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1. Country and Sector Background  
Sustaining growth while making growth more inclusive remains a key challenge facing India’s 
policymakers. This is reflected in the Government of India’s (GoI) 11th Five Year Plan (2007-
12), that aims to put the economy on a sustainable growth trajectory during the Plan period while 
reducing economic disparities. Achieving and sustaining such growth and higher employment 
will require a sharp step up in industrial and services growth, spurred by small and medium 
enterprises (SMEs) – which have the greatest potential to provide employment for the 70 percent 
of the labor force still working in agriculture. For this reason, vibrant SMEs are regarded widely 
in India as being a key engine of economic growth, job creation and greater prosperity.  
 
Several factors constrain the growth and competitiveness of Indian SMEs. Key among these 
constraints are the problems that SMEs face in accessing adequate and timely financing on 
competitive terms, particularly longer tenure loans. These problems have been exacerbated by 
the current global financial crisis and the resultant liquidity constraints in the Indian financial 
sector which have meant that SMEs are facing even more constraints to accessing finance. This 
has held back the growth of SMEs and impeded overall growth and development. The financing 
constraints faced by Indian SMEs are attributable to a combination of factors that include policy, 
legal/regulatory framework (in terms of recovery, bankruptcy and contract enforcement), 
institutional weaknesses (absence of good credit appraisal and risk management/monitoring 
tools), and lack of reliable credit information on SMEs. This has made it difficult for lenders to 
be able to assess risk premiums properly, creating differences in the perceived versus real risk 
profiles of SMEs. In recent years, the Indian authorities have taken several steps to address 
factors that constrain SME financing and developments, and the World Bank has provided 
support through an SME Financing and Development Project.  
 
2. Rationale for Bank Involvement 
GoI and the Small Industries Development Bank of India (SIDBI, which is the apex bank for 
SMEs in India) requested the World Bank to support efforts to remove constraints to SME access 
to finance (including term financing), and to foster SME development. A Bank project involving 
funding of US$120 million to for SME financing and development was subsequently developed. 
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The Project was approved on November 30, 2004, and became effective on April 4, 2005 and is 
currently scheduled to close on June 30, 2009. The objective of the Project was to improve SME 
access to finance and business development services, thereby fostering SME growth, 
competitiveness and employment.  
 
The two Bank financed components of the Project  (a Credit Facility, CF, financed by US$115 
million of Bank funds and a risk sharing facility or RSF, financed by US$5 million of Bank 
funds), are fully disbursed. In addition, there is parallel financing from the UK’s Department for 
International Development (DfID) of US$37 million towards the policy and institutional 
development Technical Assistance (TA), which provides assistance to banks to improve their 
systems and has, amongst other things, supported the creation of a credit bureau and an SME 
Rating Agency. The Project was the Bank’s first engagement in the financial sector in India after 
a considerable gap and has helped build a growing relationship in this sector in India.  
 
In light of the successful implementation of the project, and the drying-up of credit as a result of 
the financial crisis, SIDBI (endorsed by GoI) has requested additional financing of US$ 400 
million to scale up the parent project. The proposed additional financing will scale up the Project 
by facilitating increased flow of loans -- especially term loans to SMEs -- through: (i) increase in 
the geographical coverage of the Project; (ii) expansion of innovative SME loan products 
including loans to smaller SMEs ('downscaling'); (iii) expansion of loans through other 
participating financial institutions to SMEs; and (iv) expansion of the coverage of the innovative 
risk sharing facility that was initiated under the parent project.   
 
The proposed activities would help scale up the development impact the parent project to a larger 
area and base of SMEs while using the same implementation arrangements of the parent project. 
They would contribute to improving access to finance for SMEs, especially important in the 
context of the recent global financial crisis and its impact on liquidity tightening on the financial 
system in India; SMEs, invariably, tend to loose out the most from the financial sector crisis.

The project - by facilitating increased access to SMEs to long term funds - supports the pillar of 
rapid and inclusive growth that is reflected in the new Country Strategy (CAS) (2009-2012). By 
improving SME access to finance and business development services the project would foster 
SME growth and employment creation, which are key to achieving rapid growth and making it 
more inclusive. The additional financing, like the parent project, will complement existing IFC 
activities as some of the PFI’s participating in the RSF as well as those benefiting from the TA 
could be IFC’s clients. 
 
3. Objectives 
The objective of the additional financing Project is to scale up the development impact and 
outreach of the parent Project by improving SME access to finance (including term finance) and 
thereby fostering SME growth, competitiveness and employment creation. The Project will 
achieve this objective through helping financial institutions gain better access to longer term 
funds for SME lending. The Project would build on the TA activities of the parent project which 
mitigate banks’ risks related to SME lending and help reduce transactions costs while, at the 
same time, ensuring that banks enhance the quality of their SME loan portfolios, and strengthen 
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business development services and market linkage programs for SMEs thereby helping them to 
improve profitability and competitiveness, and become more creditworthy. 
 
The Project’s Key Performance Indicators are (i) increased lending (including term lending) to 
SMEs by all participating banks on market-based terms; (ii) controlled non-performing loan 
(NPL) ratio on the SME loan portfolios of participating banks at no more than 3% net NPL ratio; 
(iii) improved profitability of SME business in all participating banks; and (iv) scale up of 
beneficiary SMEs’ operations.  
 
4. Project Description 
The additional financing will have the same two Bank-funded components as the parent project, 
namely, (i) Component A: the credit facility (CF); and (ii) Component B: the Risk Sharing 
Facility (RSF). The Project will scale up these components through an increased focus on: 
 
With regard to Component A, the CF: 
i)  Channeling of long term loans for SMEs in geographical areas beyond those that were 
covered in the parent project, including in lagging states, thereby facilitating not just expansion 
of credit but also channeling such expansion to new geographical areas.  
ii) Increased focus on developing new SME loan products that will be financed through the CF to 
channel loans to smaller SMEs -- on average -- than were covered in the parent project, using 
techniques that are appropriate for such smaller scale lending including lessons from similar 
Bank or other donor supported 'downscaling' projects in other parts of the world. Financing for 
smaller SME loans could be undertaken in those participating financial institutions (PFIs) that 
have the interest and/or are being provided capacity building under the TA component of the 
parent project.  
iii) Channeling a greater volume of loans through eligible PFIs, possibly those that have now 
been covered through the parent project's TA component. This would help enhance the synergies 
between the TA and CF components and also facilitate the expansion of the coverage of the CF 
beyond SIDBI, thereby increasing the demonstration effect of the project.   
 
With regard to Component B, the RSF:
iv) Expanding the coverage of the recently introduced RSF product to a larger number of banks 
and SMEs. Based on the lessons from scaling up of the RSF, the implementing entity for this 
component, CGTMSE, could shift emphasis from its current main product to the improved RSF 
product launched under the parent project.  
 
5. Financing 
Source: ($m.) 
Borrower/Recipient 40.00 
IBRD 400.00 
 Total 440.00 
 
6. Lending instrument 
The lending instrument for the additional financing is a Financial Intermediary Loan, or “FIL” 
(as per the World Bank Operational Policy directive OP 8.30), using an IBRD Line of Credit 
(LOC) of US$400 million with SIDBI as the Tier1 financial intermediary (FI) (Borrower) and 
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implementing agency, and backed by a GoI counter-guarantee. The Project, as with the parent 
project, meets the OP8.30 guidelines on the terms for on-lending, managing foreign exchange 
risks and market interest rates for final borrowers.   
 
7. Implementation 
SIDBI would be the implementing agency and Borrower and would be responsible to implement 
both the Bank financed components, with the Component B (the RSF) being channeled through 
SIDBI to CGTMSE, which is the arrangement currently being used. The Department of 
Financial Services, Ministry of Finance (GoI) will be the nodal department for the overall 
project. To coordinate project implementation, monitoring and supervision, SIDBI will use its 
Project Management Department (PMD), which has been coordinating the parent project.  
 
8. Sustainability 
Recent reforms initiated by GoI indicate its commitment to market-based solutions to address 
problems in SME financing. Over the past few years, several steps have already been taken 
towards improving SME access to finance, by efforts to improve the policy, legal/regulatory and 
institutional framework including by enacting the Micro Small and Medium Enterprise 
Development Act, 2006. In addition, the successful implementation of the existing parent 
project, as well as the competence of the implementing agency, give assurance to the 
sustainability of the project’s outcomes beyond the life of the project. Finally, the parallel, 
donor-supported TA has, and continues to result in improved and sustainable capacity at SIDBI 
to implement SME-friendly lending policies, that will last beyond the life of the project.  
 
9. Lessons Learned from Past Operations in the Country/Sector 
The parent project has performed well consistently over the project duration and project 
supervision ratings are Satisfactory for both Development Objectives and Implementation 
Progress. In terms of disbursements the project had disbursed fully by June 30, 2008, which was 
the original closing date.  
 
Performance on the PDOs indicators - growth in volumes of lending to SMEs, growth in 
volumes of terms loans to SMEs and reduction in non-performing loans (NPLs) - has been 
impressive. As compared to project-period targeted growth of 37 percent and 26 percent for the 
first two PDO indicators, the actual growth till end-June 2008 has been 98 percent for both. The 
on-lending to SMEs has been spread across 10 Indian states and covered 927 SMEs who 
received loans with an average of a five-year tenure, which is otherwise not easily available. 
Asset quality of the branches involved in the CF has improved beyond targeted levels: the NPL 
ratio of participating branches improved from 12 percent (December 2004), to 1.9 percent 
(March 2008), a dramatic improvement partly resulting from the improved lending practices that 
were supported through the project's TA component and the increased focus and efforts on the 
part of participating branches on asset quality.  
 
The strong project performance results are also captured in the findings of a baseline survey and 
draft impact evaluation report prepared on behalf of SIDBI which shows that the nearly 300 
beneficiary SMEs that were surveyed reported 18 percent growth in sales and 17 percent growth 
in profits, after availing the loan from SIDBI. Further, nearly two thirds of the SMEs financed 
upgraded their technology, which, in turn, helped increase productivity. Surveyed SMEs also 
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reported impressive compliance with environmental clearances and practices under the project. 
The project also piloted and successfully supported social development initiatives (mainly on 
women’s empowerment) of the sub-projects and these have been documented by the PMD. The 
additional financing will help scale up these achievements. 
 
10. Safeguard Policies  
An Environment and Safeguards Management Framework (ESMF) has been agreed and will 
continue to be applied.  

Safeguard Policies Triggered by the Project Yes No 
Environmental Assessment (OP/BP 4.01) [X ] [ ] 
Natural Habitats (OP/BP 4.04) [] [X] 
Pest Management (OP 4.09) [] [X] 
Physical Cultural Resources (OP/BP 4.11) [] [X] 
Involuntary Resettlement (OP/BP 4.12) [] [X] 
Indigenous Peoples (OP/BP 4.10) [] [X] 
Forests (OP/BP 4.36) [] [X] 
Safety of Dams (OP/BP 4.37) [] [X] 
Projects in Disputed Areas (OP/BP 7.60) [] [X] 
Projects on International Waterways (OP/BP 7.50) [] [X] 

11. Contact point 
Contact: Niraj Verma 
Title: Senior Financial Sector Specialist 
Tel: +91-11-4147-9151 
Fax: +91-11-2461-9393 
Email: nverma@worldbank.org 
Location: New Delhi, India (IBRD) 
 
12. For more information contact: 
The InfoShop 
The World Bank 
1818 H Street, NW 
Washington, D.C. 20433 
Telephone: (202) 458-5454 
Fax: (202) 522-1500 
Web: http://www.worldbank.org/infoshop

 


