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Key Takeaways BJC

A Sectionl showsthat current adverseeconomicconditionsand the needto advancein the SDGAgenda2030require to scaleup

affordablelongterm fi

A Thereare severalcomp

nancingwith anindustrialandsocialscopewhere publicdevelopmentbankscouldplaya centralrole.

ementarydefinitionsof a developmentbankasthe one by EduardoFernandezArias,RicardoHausmanmand Ugo

o P 7 Pl

Panizzg2020 that defined RS @S f BdnRES gouernmentowned financialinstitutions that havethe objective of fosteringeconomic
or socialdevelopmentby financingactivitieswith highsocialreturnse

A Xuet al. (2021) define PublicDevelopmentBanksPDBnd Developmentrinancingnstitutions (DFasfinancialinstitutionsinitiated and
steered by governmentswith the official missionto proactively orient their operationsto pursue public policy objectives These
Institutions use market meansto achievedevelopmentgoals Xu et al. (2021) set a five elementsqualification criteria that should be

simultaneouslymet to

qgualify an entity as a PDBor DFI 1) being a standalone entity, 2) using the fund-reflow-seekingfinancial

iInstruments (loans, equity investments, guarantees)as main products and services 3) funding sourcesgoing beyond the periodic
budgetarytransfers,4) haveproactivepublicpolicyorientation,and5) governmentsteeringof their corporatestrategy

A Developmentbankscould addressfinancialmarket failures suchas procyclicalityof credit, credit misallocationdue to imperfect
iInformation, lack of financingto high-uncertainty and high-risk innovative activities, and underfinanceof activities with large
externalities,socialorientation and publicgoodsprovision

A When consideringa public developmentbank, it is important to identify how this institution would addressmarket failures not
solvedby the private sectorandto avoidpolitical captureandgovernmentfailuresasmisallocationof credit andrent seeking

A Priority functionsof public developmentbanksincludethe provisionof counter-cyclicalfinancing,support countriesand regions
within countriesthat lag behindin the developmentprocess,mprove socialdevelopment,enhancefinancialinclusion,promote
Innovationand structuraltransformation,financeinfrastructureinvestment,and supportthe provisionof publicgoods

A Amongthe availabletools are subsidies|longterm capital,guaranteesequity, technicalassistancendresearchand development
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Key Takeaways (cont.) Bf

A Sectionll of the presentationusesthe databaseintegrated by Xu, Jiajun RégisMarodon, XinshunRu, XiaomengRen,and
XinyueWu. 2021 & 2 K éréiPublicDevelopmenBanksand DevelopmentFinancingnstitutionsa t QualificationCriteria,
StylizedFactsand DevelopmentTrendss ChinaEconomidQuarterlyInternational,we observedthe following elementsof
the GlobalPublic5 S @S f 2 LBYh&siKréhiteature

A Thesamplecontains528 PDBand DFIwith total assetsn 2020for USD22,282 billion, equivalentto 26%0f2 2 NIGRR) &

A Developmentbanksare presentin 150 out of the 193 countriesin the World, with 8 global multinational development
banks,100banksin Africa,118 banksin America,148banksin Asia,134 banksin Europe,and20 banksin Oceania

A The8 globalbankshavecombinedassetsfor USD675 billion or 3% of total assets The 100 banksin Africahavecombined
assetsof USD188 hillion, equivalentto 1% of total assetsand 8%ofthe O2 y U A @’EHPVhe X1ébanksin Americahave
combinedassetsof USD8,845 billion, equivalentto 40% of total assetsand 33%ofthe O 2 y U A @EEPyhe Xd&banksin
Asiahavecombinedassetsof USD7,275 billion, equivalentto 33% of total assetsand 22%o0fthe O 2 y U A GEEPVheJQé
banksin Europehave combinedassetsof USD5,288 billion, equivalentto 24% of total assetsand 25%o0fthe O2 y U A
GDPwhile the 20 banksin Oceaniahavecombinedassetsof USD11 billion, equivalentto 0.05% of total assetsand 1% of

the O 2 VU AGDRY U Qa
A Thepresentationprovidesmore detailsof the banksby subregionswithin eachcontinent
A Classifiedy geographicabwnership there are 47 multinational,370nationaland 111 subnationaldevelopmentbanks

A Classifiedoy geographicaloperation, there are 8 global, 13 regional, 34 subregionaland 473 national and subnational
developmentbanks
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Key Takeaways (cont.) Bf

A Classifiedy official mandate,there are 190 bankswith a generaldevelopmentflexiblemandate,while there are 338 banks
with a specificmandate,which include 35 focusedin rural and agriculturaldevelopment,55 in export promotion, foreign
trade and overseasinvestment, 35 in socialhousing,31 in infrastructure, 30 In international financingof private sector
development,17 in localgovernmentand 135in micro,smalland mediumsizedenterprises

A Thepresentationprovidesdetailsof the countrieswith publicdevelopmentbanksby mandate

A Theoldestoperatingdevelopmentbankis the GroupeCaissales DépotsFranceestablishedn 1816, followed by the Cassa
depositie prestiti of Italy in 1850 the BancoHipotecariodel Uruguayin 1892 and KommuneKredibf Denmarkin 1898
Therest of the institutionswere establishedn the XX and XXt centuries

A The presentationshowsthe number of public developmentbanksand developmentfinancinginstitutions establishedin
eachdecade,showingthe surgein the numberwith the reconstructionefforts after World War Il and the prominenceof
iInvestmentled capitalaccumulationgrowth theoriesin the 1950s.

A Thepresentationalsoprovidesa timeline of the establishmentof the 528 institutions showingtheir date of creationand
their currentsize It doessofor the whole setof institutionsand splitsthe information by mandate

A Themultiple mapsand graphsincludedin the presentationprovide visualsnapshotsand more detall on the chronologyof
the Public S @S f 2 LBah&sKréhi@aturearoundthe world.
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Key Takeaways (cont.) Bf

A Sectionlll of the presentationusesdata from 34,749 private banksand 854 public banksintegratedby Bankscopao comparekey
financial indicators of banks by specialization,which allows to benchmark specializedgovernmentalcredit institutions and
multilateralgovernmentbanks Therewe observe amongothers,the followinggroupaverages

Total Private Public Speuahzgd quer Al il s Covemment Central Bank Commercial Bank
Credit Institution Bank

Equity over Total Assets Ratio ( 19.34 19.29 22.09 24.00 40.46 8.11 12.33
Loans to Assets Ratio (%) 45.07 45.05 46.36 57.30 53.05 8.94 60.30
Non-Performing Loans Ratio (%) 7.4 7.3 7.6 11.72 3.56 0 7.46
Cost over Assets Ratio (%) 4.47 4.47 4.46 4.13 1.99 1.91 3.06
Return on Equity (%) 8.20 8.22 6.42 7.36 6.35 9.31 8.30
Recurring Earnings Power (%) 2.73 2.74 2.07 2.47 1.59 1.11 1.60

A Theseindicatorsshowthat public developmentbankshaverelativelylarge equity to assetsratio, which could give them room to
leveragetheir positionto further increasetheir credit portfolio, which is smaller,relative to assetsthan the one of commercial
banks Specializedyovernmentalcredit institutions have much larger non-performing loans ratio and relatively high cost over
assetgatio. TheReturnon Equityandthe recurringearningspower of publicbanksare lower than those of private institutions.

A SectionlV providesevidenceon the role of PublicDevelopmenBanksand DevelopmentFinancingnstitutions It reviewsdifferent
casesasthe provisionof payrollcreditto formal workersin Mexicothrough Fonacot

A It alsoreviewsthe provisionof C L wdre@its, guaranteessubsidiestraining, technicalassistanceand technologytransfersto the
agricultural rural andfisherysectorsin Mexica

A It providesMusacchicet al. (2017) analysisof Corporaciérde Fomentode la Producciorde Chile(CORFQBusinesPevelopment
Bankof CanadaGermanDevelopmentBank(KfW), BrazillanEconomic& SocialDevelopmentBank(BNDESKoreanDevelopment

Bank,ChinaDevelopmentBankCorporation After providinga brief history of theseinstitutionsit reviewsthe marketfailuresand
correspondinganktoolsin eachinstitution.
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Key Takeaways (cont.) Bf

A It summarized azzarinet al. (2015, which studiesthe effect of loansand equity investmentsof BNDE&ndfind that they do not have
any consistenteffect on firm-level performanceand investment,exceptfor a reductionin financialexpendituresdue to the subsidies
accompanyindoans In addition, BNDESIoes not systematicallylend to underperformingfirms. Theseresultsindicate that BNDES
subsidizedirms that couldfund their projectswith other sourcesof capital

A It alsosummarizesSapienzg2004), which usesinformation on individualloan contractsto comparethe interest rate chargedto two
sets of companieswith identical characteristicorrowing respectivelyfrom state-owned and privately owned banks It finds that
Stateownedbankschargelower interestratesthan do privatelyownedbanksto similaror identicalfirms, evenif the companyis able
to borrow more from privately owned banks It alsofinds that Stateowned banksmostly favor firms locatedin depressecareasand
large firms. Thelendingbehaviorof state-owned banksis affected by the electoralresultsof the party affiliated with the bank the
strongerthe political party in the areawherethe firm is borrowing,the lower the interestratescharged

A 1t summarizesl. Sedar Din¢c (2005 that provides crosscountry, banklevel empirical evidence about political influences on
governmentownedbanks,showingthat they increasetheir lendingin electionyearsrelativeto private banks

A It providesa summaryof the book titled The future of National DevelopmentBanksby StephanyGriffith-Jonesand Jos Antonio
Ocampo(2018, where they analyzeNational DevelopmentBanks(NDBs)n sevencountries¢ China,Germany,Brazil,Mexico, Chile,
Colombia,and Perw; and concludedthat these bankstend to be successfubverall Griffith-Jonesand Ocampoconsiderthat these
bankshavebeenbroadlyefficient instrumentsof nationaldevelopmentstrategiesin their respectivecountries,and they havehelped
to overcomemajor market failures in a flexible way. Their researchidentifies five crucial functions of NDBsin the development
process providing countercyclicalfinance encouraginginnovation and structural transformationn enhancingfinancial inclusion
supporting infrastructure financing and promoting environmental sustainabllity,in particular by combating climate change They
claim that NDBswere strongly counter-cyclicalin the wake of the global financial crisis Also, they explainthat NDBshave been
Innovative,notably in supportingnew activitiesas technologicaladvancesgntrepreneurship financialinclusion,and new sectorsas
renewablesand energyefficiency
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1. UN SDG Stimulus Plan to Deliver Agenda 2030 B(j

A Theglobaleconomyis facingmultiple shocksthat are threateningto further reverseprogress
on the SustainabldevelopmentGoals(SDGs)TheCOVIBL9 pandemicimpactsfrom the war
In Ukraine, high inflation and weak economic growth, tightening monetary and financial
conditions,and unsustainabledebt burdensc¢ alongwith the escalatingclimate emergencyg
are wreakinghavocon economiesacrosshe globe

A Theimpact of these compoundingshockson developingcountriesis aggravatedoy an unfair
global financial system that Is shortterm oriented and crisisprone, and that further
exacerbatesnequalities

A Theburdenof debt overhangs batteringthe economiesof manydevelopingcountries

AA & 3 NIhBnge R A @ has Sharply curtailed the ability of many developingcountries to
Investin recovery,climateaction,and sustainabledevelopment

A Thehigh cost of borrowing not only inhibits investmentin the SDGsit alsoraisesthe risk of
debtcrises

A High borrowing costs for developing countries are but one symptom of an inequitable
Internationalfinancialand monetarysystem
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https://www.un.org/sustainabledevelopment/wp-content/uploads/2023/02/SDG-Stimulus-to-Deliver-Agenda-2030.pdf

1. UN SDG Stimulus Plan to Deliver Agenda 2030 (cont.) Bj

A The SDGStimulusaimsto offset challengingmarket conditionsfacedby developingcountries
and accelerate progresstowards the SDGs,including through investmentsin renewable

energy, universal social protection, decent job creation, healthcare, quality education,
sustainabldood systemsurbaninfrastructure,andthe digital transformation

A The SDG Stimulus addressesboth shortterm urgencies and the need for longterm
sustainabledevelopmentfinance It callsfor a significantincreasen financingfor sustainable
development,to the tune of at least $500 billion per year, to be delivered through a
combinationof concessionaand non-concessiondinancein a mutually reinforcingway:

A TheSDGStimulusputs forward three areasfor immediateaction

1. Tacklethe high cost of debt and risingrisksof debt distress,includingby convertingshort-
term highinterestborrowinginto longterm (morethan 30 year)debt at lower interestrates

2. Massivelyscaleup affordablelongterm financingfor development,especiallythroughpublic

development banks (PDBs) including multilateral development banks (MDBs), and by
aligningall financingflows with the SDGs

3. Expancdcontingencyfinancingto countriesin need
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2. Definition of Public Development Banks (PDB) and Bj
Development Financing Institutions (DFI)

A a5S @St pdnRsselniquefinancialinstitutionsin under-developedcountries,specializedn providinghighrisk, longterm financingfor
the purposeof industrializatiore PaulE Roberts Jt (1971), Economidevelopmentand CulturalChange

A @& 5 A NIsrexit joltiesare those that affect the distribution of a givenquantum of credit, through governmentintervention in the credit
market, amongdifferent categoriesof borrowers XDFIshave been perhapsthe most commonmeansof directing credite M. O. Odedokun
(1996), Journalof DevelopmentEconomics

A a5S @St DbadNsSrg governmentsponsoredfinancial institutions concernedprimarily with the provision of longterm capital to the
industry€ BeatrizArmendarizde Aghion(1999), Journalof DevelopmentEconomics

A a5SQOSt daksHglidea socalledW LI2 f deYi 6 XDEWEt fude Qeir leverageto influence governmentaldecisionsand deter adverse
eventsthat would negativelyaffectthe projectsoutcomeg ChristaHainz StefanieKleimeier(2012), Journalof Financialntermediation

A a { U-owiaesl developmentbanksare controlled by national governmentsand generallyhave a mandateto supportlocal businessactivitys
SergioG. LazzariniAldo Musacchig RodrigoBandeiraDe-Mello; Rosilenaviarcon (2015, World Development

A & b I G DevgldspientBanks(NDBs)were createdfor bridginglongterm financingneed in industrializedand lessdevelopedcountriesé
ErnaniTorres RodrigoZeidan(2016), TheQuarterlyReviewof Economic&nd Finance

A 6X the term DB[developmentbank]will refer to anytype of financialinstitution that a nationalgovernmentfully or partially ownsor controls
and hasbeengivenan explicitlegalmandateto reachsocioeconomigoalsin a region,sector,or marketsegmeni Jo€ De LunaMartinez
Carlod_eonardoVicente AshrafBin Arshad RaduTatucy JiyoungSong(2018), Surveyof NationalDevelopmentBanks,TheWorld Bank

A & WRS @S fo2lLyYi&®fAito non-deposittaking developmentbanks that are owned by a local 3 2 @S NJ/ MichgeliBre; Alfredo
Schclarek20198), TheFutureof NationalDevelopmenBanks

A & ¢ define development banks as governmentowned financial institutions that have the objective of fostering economic or social
developmentby financingactivitieswith high socialreturns€ EduardoFernandezArias RicardoHausmannUgo Panizzg2020), Journalof
Industry, Competitionand Trade
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2. Definition (cont.) Bf

A Xuet al. (2021 define Public DevelopmentBanks(PDB)and DevelopmentFinancinginstitutions (DFI)as
financialinstitutions initiated and steeredby governmentswith the official missionto proactivelyorient their
operationsto pursuepublicpolicyobjectives

A PDBsandDFlsarefinancialinstitutionsaimedat usingmarketmeansto achievedevelopmentgoals

A FollowingXuet al. (2021) a set of five qualificationcriteria shouldbe met simultaneousiyto qualify an entity
asa PDBor DFI

1. being a standalone entity, 1.e., with a separatelegal status, dedicated personnel,separatefinancial
statements,and is not set up to accomplisha short-term, specificgoal (helpsto distinguishPDBsand
DFldrom governmentcredit programs trust funds,and specialpurposevehicles)

2. using the fund-reflow-seekingfinancial instruments (loans, equity investments,guarantees)as main
productsand servicesyather than pure grants(assetside helpsto distinguishfrom centralbanks,grant
executingagenciesandaid agencies)

3. funding sourcesgoing beyondthe periodic budgetarytransfers (liability side helpsto distinguishfrom
centralbanks,grantexecutingagenciesandaid agencies)

4. the proactivepublicpolicyorientation (distinguishfrom profit-drivenfinancialinstitutions),and

5. government steering of their corporate strategy (distinguish from grassrootsinitiatives and other
Institutions createdand managedoy private sector,includingnon-governmentorganizations)
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3. Categories Bj

A Geographicalownership Fundingcould come from a single State (as with national and
subnational development banks) or multiple sources (as with bilateral and multilateral

developmentbanks)
A Geographicabperation: Global,RegionalSubregional,National,Subnational

A Mandate: GeneralDevelopment(Flexible)or Specific(e.g., agriculture, export promotion,
housing infrastructure,localgovernmentsmicro, smalland mediumsizedenterprises)

A ServicesOperatein the field of longterm finance Theircore businesds to extendlongterm
loansfor financingof projectsand developmentprograms Theyhaveother financialservices
as working capital financing, venture capital financing, advisory and consulting services,
leasing,insurance brokerageand investmentbankingservices programsfor entrepreneurial
development, privatization, restructuring, capital market development, and provision of
technical assistance They usually promote financial inclusion and provide preferential
conditions

A Relationshipwith private financing Firsttier lending directly to users,Seconetier lending
andguaranteedo financialintermediaries capitalmarketdevelopment
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nd . AfFTUSNIYf |yR adzZ GAf | 0SNJ 5
Organization Models Bj

AWe mentionedthat funding could comefrom a singleState,aswith nationaland
subnational development banks, or multiple sources, as with Dbilateral and

multilateral developmentbanks

AlIn the caseof bilateral and multilateral developmentbanksthere are two main
organizationmodels

1. Traditionaldivisionof shareholderdbetween borrowersand non-borrowers
that the IBRDestablished,and which a large number of institutions have
followed. In this model, the non-borrowers provide not only paid-in capital
but also callablecapital, which effectively operatesas a kind of insurance
providedto the A y & U A paltfolibs2 y & Q

2. 0/ 2 2 LJ%E mbdeat indhis case,all countriescontribute to the capitaland
canalsoborrow from the institution. Thisisthe modelof the EIBand CAF
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5. The Role of Development Banks in the™@entury Bj
NicholasBruck(1998)

A Thedisciplineof developmentbankinghasits genesisin the growth theories and modelsof the
developmenteconomistsof the 19502 4 the more an economyis able to saveand invest, the
greaterwill be the growth of iIncome

A The provision of longterm financingcould accelerategrowth, and the creation of development
bankswas consideredthe solutionto alleviatethe shortageof developmentfinancing,just asthe
World Bankhad beencreatedto addressthis problemworldwide andthe MarshallPlanhad been
establishedo financethe reconstructionof Europe

A Developmentbankswere to generatea multiplier effect in activating the developmentprocess
towardstake-off.

A Later, they have been consideredas key instruments of planning financing, monitoring and
evaluatingdevelopmentprojectsand programsthat are in accordancewith national,regional,and
Internationaldevelopmentpriorities.

A Trendsin the world economyof economidiberalization privatizationof publicenterprises andthe
progressiveglobalizationof world trade financeandthe list of policieslabeledasthe a 2 | a KA y 3 U z
[ 2y a S \Eandzhire P89 in responseto macroeconomicturbulence and debt crisesof the
19805, put pressureagainstthe participationof the governmentin economicactivities
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6. Why the World Needs National Development Banks? Bj
Stephany GriffithRdJones and J&sAntonio Ocampo (2019)

https://www.project-syndicate.org/commentary/nationadevelopmentbankssustainablegrowth-by-stephanygriffith-jonesand-jose-antonio-ocampc201905

A Bycounteractingmajor shortcomingf the private financialsector,nationaland multilateral development
banks play a crucial role In supporting economic growth. Countries that already have national
developmentbanksshouldaimto expandtheir role, while othersshouldconsiderestablishinghem.

A Supportfor national and multilateral developmentbankshas grown worldwide in the decadesincethe
globalfinancialcrisis Andthe continuedsucces®f nationaldevelopmentbanks(NDBs)|n particular, will

be vital to achievemore sustainableeconomicgrowth in the future.

A Although governmentsprovide their paidin capital, development banks raise funds on national and
international capitalmarkets Moreover,theseo I Y [pangare typically co-financedby the private sector,
whichis especiallyhelpful for governmentsfac:|ngbudgetconstra|ntsdurlng and after economiccrises

A The World Bank and regional multilateral developmentbanks (MDBs)sharply increasedtheir lending
during and after the 200/~2009financialcrisis The EuropeaninvestmentBank,the largestMDB, doubled
its paidin capital and 1s playing a central role in implementing the European/ 2 YY A a 80\ 2 Y Q¢
calledJunckerPlan whichaimedto generatee 500 billion ($561 billion) of additionalinvestmentacrosshe
EuropeanUnion by the end of 2020, In addition, the recent establishmentof two other large MDBsc the
AsianinfrastructurelnvestmentBankand the New DevelopmentBankestablishedoy the BRICSountries
(Brazil,Russialndia, China,and South Africa) ¢ will contribute further to a more balancedpublic-private

mix in developmentfinance

A Thefinancialcrisisalsoprompted someEuropeanAfrican,and Asiangovernmentgo establishnew NDBs,
andother countriesto expandtheirs. o



http://fdslive.oup.com/www.oup.com/academic/pdf/openaccess/9780198718116.pdf
https://ec.europa.eu/commission/priorities/jobs-growth-and-investment/investment-plan-europe-juncker-plan_en

/. Major Views on the Roles of Development Banks %
Musacchiq LazzariniMakhouland Simmons (2017)

Summary of Theory Development banks are intended to finance entrepreneurship, Development banks are intended to insure that social concerns Development banks are used by politicians primarily to achieve
industrialization, and the infrastructure necessary for the econo appropriately prioritized against profit maximization and that  personal objectives and to advance political agendas.
to efficiently adjust to industrialization and maximize productivit resources are allocated for projects addressing socio

gains. environmental factors when unattractive for purely profit
purposes.

Market Failures A Reducing information asymmetry and credit rationing Socieenvironmental impact: Government failures:

Addressed or A Promoting latent capabilities and projects that can generatd  Investing in regions or customer segments thatare not A Misallocation of credit (e.g., subsidized capital to large firms

Government Failures potential information externalities. profitable for the private sector. that do not need support in the first place).

Created A Reducing coordination problems by promoting A Supporting socially oriented initiatives (including high A a{2F0 0dzRISU O2yauNIAYylaty

complementary investments with large spillover effects. employment). firms.

A /T 2yiNROodzUAY3T gAUK (01SOKYAOIA SiestiSeNnervi®dnnedriey itaettS GRA A O2H0SHBSYIISTAYIEY LINRDGAAAZY 2F 3
O2aiaodé need subsidized capital.

A Strategic trade: subsidizing firms in costly international
markets.

Bank Tools & Effect on Market Failure

Subsidies Support competitiveness of domestic firms. Support projects with positive sociahvironmental externalities  Prop-up inefficient firms and/or divert funding away from more

but low profitability. Inefficient firms.

Longterm capital Enable investment in projects with term horizons beyond what 1 Overcome credit rationing preventing investment in longer Divert funding from efficient firms to those preferred by the
capital market can supply. duration projects. political leaders.

Guarantees Extend the capacity of capital markets through -ligaring. Foster innovation by reducing information asymmetries and G. FAt 2dz0é¢ FANXaE (GKIFG &aKz2dz R

bearing discovery costs. asymmetries.

Equity t NPY230S STFFAOASYOé Ay T AN)-4T Overcome information asymmetries faced by companies Waste government funding on suboptimal investments.
23y SNI SYUSNLINA&aSa F20dza SR 2y developing soci@conomic solutions; setting soecemvironmental
OKI YLIAZYyaceo objectives for invested firms; risgharing.

Technical Assistance Promote industry development through coordination of key Strengthen the competitiveness of social enterprises; provide Direct resources towards firms favored by politicians and away
players; strategic trade; supporting development of latent expertise to firms adopting new solutions. from others that may have stronger latent capabilities.
capabilities.

Research & Developmen Developing advancements in operational efficiency. Cover discovery costs of education, healthcare, and environme Support research in an industry that is politically necessary or

projects. popular.

AldoMusacchig SegioLazzariniPedroMakhouland Emily Simmons (2017). The Role and Impact of Development Banks. A Review of their Founding, Focus, and Influeaok. World B www.bankandfinance.net




8. The Role of Development Banks Bj
José Antonio Ocampo &ictor Ortega (2022 heGlobal

aN

5SPSEt2LIYSYlO . Iyil1aQ | NOKAUSOUdzNE

Development banks play a crucial role in counteracting market failures and supporting sustainable development
the broader United Nations concept well captured in Agenda 2030 and its Sustainable Development Goals (SDC
(United Nations2015)Transforming Our World: the 2030 Agenda for Sustainable Development

Financial Market Faillures

Priority functions of Development Bank

A Procyclicabias, of private finance that generate 1. Provide countercyclical financing;
a0 2P szacycés?l\/lmsky 1982 Kindelbergerand

Aliber2011). 2.  upport countries and regions within countries
| | | that lag behind in the development process,;

A Imperfect information which generate adverse . _

selection,moral hazardand credit rationing (Stiglitz 3-  Improve social development;

andWeiss1981, Stiglitz1994) 4. Enhance financial inclusion;
A Reluctanceo finance highruncertainty and high-risk - - —

innovativeactivities(Mazzucatc2013). 5. Promote. Innovation an.d structural transformation;
A Underfinanceof activitieswith largeexternalitiesand 6.  Hnance mfrastru_ct.ure mvestment, ana |

the provision of public goods as infrastructure or 7.  SQupport the provision of public goods, particularly

climatechange combatting climate change.
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8. The Role of Development Banks
José Antonio Ocampo &ictor Ortega (2022]cont.)

A The analysisleadsto four major recommendations The first one is that the countercyclicalrole of MDBs
should be a priority under current conditions, both to mitigate the COVIB19 crisis and to support the
recoveryof emergingand developingcountries Thisrequiresa capitalizationof all MDBs,similarto that of
2009¢10. Thenew MDBscanalsoplayanimportantrole in that process

A Secondlythe policiesto supportthe recoveryshouldbe alignedwith the SDGsand fulfill the other priority
functions of MDBs In particular, their role in promoting innovation and structural transformation and
supportingclimate changemitigation and adaptationshouldbe enhanced Theirsupportin all the areaswe
haveunderscoredshouldbe better monitored, includinghow they contribute to the developmentof lagging
regionsin the countriesthey finance

A Thirdly, developmentbanksshould operate as a system Cooperationbetween MDBsin all these areasis
crucial, as well as networking better with the NDBs The complementarity of the activities of MDBsIs
Important, giventhe diversityof regionalpriorities. However,competitionamongthem canhelp improvethe
programsthey support An additionalpriority Is better cooperationbetweenthe MDBsand the international
fundsthat financeclimatechangeprograms

A Finally,cooperationshouldbe reflectedin the supportby MDBsto advancestrongNDBsn the regionswhich
lagbehindin developingsuchnationalinstitutions, particularlysub-SahararAfricaand SouthAsia

www.bankandfinance.net



9. Should Public Development Agencies be in the Banking Business?

SergioLazzarin(2022) The Right Privatization: Why Private Firms in Public

Initiatives Need Capable Governments

Focal Activity

Critical access impediments
(especially by vulnerable
groups)?

Are firms willing to boost private

gains at the expense of attribute] Substantial supply constraints?

that are difficult to verify?

Governance remedies feasible

Y

Recommended delivery form

Lending to large private firms
focused on existing and well
known sectors

Lending to large private firms
Involved in coordinated,
complementary investments.

Lending to small, resouree
constrained entrepreneurs in
underdeveloped regions.

Lending to earhstage
entrepreneurs focused on
Innovation (learning externalities
or impact (socieenvironmental
externalities).

No. Large firms are generally not No. Private banks will tend to us¢ No, assuming that the locality

financially constrained.

standard debt agreements.

already has enough commercial
banks.

Remedies are not needed.

Private banks.

No. Large firms are generally not Yes. Private banks may economi Yes. Commercial banks many nc Although it is possible to monitor Public development banks at ver
have the expertise to assess anc and sponsor private banks, it
design mechanisms to deal with design mechanisms to deal with becomes costly and impractical

financially constrained.

on their effort to assess and

crossproject externalities.

crossproject externalities.

Yes. These entrepreneurs are nc Yes. Private banks may neglect ¢ Yes, except if impagiriented

only financially constrained but
also affected by a host of
Intersecting vulnerabillities.

host of complementary tasks to
Increase the effectiveness of
credit and its potential to include
vulnerable groups

Investors are present. Yet their

when there is need of substantia
coordination.

Yes. Governments can provide
credit guarantees and monitor

Investments may be of insufficier private banks. However, it

scale.

becomes costly and impractical i
the segment has high credit risk
and requires a host of support
activities.

Yes. Earbgtage entrepreneurs are Yes. Private banks may economi Yes, except if venture capital funi Yes. Governments can-sponsor

typically financially constrained
and may also lack essential

research capabilities).

on their effort to assess and

and/or impactoriented investors

research and investments and

design mechanisms to deal with are present. Yet their investment: adopt a mix of supervision and
resources (such as managerial a learning and sockenvironmental may be of insufficient scale.

externalities.

contractual incentives.

Initial stages of development or
after negative shock requiring
multiple, substantial and
synchronized investments.

In other moments, governments
can craft collaborations with
private banks. A previous
development bank can become
development agency (without
banking activities).

Publicprivate collaborations
between development agencies
(not banks), private banks and
support organizations.

In highly vulnerable segments,
state-owned banks might be
needed.

Publicprivate collaborations
iInvolving development agencies
(not banks), private funds, and
accelerators.
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l. Overview of the Public Development
=AAL ry | Ot

Ownanalysiausingthe January2023 PublicDevelopmenBanksand DevelopmentFinancingnstitutionsdatabase
availableat: https://www .nsepku.edu.cn/dfidatabase/datadownloading/indelRktm

Xu,Jiajun Régigviarodon, XinshunRu,XiaomengRen,and XinyueWu. 2021 & 2 K &réiPublicDevelopmenBanks
and Development-inancingnstitutionsa 1 QualificationCriteria, StylizedFactsand Developmentlrends China
Economicuarterlylnternational volumel, issued. 271-294.
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https://www.nse.pku.edu.cn/dfidatabase/datadownloading/index.htm

1. Geographical Ownership and Operation and Official I\/Iandatﬁf

A Databasewith 528institutions
A Geographicabwnership Multinational (47), National(370), Subnational{111)

A Geographical operation: Global (8), Regional (13), Subregional (34), National and
Subnatlona(473g.

A Official Mandate:
A GeneralDevelopmentor Flexible(190): official mandatesare not confinedto a specificmission
A Specificofficial mandate (338):
A Ruraland agriculturaldevelopment(35).
A Exportpromotion, foreigntrade and overseasnvestment(55).
A Sociahousing(35).
A Infrastructure(31).
A Internationalfinancingof private sectordevelopment(30).
A Localgovernment(17).
A Micro, smalland mediumsizedenterprises(135).
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2. Examples of Public Development Banks
by Geographical Operation Bj

A Global (SJ?éSThe World Bank 194£? International Finance Corporation ﬁ\1/|95§>? International Development
|

Agencyg ~International Fund for Agricultural Development(1977), Multilateral Investment Guarantee
Agency (1988, Private Infrastructure DevelopmentGroup (2002, GuarantCoLimited (2009, InfraCo Asia
DevelopmentPte Ltd (2010, New DevelopmenBank(2014).

A Regional(13): Councilof Euro _eDeveIopmentBank(lQS?, EuropeannvestmentBank(19598), Inter-American
DevelopmentBank (1959, African DevelopmentBank (1964), Asian DevelopmentBank(l%%, IDB Invest
&198@,_ EuropeanBank for Reconstructionand Development(1991), EuropeanInvestment Fund (1994,

mergingAfrica Infrastructure Fund (2001), InfraCoAfrica Limited (2004, Africa FinanceCorporation(2007),
InfraMedInfrastructure(2010), AsiainfrastructurelnvestmentBank(2016).

A Subregional (34): Central AmericanBankfor Economiclntegration (1968, International Bankfor Economic
Cooperation(1963, East African DevelopmentBank (1967), CaribbeanDevelopmentBank (1969, Andean
DevelopmentCorporation (1970?(, International Investment Bankg197 . West African DevelopmentBank
(1973, IslamicDevelopmentBank(1973, NordiclnvestmentBank(1975, NordicDevelopment-und(1989), X

A National and Subnational (4793): Grou,%e Caissedes Dépots France§1816), _Cassad%positi e prestiti (1850,
BancoHipotecariodel Uruguay(1892, KommuneKrediDenmark(1898), AgriculturalBankof Namibia(1907),
DevelopmentBank of Ethiopia (1909, Bankof North Dakota (1919, BancoNacionalde Obra:ls,:y Servicios
Publicos(1933), NaplonaIFmanCleraﬁl%éb, Exportimport Bank of the United States (193?:, annie Mae
(1939, , Corporacionde Fomentode la Producoon (1939, , BusinesDevelopmentBankof Canada(1944),
Industrial Finance Corporation in India (1948, Banco Nacional de DesenvolvimentoEconomicoe Social
EI)BANDE&‘Q]‘ BraZ|I(195%, KoreaDevelopmentBank(1964), IndustrialDevelopmentBankof India(1964), China

evelopmenBank(1994X



3. Public Development Banks and Development Financing
Institutions Architecture

Number of Assets (Million 1 345043 Number of Assets (Million . 1 345043
i i
Continent Region Institutions USD) GDP (Million US GDP (% ) Continent Region Institutions USD) GDP (Million US GDP (% )

B

World World 22,282,228 84,971,650 26.2 Total Asia 7,275,141 33,095,342 22.0
Global Global 8 674,981 84,971,650 0.8 Asia 2 303,823 33,095,342 0.9
Total Africa 100 187,868 2,396,739 7.8
Central Asia 5 40,091 292 521 13.7
Africa 2 58,275 2,396,739 2.4
Eastern Asia 19 6,212,767 22.602,310 27.5
Eastern Africa 29 9,415 419,041 2.2
Middle Africa 3 1.959 186,389 11 Southeastern Asi: 46 193,972 3,081,993 6.3
Northern Africa 12 78,091 718,272 10.9 Southern Asia 42 382,734 4,221,434 9.1
Southern Africa 20 21,968 367,098 6.0 Western Asia 34 141,753 2,897,084 4.9
_ Total Europe 134 5,287,742 20,908,694 25.3
SubSaharan Afric 1 NI 1,712,284 NI
Europe 7 891,057 20,908,694 4.3
HEEIE AEE 28 18,159 695,903 &l Eastern Europe 21 131,651 3,112,765 4.2
Total America 118 8,845,510 26,969,290 32.8
Europe
America 5 153,957 26.969 290 0.6 P Northern Europe 29 356,014 4,806,122 7.4
Caribbean 12 2,867 255,292 11 Southern Europe 32 706,480 3,824,475 18.5
Central America 24 229,070 1,329,087 17.2
entra ! Western Europe 45 3,202,540 9,165,332 34.9
Americas :
Latin America ant Total Oceania 20 10,986 1,601,607 0.7
the Caribbean 1 NI 4,742,372 NI _
sl sl ey 4 7,082 1,568,754 05
_ Zealand
: Oceania
Northern Americe 31 8,194,064 22,537,790 36.4 Melanesia 1 NI 30 267 NI
South America 48 264,652 2,847,121 9.3 Pacific Islands 15 3,904 9,516 41.0

Source: Own elaboration with dateom IMF and httpsg/www.nse.pku.edu.cn/dfidatabase/datadownloading/index.htm

www.bankandfinance.net



4. Countries with Public Development Banks and

I t I | | I t | t t |
Region Number of Institutions Lo Assets (Million USD) [ % of Assets GDP (Million USD) Sl
g Number . GDP
Institutions

. Number of .-

World 100% 22,282,228 100% 85,105,603 26%

Global g:r\lfsl()pment . oy 674981 o 55 105,603 o0 Total Europe 134 5,287,742 Total Asia 148 7,275,141

Europe 7 891,057 Asia 2 303,823

B! ATTEE — 19% LT 1% 2,396,739 8% Eastern Europe 21 131,651 Central Asia 5 40,091
Total America 118 22% 8,845,510 40% 26,969,290 33% Northern Europe 29 356,014 Eastern Asia 19 6,212,767

Total Asia 148 e 7,275,141 - 33,095,342 22% Southern Europe 32 706,480 Southeastern Asia 46 193,972

Total Europe 134 25 5,287,742 2 20,908,694 25% Western Europe 45 3,202,540 Southern Asia 42 382,734

Total Oceania 20 4% U 0.05% 1,601,607 1% Western Asia 34 141,753

= —d —

_dp—

\“& == {’S

Institutions e
Region Number of Assets (Million
Total America 118 8,845,510 Institutions USD)
America 2 153,957 Total Oceania 20 10,986
. Australia and New

Caribbean 12 2,867 3 L Zealand 4 7,082

Central America 24 229,070 ' ‘l'l Melanesia 1 NI
Latin Amgrlca and the 1 NI Pacific Islands 3,904

Caribbean
ol
Northern America 31 8,194,064 K
J
South America 48 264,652 —

Number of

Vvvvvv.ual ikarl idtiiriarice.riet

Thedarkerthe color, the largerthe sizeof — s o
the institutions in the country, with size e - —
measuredoy assets N 5

Source: Own elaboration with data from https://www.nse.pku.edu.cn/dfidatabase/datadownloading/index.htm



5. Countries with Public Development Banks and Bj
Development Financing Institutions by Mandate

Flexible Agriculture Exports, Imports and Foreign Investment Infrastructure

Local Governments

Thedarkerthe color,the largerthe sizeof the institutionsin the country, with sizemeasuredoy assets

: : : _ www.bankandfinance.net
Source: Own elaboration with data from https://www.nse.pku.edu.cn/dfidatabase/datadownloading/index.htm



6. Number of Public Development Banks and Development Financing E
Institutions Around the World by Decade it was Established )

120
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80

60

40

20

: : : _ www.bankandfinance.net
Source: Own elaboration with data from https://www.nse.pku.edu.cn/dfidatabase/datadownloading/index.htm



/. Number of Public Development Banks and Development Financing
Institutions Around the World by Decade it was Established by Mandate

Flexible Agriculture Exports, Imports and Foreign Investment Infrastructure
18 14

16

16

0

CERC R R N S N e

IR

NI N S L L S i NCHMERC AN L
Local Governments Micro, Small and Medium-Sized Enterprises International Financing of Public Sector Dev.

(1958. 19681 (1978. 1988] (1998. 20081 (2018. 20281

: : : _ www.bankandfinance.net
Source: Own elaboration with data from https://www.nse.pku.edu.cn/dfidatabase/datadownloading/index.htm
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8. Public Development Banks and Development F

Institutions by Establishment Year and Size
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9. Public Development Banks and Development F
Institutions by Establishment Year, Size and Mandate
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9. Public Development Banks and Development Financing
Institutions by Establishment Year, Size and Mandate

SO Mol LN Local Governments
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Source: Own elaboration with data from https://www.nse.pku.edu.cn/dfidatabase/datadownloading/index.htm
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