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1.  Introduction 

 

Most African Governments set up 
development finance institutions in a bid 
to catalyze socio-economic development 
so as to create better living conditions 
for their people, through: 

• Financing of industrial development 
and modernize the economy 

• Bringing about rapid and equitable 
development 
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2.Rationale of the Standards 

 
The early performance of DFIs was  mostly 

unsatisfactory. Studies done in late 1990s pointed to 

the following negative factors: 

(i) Adverse macroeconomic environments and 

changing economic regimes 

(ii) Inappropriate institutional, organisational and 

financial structures  

(iii)Poor business processes and procedures 

(iv)Lack of qualified human resources or management 

capacity 

(v) Politically mandated functions  
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2. Rationale of the Standards 

The current thinking is to have the following as key 
characteristics of DFI operations:   

 

(i) Achievement of financial sustainability, and 
minimise dependency on government 

(ii) Over the long term, be able to raise 
development funds in the open market, 
from international development institutions 

(iii) Deliver on  development mandates. 
 

To achieve the above, it is important for the DFIs to 
develop, establish and conform to performance 
norms and standards which conform to best practice 
in corporate governance, financial management and 
core operations for the industry. 
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2. Rationale of the Standards 

The PSGRS is the first industry attempt in Africa to 

have a systematic approach aimed at: 

 

(i) Defining the standards that make for the 

sound  governance and management of 

DFIs; 

(ii) Providing  defined standards that could   

fulfill DFIs  purpose and mandate of 

catalyzing socio-economic development in 

the country. 

 

 
 

 

6 



TIB Development Bank Ltd 
2. Rationale of the Standards 

These standards provide : 

 

(i) Guidance to the Board and Management of the DFIs, 

and help define the appropriate relationship 

between the government and the institution, as 

well as between the Board and management,  

 

(ii) Guidance on best practice in financial and 

operational management for a development 

financial institution. 

 

7 



TIB Development Bank Ltd 
2. Rationale of the Standards 

AADFI’s member DFIs vary significantly in terms of 
ownership, governance, and business strategies.  
However it needs to be recognized that no one set of 
standards and guidelines can be equally appropriate for 
all types of institutions.  Variations are as follows:- 

(i) Some are government owned while others are 
private 

(ii) Some are regulated and supervised by central 
banks, others are not  

(iii) Some are pursuing a strategy of providing 
commercial banking products,  some collect 
deposits on a limited basis as non bank financial 
institutions, while others do not collect 
deposits 

(iv) Equity investment is an important strategy for 
some DFIs while some make little or no equity 
investments, etc. 
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3. Objectives  of the Standards 

The PGSR has been designed to meet 5 objectives: 

 

(i) Providing DFIs with useful guidance as to what 
their own rules and regulatory policies should 
be as well as a comparison benchmark 

(ii) Introducing a self-regulated early warning 
system for DFIs to assist them in initiating 
credible remedial measures before they are 
forced to do so by owners, regulators or lenders 

(iii) Providing central banks and owners in some 
countries with useful proposals for possible 
custom tailoring of existing regulatory 
requirements imposed on DFIs as well as 
providing them with some leverage to require 
weaker DFIs to take corrective measures when 
they are showing signs of trouble 
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3. Objectives  of the Standards 

 

The PSGRS has been designed to meet 5 objectives: 
 

(iv) Providing donors with a useful set of standards 
and yardsticks by which to assess DFIs and their 
suitability as financial intermediaries worthy of 
funding and/or technical assistance support 

 

(v) Improving the reputation of DFIs that adopt the 
standards to provide them with a tool for 
dialogue with government owners and 
regulators by showing them what is considered 
good practice within the region, provide them 
with insight as to how they compare with other 
DFIs in the region, and to assist in presenting 
their case to donors for support 
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4.  Performance of DFIs 
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These model prudential standards and guidelines are to 
reflect the requirements of national DFIs, with the 
pertinent issues being: 

 

(i) From the 1960s to 1990s many DFIs went 
through a series of recapitalization 

(ii) To-date, 85% of AADFI’s member DFIs are wholly 
or majority owned by governments 

(iii) Strong consensus has emerged among AADFI 
member CEOs whose institutions were 
government owned that their owners’ policies 
and practices arguably represented their biggest 
single problem 
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4.  Performance of DFIs 

12 

 
Therefore, the recommended standards focus to a 

significant extent on issues associated with 

independence from government, management 

independence and incentives, and operating in 

accordance with reasonable commercial principles. 
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4. Performance of DFIs 

As of 2013, it is evident that the majority of 
DFIs are still: 

(i) Insufficiently capitalized 

(ii) Unable to obtain sufficient and 
appropriately priced long term liquidity 
from the market 

(iii)In need of basic DFI expertise in product 
formulation and structuring financing 
solutions to execute their mandate 

(iv)Largely dependent on government for 
capital and are therefore susceptible to 
government interference 
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4. Performance of DFIs 

Report on the Implementation of the PSGRS Mechanism 

by AADFI Member DFIs in 2012, concluded that: 

 

(i) 38 Institutions participated in the 2012 PSGRS 

review -  from 31 in 2011 

(ii) Two banks in SA have included the AADFI Rating in 

the eligibility criteria for their interventions in 

favour of Development Banks in Africa 

(iii)Three countries have aligned the PSGRS in their 

legal and regulatory framework for regulating the 

DFIs 
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5. Future of PSGRS and DFIs 

 
The PSGRS sets out a minimum foundations for good 
governance of DFI business operations. 

  

They aim to ensure that DFI’s business operations are 
managed soundly and prudently by a competent Board 
of Directors, which can make reasonable and impartial 
business judgments in the best interests of all 
stakeholders and execute its mandate .   

 

The implementation of PSGRS are such that they take 
account of the diversity of DFIs in Africa.   
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5. Future of PSGRS and DFIs 
 

The Key Principles of AADFI Prudential Standards are 
designed to ensure that: 

 

(i) That DFIs take a holistic approach in instituting 
higher standards in the Governance, Financial 
Performance and Operating Standards of each DFI 

(ii) The business of managing DFIs requires the same 
governance, financial and operating standards as 
any other businesses 

(iii) DFIs are subject to the scrutiny of stakeholders 
as any other business 
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5. Future of PSGRS and DFIs 
 

The Key Principles of AADFI Prudential Standards are 
designed to ensure that: 

 

(iv) DFIs stakeholders are increasingly becoming 
more conscious of the role of DFIs based on 
their stated mandate, and demand more 
accountability 

(v) In the long term, appropriate execution of its 
mandate is viewed on the sustainability of its 
choice of interventions, financing options and 
relevance to the requirements of the 
economies 
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6. Conclusion  

 

(i) It is now a well recognized norm that a culture that 
promotes good governance benefits all 
stakeholders and helps to maintain public 
confidence in the DFIs. 

(ii) Development is a painful process and DFIs should 
not expect less. With it comes a lot of challenges. 

(iii) Just like any other business organization, DFIs 
need to be constantly innovative in the way they 
conduct business. 

(iv) Backed by the PSGRS framework, African DFIs, and 
indeed AADFI members, will surely remain relevant 
and sustainable.  
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6. Conclusion 

(vi)The Key Principles of AADFI Prudential Standards 

are designed to endure, and remain relevant for, 

among other reasons: 

 

• Due to their non prescriptive approach; 

• The Standards aims at results and not specific  

actions and therefore ensure flexibility to 

respond and cater for the diverse 

requirements of DFIs, especially AADFI 

member institutions.  
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6. Conclusion 

 

(vii)Based on the results of the recent AADFI Peer 

Review Mechanism, there is a need to ensure that 

the PSGRS framework is  periodically reviewed and 

updated to reflect the ever-changing environment 

in which the DFIs are operating.  
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