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Abstract

The increasing convergence of interconnected global crises
has fundamentally reshaped the context in which development
finance operates, exposing the limitations of conventional
theories that primarily explain the relationship between finance
and economic growth under relatively stable conditions.
Although recent scholarship has expanded discussions on
resilience, climate finance, digital finance, and transformational
adaptation, these perspectives remain fragmented and provide
limited explanation of how development finance systems
sustain long-term economic transformation under persistent
polycrisis. This conceptual paper addresses this theoretical
gap by developing a middle-range theory of Development
Finance Adaptive Capacity (DFAC). Drawing on an integrative
synthesis of the finance—growth, development finance,
adaptive capacity, resilience, and polycrisis literature, the study
proposes a conceptual framework that explains the adaptive
mechanisms through which development finance supports
economic  transformation resilience. The framework
conceptualizes DFAC as a higher-order construct comprising
four interrelated dimensions: resource mobilization, institutional
coordination, financial reconfiguration, and transformational
learning. By repositioning development finance as an adaptive
institutional capability rather than merely a financing
mechanism, the proposed theory extends existing
development finance literature and provides a foundation for
future construct operationalization, empirical validation, and
policy innovation aimed at strengthening resilient and
sustainable economic transformation under conditions of
persistent systemic uncertainty.
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1. Introduction

The global development landscape has entered an era characterized by the simultaneous
interaction of multiple, interconnected, and mutually reinforcing crises. Unlike previous
episodes of economic instability, contemporary disruptions are no longer isolated events but
have evolved into an intertwined system of health emergencies, geopolitical conflicts, climate
change, financial instability, energy insecurity, food crises, and technological disruptions.
This phenomenon, increasingly described as polycrisis, fundamentally challenges the
assumptions underlying conventional development theories and policy frameworks
(Lawrence et al., 2024; Siirila & Salonen, 2024; Segaard Jorgensen et al., 2024). Rather
than producing temporary economic shocks, polycrisis generates cascading and recursive
effects that propagate across economic, financial, environmental, and institutional systems,
making uncertainty the new normal for development planning.

Within this evolving context, development finance has become more critical than ever.
Historically, development finance has been viewed primarily as a mechanism for mobilizing
capital to accelerate economic growth, expand productive investment, alleviate poverty, and
facilitate structural transformation. Classical finance-growth theories argue that financial
development enhances resource allocation efficiency, promotes investment, stimulates
innovation, and ultimately drives long-term economic growth (King & Levine, 1993; Levine,
1997). Subsequent studies further demonstrate that financial intermediation improves
productivity through more efficient capital allocation and supports industrial expansion (Beck
et al., 2000; Levine et al., 2000). Institutional perspectives similarly emphasize that legal
quality, investor protection, and financial governance constitute essential prerequisites for
effective financial development (La Porta et al., 1998).

These foundational perspectives have profoundly influenced development policies over the
past three decades. International financial institutions, national development banks, and
multilateral development agencies have generally focused on expanding financial access,
strengthening banking systems, deepening capital markets, and promoting financial
inclusion as primary strategies for economic development. Empirical evidence consistently
indicates that improved access to finance contributes to poverty reduction, firm growth,
entrepreneurial activities, and broader economic inclusion (Allen et al., 2016; Beck et al.,
2007; Christelis et al., 2015). Consequently, development finance has traditionally been
conceptualized as an enabling mechanism that supports economic transformation through
capital mobilization and financial intermediation.

However, the unprecedented complexity of recent global crises has exposed significant
limitations of this conventional perspective. The COVID-19 pandemic demonstrated that
even financially developed economies remain highly vulnerable to systemic disruptions,
while geopolitical tensions, supply-chain fragmentation, sovereign debt distress, accelerating
climate risks, and energy transitions have further amplified structural vulnerabilities across
both developed and developing countries. These overlapping crises interact dynamically
rather than independently, producing nonlinear feedback loops that cannot be adequately
explained by traditional finance-growth paradigms (Lawrence et al., 2024). Instead of
operating within relatively stable institutional environments, development finance institutions
increasingly function under conditions characterized by persistent uncertainty, rapidly
changing risks, and interconnected systemic shocks.

Recent studies therefore suggest an important conceptual shift from viewing finance merely
as a driver of economic growth toward understanding finance as an adaptive mechanism
that enhances societal resilience. Emerging research on climate finance, green finance,
digital finance, and transformational adaptation demonstrates that financial systems
increasingly perform functions extending beyond capital provision. Financial institutions now
facilitate adaptive investment, strengthen institutional flexibility, enable rapid resource
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reallocation, and enhance resilience against multidimensional shocks (Giglio et al., 2021;
Hou et al., 2023; Kuhl & Shinn, 2022; Xia et al., 2022). Similarly, growing evidence indicates
that green finance contributes not only to environmental sustainability but also to regional
economic resilience by improving adaptive investment capacity and supporting structural
transformation during periods of systemic disruption (Shen et al., 2024; Wei, 2024; Zhang,
2025).

Despite these important developments, the emerging literature remains fragmented. Existing
studies typically examine adaptive finance through sector-specific perspectives, including
climate adaptation finance, digital finance, green finance, financial resilience, or crisis
management. While these studies provide valuable insights, they rarely explain how the
broader development finance system itself evolves to maintain economic transformation
amid interacting crises. Current conceptualizations continue to emphasize individual financial
instruments or policy interventions rather than examining the systemic adaptive capacity of
development finance as an integrated institutional system. Consequently, the literature lacks
a comprehensive theoretical explanation regarding how development finance dynamically
mobilizes, reallocates, coordinates, and transforms financial resources in response to
polycrisis conditions.

This limitation reflects a broader theoretical gap within development finance research.
Classical finance-growth theories implicitly assume relatively stable institutional
environments in which financial systems efficiently allocate resources toward productive
investment. Likewise, many contemporary resilience studies primarily evaluate financial
system performance after crises have occurred, focusing on recovery, stability, or financial
flexibility ((Demirglc-Kunt et al., 2021; Ding et al., 2021; Fahlenbrach et al., 2021).
Comparatively little attention has been devoted to understanding the adaptive processes
through which development finance continuously adjusts institutional arrangements,
governance mechanisms, financing priorities, and resource allocation strategies before,
during, and after multiple interacting crises. Consequently, adaptive capacity remains
conceptually underdeveloped within the development finance literature.

Addressing this gap is increasingly important because economic transformation under
polycrisis requires more than financial stability or temporary recovery. Sustainable
transformation depends on the capacity of development finance systems to continuously
anticipate emerging risks, coordinate multiple institutions, mobilize diverse financial
resources, facilitate organizational learning, and support structural adaptation across
sectors. These adaptive processes determine whether economies merely recover from
crises or successfully transform toward more resilient and inclusive development trajectories.
Therefore, adaptive capacity should be conceptualized not simply as an organizational
capability but as an inherent property of development finance systems operating under
conditions of persistent uncertainty.

Against this background, this article proposes a new conceptual framework
termed Development Finance Adaptive Capacity (DFAC). DFAC is defined as the dynamic
capability of development finance systems to mobilize, coordinate, reconfigure, and
continuously learn in order to sustain economic transformation under conditions of polycrisis.
Rather than replacing existing finance-growth theories, the proposed framework extends
them by incorporating adaptive mechanisms that become increasingly essential under
contemporary systemic uncertainty. In doing so, the article responds to recent calls for more
integrative theorization of polycrisis, resilience, and transformational development (Lawrence
et al., 2024; Tuncalp, 2026).

The primary contribution of this conceptual paper is threefold. First, it introduces DFAC as a
novel construct that extends the theoretical foundations of development finance beyond
conventional capital allocation and financial intermediation. Second, it develops a middle-
range theory explaining the mechanisms through which adaptive development finance
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strengthens economic transformation resilience in environments characterized by
interconnected crises. Third, the article integrates previously fragmented literature on finance
and growth, development finance, adaptive capacity, financial resilience, climate finance,
and polycrisis into a coherent conceptual framework that provides a foundation for future
empirical research. By doing so, this study aims to reposition development finance from a
passive source of development funding into an active adaptive system capable of sustaining
long-term economic transformation in an increasingly uncertain global environment.

2. Reframing Existing Theory

The role of finance in economic development has undergone substantial conceptual
evolution over the past several decades. Early theories primarily viewed finance as an engine
of economic growth by facilitating capital accumulation, improving resource allocation, and
reducing transaction costs. Over time, however, successive global crises have demonstrated
that development finance performs functions extending beyond investment mobilization.
Increasingly, financial systems are expected not only to stimulate growth but also to absorb
shocks, coordinate institutional responses, and enable long-term structural transformation
under conditions of persistent uncertainty. This evolution necessitates a theoretical reframing
that places adaptive capacity at the center of development finance.

2.1 The Evolution of Development Finance

The modern understanding of development finance is deeply rooted in the finance—growth
literature. Seminal contributions by King & Levine (1993) and Levine (1997) established that
financial development promotes economic growth by mobilizing savings, facilitating efficient
capital allocation, monitoring investments, and supporting technological innovation.
Subsequent empirical studies reinforced these propositions, demonstrating that well-
functioning financial intermediaries enhance productivity and accelerate structural
transformation across countries (Beck et al., 2000; Levine et al., 2000).

Institutional perspectives further expanded this framework by emphasizing the importance of
legal systems, investor protection, and governance quality in determining financial
development outcomes (La Porta et al., 1997, 1998). These studies shifted attention from
purely financial variables toward institutional arrangements that enable financial markets to
function efficiently. Consequently, development finance came to encompass not only
financial intermediation but also institutional capacity, regulatory quality, and governance
structures supporting long-term development.

The scope of development finance widened further through the emergence of financial
inclusion research. Rather than focusing exclusively on aggregate financial deepening,
scholars increasingly emphasized equitable access to financial services, particularly for
small firms, low-income households, and underserved communities. Access to finance was
shown to reduce inequality, stimulate entrepreneurship, improve firm growth, and strengthen
poverty reduction (Allen et al., 2016; Beck et al., 2005, 2007; Christelis et al., 2015). In this
broader perspective, development finance became an instrument for promoting inclusive
economic transformation rather than merely increasing aggregate investment.

More recently, sustainability concerns have expanded the boundaries of development
finance once again. Climate finance, green finance, transition finance, and sustainable
investment have emerged as integral components of development strategies. Rather than
allocating capital solely according to financial returns, these approaches seek simultaneously
to achieve economic, environmental, and social objectives (Dikau & Volz, 2021; Flammer,
2021; Giglio et al., 2021; Pastor et al., 2021). This transition reflects an important conceptual
shift: development finance is increasingly evaluated not only by its contribution to growth but
also by its ability to support sustainable transformation under systemic risk.
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Despite these advances, the dominant theoretical logic remains largely linear. Development
finance continues to be conceptualized primarily as a mechanism through which financial
resources generate investment, productivity, and economic growth. Such perspectives
implicitly assume relatively stable institutional environments where crises represent
temporary disruptions rather than persistent structural conditions. Consequently, they
provide limited explanatory power for understanding how development finance responds to
interacting and continuously evolving crises.

2.2 Adaptive Capacity as a Missing Dimension

The concept of adaptive capacity originates primarily from resilience studies, climate
adaptation, and adaptive governance. Broadly defined, adaptive capacity refers to the ability
of individuals, organizations, or systems to anticipate change, respond effectively to
disturbances, reorganize internal resources, and learn from evolving conditions without
losing essential functions. Unlike resilience, which often emphasizes recovery after
disruption, adaptive capacity highlights continuous adjustment and transformation before,
during, and after crises.

Recent studies increasingly recognize the importance of adaptive mechanisms within
financial systems. Kuhl & Shinn (2022), for example, argue that transformational adaptation
requires financial arrangements capable of supporting long-term institutional change rather
than merely financing short-term recovery. Similarly, research on corporate financial
resilience demonstrates that financial flexibility, liquidity management, and organizational
learning significantly influence firms' ability to withstand unexpected shocks (Ding et al.,
2021; Fahlenbrach et al., 2021). These findings suggest that finance contributes to resilience
not simply through capital availability but through dynamic capabilities enabling rapid
adaptation.

Parallel developments have emerged in the literature on digital finance and green finance.
Digital financial systems improve adaptive responses by accelerating information flows,
expanding financial accessibility, and facilitating resource reallocation during crises (Hou et
al., 2023; Xia et al., 2022). Likewise, green finance increasingly functions as a strategic
instrument that supports long-term structural adjustment, enhances regional resilience, and
promotes sustainable economic transformation (Shen et al., 2024; Wei, 2024; Zhang, 2025).
Collectively, these studies indicate that adaptive capacity is becoming an increasingly
important function of modern financial systems.

Nevertheless, adaptive capacity remains conceptually fragmented within the development
finance literature. Existing research typically examines isolated mechanisms, such as
financial flexibility, digitalization, climate adaptation, or institutional resilience, without
integrating them into a unified theoretical explanation of how development finance systems
adapt to complex and interacting crises. Consequently, adaptive capacity has yet to be
explicitly conceptualized as a core attribute of development finance itself.

2.3 Economic Transformation Resilience

The growing emphasis on resilience also requires reconsideration of what constitutes
successful economic transformation. Traditional development frameworks often equate
resilience with the rapid restoration of pre-crisis economic conditions. However, recent
scholarship increasingly argues that returning to the previous equilibrium may be neither
feasible nor desirable under conditions of polycrisis. Instead, resilience should be understood
as the capacity to transform economic structures while maintaining long-term developmental
trajectories.

This distinction is particularly important because contemporary crises simultaneously affect
production systems, financial markets, institutional arrangements, technological change, and
environmental sustainability. Consequently, adaptive responses require structural
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reconfiguration rather than temporary stabilization. Empirical studies increasingly
demonstrate that regions exhibiting stronger institutional coordination, digital financial
infrastructure, and green investment capacity recover more effectively while simultaneously
accelerating structural transformation (Hou et al., 2023; Hu et al., 2022; Zhang, 2025).

Economic transformation resilience therefore represents a dynamic process through which
economies continuously reorganize productive systems, institutions, and financial
arrangements in response to evolving risks. Rather than focusing solely on crisis recovery,
this perspective emphasizes long-term adaptability, innovation, and institutional learning.
Development finance becomes central to this process because financial systems influence
investment priorities, resource allocation, technological diffusion, and coordination among
public and private actors.

2.4 Towards Development Finance Adaptive Capacity

The foregoing discussion suggests that existing theories capture important but incomplete
dimensions of development finance. Finance—growth theories explain how financial systems
stimulate development under relatively stable conditions, while resilience studies illuminate
adaptive responses to shocks. However, neither perspective adequately explains how
development finance evolves as an integrated adaptive system capable of sustaining
economic transformation amid persistent and interconnected crises.

To bridge this theoretical divide, this article introduces Development Finance Adaptive
Capacity (DFAC) as a higher-order conceptual construct. DFAC is defined as the dynamic
capability of development finance systems to mobilize, coordinate, reconfigure, and
continuously learn in order to sustain inclusive economic transformation under conditions of
polycrisis. This definition extends conventional understandings of development finance by
recognizing adaptation as an endogenous capability rather than an external policy response.

Four interrelated dimensions characterize DFAC. The first is resource mobilization capacity,
referring to the ability to secure and redirect financial resources rapidly in response to
emerging risks. The second is institutional coordination capacity, reflecting the capability to
align governments, development banks, private investors, and international organizations
toward shared developmental objectives. The third is financial reconfiguration capacity,
capturing the flexibility to redesign financial instruments, investment priorities, and financing
mechanisms as crises evolve. Finally, transformational learning capacity represents the
ability of development finance institutions to generate knowledge, incorporate experience,
and continuously improve governance across successive crisis episodes.

Together, these dimensions reposition development finance as an adaptive institutional
system rather than a passive financing mechanism. They also provide the conceptual
foundation for the middle-range theory developed in the following sections, which explains
how adaptive financial capabilities contribute to economic transformation resilience under
conditions of polycrisis.

3. Polycrisis and the Limits of Existing Perspectives

The accelerating convergence of global crises has fundamentally altered the context in which
development finance operates. Unlike conventional crises that emerge from a single source
and follow relatively predictable recovery trajectories, polycrisis involves multiple disruptions
that interact simultaneously across economic, environmental, geopolitical, technological, and
social systems. These interactions generate cascading effects, reinforce structural
vulnerabilities, and create new forms of uncertainty that cannot be understood through linear
models of development. Consequently, theories developed under assumptions of stability
and equilibrium face increasing difficulty in explaining the role of development finance in
sustaining long-term economic transformation.
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Recent scholarship conceptualizes polycrisis as more than the coexistence of multiple crises.
Instead, it represents a system of interconnected disturbances in which one crisis amplifies
the intensity, duration, and consequences of others through complex feedback mechanisms
(Lawrence et al., 2024; Sggaard Jgrgensen et al., 2024). Climate change intensifies food
insecurity; geopolitical conflicts disrupt energy markets; sovereign debt pressures constrain
fiscal responses; and technological disruptions reshape labor markets and financial systems
simultaneously. The cumulative effect is not merely a larger shock but an evolving system
characterized by recursive interactions, path dependency, and persistent uncertainty. Within
such environments, development finance must continuously adapt rather than simply restore
pre-crisis conditions.

This reality exposes important limitations within the dominant finance—growth paradigm.
Classical theories assume that financial systems contribute to development primarily by
improving capital allocation, facilitating investment, and supporting productivity growth (Beck
et al., 2000; King & Levine, 1993; Levine, 1997; Levine et al., 2000). These propositions
remain highly influential because they successfully explain long-term development under
relatively stable institutional conditions. However, they implicitly assume that financial
institutions operate within environments where shocks are temporary, markets eventually
return to equilibrium, and institutional arrangements remain broadly intact. Such assumptions
become increasingly problematic when crises are overlapping, prolonged, and mutually
reinforcing.

Similarly, institutional approaches emphasize governance quality, legal systems, and
financial regulation as determinants of financial development (La Porta et al., 1997, 1998).
Although these perspectives recognize the importance of institutions, they generally
conceptualize institutional quality as a relatively stable condition that facilitates efficient
financial intermediation. They provide limited explanation of how institutions themselves
adapt when confronted with rapidly evolving crises that require continuous policy innovation,
coordination across sectors, and dynamic reallocation of financial resources. As a result,
institutional stability is often emphasized more than institutional adaptability.

The literature on financial stability and macroprudential regulation addresses systemic
vulnerabilities more directly by examining contagion, liquidity risks, interconnected financial
networks, and prudential policy interventions (Allen & Gale, 2000; Cerutti et al., 2017;
Haldane & May, 2011). More recent studies emerging from the COVID-19 pandemic further
demonstrate the importance of financial flexibility, banking resilience, and crisis-responsive
policy measures in maintaining financial stability (Demirglg¢-Kunt et al., 2021; Ding et al.,
2021; Fahlenbrach et al., 2021). These contributions significantly enhance understanding of
crisis management within financial systems. Nevertheless, their primary concern remains the
preservation of financial stability rather than the broader process of sustaining economic
transformation under continuous systemic disruption.

Parallel developments in climate finance, green finance, and digital finance have begun to
move beyond traditional growth-oriented perspectives. Emerging evidence suggests that
financial systems increasingly facilitate adaptive investment, technological upgrading,
climate transition, and institutional flexibility (Giglio et al., 2021; Hou et al., 2023; Kuhl &
Shinn, 2022; Wei, 2024). Green finance, for example, is now viewed not only as an
environmental policy instrument but also as a mechanism for enhancing long-term regional
resilience and supporting structural transformation (Shen et al, 2024; Zhang, 2025).
Likewise, digital finance has demonstrated its capacity to improve adaptive responses by
expanding financial access and accelerating resource mobilization during crises (Xia et al.,
2022). Although these studies represent important advances, they typically focus on specific
financial domains and therefore remain fragmented. They do not yet provide an integrated
theoretical explanation of how development finance systems collectively develop adaptive
capabilities across multiple interacting crises.
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The preceding discussion demonstrates that existing theoretical perspectives offer important
but partial explanations of development finance under polycrisis. The following synthesis
clarifies their respective strengths, limitations, and unresolved explanatory gaps.

Table 1. Comparative Analysis of Existing Development Finance Perspectives
and Their Theoretical Limitations

Theoretical Perspective

Primary Contribution

Key Limitation under Polycrisis

Finance—Growth Theory

Explains how financial
development promotes
investment, productivity, and
long-term economic growth
through efficient capital
allocation.

Assumes relatively stable
institutional environments and
provides limited explanation of
continuous adaptation under
interacting systemic crises.

Institutional Perspective

Emphasizes governance
quality, legal systems, and
regulatory institutions as
foundations for effective
financial development.

Focuses primarily on institutional
stability rather than the dynamic
institutional adaptation required
during persistent polycrisis.

Financial Stability and
Resilience Perspective

Explains how financial
systems absorb shocks and
maintain stability through
prudential regulation and
crisis management.

Concentrates on maintaining
financial stability and post-crisis
recovery, with limited attention to
sustaining long-term economic
transformation.

Climate, Green, and

Digital Finance
Perspective

Demonstrates how
specialized financial
mechanisms support
sustainability, innovation, and
adaptive investment.

Remains fragmented across sectors
and does not provide an integrated
explanation of adaptive development
finance as a systemic capability.

Overall Assessment

Collectively enriches
understanding of finance and
development from
complementary perspectives.

No existing perspective integrates
financial mobilization, institutional
coordination, financial
reconfiguration, and transformational
learning into a unified adaptive
framework for economic
transformation under polycrisis.

Source: Developed by the authors based on the synthesized literature.

Table 1 demonstrates that each theoretical perspective contributes valuable insights into
development finance but remains insufficient to explain how financial systems sustain
economic transformation under persistent polycrisis. Collectively, these limitations reveal the
need for a more integrative conceptual framework that explicitly incorporates adaptive
institutional capability, thereby providing the theoretical rationale for the proposed
Development Finance Adaptive Capacity (DFAC) framework.

These limitations reveal three interrelated conceptual gaps. The first gap concerns the
absence of an explicit adaptive mechanism within development finance theory. Existing
models largely explain how finance supports growth or stabilizes markets but devote
relatively little attention to the dynamic capabilities through which development finance
continuously anticipates, absorbs, and responds to evolving systemic risks. Adaptation is
frequently treated as an external policy intervention rather than an endogenous characteristic
of financial systems. Consequently, the literature provides only limited insight into how
development finance institutions reorganize priorities, redesign financial instruments, and
coordinate responses as crisis conditions change over time.

The second gap involves insufficient attention to cross-system interaction. Polycrisis is
inherently multidimensional because economic, financial, environmental, technological, and
geopolitical systems evolve simultaneously and influence one another through nonlinear
feedback loops (Lawrence et al., 2024). However, most existing studies remain organized
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around sector-specific perspectives, such as banking resilience, climate finance, financial
inclusion, or macroprudential regulation. While each contributes valuable knowledge, they
rarely explain how these domains interact within an integrated development finance system.
This fragmentation limits theoretical understanding of how adaptive responses emerge
across institutional boundaries.

The third gap relates to the outcome of development finance itself. Much of the existing
literature evaluates success in terms of economic growth, financial stability, poverty
reduction, or post-crisis recovery. These outcomes remain important, yet they do not fully
capture the challenges of sustained transformation under conditions of persistent
uncertainty. In the context of polycrisis, the objective extends beyond restoring previous
economic performance toward enabling economies to continuously reconfigure production
systems, institutions, investment priorities, and governance structures. This broader
objective may be understood as economic transformation resilience, a concept that remains
insufficiently theorized within the development finance literature.

Taken together, these conceptual gaps suggest that existing theories are individually
valuable but collectively incomplete. Finance—growth theory explains capital allocation,
institutional theory explains governance conditions, macroprudential theory explains financial
stability, and resilience research explains adaptive responses. However, none of these
perspectives explicitly theorizes the dynamic capability through which development finance
systems integrate financial mobilization, institutional coordination, policy learning, and
structural reconfiguration to sustain development amid interacting crises.

Addressing this theoretical fragmentation requires moving beyond incremental extensions of
existing models toward a more integrative conceptual framework. Rather than treating
adaptive responses as isolated policy instruments or crisis-specific interventions,
development finance should be understood as a dynamic institutional system whose
effectiveness depends on its capacity to learn, coordinate, innovate, and continuously
reconfigure itself as external conditions evolve. Such a perspective provides the conceptual
foundation for a middle-range theory that connects the established insights of finance and
development with the emerging realities of polycrisis.

The preceding discussion demonstrates that no single theoretical perspective adequately
explains adaptive development finance under persistent polycrisis. An integrated theoretical
foundation is therefore required to support the proposed framework.

Finance—Growth Institutional Resilience and Climate, Green, and Development Finance
Theory Perspective Adaptive Capacity Digital Finance Practice and Policy
: (e ity Literature Perspectives Experience
+ Financial development i + Financial innovation Experi
£ legal systems, and « Experience from DFls,
promotes investment It tituti * Systems absorb shocks supports sustainability NDBs, and multilateral
o regulatory institutions : 2
and produch‘vny ahapelnancilisyatems and adapt to change and technolggucal institutions
« Efficient capital + Coordination among + Emphasizes adaptability, transformation « Emphasizes mandate,
allocation drives public and private actors flexibility, and long-term « Expands financing development impact,
economic growth ildi .
o facilitates effectiveness capacity.bukiing for green and digital and long-term
transitions transformation
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J
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to mobilize resources, coordinate stakeholders, reconfigure finances, and learn transformatively
to sustain economic transformation under persistent crises.

[

Foundation for Middle-Range Theory
Explains how development finance adapts and contributes to economic transformation resilience under polycrisis.

)

Figure 1. Theoretical Integration toward Development Finance Adaptive Capacity (DFAC)
Source: Developed by the authors based on the integration of finance—growth, institutional, resilience, adaptive
capacity, and sustainable finance literature.
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Figure 1 illustrates the theoretical integration underlying Development Finance Adaptive
Capacity (DFAC). Rather than replacing existing perspectives, the proposed framework
synthesizes complementary insights from finance—growth theory, institutional theory,
resilience, adaptive capacity, and emerging sustainable finance literature. This integration
establishes the conceptual foundation for developing DFAC as a middle-range theory
capable of explaining adaptive development finance under persistent polycrisis conditions.

Accordingly, the next section develops Development Finance Adaptive Capacity (DFAC) as
a middle-range theoretical framework that explains how adaptive financial systems
contribute to economic transformation resilience. By identifying the core dimensions,
mechanisms, and propositions underlying DFAC, the framework seeks to bridge the
conceptual divide between development finance, adaptive capacity, and resilience, while
offering a coherent explanation of development finance in an era increasingly defined by
persistent and interconnected global crises.

4. Developing a Middle-Range Theory

The preceding sections have shown that while existing theories explain important dimensions
of finance, development, and resilience, they remain insufficient to explain how development
finance systems sustain economic transformation amid persistent and interconnected crises.
The finance—growth literature emphasizes efficient capital allocation, institutional theories
focus on governance quality, and resilience studies highlight adaptive responses to shocks.
However, these perspectives have largely evolved independently and therefore provide only
partial explanations of development finance under conditions of polycrisis. To address this
theoretical fragmentation, this article proposes Development Finance Adaptive Capacity
(DFAC) as the central construct of a middle-range theory explaining how development
finance systems facilitate economic transformation resilience.

Middle-range theories seek to explain specific social mechanisms that connect observable
phenomena through conceptually coherent and empirically testable propositions. Rather
than developing an all-encompassing grand theory, they bridge abstract theoretical
principles with practical realities by identifying causal processes operating within defined
contexts. In the present study, the context is polycrisis, the focal mechanism is adaptive
capacity within development finance systems, and the outcome is economic transformation
resilience.

4.1 Defining Development Finance Adaptive Capacity

Development Finance Adaptive Capacity (DFAC) is defined as the dynamic capability of
development finance systems to mobilize, coordinate, reconfigure, and continuously learn in
order to sustain inclusive economic transformation under conditions of persistent and
interacting crises.

This definition differs from existing conceptualizations of development finance in several
important respects. First, it shifts attention from the quantity of financial resources toward the
capability of financial systems to respond dynamically to changing conditions. Conventional
approaches typically evaluate development finance according to investment volume,
financial deepening, or credit expansion (King & Levine, 1993; Levine, 1997). DFAC instead
emphasizes the quality of systemic adaptation that enables financial resources to remain
developmentally effective despite rapidly evolving uncertainties.

Second, DFAC conceptualizes adaptation as an endogenous characteristic of development
finance systems rather than as an external policy response. Existing resilience research
often examines crisis management after shocks have occurred (Ding et al., 2021;
Fahlenbrach et al., 2021), whereas DFAC views adaptation as a continuous institutional
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capability encompassing anticipation, adjustment, learning, and transformation before,
during, and after crises.

Finally, DFAC extends development finance beyond financial intermediation by integrating
institutional coordination, organizational learning, policy flexibility, and strategic resource
reallocation into a single theoretical construct. Development finance therefore becomes an
adaptive institutional architecture capable of supporting long-term structural transformation
rather than merely financing development projects.

4.2 Dimensions of Development Finance Adaptive Capacity

The proposed theory conceptualizes DFAC as comprising four mutually reinforcing
dimensions.

Development Finance Adaptive Capacity is conceptualized as a higher-order construct
comprising four mutually reinforcing dimensions. Together, these dimensions explain how
adaptive financial systems sustain economic transformation under persistent polycrisis.

Table 2. Core Dimensions of Development Finance Adaptive Capacity (DFAC)
Contribution to Economic

Dimension Adaptive Function . -
Transformation Resilience
Resource Secures, diversifies, and reallocates Ensures continuous investment
Mobilization financial resources rapidly in response  support despite resource
Capacity to changing development priorities and  constraints and evolving crisis
emerging systemic risks. conditions.
Institutional Aligns governments, development Reduces institutional
Coordination finance institutions, private investors, fragmentation, strengthens
Capacity and international organizations through  policy coherence, and improves
coordinated governance and decision-  collective adaptive responses.
making.
Financial Adjusts financial instruments, Enables flexible structural
Reconfiguration investment priorities, and financing adjustment and sustained
Capacity mechanisms to accommodate changing financing for long-term
economic, environmental, and transformation.
technological conditions.
Transformational Generates institutional learning through  Strengthens cumulative adaptive
Learning Capacity  policy evaluation, knowledge capability and enhances long-
integration, and continuous term resilience through
organizational adaptation across continuous institutional
successive crises. improvement.

Source: Developed by the authors based on the proposed DFAC framework.

Table 2 summarizes the conceptual architecture of DFAC by identifying the four
interdependent dimensions that collectively constitute adaptive capacity within development
finance systems. Rather than operating independently, these dimensions reinforce one
another to facilitate continuous institutional adaptation, strategic resource allocation, and
policy learning. Their interaction provides the principal mechanism through which
development finance supports resilient and sustainable economic transformation under
polycrisis conditions.

1) Resource Mobilization Capacity

The first dimension refers to the ability of development finance systems to rapidly secure,
diversify, and redirect financial resources toward emerging developmental priorities. Under
polycrisis, financing requirements change continuously as governments respond
simultaneously to health emergencies, climate adaptation, food security, infrastructure
resilience, and economic recovery. Adaptive financial systems therefore require flexible
resource mobilization that extends beyond traditional public expenditure toward blended
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finance, climate finance, development banks, multilateral funding, and private-sector
participation (Giglio et al., 2021; Zeng, 2025).

Resource mobilization is adaptive not simply because additional capital becomes available
but because financing mechanisms can rapidly adjust to evolving developmental needs
without compromising long-term sustainability.

2) Institutional Coordination Capacity

Financial resources alone rarely produce effective transformation unless supported by
coordinated institutional action. The second dimension therefore captures the capability of
development finance systems to align governments, central banks, multilateral development
banks, private investors, regulatory agencies, and civil society organizations around common
developmental objectives.

Polycrisis increases institutional interdependence because policy responses within one
sector frequently generate consequences elsewhere. Climate adaptation influences fiscal
sustainability; energy transitions affect industrial competitiveness; financial regulation
shapes investment incentives. Consequently, effective development finance increasingly
depends upon institutional coordination that reduces fragmentation and enhances collective
decision-making.

This perspective extends institutional theories of finance (La Porta et al., 1997, 1998) by
emphasizing dynamic coordination rather than institutional stability alone.

3) Financial Reconfiguration Capacity

The third dimension reflects the capability to redesign financial instruments, investment
priorities, governance arrangements, and financing mechanisms as external conditions
evolve.

Traditional financial systems often prioritize efficiency under stable conditions. Adaptive
systems, by contrast, prioritize flexibility under uncertainty. Financial reconfiguration may
involve shifting from conventional infrastructure financing toward climate adaptation,
expanding digital financial platforms, redesigning guarantee mechanisms for SMEs,
introducing blended finance arrangements, or mobilizing transition finance for green
industrial transformation.

Recent studies on digital finance and green finance illustrate how financial innovation
enables more adaptive responses during systemic disruptions (Hou et al., 2023; Shen et al.,
2024; Wei, 2024; Xia et al., 2022). DFAC integrates these developments within a broader
institutional framework rather than treating them as isolated innovations.

4) Transformational Learning Capacity

The fourth dimension represents the ability of development finance systems to generate
knowledge, evaluate policy experiences, and continuously improve institutional responses
across successive crises.

Polycrisis is characterized by uncertainty that cannot be eliminated through prediction alone.
Consequently, adaptive systems depend upon learning processes that facilitate policy
experimentation, institutional memory, cross-sector collaboration, and continuous
organizational improvement. Learning enables development finance institutions to revise
financing priorities, strengthen governance arrangements, and improve coordination as new
risks emerge.

Transformational learning distinguishes adaptive development finance from reactive crisis
management because institutional improvement becomes cumulative across multiple
episodes rather than episodic following individual crises.
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4.3 The Causal Mechanism of DFAC

The central proposition of this middle-range theory is that development finance contributes
to resilience through adaptive institutional processes rather than financial expansion alone.

Polycrisis creates multidimensional uncertainty that disrupts conventional development
trajectories. In response, development finance systems possessing high adaptive capacity
are better able to mobilize financial resources, coordinate institutions, redesign financing
mechanisms, and incorporate continuous learning. These adaptive processes enable
economies to maintain structural transformation despite repeated disruptions.

Accordingly, DFAC functions as the principal mediating mechanism linking polycrisis and
economic transformation resilience. Rather than assuming that crises inevitably reduce
development performance, the proposed theory argues that adaptive financial capabilities
can partially offset systemic disruptions by enhancing institutional flexibility and accelerating
structural adjustment.

Economic transformation resilience therefore emerges not from resistance to change but
from the capacity to transform while preserving long-term developmental objectives.
Development finance becomes the institutional infrastructure through which adaptation is
translated into sustained transformation.

Adaptive development finance operates through interconnected institutional processes
rather than isolated financial interventions. Understanding these causal relationships is
essential for explaining how adaptive capacity supports resilient economic transformation
under polycrisis.
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Figure 2. Adaptive Causal Mechanism of Development Finance Adaptive Capacity

Source: Developed by the authors based on the proposed DFAC mechanism.

Figure 2 illustrates the causal mechanism through which Development Finance Adaptive
Capacity translates systemic uncertainty into resilient economic transformation. Rather than
exerting direct effects, DFAC operates through adaptive institutional processes involving
resource mobilization, coordination, financial reconfiguration, and continuous learning. The
feedback loop highlights that institutional learning progressively strengthens adaptive
capability, reinforcing long-term resilience and sustainable development across successive
polycrisis episodes.

4.4 Middle-Range Propositions

The proposed theory generates four conceptual propositions suitable for future empirical
testing.
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Proposition 1 (P1).
Higher levels of Development Finance Adaptive Capacity enhance the ability of economies
to sustain economic transformation under conditions of polycrisis.

This proposition positions adaptive capacity as the primary explanatory mechanism linking
development finance with transformation resilience.

Proposition 2 (P2).
Institutional coordination strengthens the positive influence of resource mobilization on
economic transformation resilience.

Mobilized financial resources generate greater developmental impact when coordinated
across governments, development finance institutions, private investors, and international
organizations.

Proposition 3 (P3).

Financial reconfiguration mediates the relationship between adaptive capacity and
transformation resilience by enabling development finance systems to continuously align
financial instruments with evolving developmental priorities.

This proposition emphasizes institutional flexibility rather than financial stability alone.

Proposition 4 (P4).
Transformational learning reinforces the long-term effectiveness of Development Finance
Adaptive Capacity by improving institutional adaptation across successive crisis episodes.

Learning generates cumulative institutional capability, allowing development finance
systems to become progressively more adaptive over time rather than repeatedly responding
to crises from similar starting points. These propositions constitute the explanatory core of
the proposed middle-range theory and provide a foundation for future empirical
operationalization.

4.5 Conceptual Framework

The preceding arguments culminate in an integrated theoretical explanation that
consolidates the proposed constructs, mechanisms, and outcomes into a coherent
framework explaining adaptive development finance under persistent polycrisis.

DEVELOPMENT FINANCE ADAPTIVE CAPACITY (DFAC)
(Higher-order Construct)
The integ d adapti bility of di finance systems
premmm—————— - - to sustain transformation under persistent polycrisis.

Context { T \,
' [ [ I ] H
POLYCRISIS 3 1. Resource 2. Institutional 3. Financial 4. Transformational
(Persistent Systemic | Mobilization Coordinati i Learning i
Uncertainty) > | Capacity 2 Cnpu.clty Capacity Capacity !
— - H Ability to mobilize, Ability to align actors, Ability to adapt Ability to generate,

« Interconnected | diversify, and institutions, and instruments, integrate, and apply
crises | reallocate financial policies through structures, and learning for continual
i | resources. collaborative financing i i i
governance.

« Nonlinear and A
cascading impacts ]

* Heightened risks e ””V'””I 777777777777777777
and volatility
ADAPTIVE INSTITUTIONAL CAPABILITY
oADsep structural Dynamic institutional processes that translate DFAC into action.
vulnerabilities - ) a —— — | SUSTAINABLE AND
,,,,,,,,,,,,,,,,,,,,, Flexible Resource | Collaborative Finencll Organizational INCLUSIVE DEVELOPMENT
Allocation Learning
J Long-term development
* outcomes.
ECONOMIC TRANSFORMATION RESILIENCE * Sustainable economic growth

System-level resili that enables i i « Social inclusion and equity

= * Environmental
sustainability

Institutional
Renewal

Inclusive and
Productive Growth

Structural
Adaptation

. + Intergenerational well-being
S B 5 T

INSTITUTIONAL LEARNING FEEDBACK

———————————————————— Outcomes and experiences feed back into learning, ~ @ === ==============-—---——-
strengthening DFAC over time.

Figure 3. Middle-Range Theory of Development Finance Adaptive Capacity
Source: Developed by the authors based on the proposed DFAC middle-range theory.

Figure 3 presents the complete middle-range theory by integrating the antecedent context,
the higher-order DFAC construct, its constituent dimensions, adaptive institutional capability,
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and the resulting developmental outcomes. The framework emphasizes that resilience
emerges through continuous institutional adaptation rather than financial expansion alone,
while the feedback loop illustrates how accumulated learning reinforces adaptive capability
across successive polycrisis episodes, strengthening long-term transformation.

The framework advances development finance theory in three ways. First, it redefines
development finance as an adaptive institutional capability rather than a passive financing
mechanism. Second, it integrates previously fragmented literatures on finance, resilience,
adaptive governance, and polycrisis into a coherent explanatory model. Third, it provides a
theoretically grounded set of constructs and propositions that are sufficiently specific for
empirical testing while remaining broad enough to inform policy design across diverse
national contexts.

As a middle-range theory, DFAC does not seek to replace existing finance—growth theories.
Instead, it complements them by explaining the adaptive mechanisms through which
development finance remains effective in an increasingly uncertain global environment. In
doing so, the theory offers a conceptual bridge between the historical objective of promoting
economic development and the contemporary imperative of sustaining transformation under
persistent polycrisis.

5. Theoretical and Policy Implications

The proposed Development Finance Adaptive Capacity (DFAC) framework contributes to
the development finance literature by shifting the analytical focus from financial resource
availability to the adaptive capabilities of financial systems operating under conditions of
persistent uncertainty. Rather than conceptualizing development finance solely as a
mechanism for mobilizing investment or correcting market failures, the framework
emphasizes its dynamic role in enabling institutional adaptation, coordinating diverse
stakeholders, and sustaining long-term structural transformation. This perspective becomes
increasingly relevant as contemporary development challenges are characterized not by
isolated crises but by interconnected and mutually reinforcing disruptions that continuously
reshape development priorities.

5.1 Theoretical Implications

The first theoretical contribution of this study is the extension of the traditional finance—growth
paradigm. Classical theories have convincingly demonstrated that financial development
promotes economic growth through improved capital allocation, investment efficiency, and
financial intermediation (Beck et al., 2000; King & Levine, 1993; Levine, 1997). However,
these perspectives were largely developed under assumptions of relatively stable
institutional and macroeconomic environments. The DFAC framework complements rather
than replaces these theories by arguing that the effectiveness of development finance
increasingly depends on its adaptive capability to respond to systemic uncertainty. In this
sense, adaptive capacity becomes an additional explanatory mechanism linking finance and
development under polycrisis conditions.

Second, the framework bridges several previously fragmented research streams. Existing
scholarship on development finance, financial resilience, climate finance, digital finance,
adaptive governance, and economic resilience has expanded rapidly during the past decade,
particularly following the COVID-19 pandemic and the growing recognition of climate-related
financial risks (Giglio et al., 2021; Hou et al., 2023; Kuhl & Shinn, 2022; Lawrence et al.,
2024). Nevertheless, these literatures have generally evolved independently, each
emphasizing specific sectors, financial instruments, or institutional arrangements. DFAC
provides an integrative conceptual framework that connects these perspectives through a
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common adaptive mechanism, thereby offering a more coherent explanation of development
finance in an era of interacting crises.

Third, this article advances resilience theory by introducing economic transformation
resilience as the primary developmental outcome of adaptive finance. Much of the resilience
literature focuses on the capacity to absorb shocks and restore system functionality. The
DFAC framework instead emphasizes resilience as a process of continuous transformation
in which financial systems facilitate institutional renewal, structural adjustment, and long-term
developmental change. Consequently, resilience is conceptualized not as a return to pre-
crisis equilibrium but as the capability to sustain developmental trajectories while adapting to
evolving systemic conditions.

Finally, the proposed middle-range theory contributes conceptually by introducing DFAC as
a higher-order construct composed of four interrelated dimensions: resource mobilization
capacity, institutional coordination capacity, financial reconfiguration capacity, and
transformational learning capacity. These dimensions provide a structured foundation for
future construct development, scale validation, and empirical testing. Future studies may
operationalize DFAC through measurable indicators and examine its influence across
countries, sectors, or development finance institutions using comparative or longitudinal
research designs.

5.2 Policy Implications

The DFAC framework also offers several important implications for development policy. The
first implication concerns the strategic orientation of development finance institutions.
National development banks, multilateral development banks, sovereign development funds,
and international financial organizations increasingly operate in environments characterized
by overlapping economic, environmental, and geopolitical risks. Under such circumstances,
institutional effectiveness depends not only on the amount of capital mobilized but also on
the capacity to adapt financing priorities, coordinate stakeholders, and redesign financial
instruments in response to rapidly changing development challenges.

Second, the framework highlights the importance of institutional coordination as a strategic
capability rather than an administrative function. Polycrisis requires governments, central
banks, development finance institutions, private investors, and international organizations to
act within increasingly interconnected policy environments. Fragmented financing
mechanisms may reduce policy effectiveness even when financial resources are sufficient.
Strengthening coordination mechanisms across institutions therefore becomes essential for
enhancing adaptive responses and minimizing policy inconsistencies.

Third, DFAC suggests that financial innovation should be evaluated according to its
contribution to adaptive transformation rather than technological novelty alone. Digital
finance, green finance, blended finance, and climate finance represent more than specialized
financing instruments; they constitute adaptive mechanisms that enable development
finance systems to respond more effectively to evolving risks and opportunities.
Consequently, investment in financial innovation should be accompanied by institutional
learning, governance reform, and regulatory flexibility to maximize developmental outcomes.

Fourth, the framework underscores the importance of continuous organizational learning
within development finance institutions. Repeated crises generate valuable institutional
experience that should inform future financing strategies, policy coordination, and risk
management. Development finance systems capable of systematically incorporating lessons
from previous crises are likely to exhibit greater adaptive capacity and stronger resilience
during subsequent disruptions. Accordingly, policy evaluation should move beyond
measuring financial outputs toward assessing institutional learning, adaptive governance,
and long-term transformation capacity.
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5.3 Future Research Directions

Although the proposed theory advances conceptual understanding of development finance
under polycrisis, several opportunities remain for future investigation.

First, empirical research is needed to operationalize the DFAC construct. Developing reliable
indicators for each of the four proposed dimensions would enable quantitative assessment
of adaptive capacity across national development finance systems. Such measurement
would facilitate comparative studies examining how adaptive capabilities influence economic
transformation resilience under different institutional contexts.

Second, future research may investigate the interaction between DFAC and existing
institutional characteristics, including governance quality, financial development, state
capacity, and regulatory effectiveness. These factors may function as antecedents,
moderators, or enabling conditions that influence the effectiveness of adaptive development
finance.

Third, comparative case studies involving national development banks, multilateral
development banks, or climate finance institutions could provide deeper insight into how
adaptive capabilities evolve over time. Such studies would complement quantitative analyses
by identifying institutional processes, policy innovations, and governance mechanisms that
cannot easily be captured through macro-level indicators.

Finally, the proposed middle-range theory may be extended by incorporating additional
dimensions relevant to emerging development challenges, including digital transformation,
artificial intelligence, biodiversity finance, demographic transitions, and geopolitical
fragmentation. These developments may reshape adaptive finance in ways that require
further theoretical refinement as the nature of polycrisis continues to evolve.

Overall, the DFAC framework should be understood as an evolving theoretical foundation
rather than a definitive explanation of development finance under polycrisis. Its primary value
lies in providing an integrative conceptual architecture that connects established theories of
finance and development with emerging research on resilience, adaptation, and systemic
transformation. By doing so, the framework establishes a coherent platform for future
theoretical advancement, empirical validation, and evidence-based policy innovation.

6. Conclusion

This study addressed an important gap in the development finance literature by arguing that
existing theoretical perspectives remain insufficient to explain how development finance
systems operate under conditions of polycrisis, where economic, environmental, geopolitical,
and technological disruptions interact simultaneously and reshape development trajectories.
Although previous studies have substantially advanced understanding of finance, resilience,
and sustainable development, limited attention has been devoted to the adaptive
mechanisms through which development finance supports long-term economic
transformation amid persistent systemic uncertainty.

To address this gap, this article developed a middle-range theory centered on Development
Finance Adaptive Capacity (DFAC). The proposed framework reconceptualizes
development finance as an adaptive institutional capability rather than merely a mechanism
for mobilizing financial resources. By integrating insights from development finance, adaptive
capacity, resilience, and polycrisis research, the study advances a coherent conceptual
explanation of how resource mobilization, institutional coordination, financial reconfiguration,
and transformational learning collectively strengthen economic transformation resilience. In
doing so, the framework extends existing development finance theory beyond financial
intermediation toward adaptive institutional dynamics.
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The proposed framework also offers practical implications for governments, development
banks, and international development organizations. It suggests that the effectiveness of
development finance should be assessed not only by the scale of financial resources
mobilized but also by the ability of institutions to coordinate stakeholders, redesign financing
mechanisms, and continuously learn and adapt to evolving crises. Strengthening these
adaptive capabilities is likely to become increasingly important for sustaining inclusive and
resilient economic transformation in an increasingly uncertain global environment.

As a conceptual study, this article has several limitations. The proposed framework has not
yet been empirically validated, and the relationships among its constructs remain theoretical.
Future research should therefore operationalize the DFAC construct, examine the proposed
propositions across different institutional settings, and investigate how adaptive capabilities
evolve over time through comparative and longitudinal studies. Such efforts will help refine
the proposed framework and establish its explanatory power across diverse development
contexts.

Overall, this study argues that the future effectiveness of development finance depends not
only on expanding financial resources but also on strengthening the adaptive capabilities of
the institutions responsible for mobilizing and allocating them. By introducing Development
Finance Adaptive Capacity as a middle-range theoretical framework, this article provides a
new conceptual lens for understanding how development finance can sustain economic
transformation under conditions of polycrisis. It is expected that the proposed framework will
stimulate further theoretical development, empirical validation, and policy innovation, thereby
contributing to a more adaptive, resilient, and transformative paradigm of development
finance.
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