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1 Introduction 

1.1 Development Finance Institutions (DFIs) are post world war two, post-colonial 
developments, designed to provide focused financial support to national and 
regional development  efforts and bolster economic growth (Diamond, 1957). 
Development finance is that set of financial flows, largely of a capital nature, 
that involves investments in development projects or ventures, in income 
generating activities, public or private, that operate on the basis of commercial 
profitability, and full cost recovery (Hoffmann, 1998). 

1.2 DFIs address market, political or bureaucratic imperfections and asymmetry 
arising from perceived or actual financial risk by delivering a structured 
package of support to their clients. The most classical role of DFIs is to fill the 
gaps in domestic fiscal and term-lending capabilities of under-developed and 
developing countries. They seek to address the capital market inefficiencies 
where private capital is unwilling or unable to bear the risk of providing capital 
to countries, projects or clients that are not considered creditworthy. They 
further seek to fill the fiscal gap between capital for pure pubic good provided 
by the state and commercial projects where there is cost recovery.  

2 Intermediation role of DFIs 

2.1 The central intermediation function of DFIs requires employment of sound 
banking principles to ensure that scarce capital is obtained at an affordable 
cost and allocated efficiently, consistent with both risk and return (in 
development and financial terms).  Cost-effective intermediation is key for DFI 
customers, who generally cannot afford high interest rates, and most often 
cannot access commercial bank services. 

2.2 Where nationally-based DFIs are required to be self-sustaining, and must 
increasingly raise funds independent of government guarantees, they have to 
pay special attention to their credit ratings and adopt prudent risk 
management policies and practices.  The outcome is that DFIs end up 
prioritizing their financing activities, and certain high risk segments of the 
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market go unserved. However, some DFIs try to make up for this by 
establishing special-purpose grant and soft loan windows to help reach the 
unserved in a manner that does not compromise their basic functions and 
sustainability.  

2.3 Thus, the fundamental role of DFIs in the market economy is to crowd in 
private financial flows by providing a package of services that not only fill the 
fiscal gap between capital for pure pubic good finance provided by the state 
on the one side and pure commercial projects on the other, but also seek to 
narrow the gap in the finance system. Therefore national DFIs should not be 
permanently enshrined institutional structures; they should work towards 
successful transformation of both development financing and funding so that 
they are no longer needed. 

3 Services offered by DFIs 

3.1 The most prominent of a DFIs package of services is thus the extension of 
loan finance on beneficial terms to revenue-generating enterprises and 
projects. This “development banking” ability of DFIs stems from their 
capitalisation, usually consisting of public sector equity and fiscal transfers, 
often augmented by loan or grant capital from private and donor sources. As 
governments face more budgetary constraints and development aid declines, 
DFIs have been forced to become less dependent on central governments, 
and have had to use their financial strength to intermediate between the 
providers of capital (financial markets and international funders) and users of 
capital who otherwise cannot access this capital directly. By intermediating, 
DFIs can substantially reduce the cost of capital to borrowers by the partial 
transfer of a subsidy through the interest rate or the tenor (maturity and grace 
periods), asset and liability matching or by stipulating less onerous collateral 
requirements. Further, DFIs have a better understanding of developmental 
risk, a higher risk appetite, and a stronger risk rating, all of which they can use 
to benefit poorer or unrated clients. The inclusion of more commercially 
orientated projects in their portfolios also allows them to cross-subsidise 
development projects in poor areas. 

3.2 Recently, Public Private Partnerships (PPP’s) have materialized as important 
financial instruments through which DFIs can structure their “development 
banking” portfolios by mobilising resources in partnerships with private sector 
players. These products and services include equity, quasi-equity 
instruments, senior debt, subordinated debt and guarantees, syndication 
underwriting, and arranging. Through their willingness to take political and 
general country risks that private sector investors have less appetite for, non-
financial constraints to private sector investment in what is perceived to be 
economically depressed areas are mitigated and market comfort brought to 
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fruition. This leveraging accelerates the pace at which development backlogs 
can be addressed. 

3.3 A second, complementary function of DFIs is their “development assistance” 
role. This function is additional, and often non-recoverable, but complements 
“development banking” by improving information flow, enhancing borrower 
capacity and improving the prospects of debt servicing. In this way, the 
banking and development assistance functions of a DFI become mutually 
reinforcing. DFIs value development per se, but also depend on the servicing 
of debt. Private financial institutions are concerned with repayments and 
enforce more onerous financial requirements (higher collateral, capacity and 
tenor) up front. DFIs bundle the “development banking” and “development 
assistance” functions together, since the skills required for assessing potential 
investment projects are similar to those required for addressing capacity 
building and development needs, and preparing borrowers for project lending. 
This implies the existence of economies of scope in the provision of these two 
services. Of late, the emphasis on DFIs role as knowledge-brokers has also 
increased. 

4 DFIs in SADC Region 

4.1 Development Finance Institutions (DFIs) in SADC have a network, which 
allows them to share experiences in resource mobilization and allocation. 
They offer long -term capital and other services particularly to the private and 
the public sectors. In recent years, DFIs at national level have extended credit 
to small and medium scale entrepreneurs.  

4.2 At SADC level, DFIs are expected to work together in resource mobilization 
and in co-financing regional projects and to offer other services. Given the 
need to develop a strong and viable private-public partnership, the role of 
DFIs becomes very important as a source of finance for industrial 
development in the region. DFIs should be used as a tool for mobilizing both 
domestic and foreign resources for the development component of RISDP. 

5 Global Crisis 

5.1 The global economy is emerging from the most serious financial crisis since 
the Great Depression of the 1930s. At its roots were the twin problems of 
global macroeconomic imbalances and inadequate financial sector regulation. 
Global imbalances in saving and consumption between different parts of the 
world were characterised by large savings in emerging economies such as 
China flowing into industrialised economies such as the United States, United 
Kingdom and the Eurozone. 
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5.2 This surplus of funding fuelled an unsustainable level of debt-financed 
consumption in some advanced economies, coupled with rapid rises in asset 
prices. 

5.3 In many countries, and United States particularly, light touch regulation of the 
financial sector supported this explosion in lending and allowed household 
debt to rise to unsound levels. Abundant credit and scant regulation led to the 
proliferation of products such as subprime mortgages. These were targeted at 
vulnerable households who could only afford to repay their loans on the 
assumption that rapid house price and income growth would continue. 

5.4 The risks in indiscriminate credit extension were amplified by the innovation of 
sophisticated financial products and inappropriate risk management systems. 
Through a process of securitisation, financial institutions were able to 
repackage mortgage-related products into securities which they could then 
sell to investors around the world. As a result, toxic mortgages became deeply 
rooted in the global financial system. When the housing bubble finally burst, 
the total exposure of all financial institutions around the world to subprime 
products ran into trillions of dollars. 

5.5 The financial crisis peaked with the collapse of Lehman Brothers in 
September 2008. As a result of the ensuing panic and uncertainty, financial 
institutions became unwilling to lend to each other and liquidity in the 
interbank funding market dried up. Governments were forced to provide 
extraordinary support to financial institutions by buying debt worth hundreds of 
billions of dollars and bailing out distressed companies. Stock markets around 
the world collapsed, household wealth was wiped out and lending to 
corporations came to a grinding halt. The result was the largest global 
recession since the Great Depression of the 1930s.  

5.6 More than five years after the collapse of Lehman Brothers, the global 
financial system remains fragile. The main risks to system-wide stability stem 
from weak bank funding markets, deteriorating sovereign finances, and a slow 
and uncertain economic recovery. 

5.7 The turmoil in the financial system has adversely affected the fiscal health of 
many governments. High-debt and high-deficit Eurozone economies such as 
Portugal, Ireland and Greece have been in particularly severe financial and 
fiscal difficulties. More generally, advanced economies face slow growth, high 
unemployment and mounting public debt. 

5.8 Of greatest concern is the fact that global macroeconomic imbalances in 
savings and consumption continue to remain skewed. This has led to 
international capital flows to emerging markets, which may be a good thing for 
our DFIs as this could offer them the resources they need to fund 
investments. 
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6 Impact of Global Crisis on our region 

6.1 Till now this Global crisis has been quite different from previous ones, which 
have tended to be first and foremost in developing and emerging market 
economies (EMEs). This time, for a while at least, it seemed we, the EMEs, 
would escape the worst effects of the global crisis. Unfortunately, while we did 
escape most of the first-round effects, we could not ward off the second round 
effects on our economies. Due to the fact that we live in the globalised world, 
this has led us to also as a region experiencing declines in commodity prices, 
lower export demand, slower growth, declining investment flows and the 
prospect of higher risk premia on borrowing globally. The real economies of 
our SADC countries have thus indirectly been affected by the economic crisis 
that followed the initial financial crisis, notwithstanding the fact that our 
financial systems were not as integrated with the global financial system and 
as exposed to toxic assets.  

7 Performance of SADC Member States during the period 2008-2011 

7.1 Inflation 

7.1.1 In 2008, only 3 countries out of 15 managed to bring inflation below 10 per 
cent, but all countries missed the target for 2012. Two countries managed to 
attain the 2012 target in 2009 and the number further increased to six in 2010. 
In 2011, the number dropped to five, only Botswana, Lesotho, Namibia, 
Seychelles, South Africa and Zimbabwe converged to the required target for 
2012. SADC member states‟ inflation was induced by high commodity prices 
particularly for fuel and food. Going forward it is likely that more than half 
SADC member states will miss the 2012 target. Worth noting is that the DRC, 
Angola, and Mozambique, had a significant decline in inflation in the past 3 
years. See Table 1 of Annex A for more details. 

7.2 Budget Balance as % of GDP 

7.2.1 In 2011, the target set by SADC was significantly missed by Lesotho, 
Namibia, Swaziland Tanzania and South Africa. Lesotho and Swaziland’s 
fiscal position was greatly affected by the decline in SACU revenue. In the 
case of Tanzania, the government aggressively pursued its expansionary 
policy to finance infrastructure development. Namibia´s performance was 
affected by the Targeted Intervention Program for Employment and Economic 
Growth. South Africa registered a slower-than-expected revenue and stronger 
growth in expenditure. Angola recorded the highest budget surplus over the 
period in SADC. See Table 2 of Annex A for more details. 
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7.3 Public Debt 

7.3.1 In the period from 2008 – 2011 all SADC countries were able to attain the 
convergence target of less than 60% of GDP, except for DRC, Seychelles and 
Zimbabwe. In the case of Zimbabwe this may be attributed to the poor 
performance of the economy over these years. For Seychelles, this is 
associated with high government deficits before the IMF reform programme in 
2008. See Table 3 of Annex A for more details. 

7.4 Months of Import Cover 

7.4.1 In the period 2008 – 2011, a majority of SADC member states experienced a 
decline on their International Reserves. As shown in Table 4 of Annex A, 
countries that performed badly in the period were: Democratic Republic of 
Congo, Malawi, Seychelles, Swaziland and Zimbabwe (with international 
foreign reserves below the threshold of 3 months of import cover). Overall, 
SADC international foreign reserves significantly declined from 4.93 recorded 
in 2010 to 4.86 in 2011. See Table 4 of Annex A for more details. 

7.5 Real Growth Rate 

7.5.1 The region recorded an average real GDP growth of 5.14 per cent in 2011; 
0.45 percentage point lower than 2010 growth rate of 5.85 per cent. In 2011, 
economic slowdown was significant in Lesotho, Namibia, and Swaziland. 
Mozambique was the only country in SADC that was able to meet the target. 
See Table 5 of Annex A for more details. 

7.6 Current Account to GDP 

7.6.1 In the period between 2008 and 2011 the region had been affected by a 
decline in merchandise trade and export as well as higher import bills. Thus, 
Mozambique, Seychelles, Lesotho, Malawi and Zimbabwe, failed to meet the 
convergence target of a deficit less than 9 per cent of GDP in 2011. Out of the 
fourteen countries, only Botswana and South Africa managed to attain a 
current account deficit within the target levels of less than 9 per cent of GDP. 
Other improvements were noted in Democratic Republic of Congo (from a 
deficit of 13.3 per cent to a deficit of 6 per cent) and Namibia (from below zero 
in 2010 to 1 per cent in 2011) (SADC Recent Economic Development paper, 
February 2012).  

7.7 SADC’s inward FDI flows (million US$) 

7.7.1 With respect to FDI, considerable foreign investment was attracted into the 
SADC region in the 2000-2010 period. In 2000, the SADC region attracted 
about US$4.4 billion inward FDI; by 2008 SADC’s inward FDI peaked at 
US$31.5 billion. In 2010, it levelled off to about US$19.5 billion. Although 
South Africa had been a major destination of inward FDI in the SADC region, 
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it is Angola that consistently attracted the most foreign investment for most of 
the years in the period considered. The DRC also had considerable inward 
FDI in the more recent years. See Table 6 of Annex A for more details 

8 Impact of Global Crisis on SADC DFIs 

8.1 There are two possible impacts of the crisis on our DFIs. First, is the fact that, 
because of the Global Crisis, the region could see some cheap money being 
tapped in by our rated DFI e.g., Africa Development Bank (AfDB). Since AfDB 
has direct links with most DFIs in the region, this could therefore mean new 
lease of life as this cheap money could end being used by our DFIs. 

8.2 The other side of the coin is that while most of the SADC Member States have 
been hit indirectly by this Global Crisis, through declines in commodity prices, 
lower export demand, slower growth, and declining investment flows, this 
could mean one thing for most DFIs in the region and that is reduction in the 
grants received from the governments. In this respect, the impact of the crisis 
would be negative on these DFIs. 

9 Conclusion 

9.1 In conclusion, one may tend to agree that the Global crisis which is being 
experienced now offers a new lease of life for DFIs. The augment of this is 
premised on first, that institutions such as AfDB can easily mobilise the 
resources in the international market which in turn can be passed over to the 
DFIs in the region thereby injecting investment capital into these institutions. 
The second reason is the fact that global macroeconomic imbalances in 
savings and consumption has continued to remain skewed. This in turn has 
led to international capital flows to emerging markets, which may be a good 
thing for our DFIs as this could offer them the resources they need to fund 
investments. 

9.2 The fact that most of the resources for our DFIs in the region usually consist 
of public sector equity and fiscal transfers, often augmented by loan or grant 
capital from private and donor sources. As governments face more budgetary 
constraints and development aid declines, DFIs will be forced to become less 
dependent on central governments, and use their financial strength to 
intermediate between the providers of capital (financial markets and 
international funders) and users of capital who otherwise cannot access this 
capital directly. This in a nutshell could mean bad times for weak DFIs. 

9.3 The Global crisis could also offer our DFIs with a glimmer of hope as more 
DFIs will work hard to ensure that the institutions are well managed from 
governance as well as financial point of view with the aim of attaining credit 
rating.  
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9.4 The other side of the coin to the issue of the positive effects of international 
capital flows to EME is the question of what if the crisis is fixed today and the 
capital flow changes its course once again and starts flowing from EME, this 
will create a big problem for the DFIs.   
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Annex A 

 
Table 1: Annual Inflation Rate    
 
Country  

  

                        2008                    2009              2010        2011  
Angola  13.2  13.99  15.3  11.38  

Botswana  12.6  8.2  6.9  8.5  

DRC  17.9  46.1  23.5  15.5  

Lesotho  10.8  7.3  3.6  5  

Malawi  8.7  8.4  7.4  7.6  

Mauritius  9.7  2.5  2.9  6.5  

Mozambique  10.3  3.25  12.7  10.35  

Namibia  10.3  8.8  4.5  5  

Seychelles  37  31.7  -2.4  2.5  

South Africa  9.9  7.2  4.3  4.6  

Swaziland  12.6  7.5  4.5  6.1  

Tanzania  10.3  12.1  5.5  12.7  

Zambia  12.4  13.5  8.5  8.7  

Zimbabwe  231.2m  6.5  3.1  3.5  

SADC Average  13.52  12.64  7.16  7.71  

Source:  SADC CCBG website 

 

Table 2: Budget Balance as % of GDP 
 

 

                    2008                    2009             2010       2011  
Angola  8.8  -4.9  6.8  8.9  

Botswana  4.2  -10.9  -6.2  -3.3  

DRC  -0.5  0.6  1.25  -1.1  

Lesotho  4.7  -3.8  -5  -6.4  

Malawi  -6.5  -5.7  1.9  0.4  

Mauritius  -3.3  -3  -3.2  -3.2  

Mozambique  -2.5  -5.5  -3.7  -3.5  

Namibia  2  1.9  -7.1  -9.8  

Seychelles  5.7  11.1  7.8  0.9  

South Africa  0.9  -0.7  -5.5  -4.2  

Swaziland  -1.5  -7.1  -11  -9.5  

Tanzania  -1.7  -6.1  -6.5  -11.8  

Zambia  -2.5  -2.6  -3.1  -2.9  

Zimbabwe  -11  0  -2.9  0  

SADC Average  -0.23  -3.68  -3.42  -3.57  

Source:  SADC CCBG website  
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Table 3: Public Debt to GDP (less  
 

 
than 60 %of GDP) Country 

                    2008                   2009              2010        2011  
Angola  17.6  22.6  21.7  20.4  

Botswana  4.5  16.1  17.8  18.5  

DRC  91.8  113.5  28.3  33.1  

Lesotho  55  40.1  36.8  34.8  

Malawi  31.6  40.8  35  34.7  

Mauritius  51.9  59.6  57.4  57.2  

Mozambique  40.5  39.3  47.7  44.8  

Namibia  18.9  17.8  15.9  26.8  

Seychelles  223  117  84  81  

South Africa  31.4  45.4  54.8  57.2  

Swaziland  16  12  13.9  15.7  

Tanzania  31.5  37.1  43.1  48.2  

Zambia  26.7  26.4  21.3  20  

Zimbabwe  147.7  109.8  94.3  90.3  

SADC Average  56.29  49.82  40.86  41.63  

Source:  SADC CCBG website 

 

Table 4: Months of Import Cover  Months of Import Cover  
 

                    2008                    2009              2010       2011  
Angola  5  3.8  6.6  7.8  

Botswana  22  19  15  17  

DRC  0.1  2  1.78  1.66  

Lesotho  8.5  6.8  5.9  4.7  

Malawi  2.4  1.9  3.1  2.3  

Mauritius  5.2  7.1  7  6.3  

Mozambique  4.3  5.4  5.8  5.8  

Namibia  5.7  4  3  3.2  

Seychelles  1.1  1.6  2.3  2.4  

South Africa  3.7  4.7  4.5  4.4  

Swaziland  4.6  4.1  2.9  2.3  

Tanzania  4.3  5.7  5.3  4.9  

Zambia  2.1  5.1  4.7  4.5  

Zimbabwe  0.3  1.3  1.1  0.8  

SADC Average  4.95  5.18  4.93  4.86  

Source:  SADC CCBG website  
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Table 5: Real Growth Rate  
 

 

                      2008                      2009               2010        2011  
Angola  13.8  2.4  3.4  3.4  

Botswana  3.1  -4.9  7.2  5.1  

DRC  6.2  2.8  7.2  6.9  

Lesotho  3.4  2.4  5.6  4.3  

Malawi  8.6  7.6  7.1  6  

Mauritius  5.1  3.1  4.2  4.1  

Mozambique  6.8  6.3  6.8  7.2  

Namibia  4.3  -0.4  6.6  3.8  

Seychelles  -0.9  0.7  6.2  5  

South Africa  3.6  -1.5  2.9  3.1  

Swaziland  2.4  1.2  2  1.3  

Tanzania  7.4  6  7  6  

Zambia  5.7  6.4  7.6  6.5  

Zimbabwe  -14.7  5.7  8.1  9.3  

SADC Average  3.91  2.70  5.85  5.14  

Source:  SADC CCBG website 

 
 
Table 6: SADC’s inward FDI flows (million US$) 
 
        Ang         Bot         DRC          Mad         Moz.         Nam        RSA       Tanz.      Zamb.     SADC  

 

2000  2,174  57  72  83  139  186  887  282  121  4,421  

2001  3,058  30  80  93  255  365  6,783  467  145  11,347  

2002  3,133  403  141  61  347  181  1,569  387  298  6,727  

2003  5,685  418  391  95  336  148  733  308  347  8,539  

2004  5,606  391  409  95  244  225  798 330  364  8,658  

2005  6,794  278  -  86  107  348  6,646  494  356  15,320  

2006  9,063  486  256  294  153  386  -526  597  615  11,605  

2007  9,795  494  1,808  773  427  733  5,694  647  1,323  21,797  

2008  16,581  528  1,726  1,169  591  720  9,006  679  938  31,555  

2009  11,671  579  663  1,066  892  516  5,365  645  694  21,840  

2010  9,941  529  2,939  860  788  857  1,553  700  1,041  19,542  

 

     

      

      

      

      

      

      

      

      

      

      

      

 


