Funding and Capitalization of Development Finance Institutions

Development Finance Institutions (DFIs) are key drivers of Kenya’s economic growth,
financing projects in manufacturing, energy, agriculture, and infrastructure. They complement
commercial banks by offering long-term financing to underserved sectors, supporting SMEs,
and enhancing financial inclusion.

Despite their impact, DFIs struggle with limited funding and rigid financing options, restricting
their ability to scale. Heavy reliance on Government funding and concessional loans creates
vulnerabilities, as shifts in priorities or budget constraints can disrupt financial flows. This
dependence also limits the pursuit of commercially viable projects with sustainable returns.

To expand their reach, DFIs must diversify funding sources beyond Government support and
concessional loans:

o Private Sector Partnerships: Engaging investors to mobilize capital for high-impact

projects.

o Capital Markets: Issuing bonds and financial instruments to attract a broader investor
base.

e Blended Finance: Combining public and private funds to de-risk investments in crucial
sectors.

o Governance and Regulation: Strengthening internal processes to enhance credibility
and investor confidence.

« Financial Innovation: Developing impact investment funds to align investor interests
with national goals. KDC’s Green Investment Fund, for instance, is set to mobilize
$160M for SMEs adopting eco-friendly technologies.

o Government Support: Strategic interventions like direct funding or guarantees can
bolster DFIs, especially during economic downturns.

DFIs must embrace diverse funding strategies to enhance resilience and sustainability. By
leveraging private partnerships, tapping capital markets, and adopting innovative financial
models, they can scale impact and drive national economic transformation. Strengthened
governance and blended finance will further position DFIs as key players in Kenya’s
Development Agenda.



