides a follow-on 
round with concessional investments.

Key elements
for a transaction

Table 6: Institutional setup and key elements

Institutional setup Capital Structuring Knowledge Creditworthiness

Intermediary

Philanthropic
organization

Impact investment 
spinoff

Development actor
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Development cost. Grants and TA play an enabling role in meeting the costs of establishment in the 
initial phase of a transaction. If there is in-house expertise, the cost of setting up the transaction will 
be lower, whereas for no expertise, the development cost needs to be budgeted and also justified. In 
many cases, philanthropic organizations or development actors provide grant funding for the design 
and development of blended finance transactions. For instance, the Rockefeller Foundation’s Zero Gap 
initiative provides early stage support for the development of blended finance vehicles using grants 
and PRI funds.

Some examples from the facilities that we reviewed are provided below.

The initiator or initiating consortium is mostly involved in the design and structuring of the transaction. 
In some cases, the initiator is a mission-aligned organization, such as a foundation, that lacks the nec-
essary structuring expertise and thus looks to an intermediary or an internal team that has a financial 
background and the required structuring abilities. For instance:

•	 In the case of the Cameroon Cataract Bond, Africa Eye Foundation partnered with Volta Capital, 
which had the structuring capabilities to set up an impact bond.

•	 For the Regional Education Finance Fund for Africa (REFFA), the German Development Bank, the 
German Ministry for Economic Cooperation and Development (BMZ) and Blue Orchard worked 
together, relying on Blue Orchard’s structuring and fund management capabilities.

Catalytic capital. Once the instrument has been chosen and the transaction structured, the blended 
finance transaction requires catalytic capital, which refers to investment capital that is patient, risk-tol-
erant, concessionary, and flexible14. Depending on the instrument, the capital can be provided by an 
outcome funder or an organization that de-risks the transaction. Finding catalytic capital is critical for 
further fundraising.

Capital

Structuring
expertise

Facility Who bears the development cost?

Crossboundary Energy
USDFC provided the fund with a grant of $420k to fund initial 
setup costs.

Cameroon Cataract Bond
Fred Hollows Foundation, Sightsavers and the Conrad N. Hilton 
Foundation.

The Global Health Investment Fund The Bill & Melinda Gates Foundation.

The Cambodia Rural Sanitation DIB The Stone Family Foundation.

Table 7: Development cost responsibilities across selected transactions
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Knowledge of and expertise in a sector or region is another key element for a successful partnership 
and transaction. In many cases, it is an intermediary or impact investing spinoff that contains knowl-
edge on the ground, providing a pipeline of potential investments.

However, some capital providers, such as foundations with a specific sector focus, can also bring in 
their sector expertise. For instance, for the Cameroon Cataract Bond, DFC stated that having the Fred 
Hollows Foundation and Sightsavers, two organizations with deep expertise in eye care, was a key 
element that made them decide to join a transaction where they had less experience in the sector and 
the instrument.

Having a player that provides creditworthiness within the initiating consortium is also critical in the 
following rounds of setting up a transaction. This element is typically brought to the table by a larger 
institution with an established reputation.

For Crossboundary Energy, it was crucial to get USAID as a de-risking organization because it provided a 
lot of comfort to the subsequent investors, not only financially, but also through its reputation. Another 
pure commercial player also tried to play a catalytic role by being an early investor in transactions and 
offering its creditworthiness to make further fundraising easier.

Knowledge of 
sector and/or 
region

Creditworthiness
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Instrument clusters are sensitive to the degree of 
funding an initiator can deploy and the transac-
tion’s capital requirements once it is operational. 

Initiators with limited funding may be unable to 
provide sufficient resources to mobilize a large-
scale blended transaction. Instead, they are likely 
to concentrate funding on supporting early de-
velopment processes that may leverage funding 
downstream. Smaller foundations often play an 
enabling role by financing project development 
costs through Cluster 1 or providing a portion of 
the catalytic capital used in other clusters.

Where sectors and their business models are 
nascent, the limited number of bankable proj-
ects may lower the level of funding facilities can 

Organizations often have a target financial 
return or financial requirements set by the 
institutional mandate. For instance, institu-
tional investors have a fiduciary duty to aim for 
market-rate return, while development actors 
have less stringent financial return requirements 
or access to cheaper capital. This can also differ 
within an organization. The programmatic side 
of a philanthropic actor usually does not have 
any financial return expectation, while its in-
vestment side needs to achieve certain financial 
targets.

The financial requirements or target can largely 
be divided into:

•	 No return - having no financial return 
requirement. Typically, philanthropic and 
development actors have no return require-
ments.

•	 Partial return - aiming for partial recovery of 
the principal. Organizations with no return 
requirement sometimes target partial 
return as well, in an attempt to introduce 
more discipline for the capital recipient 

3. How much capital can I deploy?

4. What is my target financial return / what are my financial requirements?

deploy. Diminished capital needs lower the ap-
peal of instruments focused on leveraging large 
amounts of risk capital, e.g., within Cluster 4, 
where catalytic funders may consider leverage 
potential too small, and Cluster 3, where de-
spite enhanced financial terms, ticket sizes may 
remain too small to make targeting traditional 
investors worthwhile. 

Smaller initiatives face higher transaction costs 
on attempting more complex instruments, e.g., 
in fulfilling the performance management or 
monitoring functions of Cluster 2. Facilities that 
mobilize large amounts can better justify more 
complex instruments relative to the degree of 
capital mobilized.

and recycle the recovered capital. Recently, 
some impact-driven asset holders (e.g., 
religious endowments) have been observed 
spending down, in which case they would 
also aim for a partial return.

•	 Below market-rate return - aiming for a full 
recovery of the principal and an additional 
financial return that is below the market 
rate. Many impact-driven investors have 
financial requirements that belong in 
this category. A below market-rate return 
allows them to be financially sustainable 
and profitable on an absolute level, while 
still having a strong focus on achieving im-
pact rather than maximizing profit. Family 
offices or UHNWIs that have more flexi-
bility can also be seen targeting below the 
market rate with parts of their portfolio.

•	 At or above market-rate return - having 
traditional financial targets. Typically, insti-
tutional investors bound by fiduciary duty 
(e.g., pension funds) require an at or above 
market-rate return.
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The mandated financial return of an organiza-
tion easily rules out certain instrument clusters. 
For instance, any organization that needs to 
recover at least some of the capital cannot make 
use of Cluster 1 or some instruments in Cluster 2. 
Having a below market-rate return requirement 
also limits the use of instruments to Cluster 3. 
Considering financial return requirements is usu-
ally more relevant when stakeholders start to 
join the transaction. For instance, when an insti-
tutional investor joins a renewable energy fund 

in frontier markets, the fund needs to meet a 
certain return level in comparison to the risk it 
takes. The requirements are seen as a limiting 
factor, since they quickly rule out instruments 
and transactions for actors. However, consider-
ing return requirements for the initiator or initi-
ating consortium can be an exercise that rather 
expands than limits. Since initiators are usually 
less restricted by financial return requirements, 
being aware of the flexibility can enable them 
to consider diverse instruments to use.

Cluster 1
Grants, TA

Cluster 2
Outcome-based 
finance, impact 
bonds, impact- 
linked finance

Cluster 3
Equity, debt

Cluster 4
First-loss, guarantees

No return

Partial return

Below market-
rate return

At or above
market-rate
return

Impact investor
in an impact bond

First-loss

Figure 2: Financial target/return expectation and cluster choices
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The design of blended finance transactions needs to be anchored in the transaction-specific objective and context. Several con-
text-specific factors influence the nature of additionality, concessionality, mobilization, and commercial sustainability in blended 
finance, which need to be taken into account when designing a blended finance structure. Purpose-built instruments tailored to 
the context and intended stakeholders may simplify the process of attracting and aligning stakeholders.

Purpose of the transaction

Depending on their motivation, investors’ inten-
tions range from broad commitments, such as 
a) to target impact, b) to mitigate risk, to more 

5. What is my primary motivation?

specific goals, such as c) demonstrate proof of 
concept for a nascent sector or instrument, or d) 
build a market for a sector or region.

Some organizations are motivated to respond to impact needs because the creation of positive change 
for people and the planet is the reason that they exist. Although most players join a blended finance 
transaction with the motivation of having an impact, there is a difference between those who aim to 
create impact directly through the transaction and those who focus more on other motivations, such as 
de-risking and scaling, demonstrating, or market building.

The motivation to respond to impact-specific needs is strongly associated with Cluster 2, which com-
prises financial instruments like outcome funding, impact-linked finance, and impact bonds. These out-
come funding or results-based financing instruments link impact creation directly to financial rewards.

As would be expected, the stakeholders that were motivated by responding to impact-specific needs 
had lower financial return expectations and a willingness to take on more risk. However, most of the in-
vestors still noted that it is important that they could receive a return of capital that could be recycled.

Many organizations initiate or join a blended finance transaction to crowd in more private sector cap-
ital by financially de-risking the transaction. Their intention is to achieve impact through leverage and 
scale. The crowding-in motive is associated with a combination of instruments that cut across several of 
the clusters. Cluster 3 and Cluster 4 are especially strongly linked to the crowding-in motive.

Directly
targeting
impact
Associated with

* Cluster 2:
outcome funding, 
impact-linked finance, 
impact bonds

Crowding in
and de-risking
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When building the market by financing a new market segment or underserved region, risk expectations 
need to be managed by using a range of instruments. Several of the insights shared during the inter-
views suggest that there is a large overlap between the demonstration of business models, sectors, and 
geographies, and the market building that happens as a result of that.

Market building is especially relevant for sectors that require scale to make the economics work. For 
instance, five to six years ago, the clean energy sector required a significant amount of concessional 
capital to establish the market and business models. Since then, the costs have dropped drastically 
and commercial returns are achievable with no concessional capital required, drawing in private sector 
capital. This is why blended finance is critical for entering the market. It allows a sector or region to be 
tested and proven until the economics work for private sector capital.

In terms of instruments, the appropriate choice depends on the level of maturity of the market. Based 
on our interviews, grants and TA were often used to develop pipelines and build the capacity of invest-
ees to develop a market that is deemed too risky or has too few investable opportunities for traditional 
investors. At a later stage, Cluster 4 instruments appeared to play a critical role in de-risking investment 
opportunities, in combination with Clusters 2 and 3.

The field of blended finance is nascent and there are a lot of innovative structures being developed with 
the potential to create impact more effectively and efficiently. Another strong motivation among actors 
engaging in blended finance transactions is the demonstration effect of such new structures.

In our analysis, the motivation to create demonstration effects is associated most strongly with the 
second cluster of financial instruments. Scalability and replicability were important considerations for 
investors when choosing these instruments.

In addition to results-based financing, concessional debt was also found to have a strong emphasis 
on the demonstration effect, perhaps more related to the viability of the transaction itself than the 
instrument.

Associated with

* Cluster 3:
market-rate,
subordinated,
concessional debt
& equity

* Cluster 4:
first-loss, guarantee

Market
building
Associated with

* Cluster 1:
grants, TA

* Cluster 4:
first-loss, guarantee

Demonstration
Associated with

* Cluster 2:
 outcome funding, 
impact-linked finance, 
impact bonds

* Cluster 3:
concessional debt

Within our research data, when de-risking was the primary motivation, it was used to attract commer-
cial investors with higher return expectations. To crowd in capital with higher return expectations, a 
transaction that blends additional instruments is necessary to offset risk. This requires the role of a 
donor, such as a DFI or a foundation, to de-risk and meet the requirements of commercial investors. 
De-risking is mostly addressed through a combined use of instruments, such as first-loss capital, guar-
antees, subordinated debt, and, sometimes, impact bonds.

However, it is important that the concessional rates do not distort the local market. Additionally, simply 
providing more concessionary capital for early stage investments does not necessarily crowd in com-
mercial capital. Commercial capital requires a financial track record, which can typically be found in the 
later stages of the financial supply chain. Thus, a focus on later stage investments is most appropriate.
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6. What kind of impact problem am I addressing?

Investment opportunities can be targeted at general or specific social and/or environmental impact 
needs. A general impact theme may focus on a broad problem, such as the conservation of a natural 
habitat, whereas a specific problem could be a project that has clearly defined parameters and impact 
objectives. For instance, the Utah High-quality Preschool Program SIB provided high-quality education 
for low-income children to prevent at-risk kids from entering expensive special education programs. 
Another relevant example is the Cameroon Cataract Bond, which is helping the Magrabi ICO Cameroon 
Eye Institute (MICEI) to provide as many as 18,000 cataract surgeries over a five-year period. Both trans-
actions address very specific impact needs.

Depending on the specificity of the impact problem, instruments can be largely positioned along a 
spectrum (Figure 3). For results-based financing, there needs to be an impact-specific need that is 
addressed. The need addressed is typically more specific, such as early childhood education, than for 
instruments in other clusters, which could be used for a broader set of solutions at the same time. If the 
problem is rather specific, providing capital directly through grants or TA, or linking it with incentives 
like outcome finance can be more effective, while if it is a more general problem, outcome finance 
would not be a good fit.

A key factor in any investment is time, and different instruments have different limitations when it 
comes to the time horizon. For instance, outcome-based financing typically deals with a shorter time-
line than equity investments. This is why the time horizon required to address the impact problem can 
be relevant for choosing instruments, or should be a consideration for structuring. 

Impact projects, by their nature, tend to need long development cycles to come to fruition, and the 
time horizons may differ significantly depending on the sector and specific intervention under consid-
eration. For instance, conservation projects generally require much longer time horizons compared to a 
health service project. The table below provides examples of interventions and the related timeframe 
for benefits to be achieved.

Specificity
of the impact 
problem

Time horizon 
required to
address the
impact problem

Second Cluster
Outcome funding,

impact bonds,
impact- linked finance

First Cluster
Grants & TA

Fourth Cluster
First-loss, guarantee

Third Cluster
Debt, equity, 

concessional debt, 
subordinated equity, 

concesional equity

Very Specific More General

Figure 3: Specificity of impact problem and cluster alignment
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7. How do I want to ensure impact?

In terms of instruments, Cluster 2 has a typically shorter time horizon in comparison to Clusters 3 and 
4, and within Cluster 3, equity transactions have a longer time horizon than debt transactions. Thus, 
impact problems that require a more long-term intervention might limit the choice of instruments for 
an initiator, or the transaction would require additional structuring and stakeholder management to 
address the misfit between the different time horizons.

Table 8: Examples of interventions and the related timeframe for benefits to be achieved

Intervention Benefits/outcomes Timeframe

Healthcare services
Surgeries

Quality healthcare to poor /
underserved populations

Short to medium term

Education
Early childhood development

Quality education for
vulnerable children

Medium term

Conservation
Land conservation and
restoration

Medium to long term

Blended finance has attracted a wide variety of 
investors, several of which have formal require-
ments to ensure impact, such as DFIs and foun-
dations, and others who have more aspirational 
impact objectives but no formal requirements, 
such as institutional investors or impact funds. 
As an initiator, there are largely two approaches 
to ensuring impact: either through explicitly 
linking impact to financial reward, or through 
implicit agreement by aligning stakeholders.

Explicit impact assurance is strongly related to 
Cluster 2, comprising outcome funding, im-
pact-linked finance, and impact bonds. These 
instruments link impact creation directly to fi-
nancial rewards, making it an explicit goal of the 
transaction to achieve impact. Actors involved in 
such transactions expressed that “the structure 
allows players with different motivations to 
align.” In a way, the alignment around creating 
impact is being outsourced to the structure.

Ensuring implicit impact is more related to Clus-
ter 3 and Cluster 4. These instruments do not 
have a formal link between impact and financial 

reward, so the impact is instead implied. This 
also invites the criticism of whether such trans-
actions are truly effective in creating impact, 
especially since evaluation of the impact on end 
beneficiaries is done by only a limited number 
of funds—only 32% of funds surveyed by the 
OECD annual survey15. Nevertheless, more and 
more investors seem to require rigorous impact 
reporting from blended finance transactions 
in general, creating more transparency. Some 
transactions in our research also had im-
pact-based incentive structures for implement-
ers, which could create further accountability 
and transparency by making impact achieve-
ments an explicit part of the transaction.

The question of whether such explicit struc-
tures truly motivate actors to achieve impact, 
and at which level the incentives should be 
aligned, seemed to be contested among our 
interviewees. Additionally, the cost of creating 
such an explicit structure, as well as measur-
ing and evaluating impact, also needs to be 
weighed against the cost of stakeholder align-
ment and management.
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Investee Context

8. What is the maturity level of the target market (sector/region)?

The maturity of the target market has an in-
fluence on the choice of instruments. Cluster 1 
plays a crucial role in entering new markets, for 
instance, while Cluster 2 requires interventions 
that have been proven to be effective. Cluster 3 
can be deployed across various stages of matu-
rity. More risk-taking instruments such as equity 

Fledging Private Market

In regions where there is an underdeveloped financial sector and little commercial interest, blended 
finance can play an important role in creating the foundation required for building a market. Fledging 
private markets are characterized by regulatory and legal frameworks that are difficult to navigate, a na-
scent pipeline with few investable opportunities, little precedent for complicated financial transactions, 
and limited investor interest16. These markets are generally common in least developed countries (LDCs). 
The OECD estimates that LDCs receive just six percent of private capital mobilized by blended finance in-
terventions, despite being the furthest away from achieving the sustainable development goals (SDGs)17.

In this context, Cluster 1 can play an important role in creating an enabling environment for commercial 
viability through feasibility studies, providing technical assistance to local financial institutions, and build-
ing market capacity and pipelines. Cluster 2, specifically impact-linked finance, can also be used to directly 
create impact and demonstrate viability in the absence of a mature market. While transactions using 
tools like Cluster 2 instruments can be complicated and difficult to replicate, they can stimulate market 
development and can be subsequently followed by simpler instruments.

Developing Private Market

Once there is some precedent for commercial viability and evidence of opportunity, blended finance can 
be used to reinforce and strengthen a developing market. Developing private markets generally have a 
growing evidence base of transactions, emerging pipelines of investable deals, and a developing financial 
sector. Developing private markets are common in lower-middle-income countries (LMICs) and receive an 
estimated 33 percent of private finance mobilized by blended finance interventions18.

are fitting for younger target markets (espe-
cially in the form of patient capital), while debt 
instruments are appropriate for more mature 
target markets. Cluster 4 is typically more fit for 
markets that have a track record and are ready 
to be scaled but are perceived as risky by private 
sector capital.

Blended finance investments into a region or country depend strongly on the macroeconomic state of 
the private sector and the regulatory environment that accompanies it.

Region
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In these markets, the use of Cluster 3 instruments can be effective. For instance, concessional debt and 
equity can be useful as patient capital to develop the market. Cluster 2 instruments continue to be useful 
for locking in missions for enterprises that are proving commercially viable. 

Maturing Private Market

In markets where there is a relatively established financial sector and private sector interest, blended 
finance can crowd in institutional capital to gradually allow the market to become self-sustaining19. 
Maturing private markets are common in upper-middle-income countries s and receive an estimated 41 
percent of private finance mobilized by blended finance interventions20.

At this point, blended finance largely focuses on financing along commercial rather than concessional 
terms21. In maturing private markets, Cluster 3 and Cluster 4 instruments can be used to de-risk transac-
tions and crowd in further capital to scale investments.

Figure 4: The role of clusters at various stages of market development

Fledging Private Market

Few Investable Deals

Capital Goal

Developing Private Market Maturing Private Market

Many Investable Deals

Market Building &
Market Research

First Cluster

Second Cluster

Third Cluster

Fourth Cluster

Market Strengthening
Catalytic Capital

Crowd In
Institutional Capital
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Blended finance investments in some sectors have a longer track record and maturity level than others 
in terms of commercial viability and business model development. The maturity level of target sectors 
is an important consideration when structuring such investments.

Sector

Renewable Energy

Track record of blended finance in sector: High

The energy sector has consistently been a darling for blended finance investment and accounts for most 
of the blended finance transactions in the market22. Early on, concessional capital allowed the sector to 
experiment with novel business models, as well as to build the economies of scale and technology needed 
to build a market. Today, investments into the sector are mostly commercial and are predominantly made 
up of Cluster 3 and Cluster 4 instruments. From the practitioners interviewed, the strongest motivators 
for blended finance transactions in the sector were crowding in capital, followed by de-risking. 

A unique feature of blended finance transactions in the renewable energy sector is that they seem to 
include intermediaries more often than other sectors and have a greater focus on the involvement of 
enterprises. This could be the case as the structures need specialist intermediaries that have an active 
pipeline of impactful enterprises, making it common for transactions to have a Cluster 1 technical assis-
tance element to them.

WASH 

Track record of blended finance in sector: Low

Blended finance transactions in the WASH sector are relatively low. Only 1.36% of capital mobilized by 
development finance between 2012 and 2017 went to WASH23. The highest cited motivations for transac-
tions into the WASH sector are directly targeting impact, crowding in capital and maximizing impact per 
dollar. The lowest cited motivation is the demonstration effect. The motivation profile matches the lower 
return expectation in this sector as funders respond to major impact challenges and need to use combina-
tions of instruments to offset risk and crowd in more commercial capital.

Moreover, creating a larger impact in the sector often involves expanding coverage to rural areas, and as 
a result, the risk profile increases, requiring a strong missional alignment to be created between all stake-
holders and the blended finance mechanism. Therefore, WASH blended finance transactions seem geared 
toward Cluster 1 and Cluster 2, with some use of guarantees in Cluster 4. 

Education 

Track record of blended finance in sector: Low

Education is a relatively underdeveloped sector for blended finance transactions. Between 2017 and 2019, 
Convergence estimated that just 2% of transactions took place in the sector24. For the practitioners we 
interviewed, directly targeting impact and demonstration effects are strong motivators for transactions in 
the sector. 
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The education sector is one of the most well-researched sectors worldwide, especially in relation  to out-
comes. To date, 75% of blended finance transactions in education have used Cluster 2 instruments25. This 
plentiful research reduces the cost of impact measurement and management (IMM), and makes educa-
tion favorable for Cluster 2 instruments.

The education sector has had few commercially viable blended finance transactions. However, there are 
pioneering transactions that are aiming to change that. For instance, BlueOrchard’s Regional Education 
Finance Fund for Africa (REFFA) uses a Cluster 1 technical assistance facility and Cluster 4 first-loss capital 
to try to create a market for education finance products in emerging markets.

Conservation

Track record of blended finance in sector: High

Blended finance in the conservation sector is well established. Practitioners interviewed cite that in the 
sector, blended finance is primarily used to directly target impact-specific needs. Other motivators include 
de-risking and crowding in capital. In the past, Cluster 1 design-stage grants and technical assistance 
funds have been vital  in designing financial mechanisms that generate cash flow and developing impact 
targets26.

To date, blended finance transactions with conservation mandates have largely focused on sustainable 
agriculture and sustainable forestry27. But, as a practitioner in the sector notes, “your return in food and 
agriculture is lower than in most other industries.” The predominant impact focus and need for patient 
capital means that it is likely that the conservation sector will continue to require concessional capital 
as it matures. However, there are increasing opportunities for innovation in the sector by combining 
conservation targets with ecotourism and sustainable fashion to make investments more commercially 
attractive. 

Healthcare

Track record of blended finance in sector: Medium

The COVID-19 pandemic has provided renewed urgency for investment in the healthcare sector. Blended 
finance transactions in healthcare cover a wide spectrum of risk and return. From seed funding for early 
stage healthcare innovations or funding infrastructure to targeting a specific disease or scaling an existing 
intervention, commercial viability can vary significantly depending on the needs or outcomes targeted. 

Among the practitioners we interviewed, crowding in capital is the most important motivation for blend-
ed finance transactions, followed by directly targeting impact-specific needs and creating demonstration 
effects. Similar to education, the healthcare sector has a plethora of research available, especially related 
to outcomes. This makes healthcare interventions in the sector particularly suitable for Cluster 2. There is 
a high track record of using outcome-based funding in the healthcare sector.

As a practitioner notes, “Healthcare is one of the most researched areas globally. This research should be 
leveraged to offset some of the cost and time that goes into impact measurement and management.”
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 Figure 5: Access to Commercial Funding and Blended Finance Track Record by Sector

9. How does the investee want to scale? What is their growth trajectory?

There are some interventions in the social sector that are suited to scaling through the public sector. These 
interventions are generally difficult to make commercially viable, as they may target bottom of the pyra-
mid populations, involve basic service delivery, or target very specific impact goals.

Cluster 2 impact bonds are typically used to experiment and incubate ideas for long-term scaling, usually 
through the public sector. An example of this is the Rahat Social Impact Bond, which is aimed at increas-
ing the number of students matriculating with levels 4 and 5 mathematics in Rahat. The SIB additionally 
acts as a pilot for the Israeli Ministry of Education as part of a five-year socio-economic development plan 
for the Bedouin communities and will be replicated and scaled if successful. Overall, the success of an SIB 
can be a step toward scaling the intervention and long-term government funding. As one of the practi-
tioners we interviewed notes, “demonstration is not only relevant for investors. For the Utkrisht Impact 

Scaling 
through the 
public sector
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For some interventions, large amounts of capital are required to make an impact at scale. These interven-
tions cannot be supported through grants and concessional capital in perpetuity. Take, for example, the 
problem of a lack of finance for micro, small and medium enterprises (MSMEs). The IFC estimates that a 
financing gap of up to $5.2 trillion exists in developing countries alone28. Such a gap requires investment 
beyond what the public sector is able to offer. In contexts where an intervention has high commercial 
potential in the long run, blended finance mechanisms can build a bridge of concessional and commercial 
finance to reach sustainability.

“Public funding is only a drop in the ocean; concessional finance is simply not equipped to deal with the 
scale of the need to deliver market transformation.” (Investor roundtable minutes)

Here, it is important to match blended finance mechanisms with the risk profile, transitioning from con-
cessional to commercial capital over time. Even for interventions that look to scale through the market, 
capital can be flexible or concessional at an early stage but needs to be reviewed and justified based on 
additional impact compared to grants.

The riskier nature of private capital also makes it suitable for interventions that aim to scale rapidly. 
Therefore, scaling through the market is ideal for interventions with high commercial potential and inter-
ventions that function in areas where the government or public sector is generally less active.

Scaling 
through the 
market 

Bond, part of the motivation was to demonstrate to the government a cost-effective way to channel 
public funding to private facilities. This is relevant for impact bonds in general.”

Scaling through the public sector is also a viable route to scale for some nonprofit interventions. There are 
few private sector credit models for nonprofits and it is not possible to take an equity stake. Finally, for 
investees looking to scale in this way, it is also important to note that public capital has a lower tolerance 
toward risk, and it is naturally harder to scale an intervention using less risky capital.
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10. What is the maturity level of the intervention?

Figure 6: Role of blended finance at different stages (Adapted from IDFC, 2019 and Zero Gap Fund)

Mostly Concessional Mostly Commercial

Maturity of Project / Intervention

Role of Blended Finance

Type of Blended Financial Capital

IDEATION

Establish business care 
for new products &

business models

Provide capital for
pioneering projects in 

under-invested market

Building track record of 
investment to demonstrate 

potential for scale

Crowd in new investment to 
help build scale and create a 

more efficient market

DEMONSTRATE SCALEPILOT

The level of maturity of the project or intervention will impact how blended finance is used and which 
instruments are selected. 

In the ideation stage, blended finance interventions will largely focus on demonstrating the viability 
of the project or business. In this phase, the business model or product is underdeveloped and has 
insufficient commercial viability. Here, Cluster 1 instruments are appropriate to establish financial or 
impact feasibility or establish the necessary partnerships required to begin building. Sectors like WASH, 
which have limited precedent for commercially viable business models and suffer from knowledge con-
straints, can benefit from mechanisms like grants and technical assistance to build this capacity.

Ideation 
stage
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In the pilot phase, there can be uncertainties due to novel business models that have not been tested 
in the market. Consequently, there are still few commercial investors with a high enough risk appetite 
to invest. Here, blended finance can be used to mitigate the risk of an unproven business model or a 
model that has a higher perceived risk using catalytic capital. For instance, a fund looking to provide 
seed capital to enterprises can use Cluster 4 instruments, like a first-loss facility, to de-risk commercial 
equity capital and fund pioneering enterprises. A similar outcome can be achieved by using Cluster 3 
concessional instruments.

“For instance, five to six years ago, the clean energy sector required a significant amount of concession-
al capital to subsidize commercial capital. Since then, the costs of investors or batteries have dropped 
drastically, and commercial returns are achievable with no subsidy required whatsoever. Having a subsi-
dy come in to test and prove an industry until the economics work.” (Crossboundary Energy)

Once there is some evidence of commercial viability, blended finance vehicles can be impactful by using 
capital to invest in projects with the potential to produce the demonstration effects needed to scale. 
These effects can be achieved by using concessional Cluster 3 or Cluster 4 instruments to attract com-
mercial capital that perceives the project at this phase as too risky.

Alternatively, Cluster 2 tools can also be used to prove the impact and demonstrate viability to funders 
later. As one of the practitioners we interviewed notes, “Demonstrating that a structure works is a mar-
ket-building exercise. If you can demonstrate that it works, it removes some of the perceived complexi-
ty.” (Cameroon Cataract Bond Volta)

Pilot phase
Associated with

* Cluster 3:
concessional
subordinate debt
& equity

* Cluster 4: first-loss

Demonstration 
phase
Associated with

* Cluster 2:
outcome funding, 
impact-linked
finance, impact bonds

* Cluster 3:
concessional, subordi-
nate debt & equity

* Cluster 4: first-loss

“Technical assistance is key for assessing the financial viability and feasibility of investment proj-
ects,  improving the bankability of utilities, and supervising  project implementation, reassuring lenders 
of their  investment choices. Technical assistance has been  instrumental in overcoming capacity and 
knowledge  constraints during the nascent phase of commercial  finance developments for the water 
and sanitation sec tor in Kenya.” (OBA for WASH for Kenya)

To an extent, some Cluster 3 and Cluster 4 instruments can be used to fund research and development 
at an early stage. However, when Cluster 3 and Cluster 4 instruments are deployed at this point, they 
are largely concessional and impact-driven. An example of this is the Global Health Investment Fund 
(GHIF), which uses Cluster 3 and Cluster 4 instruments to advance the development of health interven-
tions that disproportionately burden low- and middle-income countries.

“For the Gates Foundation in the GHIF, one of the main motivators was catalyzing additional capital. As 
a large philanthropy with deep pockets, they could easily just give funding away. They want to ensure 
that they create lasting impact.” (Anonymized interviewee)

Associated with

* Cluster 1:
grants, TA

* Cluster 3:
concessional, subordi-
nate debt & equity

* Cluster 4:
first-loss, guarantee
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The scaling phase is strongly associated with de-risking investments and crowding in commercial cap-
ital to achieve sustainability. Cluster 2 instruments become less relevant as they are difficult to scale. 
Cluster 1 instruments, if used, are focused on technical assistance. As a result, Cluster 3 and Cluster 4 
instruments are most commonly used at the scaling phase.

Finally, blended finance vehicles can also traverse multiple phases of maturity of an intervention. Using 
a melting pot of instruments, practitioners can pilot novel business models and show commercial 
feasibility concurrently. An example of such an intervention is the Climate Investor One (CIO). The CIO 
mobilizes blended financing to invest in private sector renewable energy projects in low- and middle-in-
come countries. To achieve this, the CIO bundles multiple funds under one facility to address different 
stages of the project cycle, with a range of instruments offered to achieve goals at each stage.

Scale phase
Associated with

* Cluster 3:
market-rate,
concessional,
subordinate debt
& equity

* Cluster 4:
first-loss, guarantee
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Instrument selection influences facility lifetime 
resource needs and costs. Practitioners can often 
anticipate project development and operational 
costs and determine which elements to avoid, 
assume, or secure third-party support for.

The question could also be turned around, and 
the choice of instrument can depend on the 
amount of budget and resources available.

Costs and Resources

11. What are the costs associated and resources available?

Pre-launch, initiators require access to develop-
ment and structuring expertise (both internal 
and external), as well as networks and operation-
al resources. Post-launch, facilities may require 
time to establish a track record and develop the 
operational strength and networks necessary 
to achieve sustainability or consider replication. 
Some costs, including professional services or 
pipeline development are relevant across phases.

Instrument Design Operations Management

Legal Structuring Allied Services

Network & Pipeline Development

DEVELOPMENT PHASE IMPLEMENTATION PHASE

Impact MeasurementFundraising

Partner & Personnel Time

•	Access to in-house intermediation/design capacity and templates lower 
costs.

•	Costs increase in proportion to extent of unique stakeholder interests to be 
factored.

•	Cluster 1 used to bridge development costs and establish design templates.

•	Instruments may need operating funding 
support for initial operations and to meet 
new personnel, business process and admin-
istrative requirements.

•	Cluster 1 provides bridging support.

•	Familiar structures, e.g., traditional 
limited partnerships and scalable 
options, e.g., umbrella funds and 
platform based commissioning used 
to lower costs.

•	Allied services, e.g., impact logic model and evaluation framework development, legal 
support and local market pipeline experts are often mobilized.

•	Access to templates from similar projects or Cluster 1 support lowers expense.

•	Partners or investees may require capacity 
development.

•	May be need to establish local capacity in new 
jurisdictions.

•	Cluster 1 often used to support both elements.

•	Cost of compliance with con-
tractually determined impact 
criteria may be significant.

•	Onerous requirements may 
divert resources from core 
operations.

•	Third-party evaluator costs 
may apply, e.g., from Cluster 2 
instruments.

•	Securing reputable donors or 
approaching existing investors facili-
tates the process.

•	Catalytic capital from Clusters 3 & 
4 often used to improve investment 
proposition.

•	Increased stakeholder education 
needed for more complex instru-
ments, e.g., Cluster 2.

•	Development is human capital intensive (including senior management) and most facilities take 18+ months to become operational.
•	More complex mechanics and stakeholder sets amplify lead times and development implementation costs.

Figure 7: Resourcing and costs over the instrument development and establishment cycle
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Risk & Returns

12. What kinds of risks do I need to consider, and for what kind of return?

As seen across the transactions investigated and 
interviews, risk-return expectations and require-
ments will largely be dependent on the type of 
transaction structuring and investors involved 
in this process. Similarly, the motivations of the 
stakeholders could have a major influence on the 
risk-return profile. For instance, risk-return pro-
files across the various transactions investigated 

seem to be highly context-specific and transac-
tion-specific. Thus, when solving for the risk-re-
turn profile of a transaction, decision-makers 
need to develop a product that solves both 
sides of the equation in an appropriate balance. 
To achieve this, practitioners highlighted vari-
ous considerations when selecting instruments 
or clusters.

When designing and structuring a blended facility, practitioners emphasized multiple types of risk 
across facilities which should be considered from multiple stakeholder perspectives. The following list 
of risks might not be mutually exclusive and collectively exhaustive, but it serves to ensure that the key 
risk elements of a transaction are taken into consideration.

Financial risk

A core premise of blended finance is bringing various capital providers together. These stakeholders will 
carry varying tolerance toward risk. In general, public actors have a lower tolerance toward risk, even 
in the face of higher financial return, while private capital is more divergent and there are many actors 
that are willing to take more risk for a higher return. When involving more traditional investors, they 
will often compare the risk-return profile they could receive in other private investment vehicles. These 
investors prefer liquid markets where project exit and returns are more predictable. However, with 
blended facilities, it is often less predictable. Thus, they expect a higher return for that higher risk. To 
address this risk, blended facilities can also harness the de-risking mechanisms that are part of Cluster 
4 or use Cluster 1 instruments to offset the risk of underlying entities failing.

Operational risk

New structures or those with multiple layers often have a number of stakeholders, processes, and 
systems involved, and run the risk of becoming too complex to effectively achieve activities on a day-to-
day level. Some facilities, such as those in Cluster 2, are often critiqued for their complexity. Therefore, it 
is essential to understand why the instrument would work for a certain context to ensure the appropri-
ateness to the underlying operational environment. One practitioner noted that sometimes “stakehold-
ers that are good at structuring might not be good at investing.” As a result, it is key to create enough 
lead time in the design phase to determine the feasibility of the model in the market. Having said this, 
at times, a model requires multiple layers of instruments to attract the right players and capital. Over 
time and as evidence emerges, the model can be simplified or adapted.

Risk
Considerations
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Market and investability risks

The mapping of various blended facilities revealed that certain sectors, such as renewable energy, could 
have more developed commercial markets and, therefore, the potential to absorb capital with higher 
return profiles. Other markets, such as education, provide strong opportunities for development returns 
but the commercial case is not necessarily as strong. When considering instrument selection, especially 
when taking an entrepreneurial lens, it is essential to match the appropriate structure to the demand in 
the underlying market and its ability to absorb certain types of capital. For example, Cluster 2 instru-
ments are most prevalent in education and healthcare transactions, Cluster 3 instruments are  used 
across sectors but are especially prevalent in renewable energy transactions, and Cluster 4 instruments 
appear to be important in WASH facilities. Similarly, developing new markets carries a higher risk, and 
some instruments are more suited when this is the goal, such as those in Clusters 1 or 2. As highlighted 
by a practitioner, “Expanding to new businesses and new markets increases the risk expectations and 
will most likely require a cushioning to attract investors.” (Crossboundary Energy)

Reputational risk

Larger organizations are most likely to take less risk as the implications of failure carry a higher repu-
tational risk for both the organization and the involved individual’s career. A mitigating factor for this 
risk was the importance of having stakeholders involved that have some track record of setting up a 
blended facility or deep expertise within the targeted development impact. For example, an interview-
ee highlighted that “partnering with a leading, recognized foundation was critical for our clients and an 
important part of creating impact authenticity.”

Macro risks

Consideration of the targeted country’s political and regulatory climate is critical when determining 
the appropriate market-risk premiums. For instance, one practitioner noted that “within Sub-Saharan 
Africa, political developments and sovereign credit risks vary from country to country and are to be 
analyzed thoroughly. Sometimes there is great alignment and the transaction is well-suited, but then 
a period of delay can occur due to regulatory approvals, and in the meantime, high or volatile hedging 
costs may change the pricing of the transaction.” (BlueOrchard, REFFA) As a result, it is key to consider 
currency and country risks when looking to invest in developing markets. There is potential to consider 
instruments in Cluster 4 to provide a risk cushion within a facility for these risks and give senior inves-
tors more comfort.

Tenor and liquidity risks

Longer tenor financing requirements result in more risk, which should be compensated for. As one 
interviewee commented, “somebody translated a Chinese [saying for me] the other day: the longer the 
loan, the nightmare will come.” There is a risk that rigid, long-term financing structures may become 
outdated if operating realities change a few years in.That said, blended finance is more suited to longer 
tenors than traditional finance, as it fits well with the longer term thinking needed for sustainable 
development impact. Instruments across the clusters can be used to overcome these risks. For instance, 
the food system transition requires a longer timeframe for financing than banks are often willing to 
accept. A longer time translates to longer loan tenors, which translates to higher risk. To catalyze pri-
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vate financial resources toward forest protection and sustainable agriculture, the AGRI3 Fund provides 
guarantees (Cluster 4) and subordinated loans (Cluster 3) to commercial banks and other financial insti-
tutions, mobilizing capital by de-risking and catalyzing investments in sustainable agriculture, forestry 
and rural livelihoods.

Impact risk

A priority of blended finance is to catalyze finance toward achieving development results, but there 
is also the risk of not achieving the impact that was targeted. A useful starting point is to develop a 
theory of change and plot various impact risk factors across the results chain in terms of the likelihood, 
as well as the consequences for social and environmental dynamics. Although the concept of impact 
risk and mitigation factors is still a fairly nascent concept in the blended finance space, the Impact 
Management Project’s market-building effort has created some consensus around factors to consider. 
Some of these impact risks are mapped onto the theory of change framework below (Figure 5). ​​In order 
to identify, monitor, and mitigate perceived risks, practitioners suggested building a risk management 
framework as part of the design process. The identified risks can be classified in accordance with their 
likelihood, scale of impact, and the measures put in place to mitigate such risk from materializing.

Input Activity Output Outcome Impact

Evidence risk: The probability that insufficient high-quality data exists to know what impact is occurring.

External risk: The probability that external factors disrupt the ability to deliver impact.

Stakeholder participation risk: The probability that the expectations and/or
experience of stakeholders are misunderstood or not taken into account.

Efficiency risk: The probability that impact could have been achieved with fewer resources at a lower cost.

Execution risk: The probability that activities are not delivered as planned
and do not result in the desired outcomes.

Alignment risk: The probability that impacted is not locked into the model.

Endurance risk: The probability that the required activities are not delivered for a long enoigh period.

Unexpected impact risk: The probability that significant unexpected
positive and/or negative impact is experienced by people on the planet.

Drop-off risk: The probability that positive impact does not endure
and /or that negative impact is no longer mitigated.

Figure 8: Illustrative theory of change framework (Source: Impact Management Project, 2021)
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Financial return considerations

Blended finance structures bring a variety of risk-return expectations together, create alignment, and 
launch a product that addresses the needs of different role players. Therefore, it is crucial to develop 
a good understanding among stakeholders what their financial return profiles are for a certain level 
of risk, considering the targeted sector. For this to happen, those structuring the facility need to take 
the willing stakeholders through an engagement journey. A frequently overlooked stakeholder in 
this process is the end beneficiary. Given that these facilities often aim to foster the development of 
underserved stakeholders and the success could rely on generating some level of return from them, it is 
valuable to bring their insights into the room during the engagement journey.

As highlighted in the section on organizational context, stakeholder types have varying financial return 
expectations or requirements set by institutional mandate. Therefore, it is important to consider the 
different return expectations of individual stakeholders in a multi-stakeholder transaction, as well as 
the appropriate instruments, where various investors will sit in the capital stack, whether the timing 
of anticipated return differs among investors (who receives what return and when), and, in the case 
of underperformance, what is the coverage for each stakeholder (for example, capped upside gains or 
downside losses).

Various stakeholder types can hold different positions in the capital stack. As a result, some clusters 
are more appropriate to their institutional mandate than others given their return expectations and 
requirements.

•	 Philanthropic investors have low to no return expectations and are able to take on more risk. It 
could be that they expect a return of capital so that they can recycle it. 

•	 Public capital often has strict development objectives and therefore low return expectations. It 
can, therefore, play a strong catalytic role.

•	 Development finance institutions (DFIs) seemingly engage within a mid-tier risk-return expecta-
tion but can move up and down that spectrum depending on the DFI’s goals and mandates. How-
ever, it was also seen that they were risk averse and took a position in the top tier of the capital 
stack. They often use debt or provide a cushion for other more commercial investors.

•	 Impact investors appear to have a range of financial return expectations. Depending on their 
motivations, these span impact-first to more finance-first impact investors. This range allows them 
to take more subordinate positions in the capital stack at times, while within other facilities, they 
hold more senior positions.

•	 Private capital—e.g., pension funds, insurance, banks—has the highest return expectations and 
requirements given their mandates and fiduciary duty.

Return
Considerations
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Cluster 1
Grants, TA

Cluster 2
Outcome-based 
finance, impact 
bonds, impact- 
linked finance

Cluster 3
Equity, debt

Cluster 4
First-loss, guarantees

No return

Partial return

Below
market-rate 
return

At or above
market-rate
return

Impact investor
in an impact bond

Commercial
institutional

investors

Philanthropic
investors

Public capital

Philanthropic
investors

Public capital

Philanthropic
investors

DFIs
Philanthropic

investors

Impact
investorsDFIs

First-loss

Figure 9: Financial return considerations of various stakeholders

Impact return considerations

Blended finance has impact at its core. With that being said, there are a variety of motivations for 
targeting impact, as well as expectations for the impact generated. Three core elements in defining 
the approach to generating impact are intentionality, contribution, and measurement. At the highest 
level, impact goals need to be explicitly defined to determine the type of impact return targeted and 
then provide a clear causal pathway that outlines the intended results chain to achieve these goals. 
Similarly, these models look to make a contribution to development impact that is differentiated to or 
above what is occurring at present. When plotting out the scale of contribution, it is advised to consider 
the degree to which changes in outcomes can be influenced, as well as the duration of impact. Lastly, 
the approach to the measurement of impact should be framed when considering the type of impact 
returns targeted so that impact performance can be effectively monitored, reported and managed.

Within the context of the clusters, certain groupings enable more targeted or intentional impact, de-
fined contributions and measurement. Cluster 1 will have high impact return expectations, given that 
they are used to explicitly support the achievement of impact goals. Similarly, instruments in Cluster 
2 are used to intrinsically link impact and financial returns and will have a high impact return expecta-
tion, especially at a lower cost. Cluster 3 instruments are usually associated with a financial-first lens 
but can be used to generate impact at a larger scale due to the amount of funding that can be cata-
lyzed. Cluster 4 instruments are often used as de-risking tools to crowd in capital and, as a result, can 
contribute to impact occurring at scale within a blended finance mechanism.
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Based on our analysis, we put together twelve key questions that encompass the organizational 
context, the purpose of a transaction, the investee context, relevant cost and resources, and risk and 
return. Together, they form a holistic list of decision-making factors that practitioners have answered or 
should answer before choosing a cluster or specific instrument.

Practical Relevance

Theme Selection

Organizational
context

•	 Organizational context anchors and bounds the preferences of initiators.

•	 Initiators should build an awareness of where their initial circumstances and capabilities may 
constrain the range of solutions considered, especially in relation to investee context needs.

Transaction
purpose

•	 Across the clusters, there are tools that are more readily associated with some blending mo-
tives than others (e.g., sector development vs. addressing a narrowly specified development 
issue or achieving a demonstration effect).

•	 Understanding the blending priorities and the specificity of the challenges to be addressed 
helps to match them with the strengths and weaknesses of the identified clusters

Investee
context

•	 Differences in sector maturity—including the macroeconomic conditions, legal and regula-
tory environment, and the general strength, maturity, and profitability prospects of enter-
prises within it—affects access to investable opportunities and the level and types of capital 
accessible.

•	 Lower maturity and low profitability potential often signal greater demand for concessional-
ity and route to scale. 

•	 Business models in the conservation, education and WASH sectors oftentimes demand more 
patient capital than, e.g., the renewable energy and healthcare sectors.

Costs &
resources

•	 Consider the resource intensity and cost-effectiveness of different instruments. Often, sunk 
development costs are not explicitly factored in.

•	 Costs include personnel, pipeline development and professional services and vary in relation 
to the instrument, actor types and the organizational context.

•	 Stakeholder-intensive or structurally complex instruments can increase development times 
and demand more resources to implement. 

Risk & return

•	 Practitioners must articulate the financial return and impact expectations of potential capi-
tal sources and reconcile these with their choice of blended instrument.

•	 A risk management framework is necessary to address the financial, operational, pipeline 
and impact risks that manifest over the course of a blended finance transaction. Practi-
tioners’ choice of instrument can amplify or mitigate the relevant risks.

Table 9: Summary of instrument selection influences
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VI. Conclusion &
      Key Learnings
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Clearer terminology and framing

By mapping out the different clusters of the various instruments, we provide a clearer framework for 
practitioners to think about clusters. The clusters make it more intuitive to understand the different 
functions and characteristics of instruments, making it easier  to differentiate between clusters. In-
creasing  clarity will help practitioners choose or rule out certain clusters faster, and also allow them to 
align better with various stakeholders through coherent communication.

Holistic list for decision-making

While several frameworks have been outlined for instrument choices, most of them have a distinctive 
focus, such as the investee context, or are created for certain actors, primarily development actors. Our 
list is holistic and practical in the sense that it includes organizational factors and purpose, as well as 
relevant costs and resources, which are often excluded in other frameworks. The list is also intended to 
be used by various players that are looking to initiate a blended finance transaction.

Absence of beneficiaries and entrepreneurs

One aspect that stood out in our analysis was how little beneficiaries and entrepreneurs were consid-
ered in (let alone involved in) decision-making. Due to our research aim to create a guide for blended 
finance transactions that foster innovation and entrepreneurship for impact, we selected the transac-
tions also accordingly. Nevertheless, the beneficiaries and entrepreneurs were left out of the narrative 
for many transactions when we interviewed actors or conducted desk research on them. This indicates 
a potential oversight within the sector, and we hope to address this gap further in our following paper.

Our research project investigates a total of 33 selected transactions, including 33 interviews and 12 
case studies, addressing the research gap on key decision-making factors that influence instrument 
choice and appropriateness. Our findings contribute to the existing body of research in several ways:
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Table 3. Selected publications based on practitioners

Authors Title Journal Year

Ole Winckler Andersen, Irene Basile, Antonie de Kemp, 
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OECD 2019
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-
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-
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OECD, United
Nations Capital
Development Fund

2019

-
Making Blended Finance Work for Water and Sanitation: 
Unlocking Commercial Finance for SDG 6

OECD 2019

- Blended Finance in the Least Developed Countries 2019
OECD, United
Nations Capital
Development Fund

2019
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Making Blended Finance Work for the Sustainable
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OECD 2018

Irene Basile, Valentina Bellesi, Vijai Singh
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OECD 2020
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Table 3. Selected publications based on practitioners (continued)

Authors Title Organisation Year
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KfW 2019
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from the field

Brookings
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2017
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Table 4. List of selected case studies

Authors Title Organisation Year
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Convergence
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for natural rubber production

Convergence 2017

IFC Forests Bond IFC 2020

Suzanne Roddis
Literature Review of Blended Finance in the Non-State
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USAID 2017

Tanya Scobie, Sam Akyianu
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IFC 2013

Convergence Medical Credit Fund Case Study Convergence 2019

Convergence Utkrisht Impact Bond Case Study Convergence 2018

Green Climate Fund Funding Proposal - FP099: Climate Investor One GCF 2018

Nico Tyabji, Isabelle de Cointet, Ryan Levinson
Scaling Energy Access with Blended Finance: SunFunder
and the Role of Catalytic Capital

SunFunder 2020

World Bank
Scaling Up Blended Financing for Water and Sanitation
in Kenya

World Bank 2013

NIITI Consulting, ANDE India Social Success Note Playbook ANDE 2018

World Bank
Facilitating Access to Finance for Household Investment
in Sanitation in Bangladesh

World Bank 2018

List of Publications for Literature Review
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Grace Hoerner DFC

Hann Verheijen Cordaid Investment Management

Hans Loth Rabobank Intl.

Hasan Andalib WaterEquity

Janis Dubno Sorenson Impact Centre

Joseph Di Silvio Volta Capital

Keren Morag Social Finance Israel

Name Organisation

Kevin Bender The Nature Conservancy 

Marcus Watson Kawisafi Ventures

Michael Etzel Bridgespan Group

Michelle Osorio Kawisafi Ventures

Muhammed Sayed Development Bank of South Africa

Omer Snir Social Finance Israel

Pieter Joubert CrossBoundary Energy

Priscilla Boiardi OECD

Rahil Rangwala Michael Susan Dell Foundation

Rosemary Idem SEforAll

Sebastian Worle Ecobusiness Fund

Sheila Okiro African Development Bank

Simeon Bridgewater GIF

Sridhar Sampath WaterEquity

Valerie Harrington BlueOrchard

List of Contributors
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Interview Protocol

General Background

Transaction

1.	 We would like to discuss the instrument you have been engaged with: [ transaction in shortlist ]. 
We are particularly interested in how and why the transaction was initiated, and how it has been 
going.

2.	 Let’s start with some background information. What is your role, and how were you involved in 
the transaction?

•	 Follow-up: How are you involved in blended finance more generally?
•	 Prompt: How long have you been in the field?

1.	 Can you describe the transaction in your own words? 
•	 Follow-up: What is its aim? 
•	 Follow-up: Which sector or region is it addressing?
•	 Follow-up: What is the approach?

2.	 What was your role in this transaction: initiator, intermediary, beneficiary, enterprise, donor, 
partner? 
•	 Follow-up: How did this role affect the way you approached the transaction? 

3.	 What was the motive/rationale behind using blended finance for this transaction? Were you spe-
cifically trying to:
i.	 Respond to impact-specific needs
ii.	 Crowd in capital
iii.	 De-risk
iv.	 Contribute to market building
v.	 Demonstrate that this would work (demonstration effect)
vi.	 Maximize (impact) output per dollar

4.	 What drew you to this specific instrument (or set of instruments) for meeting this goal?
•	 Prompt: Were there any other instruments/transactions that you considered in a similar con-

text? What made you decide on this one in comparison with others?

5.	 Could you share with us how the engagement with the transaction started?
•	 Follow-up: What inspired the idea?
•	 In the case of private capital: What made you decide to engage in the transaction?

6.	 What were the different financial return expectations of the various stakeholders in the transac-
tion? What were their risk profiles like?



68 Blended Finance: When to use which instrument?

7.	 When considering the design of the structure and the potential different instruments you could 
have used, which of the following were most important to you:

•	 Familiarity
•	 Simplicity
•	 Cost of establishment
•	 Speed
•	 Replicability
•	 Scaling
•	 Additionality

8.	 What were the biggest challenges you faced in setting up the structure?

•	 Follow-up: Did you change the design of the structure or the instruments you planned to use 
at any point? Why?

•	 Follow-up: Were there any unintended effects?

9.	 What were some of the key enablers?

•	 Follow-up: Do you think these enablers are relevant in all circumstances, or were they con-
text-specific (i.e., country, sector, region, legislation, etc.)?

•	

10.	 How do you measure the impact of the transaction? 

•	 Follow-up: Does the structure you’ve chosen make this measurement any easier or more 
difficult?

•	

11.	 Based on your observations so far, how has the transaction been going? What would you change if 
you could do it all again?

•	 Follow-up: What would be different if the instrument were different?
•	 Follow-up: What has happened since the set-up of the instrument? Did something become 

more/less relevant with time/progress? 
•	 Follow-up: Were there any challenges or unintended effects?
•	 Follow-up: What do you believe made the transaction successful?

Transaction (continued)
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Clusters and Decision-making

Other

1.	 We are trying to cluster instruments that are similar to each other. How would you cluster them?
•	 Follow-up: Why did you cluster them in that way?

2.	 Throughout the discussion, you have not mentioned [other instruments], for instance. Why is that?

3.	 What would need to change for you to consider some of the other instruments?
•	 Follow-up: In which context/way do you think these would make sense?
•	 Follow-up: Who would be a good actor to make use of them?

•	
4.	 How do you internally decide to make use of which instrument?

•	 Probe: What influences the idea internally when deciding which instruments are viable and 
which are not?

•	 Follow-up: Does the clustering make sense to you?
•	 Follow-up: Would you group them otherwise?

1.	 Could you give an example of a case where the instrument was well chosen and why?

2.	 Could you give an example of a case where the instrument was poorly chosen and why?
•	 Follow-up: What would have been a more appropriate instrument?

3.	 How relevant is the choice of the instrument in terms of how the enterprise develops?

4.	 How appropriate is this instrument in an entrepreneurship context?

5.	 Is there anything you would like to add? What else would be good for us to know?

6.	 What other questions would you ask if you were conducting these interviews?
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