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Abstract

The credit landscape in commercial private finance is fast evolving
as available funds continue to chase for enhanced returns, for
optimised risk acceptance. On the other hand, developing countries,
and economies in transition continue to grapple with factors such
as public debt, widening fiscal gaps often exacerbated by persistent
budget deficits. As a result, governments prioritise provisioning of
critical public goods, which then leaves a gap in the financing of
less urgent, yet developmentally important investments. This gap is
often left to state-owned Development Finance Institutions, or DFIs
to fill (UNCTAD, 2019), yet success for these institutions has been
generally dismissed (Xu, Ren, & Wu, 2019). This paper appraises the
continuing importance of DFIs and analyses factors that drive their
sustainability, with the state ownership dynamic in mind.
A secondary research approach is taken, predominantly applying
the document analysis method, i.e., extant literature from reputable
sources on the subjects of state-owned enterprises, development
finance, profitability of financial institutions, and firm financial
structure. The paper concludes that DFIs are still relevant, and that
the type and cost of carefully blended capital available to them is a
fundamental determinant of effectiveness in the context of the two-
pronged objectives SOEs are known to have. A practical framework
by which this can be achieved is proposed.
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1. INTRODUCTION

Governments worldwide,

resources towards critical,

particularly
developing countries and economies in transition
are facing ever-increasing competition for resources,
amid widening fiscal deficits (UN, 2020).
compels a less-than-ideal prioritisation of available
and often politically

Development Finance Institutions, or DFIs (UNCTAD,
2019). Unfortunately, these institutions have a
chequered history and their success rate is
considered dismal (Xu et al., 2019). This paper,
therefore, appraises the continuing importance of

those of

This DFIs and analyses factors that drive their
sustainability, with the state ownership dynamic in
mind.

important public goods. On the other hand,
commercial private finance continues to be availed
on a rapidly changing credit risk landscape and
often prioritises returns for given risk appetite. This
leaves a gap often addressed by what is normally
termed “patient capital”, typically, and appropriately
so, provided through state, or majority state-owned
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Development finance, as an alternative source
of investment funds, is a concept gaining widening
attention, although a universal definition of the
concept itself has not been adopted. Dickinson
(2007) views development finance as those inflows
that occur between public aid and private
investments. This sort of finance is usually provided
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by government-backed institutions, although limited
cases of varied and mixed ownership exist (Schreiner
& Yaron, 2001). Such institutions are commonly
referred to as in-country Development Finance
Institutions or DFIs. Calice (2013) defines a DFI as
‘an institution which is majority-owned by the
government and that has an explicit legal mandate
to foster economic and social development in a
country, sector or target market, mainly by
providing investment finance’ (p. 3). Consistently
with this definition, DFI's often carry a dual or two-
pronged mandate infusing commercial outcomes
with social development impact (Gyimah & Agyema,
2019). This duality can be seen as an important filler
of the gap between private sector finance and
national budget allocations. This paper explores the
possibilities of making profits while pursuing sub-
commercial investments.

In the context of developing countries, a wide
range of development needs continue to impose a
widening gap between private sector financing
interests and public sector budgetary possibilities,
thus emphasising the basic importance of in-country
state-owned DFIs, or National Development Banks as
they are also known. On the other hand, state-owned
enterprises, or SOEs are widely known to be riddled
with blurred objectives often in conflict with the
basic principles of sustainability (Liljeblom, Maury, &
Horhammer, 2019), yet in the context of DFIs
sustainable operations remain the most promising
answer to the ever-reducing government support.
This scenario calls for a strong balance between
remaining profitable while attaining the non-
commercial development objectives of the state, the
shareholder, and this is the focus of this paper.

The basic operating model of a financial
institution entails sourcing funds for the purposes
of lending and investing for a return, wherein
sustainability is additionally supported by re-
investing internally generated profits for more
returns (Duraj, Imeraj, & Moci, 2013). Invariably,
what it costs for a financial institution to raise and
retain capital determines what it levies and expects
on its lending and from its investments respectively.
While free markets, within the context of a
regulatory environment (which varies from one
territory to the next), determines actively the
margins a commercial banking financial institution
may achieve, the same may not necessarily hold for
in-country DFIs, particularly in developing countries.
Generally, a DFI with adequate financial backing
from its government may enjoy a low cost of capital,
and afford to support a greater deal of pro-
development projects (often sub-commercial).
However, the ever-decreasing allocations to DFIs
from national budgets impose two limitations, the
first being inadequacy of capital, the other being
increased cost of capital both which lead to impaired
ability of a DFI to support sub-commercial, yet pro-
development projects. Whilst some DFIs are able to
raise capital from the market place, such capital is
often on terms that impose the need for operating
on full commercial terms, which in itself becomes a
problem for the state as an equally important
development impact objective gets overlooked.
Extant literature does not comprehensively address
this conundrum, nor does it offer a guiding
framework that DFIs could adopt in order to remain
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both sustainable and relevant, and this is the quest
for this paper.

The rest of this paper is structured as follows:
Section 2 reviews relevant literature, Section 3
outlines the methodology adopted, Section 4
discusses the main findings and Section 5 is the
conclusion. References are outlined at the end.

2. LITERATURE REVIEW

The origins of in-country DFIs is without a clear

trace but generally associated with the period of the

industrial revolution (UN, 2005). Although their

specific mandate and functions may differ from one

jurisdiction to the next, the following are proposed

by Pragash (2016) as generic objectives of in-country

DFls:
e Lay foundations for industrialization;

Meet developmental capital needs;

Need for industrial and market stimulation

and promotion,;

Help small and medium sectors.

A review of missions and objectives of the
following DFIs, among others, reflect some
resounding congruency; Development Bank of
Namibia!, Industrial and Commercial Development
Corporation (Kenya)?, Development Bank of Southern
Africa®, Development Bank of Rwanda®, Bank of
Industry (Nigeria)’, Development Bank of Gabon® and
the Banco de Desenvolvimento de Angola’.

Key themes enshrined within the missions,
mandates, and objectives of these, and many other
similar enterprises are:

Resource/capital mobilisation;

e Contribution to economic, social and
industrial development;

e Modernising and supporting local
entrepreneurship;

Achieving developmental impact through
the provision of long-term pro-development
finance.
These themes can be seen as falling within a
rather universal objective of in-country DFIs
espoused by UN (2005); ‘Filling gaps in the financial
sector development’.

From the above, it can then be deduced that in-
country DFIs exist to bridge the gaps between public
sector funding and commercial private sector
finance through capital support towards the socio-
economic development agenda.

A distinct feature of DFIs that needs to be
emphasised is the ownership by the state; the fact
that DFIs are by their nature SOEs places them
within a special group of enterprises operating in a
unique set up, often characterised by conflicting
stakeholder demands and excessive political interest
(Aharoni, 2000; Mbo & Adjasi, 2017). From an
organisational theory perspective, two theories,
among others need to be looked at in order to
project more the implications of an enterprise being
owned by the state, these being the stakeholder
theory and the public choice theory.

L https://www.dbn.com.na/corporate-profile/vision-mission-values
2 https://www.icdc.co.ke/

3 https://www.dbsa.org/EN/About-Us/Pages/About-Us.aspx

4 https://www.brd.rw/brd/ord-profile/

5 https://www.boi.ng/about-us/

5 www.bgd-gabon.com

7 http://bda.ao/pt-pt/Sobre-0-BDA/Missido- Visdo-e-Valores
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State ownership and the stakeholder view - an
interesting theory by Freeman (1994) suggests that
an organisation’s existence needs to be fully aligned
to the aspirations of its stakeholders for the
achievement of organisational excellence. This
theory is in itself potentially problematic when taken
in the light of SOEs for the reason that this type of
enterprise faces a myriad of stakeholder interests
arising from the heterogeneous nature of SOE
stakeholders (Donaldson & Preston, 1995; Heath &
Norman, 2004). Whilst the theory tends to pre-
suppose that an indiscriminate chase of stakeholder
interests is a cornerstone of organisational
excellence, and by extension sustainability (Jones &
Wicks, 1999) it overlooks the negative impact of
pursuing conflicting interests (Donaldson & Preston,
1995; Post, Preston, & Sachs, 2002). This remains a
puzzle that DFIs face, and with an impact of
materially undermining sustainability.

State ownership and the public choice
perspective the public choice theorists view
politicians as self-serving individuals often making
decisions on the basis of personal interests
(Niskanen, 1971). Supporting this view is Shaw
(2008) who blames the lack of incentives as well as
ignorance on the part of the public to monitor
actions by politicians, who then act in concert to
manipulate public systems to their personal
advantage (Hill, 1999). Whilst subscribing to the
basic tenets of this theory, Mbo an Adjasi (2017)
introduce a concept of positive public choice, under
which politicians may pressurise SOEs to pursue
interests of wider stakeholder groups rather than
their own, which unfortunately coincides with the
negative implications of the stakeholder theory
connotations to undermine sustainability in SOEs.

Ultimately, the state-owned DFIs face diverse
stakeholder groups, each with conflicting vyet
legitimate  expectations  supported by the
shareholder, who also commands political influence.
Invariably, this scenario weakens DFI credit strength,
and as a result makes it very difficult such
institutions to raise funds from the market place, at
least without some form of government backing. On
the other hand, the ever-dwindling state support
threatens sustainability, and consequently the very
existence of the DFIs despite their widely
acknowledged relevance and importance (Pragash,
2016). This puzzle calls for a funding and
investment framework that can streamline the need
for state support, yet achieving the development
impact that DFIs exist for.

The body of literature dealing with the subject
of profitability in financial institutions is large but
often skewed towards deposit-taking banks, leaving
a gap from the DFIs perspective. A number of
researchers in this field have dissected factors
affecting the profitability of financial institutions
into two broad categories, that is, external and
internal factors (Kamran, Yaseen, Ashraf, & Haroon,
2016; Staikouras & Wood, 2004; Rachdi, 2013; Duraj
& Moci, 2015; Revell, 1979).

Management quality, portfolio mix, loan
concentration, and the extent of customer deposits
with an institution’s liability book are the most
commonly cited determinants of profitability
(Kamran et al.,, 2016; Zimmerman, 1996). On the
other hand, trends in local Gross Domestic Product
(GDP), inflation, capital availability, regulatory, and
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other economic pressures are commonly cited as
those external factors with a bearing on the
profitability of financial institutions (Revell, 1979;
Perry, 1992).

Clearly, DFIs are not immune from most of
these factors, and unfortunately for them, the
stakeholder and public choice perspectives, as
discussed above, place an additional and unique
burden arising from state ownership.

According to Duraj and Moci (2015),
management’s quality determines the strength of
institutional  policies, commercial  decisions,
objectives, choices, and actions all of which translate
into operational results. In extending this view,
Zimmerman (1996) stresses the role of quality
management in dealing with portfolio concentration-
related risks and their impact on institutional
performance. Pragmatically, it can be argued that it
is management quality that determines how well a
financial institution deals with internal determinants
of performance, typically through the
implementation of the right policies and timely
decisions that reflect commercial acumen.

External factors, however, can exert themselves
as beyond management control, and thus making
internal  hindrances to profitability almost
impossible to manage with certainty. For instance,
whilst management may anticipate inflation and
build some aspect of it in their planning
assumptions  (Perry, 1992), levels beyond
anticipation may exert pressures on internal cost
structures (Revell, 1979), and beyond what can
reasonably be passed on to customers owing to
regulations and market intricacies. A slump in
economic activity such as what resulted from
COVID-19 usually translates into reduced spending
activity, demand for credit, diminished disposable
income, job losses all with a significant and negative
impact on portfolio quality of financial institutions
(Sturm & Sauter, 2010; Khamis & Iossifov, 2009), and
all these factors combine to contribute to an
upsurge in Non-Performing Loans (NPLs) and
actualised credit losses. High economic stress levels,
on the other hand, lead to constrictions of the
capital markets, wherein lending may become
stringent or capital simply becomes unavailable
(Khamis & Iossifov, 2009). Although excessive
inflationary pressures tend to lead to ease on
interest rates, depressed credit qualities of
borrowers may make access to capital a difficult and
costly undertaking.

The case of state-owned DFIs has additional
considerations; though expected to make profits,
they are not profit-centric, and may be expected to
carry low to zero profit investments, the non-
commercial aspects of their operations directly
constrain their ability to freely raise adequate capital
from the market place, their risk profile, as
influenced by their usual low portfolio quality
exposes them to the high cost of capital and finally,
the government as the sole owner has different and
often unclear expectations compared to private
investors holding ownership to commercial financial
institutions.

Thus, within the context of what drives
profitability in financial institutions, a refocus of the
discussion to the specific case of state-owned DFIs
projects three key factors: 1) the two-pronged
objectives; 2) the availability and cost of capital; 3)
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the implications of state ownership, all of which will
have a direct bearing on financial performance.

The two-pronged objectives: Economic and
social objectives potentially clash when pursued by
the same enterprise. Social objectives, in the context
of DFIs, are usually accepted to have no commercial
return (Calice, 2013), and are a very broad, and
potentially vague concept which extends to include
job creation, provision of rural infrastructure,
supporting education and construction of social
facilities and amenities. Whilst it ordinarily costs
money to chase such objectives, associated activities
often do not attract cost-reflective fees, charges, or
levies. Economic objectives on the other hand
directly address the issue of sustainability, that is,
under such objectives, DFIs are expected to earn a
return on their investments enough to 1) fund
internal operations and, 2) plough back retained
earnings into additional investments.

Typically, a DFI would sustain social objectives
on two basic principles: getting subventions or other
forms of concessionary funding from state and/or
donors (Schreiner & Yaron, 2001), and cross
subsiding them with profits from commercial
operations that are carried out in pursuit of the
economic objectives. This scenario presents an
interesting challenge: if DFIs fail on their economic
objectives, they will neither attract market capital
nor create any from internal operations, thus
depend on concessionary funding, which is
becoming scarce in recent times. Conversely, if DFIs
do not obtain concessionary funding or state-backed
commercial funding lines, they will lean more
towards commercial investments for a return, thus
fail on their social objective.

The availability and cost of capital: Credit
quality, determined by the strength of a borrower’s
balance sheet, portfolio quality, management
quality, investment return prospects, among other
factors, are key determinants of the ability for a non-
banking financial institution to raise optimal finance
from the market place. Whilst these factors may not
entirely inhibit a DFI from raising some form of
capital, they actively determine the terms on which
such capital is provided, especially tenure and cost.
High cost, short tenure funds typically force DFIs to
concentrate on commercial investments, with which
there is scope to adopt a structuring regime that
allows for adequate margins. By their nature, pro-
development projects, which are mostly sub-
commercial are funded from low cost-long tenure
funds, and a DFI's failure to raise these will have a
direct bearing on its ability to invest in such
projects, hence induce a failure to attain social
objectives.

The implications of state ownership: Privately
owned commercial financial institutions, unlike

DFIs, have clearly articulated profit-orientated
objectives, attained through purely commercial
investments, save for limited Corporate Social

Investment (CSI) activities. A commercial financial
institution that plunges into persistent losses will
become unsustainable and shut down. A
commercially viable and profit-making financial
institution will build up a strong credit strength, and
attract capital to venture into more commercial
investments. All these factors, guided mainly by the
profit motive make decision making processes
within privately owned firms a defined process.
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In-country DFIs are state-owned, and that
comes with implications. SOEs are known to be
modelled around political cycles (Aharoni, 2000),
often faced with ambiguous two-pronged objectives
(Shirley, 1998). Whilst the quality of management in
financial institutions is emphasised as a key
determinant of profitability (Kamran et al., 2016),
the quality of managers in SOEs is compromised by
appointments made on the basis of political
affiliations (Mwaura, 2007). Credit quality is a
contentious issue in state-owned DFIs; sub-optimal
investment decisions are made, often imposed by
compelling social ~ grounds that overlook
sustainability and viability, foreclosures and
recoveries are difficult to achieve in a politically
exposed environment and given social objectives
(Andrews, 2005), ability to attract and retain top
quality management is impaired (Bolton, 1995) and
generally a portfolio in a typical DFI normally yields
low returns, despite carrying a high risk. All these
issues combine to discourage appetite from the
commercial private credit market place. These issues
render capital availability to DFIs a factor-driven
mainly by state interventions, while capital from the
credit markets may continue to tickle in at high cost
and unsustainably short tenures. In such a scenario,
the ability to strike a balance between the two facets
of state-owned DFIs becomes critical.

3. RESEARCH METHODOLOGY

The author adopts a secondary research approach,
predominantly applying document analysis as a
primary method. Such an approach to research is of
great use when the researcher seeks to produce
comprehensive descriptions arising from a single
phenomenon (Stake, 1995), and such is the case in
the current study. In using this method, the
researcher reviewed corporate information (missions
and objectives) of certain relevant DFIs and
extensively reviewed extant appropriate literature on
the subject. This has the advantage of helping to
uncover deep meaning and reveal critical insights to
the research problem at hand (Merriam, 1988).

A mixed-method approach, applying both
qualitative and quantitative approaches has been
considered for adoption by the current study but
discounted. With such an approach, the researcher
would have obtained quantitative, primary data
typically from financial statements and records of a
number of DFIs, and possibly augment such data
with interviews and surveys conducted with officials
of the same DFIs. However, given the lack of a
unifying framework for capital and investment
management for DFIs, the approach would not have
yielded the broader objective of this study, i.e., to
evaluate the continuing importance of DFIs and
analyse factors that drive their sustainability, with
the state ownership dynamic in mind. A mixed-
method will, however, be appropriate post this
current study, as it will benefit from its findings.

4. RESULTS AND DISCUSSION
4.1. A sustainable framework to fund DFIs
State funding and support (through guarantees and

other forms of covers) will remain critical for DFIs to
pursue their social objectives to an extent of the
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noticeable impact. However, demands on national
budgets are growing possibly at rates that surpass
their accumulation. This implores DFIs to actively
seek alternative funding from the market place, and
aggressively pursue commercial operations from
which returns can partially cross-subsidise pro-
development investments.

The state supports should not substitute funds
from the credit markets, and vise versa. Similarly,
attainment of social objectives should not
necessarily undermine sustainability, but at the

same time, a pursuit for commercial investments by
DFIs should not eliminate the developmental role
that DFIs are set up to achieve. Rather, state funding
and support should be complemented by funds
from the credit markets, and profits from
commercial investments should support low return
investments, in the long run. Most importantly, state
intervention should gradually involve less of funds
flow, but take other forms of support. Figure 1
below presents a framework on how this needs to be
achieved.

Figure 1. A proposed framework for DFI sustainable funding

High development impact, low financial returns
projects

e Typically, start-ups, or substantially expanding
enterprises demonstrating potential in: high job
creation rate, export creation, import
substitution, pioneering new sectors.

e Delayed payback profile, with medium-term
‘grace periods’ reliant solely on project cash
flows.

e Returns typically at, or marginally above a DFI’s
blended cost of funds.

Funded principally from low cost, long tenure DFI
funds, Government Guaranteed facilities and
healthy financial margins accrued from High
Return, slow development impact projects.

A

High returns, increased speed of development
impact projects

e Purely commercial projects sponsored by
existing businesses, typically in sectors not pre-
existing in Botswana.

e High potential for export creation and
financing would be structured on purely
commercial terms.

e Typically, large projects, co-funded by other
third party financiers.

A DFI's funding for such is sourced from purely
commercial and non-secured funding facilities,
ideally funds sourced by a DFI from the market
place, on purely commercial terms and with no
covers from the state.

B

Low returns, moderate to low speed of
development impact projects

o Typically, existing businesses of strategic
importance taking a longer-term view.

e Typical candidates for medium-term
divestment.

e The development impact could not necessarily
link to the particular project, but rather accrue
from a connected activity with a high impact on
the national economy, or creation of
downstream economic activity, typically in low
growth semi-urban areas.

e Examples may include industrial facilities for

Velocity of development impact

High financial return, slow development
impact projects

o Typically, ‘blue chip’ enterprises with existing
strong business and cash flows.

e Payback does not solely rely on the project
being financed.

e Payback resumes immediately after funding
the project.

e These projects are meant to bring into a DFI
sustainable healthy cash flows, and high
margins all which support the funding of high
development impact, low return projects
through a sustainable cross subsidization.

high impact enterprises.

Mainly funded from internally generated funds.

A DFI's funding investments in this quadrant are
sourced from purely commercial and non-
secured funding facilities.

C D

Financial return

4.2. The model explanation

In understanding the model presented in Figure 1,
certain fundamentals need to be appreciated: 1) DFIs
have an obligation to do developmental projects, 2)
DFIs need to undertake commercial projects, which
can attract commercial capital, and 3) The type,
structure, and cost of capital available to DFIs have a
direct bearing on the type, structure, and returns of
investments undertaken.

In the model proposed above, there are four
quadrants detailing an investment mix that a
successful DFI should ideally target, successful in
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the sense of making decent commercial returns
whilst still undertaking developmental projects with
the desirable social impact. Thus, the model does
not in itself depart from the two-pronged nature of
the objectives of DFIs but rather focuses on
sustainability.

Quadrant A: This accommodates investments
with demonstrably high development impact, but
low financial returns, and would ordinarily carry the
tag ‘development projects’. Typically, these will be
infrastructure and related projects for which impact
is realised with significant delays. In addition,
business start-ups, particularly green fields would
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fall into this category. From a financing perspective,
these types of investment projects require
concessionary financing terms that would include
low-interest rates, a relaxed convenient regime,
extended grace periods, and interest payment
moratoriums. Naturally, this then requires DFIs to
have proportionate sums of concessionary funds
within the broader investment funds pool. In this
case, concessionary support would take the form of
guarantee covers, grants, and multilateral DFI funds,
it is important to emphasise that guarantees do not
necessarily carry cash obligations on the part of the
state.

Quadrant B: These are high return investments,
but with demonstrable ability to spur high
development impact within a short to medium-term
period. These would carry the tag ‘commercial
investments with high development impact’. By their
nature, such projects would be rare and probably
carry an increased profile. Typically, the project
would be in the form of venture capital wherein
highly potential start-ups with confirmed off-takers,
or existing enterprises venturing into new business
lines or markets are being pursued. Such ventures
would typically demonstrate high-profit potential
but at the same time carrying the following
developmental merits: job creation, export
creation/diversification, development of the private
sector, import substitution as well as pioneering new
technologies and industries, among others. These
are all typical priority areas in modern-day
development country agendas. Such projects would
typically be funded by proceeds raised from the
market place on purely commercial terms with no
state covers. The proportion of these types of capital
within the larger investment fund must be
determined by the extent of such a project in this
quadrant within the pipeline of investments.

Quadrant C: Low return, low development
impact would typically be held for strategic reasons.
Such include old equity investments that have
outlived their investment horizons and payback
periods, and as such otherwise ideal for divestment
to the private sector, but held on to for strategic
reasons. Such investments would typically not
require any significant periodic capital outlays, and
could be supported by minimal funds allocated from
internally generated cash flows.

Quadrant D: These are investments with a high
financial return, but unlike those in Quadrant B, the
development impact is minimal. These would carry
the tag ‘commercial investments’. These could
include highly commercially attractive investment
opportunities outside the DFI's country and are
normally blamed for ‘externalising capital and
exporting jobs’, although such a view overlooks the
resource mobilisation aspects of such investments
wherein returns are repatriated back into the
country, typically to fund or -cross-subsidise
Quadrant A projects.
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5. CONCLUSION

This paper explores the two-pronged nature of DFI
objectives and the possibility of making profits
under state ownership. The paper appraises the
importance of DFI's generic mandate and highlights
a theoretical framework in the context of which the
subject needs to be looked at, particularly with the
state ownership dynamic in mind. It is evident that
state ownership introduces some uniqueness to the
type of financial institutions DFIs are, with a direct
bearing on their operational models, if sustainability
is to be ensured. The type and cost of capital
available to a DFI emerge as a fundamental
determinant of how effectively a DFI becomes,
measured from the perspective of the two-pronged
nature of their objectives.

DFIs should raise capital in accordance with the
type of investments they have in their pipelines, and
not necessarily the other way round. Three variables
emerge as being crucial in the construction of
investment pipelines for DFIs; the velocity of
development impact, viability as well as financial
returns, and perhaps unlike with commercial private
finance, financial returns are not central to DFIs.
Governments should continue to support DFIs in
executing projects of high development impact, but
of low financial returns (e.g., Infrastructure projects,
labour-intensive  investments, and greenfield
investments). Government support could be in the
form of concessionary loans or explicit guarantees
(not necessarily grants). On the other hand, DFIs
should be properly governed and soundly managed
to attract purely commercial private finance for
investments with the ability to generate good
financial returns while displaying demonstrable
viability. Such projects need not necessarily be of
high development impact but can be a crucial source
of internally generated profits, which then subsidise
the funding of developmentally important projects
of low returns. This paper proposes a model by
which this can be achieved.

The paper lays a very crucial foundation for
future research. DFIs are evolving, as are capital
markets. The framework provided by this paper
provides a context within which future quantitative,
and more interestingly correlational studies can be
conducted on this subject.

A major limitation of this study is that it has
not benefited from primary data from a range of
DFIs in the varying status of organisational
soundness, but this will be more possible for
research that adopts the framework proposed by
this paper. Further, extant research has not touched
on the subject of measuring development impact
from the lens of capital support, and this paper lays
a foundation for such.

=

NTERPRESS

26



Risk Governance & Control: Financial Markets & Institutions / Volume 10, Issue 2, 2020

REFERENCES

1.

10.

11.

12.

13.

14.

15.

16.

17.

18.

20.
21.

22.

23.

24.

25.
26.

27.

Aharoni, Y. (2000). The performance of state-owned enterprises. In P. A. Toninelli (Ed.), The rise and fall of
state-owned enterprise in the Western world, comparative perspectives in business history (pp.49-72).
Cambridge: Cambridge University Press. https://doi.org/10.1017/CB09780511896798.004

Andrews, M. (2005). State-owned banks, stability, privatization and growth: Practical policy decisions in a world
without empirical proof (IMF Working Paper No.Wp/05/10). Retrieved March 22, 2020, from
https://books.google.co.bw/books?hl=en&lr=&id=m2PD2bhaztUC&o0i=fnd&pg=PT4&dg=Andrews,+2005+state+
owned+enterprise&ots=xKhDoY2H11&sig=3B7HOFdKDI2yTDM-
760QRBPA7IxU&redir_esc=y#v=onepage&q=Andrews%2C%202005%20state%20owned%20enterprise&f=false
Bolton, P. (1995). Privatisation and the separation of ownership and control: Lessons from Chinese enterprise
reform. Economics of Transition and Institutional Change, 3(1), 1-11. https://doi.org/10.1111/j.1468-
0351.1995.tb00195.x

Calice, P. (2013). African development finance institutions: Unlocking the potential (Working Paper Series No. 174,
African Development Bank, Tunis, Tunisia). Retrieved from https://www.afdb.org/fileadmin/uploads/afdb/
Documents/Publications/Working%20Paper%20174%20-%20African%20Development%20Finance%20Institutions-
%20Unlocking%20the%20Potential.pdf

Dickinson, T. (2007). Development finance institutions: Profitability promoting development [Unpublished
manuscript, OECD]. Retrieved October 18, 2017, from http://www.oecd.org/dev/41302068.pdf

Donaldson, T., & Preston, L. (1995). The stakeholder theory of the corporation: Concepts, evidence, and
implications. The Academy of Management Review, 20(1), 65-91. https://doi.org/10.2307/258887

Duraj, B., & Moci, E. (2015). Factors influencing the bank profitability - Empirical evidence from Albania. Asian
Economic and Financial Review, 5(3), 483-494. https://doi.org/10.18488/journal.aefr/2015.5.3/102.3.483.494
Duraj, B., Imeraj, J., & Moci, E. (2013). Crisis and liquidity risk management in the banking sector: Albanian
case. Konferenca e Katért Ndérkombétare pér Riskun (pp. 179-180).

Freeman, R. E. (1994). The politics of stakeholder theory: Some future directions. Business Ethics Quarterly,
4(4), 409-421. https://doi.org/10.2307/3857340

Gyimah, A. G., & Agyeman, A. S. (2019). A study on how development finance institutions support SMEs: A case
study of international finance corporation. International Journal of Financial Research, 10(2), 27-35.
https://doi.org/10.5430/ijfr.v10n2p27

Heath, J., & Norman, W. (2004). Stakeholder theory, corporate, governance and public management: What can
the history of state-run enterprises teach us in the post-Enron era? Journal of Business Ethics, 53, 247-265.
https://doi.org/10.1023/B:BUSL.0000039418.75103.ed

Hill, P. J. (1999). Public choice: A review. Faith and Economics, 34, 1-10. Retrieved from
http://45.58.39.189/ace/pdf/Hill%3DF%26E34.pdf

Khamis, M., & Iossifov, P. (2009). Credit growth in sub-Saharan Africa-sources, risks, and policy responses (IMF
Working Paper, 2009/180, International Monetary Funds, Africa Department).
https://doi.org/10.5089/9781451873276.001

Jones, T. M., & Wicks, A. C. (1999). Convergent stakeholder theory. The Academy of Management Review, 24(2),
206-221. https://doi.org/10.2307/259075

Kamran, H. W., Yaseen, M., Ashraf, S., & Haroon, H. (2016). Earnings per share and market vs firm based factors
in banking sector of Pakistan. International Journal of Current Research, 8(3), 28760-28765. Retrieved from
http://www.journalcra.com/article/earnings-share-and-market-vs-firm-based-factors-banking-sector-pakistan
Liljeblom, E., Maury, B., & Héorhammer, A. (2019). Complex state ownership, competition, and firm performance
- Russian evidence. International Journal of Emerging Markets, 15(2), 189-221. https://doi.org/10.1108/1JOEM-
08-2017-0287

Mbo, M., & Adjasi, C. (2017). Drivers of organizational performance in state owned enterprises. International
Journal of Productivity and Performance Management, 66(3), 405-423. https://doi.org/10.1108/1JPPM-11-2015-
0177

Merriam, S. B. (1988). Case study research in education: A qualitative approach. San Francisco: Jossey-Bass.
Mwaura, K. (2007). The failure of corporate governance in state owned enterprises and the need for
restructured governance in fully and partially privatised enterprises: The case of Kenya. Fordham International
Law Journal, 31(1), 34-75. Retrieved from https://ir.lawnet.fordham.edu/ilj/vol31/iss1/1/

Niskanen, W. A. (1971). Bureaucracy and representative government. Chicago: Aldine-Alberton.

Perry, P. (1992). Do banks gain or lose from inflation? Journal of Retail Banking, 14(2), 25-30. Retrieved from
https://go.gale.com/ps/anonymous?id=GALE%7CA12634781&sid=googleScholar&v=2.1&it=r&linkaccess=abs&i
ssn=01952064&p=A0ONE&sw=w

Post, J. E., Preston, L., & Sachs, S. (2002). Managing the extended enterprise: The new stakeholder view.
California Management Review, 45(1), 6-28. https://doi.org/10.2307/41166151

Pragash, N. (2016). Impact of the development banking in current trends. Imperial Journal of Interdisciplinary
Research, 2(3), 55-59. Retrieved from https://www.academia.edu/21246325/Impact_Of_The_Development
_Banking_In_Current_Trends

Rachdi, H. (2013). What determines the profitability of banks during and before the international financial
crisis? Evidence from Tunisia. International Journal of Economics, Finance and Management, 2(4), 330-337.
Retrieved from http://www.ejournalofbusiness.org/archive/vol2no4/vol2no4_8.pdf

Revell, J. (1979). Inflation and financial institutions. London, the UK: Financial Times Ltd.

Schreiner, M., & Yaron, J. (2001). Development finance institutions: Measuring their subsidy. Directions in
development. Washington, DC: World Bank. Retrieved from
http://www.microfinance.com/English/Papers/DFIs_Measuring_Their_Subsidy.pdf

Shaw, J. S. (2008). Public choice theory. The concise encyclopedia of Economics. Retrieved August 29, 2014,
from http://www.econlib.org/library/Enc/PublicChoiceTheory.html

@
NTERPRESS

VIRTUS,
27


http://www.econlib.org/library/Enc/PublicChoiceTheory.html

Risk Governance & Control: Financial Markets & Institutions / Volume 10, Issue 2, 2020

28.

29.

31.
32.

33.

34.

35.

36.

37.

Shirley, M. (1998). Why performance contracts for state-owned enterprises haven’t worked. Viewpoint, 150. Retrieved
from https://openknowledge.worldbank.org/bitstream/handle/10986,/11537 /multi_page.pdf? sequence=1
Shughart, W. F. II. (n.d.). Public choice. Retrieved from https://www.econlib.org/library/Enc/PublicChoice.html
Staikouras, C. K., & Wood, G. E. (2004). The determinants of European bank profitability. International Business
& Economics Research Journal (IBER), 3(6). https://doi.org/10.19030/iber.v3i6.3699

Stake, R. E. (1995). The art of case study research. Thousand Oaks, CA: Sage.

Sturm, M., & Sauter, N. (2010). The impact of the global financial turmoil and recession on Mediterranean
countries’ economies (European Central Bank Occasional Paper No. 118). Retrieved from
https://www.econstor.eu/bitstream/10419/154571/1/ecbop118.pdf

UNCTAD. (2019). Current challenges to developing country debt sustainability. Retrieved April 19, 2020, from
https://unctad.org/en/PublicationsLibrary/gds2018d2_en.pdf

United Nations. (2005). Rethinking the role of national development banks. Retrieved October 18, 2017, from
http://www.un.org/esa/ffd/msc/ndb/NDBs-DOCUMENT-REV-E-020606.pdf

United Nations. (2020). World economic situation prospects. Retrieved April 27, 2020, from
https://www.un.org/development/desa/dpad/wp-
content/uploads/sites/45/publication/WESP2020_FullReport_web.pdf

Xu, J., Ren, X., & Wu, X. (2019). Mapping development finance institutions worldwide: Definitions, rationales, and
varieties (NSE Development Financing Research Report No. 1, Institute of New Structural Economics, Peking
University). Retrieved from https://www.researchgate.net/publication/333718771_Mapping_Development_
Finance_Institutions_Worldwide_Definitions_Rationales_and_Varieties

Zimmerman, M. J.  (1996). The concept of moral obligation. Cambridge University Press.
https://doi.org/10.1017/CB09780511624681

@
NTERPRESS

VIRTUS,
28



	IN-COUNTRY DFIs: PROFITABILITY UNDER STATE OWNERSHIP
	1. INTRODUCTION
	2. LITERATURE REVIEW
	3. RESEARCH METHODOLOGY
	4. RESULTS AND DISCUSSION
	4.1. A sustainable framework to fund DFIs
	4.2. The model explanation

	5. CONCLUSION
	REFERENCES


