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Development Financial Institutes

■ Specialized financial institutions that provide medium and 
long term finance to priority sectors

■ Objective is to identify the gaps in institutions and markets in 
a country's financial sector and act as a 'gap-filler’

■ Thus, the basic emphasis on assistance for activities or 
sectors of the economy where the risks may be higher than 
that the ordinary financial system is willing to bear

■ Their performance is measured more in terms of social 
benefits generated, rather than the profit of the organization

■ Organized to achieve preparation, appraisal, financing, 
implementation and evolution of investment projects

■ Most of the important development banks were created by 
law



Difference From Other Banks

■ Commercial banks primary functions

– Creation of credit, advancing loans, financing foreign 

trade, remittance of funds, accepting deposits

■ Investment banks

– Specialized in raising long term funds in financial markets 

through under-writing and issue of securities

– Finance already existing private and public enterprises

■ Development Financial Institutes

– Give priorities to financing projects that yield economic, 

social and environmental benefit

– Uses economic and social cost-benefit analysis as part of 

project appraisal

– 3 policies of DFIs - Project appraisal, Acting as lender of 

last resort and Provision of technical assistance 



Evolution of development banks in India
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Classification of DFIs in India

■ Term Lending Institutions – ICICI, IFCI, IDBI, IDFC, IIBI

➢ To provide long term finance to different industrial sectors

■ Refinancing Institutions - NABARD, SIDBI, NHB

➢Extending refinance to banking as well as non-banking intermediaries for 

finance to agriculture, Small Scale Industries and housing sectors

■ Sector Specific/Specialized institutions – EXIM Bank, TFCI, REC, HUDCO, IREDA, 

PFC, IRFC

■ Investment Institutions – LIC, UTI, GIC, IFCI Venture Capitalist Funds

➢ To pool money from households and to provide funds to long term financing

Sources of funds:

• Multi lateral and bilateral agencies duly guaranteed by the Government

• Access to soft window of long term operation funds from RBI at concessional rates

• Raised finances by mobilizing savings of households by spreading insurance habits

• Profits from their prior investments to provide resources for further engagements



Diminishing Development Finance – Early 2000s

■ DFIs had cheap funds from 

– National Industrial Credit Long Term Operations (NIC-LTO) 

which was created out of the profits of the RBI 

– Bonds which were reckoned for computation of Statutory 

Liquidity Ratio (SLR) purposes for commercial banks who 

subscribed to these bonds

■ With 1991 banking reforms, the flow of funds from LTO ceased, 

reducing the availability of low cost funds to DFIs.

■ Freeing up of CRR and SLR ratios provided commercial banks 

with funds to lend long-term.

■ Also, opening up of economy allowed funds from equity and bond 

markets.

■ Meanwhile, RBI asked DFIs to convert themselves into 

commercial banks or NBFCs.



Reasons for Bringing back Development Finance

■ The Failure of Commercial Banks

As per RBI’s financial stability report June 2018 

▪ Gross NPA rose from 10.2% in September 2017 to 11.6% in March 2018 

for SCBs, It is expected to increase to 12.2% by next year 2019

▪ Share of large borrowers in SCBs’ total loan portfolios as well as their 

share in GNPAs declined marginally between September 2017 and 

March 2018

▪ In March 2018, large borrowers accounted for 54.8 per cent of gross 

advances and 85.6 per cent of GNPAs

Affect on SCBs because of long term financing

▪ Maturity Mismatch

▪ Trust Deficit

■ Leaving the funding of commercially viable and safe projects to commercial 
banks

■ Stimulate both entrepreneurship and development of private capital markets 
that can elevate credit constraints of private firms



Conclusion

■ The old model made sense only as part of a broader 

framework of planned industrialization as well as centralized 

credit allocation.

■ What India perhaps needs is a newer generation of financial 

agencies that can help build national infrastructure without 

landing in a balance sheet mess. 

■ Also, taking cue from China India’s new development bank 

should consider taking synergies from global economies.

■ RBI floated idea of specialist wholesale and long-term 

finance banks that would largely fund infrastructure 

projects.

■ They would not only lend directly but also securitize priority 

sector loans originated by other banks as well as do takeout 

financing.


