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1. Sector Performance, Problems, and Opportunities  
 

1. The sustainability of rapid and inclusive growth in India depends on India’s ability to fund 
economic and social infrastructure—including leveraging private sector investment. Inadequate 
infrastructure has impeded the efficient delivery of critical services and more generally 
constrained economic growth and socioeconomic development. Strengthening financial sector 
development—including efficient financial intermediation—would help in alleviating these 
bottlenecks.  
 
2. The financial sector in India comprises a relatively well-regulated banking sector and an 
emerging capital market built around a large equity market. India introduced Basel III regulatory 
requirements as of April 2013. Despite episodes of financial market volatility from 2008 onward, 
the financial system in India has remained resilient and avoided large disruptions and excessive 
credit squeezes. However, the concentration of the financial system and in particular credit 
markets on the banking sector, the shallow corporate bond market, the lack of long-term 
corporate debt market, and the shortage of equity capital present constraints to a sustainable, 
efficient, and stable financial system. Balance sheets, particularly in state banks, have more 
recently deteriorated somewhat, with an increasing share of loans having to be classified. This 
reflects sector concentration in lending, weakening economic growth, and short-term lending to 
longer-term infrastructure projects. Moreover, with the recent move to Basel III capital 
requirements, there are early indications that some banks are facing challenges in issuing Tier II 
capital compliant instruments due to the inability of their traditional pension and insurer investor 
bases to purchase some of these instruments. 
 
3. Recognizing inadequate infrastructure as a major constraint on rapid growth, the 
Eleventh Five Year Plan emphasized the need for massive expansion in infrastructure. While 
the overall investment in infrastructure increased from 5.7% of gross domestic product (GDP) in 
fiscal year (FY) 2007 to almost 8% of GDP in FY2012, it fell short of the target in a number of 
vital sectors such as electricity, railways, roads, and ports. During the Twelfth Five Year Plan 
period, infrastructure requirements for GDP growth above 8% will require a further increase in 
the pace of infrastructure development, to around $1 trillion for the 5-year plan period. Financing 
this level of investment will require larger outlays from the public sector, but it must be coupled 
with a more than proportional rise in private investment. Private and public–private partnership 
(PPP) investments accounted for nearly 38% of total investments during the Eleventh Five Year 
Plan, and are expected to rise to 48% during the current plan.  
 
4. However, long-term financing constraints for sustainable revenue models in 
infrastructure sectors remain, combined with a perception of high risk by the private sector. In 
this context, PPPs will require considerable assistance if private sector investments are to 
approach the target of 48%. In addition, investment climate constraints that must be addressed 
include the rising losses of public sector utilities, legal and environmental clearance delays in 
the road sector, and constraints in the availability of finance for project companies (which are 
already leveraged and unable to raise more debt in the absence of fresh equity capital, including 
quasi-equity). 
 
5. Access to reliable and affordable institutional finance and formal financial products and 
services at reasonable cost by low-income and vulnerable groups is a prerequisite for poverty 
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reduction and inclusive growth. Broadening access to savings, insurance, and credit services 
would reduce the risks and enhance the options of such groups, but will require the adaptation 
of products, services, and delivery mechanisms to the needs and capacities of small users.  

 
2. Government’s Sector Strategy 

 
6. The Twelfth Five Year Plan reiterates the importance of generating and channeling 
savings to finance the investment required to achieve the desired rapid growth rate. Accordingly, 
the government has proposed a strategy that simultaneously promotes fiscal discipline and 
encourages private sector participation in the development process.  
 
7. However, this alone will not be adequate to meet the infrastructure financing 
requirements. The commercial banking sector’s ability to extend long-term loans to the 
infrastructure sector is limited by its dependence on short-term liabilities, and the associated 
refinancing risks and asset–liability mismatches this implies, and the government recognizes the 
need to develop alternate sources of finance. The success of infrastructure financing lies in 
mobilizing a large pool of savings—including from the private sector—and transforming these 
savings to meet the economy’s financing requirements. This will depend in part on successful 
development of the local currency bond market, including the development of infrastructure 
bonds in India. More immediately, the government has issued broad guidelines for establishing 
infrastructure debt funds and augmented takeout finance in the operating mandate of the India 
Infrastructure Finance Company (IIFC) to facilitate funding for infrastructure projects. This will 
help infrastructure companies refinance short-term bank debt with long-term debt, thereby 
freeing banks to finance corporate investment. In addition, the government has strongly 
supported the use of guarantee products by way of credit enhancements to open a new avenue 
for infrastructure financing and to develop the corporate debt market through issuance of new 
instruments and development of a new asset class. This initiative will also complement ongoing 
initiatives for pension and insurance fund reforms, as they will provide an opportunity for long-
term investments.  
 
8. The introduction of credit default swaps would also help banks manage exposure while 
increasing credit penetration and lending to infrastructure and large firms without being 
constrained by existing regulatory prescriptions with regard to single borrower gross exposure 
limits. The development of the corporate debt market is critical if credit derivatives are to 
succeed because pricing of corporate bonds will provide a benchmark to measure credit risk. 
 

3. Asian Development Bank (ADB) Sector Experience and Assistance 
Program 

 
9. ADB’s interventions since 2000 were aimed at creating an enabling framework for 
development of a robust capital market. Recently concluded TA (State-Level Pension Reforms 
and Implementing Pension Reforms) continued progress made through earlier interventions. 1 

                                                
1  ADB. 1999. Technical Assistance to India for Reform of the Private Pension and Provident Funds System and 

Employees’ Provident Fund Organization. Manila; ADB. 2000. Technical Assistance to India for Policy and 
Operational Support and Capacity Building for the Insurance Regulatory and Development Authority. Manila; ADB. 
2000. Technical Assistance to India for Development of Secondary Debt Market. Manila; ADB. 2001. State-Level 
Pension Reform, Implementing Pension Reforms in India. Manila; ADB. 2002. Technical Assistance to India for 
Reform of the Mutual Funds industry. Manila; ADB. 2003. Small-Scale Technical Assistance to India for Regulation 
and Supervision of Derivative Instruments. Manila; ADB. 2003. Small-Scale Technical Assistance to India for 
Demutualization and Consolidation of Indian Stock Exchanges. Manila; ADB. 2003. Technical Assistance to India 
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The state-level pension reforms assisted selected state governments in India in the 
measurement and reform of their civil service pensions and provided the groundwork for 
required capacity-building measures for the transition from a defined benefit to a defined 
contribution system, which will eventually facilitate the entry of long-term contractual savings 
into the capital markets. TA for implementing pension reforms was aimed at assisting the 
government to create infrastructure for regulation and the delivery of pension products on a 
sustainable basis. These are expected to result in mobilization of a large pool of domestic 
savings into the capital market and long-term infrastructure financing, while also widening the 
coverage of social security to achieve sustainable financial inclusion. 
 
10. With infrastructure financing requirements becoming increasingly dependent on the 
private sector, ADB has been assisting the government to catalyze private sector participation in 
the infrastructure sector in many ways. ADB provided two lines of credit to the Private Sector 
Infrastructure Facility and the Private Sector Infrastructure Facility at State Level for private 
sector infrastructure financing and development through participating development financial 
institutions (DFIs). Through this intervention, DFIs involved were to develop capacity to 
undertake the financing of infrastructure projects, help mobilize resources for infrastructure 
development, and develop innovative instruments and mechanisms for mitigating risks in 
infrastructure financing, thereby facilitating private sector participation in infrastructure projects 
in India. 

 
11. With the conversion of DFIs into commercial banks, ADB assisted the IIFC with two 
multitranche financing facilities2 to leverage public resources to draw in private sector funding 
and build management expertise for infrastructure investment. Under these ADB facilities, IIFC 
has leveraged debt financing by an average of 12 to 1. ADB has also supported the government 
with many aspects of PPPs (PPP cells, capacity building, policy assistance, development 
facilities, and pilot projects structuring). Further details may be found in the Private Sector 
Assessment (Linked Document 5). 
 
12. To promote the delivery of banking and other financial services at affordable costs to 
disadvantaged and low-income groups, and the creation of productive employment 
opportunities, ADB interventions have supported revamping India’s rural cooperative credit 
structure and improving the livelihoods of workers engaged in production of  khadi, a handspun 
and hand-woven cloth. They have also reinforced the efforts of the Small Industries 
Development Bank of India to reach out to small borrowers and microenterprises—including 
primarily women—that have demonstrated potential and performance, but have grown too large 
for traditional microfinance support.  
 
13. ADB’s financial sector strategy under the country partnership strategy 2013–2017 will 
focus on the following broad areas of intervention: (i) infrastructure, and clean and renewable 
energy financing; (ii) capital market development with an emphasis on the bond market; (iii) 
housing finance; (iv) financial inclusion; and (v) assisting banks to meet capital needs under 
Basel III requirements. State- and municipal-level public resource management programs aimed 
at assisting states in undertaking public resource management initiatives, helping consolidate 
state financial management, realizing resources for social development, and ensuring 

                                                                                                                                                       
for Pension Reforms for the Unorganized Sector. Manila; ADB, 2006. Technical Assistance to India for State Level 
Pension Reform. Manila; ADB. 2007. Technical Assistance to India for Implementing Pension Reforms. Manila. 

2
 ADB. 2007. Report and Recommendation of the President to the Board of Directors: Proposed Loan to India for the 

India Infrastructure Project Financing Facility. Manila; ADB. 2009. Report and Recommendation of the President to 
the Board of Directors: Proposed Loan to India for the Second India Infrastructure Project Financing Facility. Manila. 
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sustainability up to the local government level are discussed in the Public Sector Management 
roadmap.   
 
14. Innovative infrastructure financing. With infrastructure financing requirements 
becoming increasingly dependent on the private sector, ADB will support a number of financing 
instruments to leverage private sector funds. Key initiatives in this regard include a new 
multitranche financing facility (the Accelerating Infrastructure Investment Facility) designed to 
support consortium-based direct lending, takeout finance, and subordinate debt, and joint 
development of a credit enhancement product in association with IIFC to support local bond 
issuances by infrastructure project special purpose vehicles and the associated Bond 
Guarantee Fund for India. The fund will provide an institutional approach for mainstreaming the 
credit enhancement product with a defined business plan and operational modalities. ADB will 
discuss the possibility of innovative financing projects, such as the Corporate Debt Market 
Support Facility. 
 
15.  Support for infrastructure debt funds and the proposed bond guarantee fund. 
These initiatives will also help in catalyzing private sector investment in infrastructure by 
improving access to local currency funds (including the bond market). ADB’s assistance through 
these new initiatives will add value to the financial sector in terms of product innovation in 
infrastructure financing, deepening the capital market, broadening the investor base, and 
eventually developing the long-term debt market.  
 
16. Financing infrastructure in challenging sectors. ADB is designing interventions that 
would help attract commercial finance in some challenging sectors that have been unable to 
access traditional sources of infrastructure financing, including urban water supply and 
sanitation, transport, housing, rural infrastructure, education, and health infrastructure.  
 
17. Mainstreaming public–private partnerships. ADB, under its joint PPP initiative with 
the government, has provided support for PPP cells, capacity building, policy assistance, 
development facilities, and structuring of pilot projects. ADB will support the deepening of 
technical capacity for PPPs in challenging sectors, possibly by supporting the establishment of a 
centralized provider of expertise and financing to PPP proponents from small states. Assistance 
for challenging pilot PPP projects will continue, with an emphasis on projects with demonstrative 
impact and replication potential, to contribute to the government’s increasing need to leverage 
private investments. 
 
18. Financial inclusion. The Twelfth Five Year Plan emphasizes financial inclusion—the 
delivery of banking and other financial services at affordable cost to disadvantaged and low-
income groups, and creation of productive employment opportunities—as critical to achieving 
more rapid and inclusive growth. Initiatives will be pursued to design and implement sustainable 
delivery mechanisms through correspondent banking systems, thereby contributing to universal 
access to finance. Considering these financial inclusion objectives, ADB projects will support the 
development of financial products and services that respond to under-serviced clients and are 
tailored to meet women’s needs, including savings products and services adapted to small 
accounts, insurance and micro-insurance, pensions, credit for household emergencies, and 
entrepreneurship credit. It will also ensure explicit targets for outreach to women are included in 
project design and monitoring frameworks. Recognizing the significant participation and 
potential of women in micro-, small and medium-sized enterprises, ADB will continue to support 
access to credit for women entrepreneurs, with particular attention to those that lack credit 
access to expand beyond the microenterprise level. 
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PROBLEM TREE FOR FINANCE  
 

 
 
 
Source: Asian Development Bank 

Lack of infrastructure 
has constrained rapid 
economic growth and 

service delivery 

Limited access to finance has 
restricted creation of jobs and 
livelihoods.  

 

Inadequate Finance to Fund Economic and 
Social Infrastructure 

 

Limited access for 
households and micro 
small and medium 
enterprises to formal 
finance 

Lack of instruments and institutions to finance private 
investment for infrastructure 

Insufficient 
credit quality of 
projects to 
access long 
term funds 
 

Absence of 
a vibrant 
corporate 
bond market 
and 
innovative 
financial 
instruments 
and 
modalities 
 

Effects 

Core Problem 

Causes 

 Exposure limits 
and increasing 
asset liability 
mismatches 
across banks 
for infrastructure 
financing 

High operating 
cost of 
opening and 
maintaining 
branches in 
hitherto 
unbanked 
areas.  

Absence of 
adequate 
security and 
collateral to 
access 
formal 
finance 
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Sector Results Framework (Finance, 2013–2017) 
Country Sector Outcomes Country Sector Outputs ADB Sector Operations 

Outcomes with  
ADB 
Contribution 

Indicators with 
Targets and 
Baselines 

Outputs with 
ADB 
Contribution 

Indicators with 
Incremental Targets 

Planned and Ongoing ADB 
Interventions 

Main Outputs Expected from ADB 
Interventions 

Increased 
infrastructure 
(economic and 
social) 
investment to 
sustain high 
growth  
 

Infrastructure 
investment 
increased to 9% 
of GDP in 
FY2016  
(FY2011 
baseline: 6.5% ) 
 
Share of private 
sector in 
infrastructure 
investment 
increased to 
48% during 
2012–2017 
(Eleventh plan 
baseline: 38%) 

 

Financial system 
soundness, 
efficiency, and 
access improved 

Investment in 
infrastructure 
increased to $1 trillion 
in the Twelfth Five 
Year Plan as 
compared with the 
Eleventh plan level 
 

Planned key activity areas 

Infrastructure finance including 
PPPs (100% of funds) 
 
Pipeline projects  

One project amounting to $400 
million for 2013-2015  

 
Ongoing projects  

4 ongoing loans amounting to 
$1,441 million as of 31 
December 2012 (including 1 
projects categorized as 
GEN/EGM) 

 

(i) Planned key activity areas/ 
pipeline projects  

Infrastructure, and clean and 
renewable energy financing 
 
Support capital market development 
with an emphasis on the bond market 

 
 

Ongoing projects  

Catalyzing private sector participation 
in the infrastructure sector 
 
Promoting delivery of banking and 
other financial services  
 

ADB = Asian Development Bank, EGM = effective gender mainstreaming, FY = fiscal year, GDP = gross domestic product, GEN = gender equity as a theme, PPP 
=  Public-Private Partnership 
 
Source: Government of India, Planning Commission. 2012. Twelfth Five Year Plan. New Delhi. 

 


