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Executive summary 

Introduction 

India’s global development role has received growing domestic 
and international attention in the last decade, not least because 
its development partnerships, some of which date back to the 

1950s, have considerably expanded and diversified since the 

2000s. While the drivers and general contours of India’s global 
development cooperation have been met with greater 
understanding, more remains to research specific instruments 
and their workings. 

 
In this piece, we provide an overview of the current main 

development financing instruments employed by the 
Government of India in its development partnerships. We include 

but go beyond India’s EXIM Bank-led Lines of Credit (LoCs), which 
are the most closely scrutinised instrument (Aneja, 2015; Chenoy 

and Joshi, 2016; Chaturvedi, 2012), to examine the full range of 
existing financing instruments and their evolution in the past 

decade. They are central to India’s evolving development 
diplomacy. 

 
In what follows, we first provide a brief overview of India’s main 

development financing instruments in the context of its broader 
development partnerships. Then we unpack their workings from 
a financial but also developmental point of view. While doing so 
we emphasise shifts and continuities, pointing to recent trends 

towards increasing complexity of financing mechanisms 
(including co-financing through multilateral/multi-stakeholder 

schemes and the use of bank guarantees) as well as to India’s 
growing contributions to global public goods through 

instruments like humanitarian assistance, disaster-relief aid, and 
medical aid. In the concluding section we reiterate the 
importance of looking at the full spectrum of Indian development 
cooperation instruments, going beyond LoCs (important though 

these are), and to the different and changing roles they play in 

India’s development diplomacy. 

Indian development partnerships and 
the centrality of financing 
mechanisms  

In delineating a framework for measuring development 
cooperation under the 2030 Agenda, Mitchell (2021) considers 

three overlapping areas: (1) development finance, (2) policies with 
bilateral international impacts, and (3) global public goods. Along 
the lines traditionally employed by the Organisation for Economic 

Co-operation and Development's (OECD) Development 

Assistance Committee (DAC) and by most western scholars in the 
field, development finance is defined as ‘finance from 

governments that is provided below market rates or in grants for 
other countries’ (Mitchell, 2021, 251). Over the years, development 

finance instruments employed by governments – and increasingly 
also by private actors – to support the development of another 

country have expanded and diversified. This includes so-called 
‘Southern development finance’ (also referred to as ‘South-South 

development finance flows’), through which Southern bilateral or 
multilateral providers extend grants and loans to other Southern 
countries (Khan and Tashfiq, 2019; Waisbich, 2021a).  
 

For many Southern providers, including India, the ways in which 
development finance interacts with other development-related 

policies and instruments (be that technical cooperation or trade) 
is not straightforward. Aneja (2015), for instance, considers India’s 

development partnerships to be one aspect of India’s overall 
‘development cooperation’, a broader term which for her includes 
trade and investment, as well as engagement in global and 
regional institutions. According to this view, India’s development 

partnerships constitute a circumscribed sub-set of tools, 

• India has expanded its development diplomacy over the last decade with a range of old and new 

development financing instruments. 

• This report shows the increasing complexity of India’s current global development financing, beyond its 
traditional extension of lines of credit, including the growing use of bank guarantees and co-financing 

through multilateral/multi-stakeholder schemes.  

• It unpacks India’s Ministry of External Affairs-led bilateral grants and loans, India’s multilateral and 
bilateral humanitarian assistance and disaster relief. 

• The report emphasises opportunities and challenges of this expansion and diversification, as India 

strengthens its leadership on South-South cooperation, renewables, resilient infrastructure, and 
beyond.   
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manifested through grants, loans and lines of credit the 

Government of India extends to other southern nations, 
administered primarily by the Development Partnership 
Administration (DPA), housed within the Indian Ministry of 

External Affairs (MEA), and the Export Import Bank of India (EXIM 
Bank). Other policy commentators, like Chaturvedi (2016), prefer 
to denominate the larger framework of Indian external assistance 
as a ‘development compact’ between actors of the South, 

governed by the principles of South-South Cooperation (SSC). 
India’s development compact, he argues, works at five different 
levels, namely trade and investment, technology, skills upgrade, 
lines of credit and, finally, grants. Under this framework, the 

notion of development partnerships is the broadest possible and 
conceived as to offer ‘opportunities for growth and economic 
expansion through human capacity building and strengthening of 
institutions’ for all partners involved (Chaturvedi, 2016, 20). In 

both definitions, India’s global development cooperation is 
conceived as a collection of modalities and instruments, and 
strongly related to the country’s economic diplomacy (Kim and 

Lightfoot, 2011; Chenoy and Joshi, 2016).  

 
Throughout the 2000s, India expanded and diversified its 
development partnerships, modalities and instruments, including 
debt relief, concessional loans, contributions to UN-managed 

South-South development cooperation funds, peacekeeping, 
and humanitarian assistance. New directions are not only related 
to a broader ‘re-emergence of South-South Cooperation’ globally 

(Mawdsley 2012), and to India’s ambitions to play a greater role in 

regional and international affairs (Sullivan de Estrada, 2015), but 
also to domestic dynamics within India. This includes the 
deepening of India’s economic liberalization and its evolving 

contours, for instance through internationalising Indian 
companies, goods, and services (Saxena, 2016). India’s 
development diplomacy is also shaped by new forms of political 
leadership and domestic politics under Narendra Modi’s 

Bharatiya Janata Party (BJP), which has been in power since 2014. 
Under this expansionist wave, concessional loans and in 
particular EXIM-led Lines of Credit (LoCs) have gained salience 
both politically as well as materially (in terms of rupees spent for 

development partnership purposes) (Chatuverdi, 2016; Chenoy 
and Joshi, 2016; Mitchel et al, 2020; Mitra, 2018).  
 
These trends have prompted a series of policy and institutional 

reforms. These have resulted, amongst other things, in the 2013 
creation of an enhanced institutional structure: the Development 
Partnership Administration (DPA), within the Ministry of External 

Affairs. Although not a full-fledged cooperation agency, the DPA is 

tasked with overall strategic planning and coordination roles, in 
an attempt to create better synergies between different Indian 
development cooperation instruments, notably the ones linking 
development assistance and economic diplomacy, such as LoCs 

(Chaturvedi, 2012; Saxena, 2016).  
 

Figure 1: India’s Development Partnerships Instruments, *Source, authors’ own elaboration 
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In 2015, the scheme through which India has extending LoCs to 

developing countries since the early 2000s, namely the Indian 
Development and Economic Assistance Scheme (IDEAS), 
underwent a series of management and operational reforms. 

Important changes in tendering, monitoring, and conceptualising 
projects were geared to improving the capacity of LoCs to enable 
Indian firms to entry new markers, showcase Indian project export 
capabilities, and promote international trade (EXIM Bank 2021; 

also Dye 2020).  
 
Besides reforming IDEAS/LoCs, the Government of India has also 
invested in diversifying its financing tools and the ways they can 

be mobilised in bilateral, trilateral, and even multi-stakeholder 
development partnerships, such as the International Solar 
Alliance (ISA). The infographic on page 5 provides an overview of 
the main instruments currently mobilised by India in its 

development partnerships.  
 
The following section will unpack India’s development finance, 

including grants, concessional finance instruments (such as loans 

and lines of credit) and other financing instruments such as bank 
guarantees. It will also discuss India’s contributions to global 
public goods through humanitarian assistance and its ‘health 
diplomacy’ during the current Covid-19 pandemic.  

Unpacking India’s development 
financing mechanisms 

When talking about India’s global development financing, to what 
exactly are we referring? This section charts out India’s main 

development financing mechanisms, their overall description 
(actors involved, nature of the financing tool/modality), and 

examples of initiatives under each category. Whenever possible, 
we also elaborate on the nature of Indian ‘development 

effort/contribution’ (the nature of Indian public funding/spending 
in this instrument, or what is actually being spent from the 

exchequer: for a discussion of the complexities of these sorts of 
calculation, see below, and Bhatia 2021a, Waisbich 2021a).  

 

Grants and loans 

Grants are given as assistance to foreign countries without any 
requirement to repay. Grants are often given for capacity building, 

infrastructure, and energy projects. In some cases, bilateral grants 
are accompanied by loans which are used to provide assistance 

for development projects in partner countries. The MEA’s Annual 
Reports include grants and loans to foreign countries under a 

budget line named ‘Technical and Economic Cooperation (TEC) 
with foreign countries’. Under the TEC budget line are listed a 
variety of initiatives, including India’s flagship capacity building 
programme, ITEC (Indian Technical and Economic Cooperation), 

Aid for Disaster Relief, the Indo-Pacific Cooperation, and 

numerous bilateral aid programmes for countries in the 

neighborhood and beyond.  
 
Historically, India has extended grants and loans to countries such 

as Bangladesh, Nepal, The Maldives, Myanmar, Bhutan, Sri Lanka 
and Afghanistan, highlighting its ‘Neighbourhood First’ foreign 
policy priorities. Examples include the grants given to Nepal for 
the revival of the Postal Road in the Terai, two new railway links, 

and a petroleum products pipeline between 2015-2020. Grants 
given to Afghanistan for infrastructure projects include the 
Parliament building and the Salma dam. Grants given to The 
Maldives have risen steadily, given India’s geopolitical interests in 

the Indian Ocean (see, for instance, The Economic Times, 2020; 
The Indian Express, 2016).  
 
Over time there has been a fall in the rate of bilateral grants and in 

particular bilateral loans given by the Government of India, under 
the MEA budget, as shown in Figures 2 and 3. MEA loans seem, 
however, to have been replaced by EXIM Bank-led concessional 

LoCs, as discussed later in this paper. In its 2020/2021 annual 

report, the total budget allocated for TEC initiatives was Rs. 
7449.65 crores (around USD 1 billion). From this amount, Rs. 
6617.37 crores (USD 888 million) referred to grants and Rs. 832.28 
crores (USD 111 million) to loans. The loans listed in 2021 were 

extended to one single country: Bhutan (MEA 2021). 
 
 

 
Figure 2: Expenditures from MEA budget on loans to foreign governments 

(Rs. crores)  

*Source: authors’ own elaboration based on MEA Annual reports (2010-2020) 
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Figure 3: Percentage of the total MEA budget spent in loans to foreign 
governments  

*Source: authors’ own elaboration based on MEA Annual reports (2010-2020) 

 

Another modality of development grant, which are multilateral 
rather than bilateral, are India’s voluntary contributions to the 
United Nations towards the establishment of South-South 
Cooperation UN-managed funds that support development 

projects in third countries. Voluntary contributions refer to 

funding Member States can choose to make on a voluntary basis 
to specific UN funds and programmes, in addition to mandatory 
contributions to the general budget and the peacekeeping 

operations budget, which are negotiated in the UN General 
Assembly's Fifth Committee. India’s oldest initiative along these 
lines is the IBSA Fund (India, Brazil and South Africa Facility for 
Poverty and Hunger Alleviation Fund). Operating since 2006, the 

Fund has already distributed over USD 35 million in contributions 

to more than 20 different countries (UNOSSC 2020; Simplicio and 
Jardim, 2021). Another example is the India-UN Development 
Partnership Fund (India-UN Fund), set up in 2017. By August 2020, 

55 projects and proposals had been approved with a total 
contribution of approximately USD 42 million towards a USD 150 
million multi-year pledge (The Hindu 2020). Both funds are 
managed by the United Nations Office for South-South 

Cooperation (UNOSSC).  
 
India’s humanitarian and disaster-relief related initiatives are also 
included in the broad category of MEA-led grants. This includes 

humanitarian assistance, channelled multilaterally, through 
contributions to the UN Office for the Coordination of 
Humanitarian Affairs (OCHA), or bilaterally, mainly to countries in 
the neighborhood for disaster-relief purposes (including flooding, 

earthquakes, tsunamis, and other transnational emergencies like 
the Covid-19 pandemic). Beneficiaries of India’s bilateral 
humanitarian assistance and disaster relief include Bangladesh, 
Bhutan, Maldives, Myanmar, Nepal, Sri Lanka, as well as 

Afghanistan and Pakistan. In the past decade, India has signaled 
its intention to act as the ‘first responder’, and lead emergency 
operations in the sub-continent (Chakradeo 2020). Spending on 

disaster relief grants between 2009-2019 reported by the MEA 

amount to 495 Rs. crore. This is a minor fraction (less than 1%) of 
the total expenditure on grants and loans to foreign governments 
in that period (Chakradeo 2020). 

 
Regarding India’s identity and portfolio as a provider of 
humanitarian/disaster assistance-related finance, two 
dimensions are worth pointing out. First, India’s bilateral 

humanitarian assistance is not exclusively operationalised 
through grant-like financial aid. Take for instance India’s ‘Covid 
diplomacy’, which includes what the MEA calls ‘medical aid’ in the 
form of medicines, protection gear, pharmaceutical products, and 

medical expertise (MEA 2021). In-kind donations in times of global 
distress are particularly valuable diplomatic gifts. India has 
carefully chosen the beneficiaries of such Covid-related gifts, 
while at the same time using its pharmaceutical manufacturing 

capacity to sell health supplies to other countries in need (Horner 
2021). Indeed, the donation of health supplies and personal 
protection equipment, as well as vaccines, initially targeted 

neighbouring countries like Bhutan, Sri Lanka, and Bangladesh, 

but ended up reaching a total of 82 countries in Asia, Africa, and 
Latin America (MEA 2021). While not necessarily framed or 
accounted for as development finance in MEA’s budget, in-kind 
medical aid generates its own accounting (and accountability) 

issues. As the early days of the Covid-19 pandemic have shown, 
public diplomacy gestures to give or export health supplies to 
other nations in distress is likely to catch public attention and 
generate heated debates around the trade-offs and the 

challenges India faces to reconcile global and domestic 
humanitarian imperatives (Roychoudhury 2021).  
 

Second, and related to the previous point, in the global 

humanitarian finance realm India remains a large recipient of aid. 
It has a ‘dual identity’ as both a donor and a recipient of 
humanitarian finance. According to OCHA’s financial tracking 

service (FTS), between 2000 and 2021, India remained a ‘net 

recipient’ of multilateral humanitarian donations, which means 
the incoming humanitarian financial assistance from other 
donors to India channelled through UN agencies or non-

governmental humanitarian organisations surpassed the 

outgoing funding from India to assist other countries (OCHA 
2021). This is particularly noticeable under the Covid-19 
pandemic. India received large sums of international 
humanitarian assistance since the beginning of the Covid-19 

pandemic in 2020, and even more so in the first months of 2021, 
due to the aggravation of the pandemic inside India, which also 

made India scale back its multilateral humanitarian contributions 
to third countries. Table 1, on Page 8, provides an overview of 

incoming and outcoming funding reported to OCHA/FTS (both 
committed and paid contributions through multilateral channels) 
involving India in the past five years.  
 

 
 

0

5

10

15

20

25



Unpacking India’s Global Development Financing: Lines of Credit and Beyond Waisbich & Bhatia  

8 India UK Development Partnership Forum 

 

Year  Total incoming 
funding 

Outgoing 
funding 

Incoming minus 
outgoing 
funding 

2016 20  1.5  18.5 

2017 1.3 1 0.3 

2018 8.5 0 8.5 

2019 7.2 0 7.2 

2020 19.8 0.4 19.4 
  

2021* 72.8 0 74.9 

 
Table 1:  Financial humanitarian flows to and from India (2016-2021, in USD 
million) 

* Data for 2021 refers to January 1st until August 26th, 2021.  

*Source: Adapted from OCHA/FTS  

 

Lines of Credit  

Loans, examined above, are one form of concessional financing, 
and the second, explored here, are bilateral and multilateral Lines 
of Credit (LoCs). These are an increasingly important modality for 

the Indian government, in its provision of concessional global 

development finance to promote mutually beneficial trade, and 
to improve economic and political relations with partner 
countries, including support for local capacity enhancement. 

 

Currently, the Export Import Bank of India (EXIM Bank) is the key 
state institution that provides LoCs under the Indian 
Development and Economic Assistance Scheme (IDEAS). The goal 

of the scheme is to share development experience through trade, 
infrastructure development, and skills and capacity building. The 
DPA initially drafts and negotiates the LoCs with foreign 

governments or their nominated agencies (such as central banks 

or state-owned banks), national or regional development banks, 
or commercial banks and other international financial 
institutions, and the EXIM Bank then executes agreements. 
  

In theory, the EXIM Bank first reviews the project proposal and 
examines the feasibility study (if conducted); second, the LoC is 
extended to Indian companies to undertake the projects in 

partner countries; third, the progress of the projects are 

monitored; and finally, the socio-economic impact is assessed on 
the completion of the projects. Very often in practice, the projects 
are not monitored very closely and therefore many projects stall 

or take much longer to complete than initially described in the 
project proposal, which often results in inflated costs (Dye 2020, 
Waisbich 2021b).  
 

Before continuing, it should be noted that the EXIM Bank does not 
release information on partially allocated LoCs, or on any 
additions or extensions made to existing LoCs. It is therefore 
difficult to accurately estimate the actual amount of the LoCs or 

how much of it is disbursed (for an in-depth discussion on the 
challenges of estimating LOC and visualisations of flows, see 
Bhatia 2021a; 2021b). Neither the GoI nor EXIM Bank release 
information on unused LoCs, the status of projects, the 

developmental impact of concessional LoCs, or on bad debts, 
frauds, or unfulfilled contracts. Analysis based on what 
information is available runs the risk of mis-estimating the LoCs 

and their economic impacts. There is also no information 

available on partner institutions (e.g., World Bank or other 
Development Finance Institutions) that may jointly fund a project 
(Bhatia, 2021a). The actual quantum of LoCs may be difficult to 
calculate as other Indian public sector banks may also provide 

concessional LoCs in addition to those provided by EXIM Bank of 
India. 
  
Concessional LoCs offer a compelling combination of low-cost 

financing and risk minimisation for Indian businesses to promote 
trade with and investment in partner countries. The advantages 
of LoCs are as follows: 

 

● Low-cost financing: LoCs are given at below market interest 
rates. Moreover, very often in the case of project financing, 
there is a moratorium for the first few years while the project 

is under construction. 

● Mitigation of risks, including political and economic risks, 
credit risk, exchange rate risk and interest rate risk. These 
risks are undertaken by the Indian government. 

● Financing of long-gestation projects: typically, LoCs are open 

to be drawn on from 3-5 years and given for a period of 7-10 
years. Indeed, they can go up to 15 years for high priority 
projects. 

● Time extensions and interest waivers: As the LoCs are less 

subject to market forces, the governments can grant time 
extensions for repayments and/or capitalise and/or waive 

interest. Such flexibility in the loan conditions allows the 
Government of India to forge better economic relations with 

partner countries and contribute to local capacity building 
(Harris and Vittorini 2018). 
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Recent examples of India’s effort to boost economic relations (to 
name a few), include: 
 

Malawi: In June 2020, under the direction of the GoI, the EXIM Bank 
of India extended a USD 215 million line of credit to help the 
Malawi Government during the COVID-19 pandemic. This LoC is 
primarily to fund the drinking water supply system from the 

Likhubula river in Mulanje to Blantyre and other development 
projects in Malawi (EXIM Bank 2020a). It would be the fifth line of 
credit provided to the Government of Malawi and would take the 
total value of all the lines of credit to USD 396 million. Other LoCs 

are for the supply of an irrigation network, a tobacco threshing 
plant, a cotton processing facility, a green belt initiative, sugar 
processing equipment, and a fuel storage facility (EXIM Bank 
2020a). 

  
Mozambique: Amidst the Covid-19 pandemic, India agreed to 
provide debt suspension until the end of 2020 on a USD 700 

million LoC already extended through EXIM Bank of India to 

Mozambique for its infrastructure projects (Further Africa 2020). 
While not a new Line of Credit per se, this debt relief in the form of 
suspension of loan repayment obligations, was granted under 
India’s ‘covid diplomacy’ (see above) as to assist a strategic 

partner with more fiscal space to operate and meet health needs 
during a crisis. 
  
Nicaragua: In June 2020, in another move to strengthen bilateral 

relations with the Republic of Nicaragua, the EXIM Bank of India 
announced that it would extend a new line of credit of USD 20 
million which would primarily be used to reconstruct the Aldo 

Chavarria Hospital in Nicaragua to help fight the Covid-19 

pandemic (EXIM Bank 2020b). This will be in addition to the four 
previous LoCs and would take the total value of the lines of credit 
to USD 83 million. According to EXIM Bank’s press release, the 

LoCs are primarily used for the supply of equipment for building 

two substations, construction of transmission lines, building a 
new substation, expansion of the existing substations, and 
reconstruction of a hospital (EXIM Bank 2020b). 

 

In 2018, the Indian government announced its intention to extend 
more LoCs for solar projects overseas, under the new Indian and 
French-led International Solar Alliance (ISA). This new boost to 
funding renewable energy projects includes investments in off-

grid and small-scale solar as well as to large-scale solar parks, 
oriented mainly to West Africa and South Asia. As a sign of its 

political commitment to the agenda, the Government of India set 
up a new Project Preparation Facility intended to help 

development partners members of ISA to conceive and prepare 
projects to be financed by Indian LoCs. India’s current 
commitment to solar projects varies from USD 1021 billion, 

 
1 Is important to note that, while bank guarantees are also provided by private 
banks, a large part of the Indian Banking system is public sector banks. Hence, so 
far, bank guarantees remain largely an instrument of public sector banks. 

according to Exim Bank data, to a higher figure of USD 1677 billion 

reported in MEA press releases. By April 2021, official data from 
both the Exim Bank and MEA reported a total of USD 434 million 
in concessional lines for projects under implementation and USD 

1.2 billion in LoCs for projects in the pipeline, which will still 
undergo technical and financial appraisal (Balls, 2021). 
 
Another form of concessional loans are those routed through 

Multilateral Development Banks - MDBs and multilateral funds. 
India participates in, contributes to, and borrows from 
multilateral development institutions such as the World Bank 
Group, Asian Development Bank, International Monetary Fund, 

International Fund for Agricultural Development, Global 
Environment Facility, African Development Bank Group, among 
others. In recent years, India also co-led and joined Southern-led 
MDBs, notably the Asian Infrastructure Investment Bank and the 

BRICS-led New Development Bank. Through its contributions, 
and as a shareholder and/or financing partner, India co-funds 
projects with these multilateral institutions in India and abroad at 

concessional interest rates. Estimates of how much this 

represents in absolute terms as well as relative to other global 
development financing mechanisms currently employed by India 
are extremely hard to access. Data on contributions to multilateral 
banks and funds are not made available in a systematic manner 

by the Government of India. Moreover, there is also lack of 
systematic and disaggregated data on individual projects in 
which India provides concessional finance in partnership with 
multilateral institutions, under increasingly complex multi-

partner co-funding schemes. Just as with bilateral LoCs, data on 
these MDB-financed projects is limited, compromising efforts to 
calculate India’s overall contributions.  

 

Bank Guarantees 

Bank guarantees are a contract that a lending bank offers to third 

parties to cover the liabilities of its customers, in case their 
customers’ default. They act as a financial backstop and reduce 
the credit risk of a transaction. Bank guarantees are used for 

export contracts and for the execution of overseas construction 

and turnkey projects. Increasingly, Indian companies are using 
them to borrow from international markets at very low interest 
rates, as the risks priced into the loan would be the risk associated 

to the guaranteeing financial institution, rather than the 
individual Indian company. 
 
Large bank guarantees are often issued by state-owned banks1 

including the EXIM Bank of India, which substantially reduces the 

risk of a transaction, as any loans taken with the backing of a 
guarantee would attract a very low interest rate. Such guarantees 
are an indirect way in which the Government of India offers 
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concessional finance to Indian companies to operate abroad. The 

most common types of guarantees include: 
 
● Loan guarantees where a financial institution guarantees a 

loan and pledges to take on the financial obligation if the 
borrower defaults. 

● Advance payment guarantees where the guarantee acts as a 
collateral for a contract's performance. More specifically, the 

guarantee pledges to reimburse advance payment should 
the seller fail to supply the goods on time. 

● Confirmed payment guarantees: In such a guarantee the 
bank pledges to pay a specific amount to the seller on behalf 

of the buyer by a certain date, if the buyer hasn’t made 
payment by then. 

● Shipping guarantees: The buyer’s bank guarantees payment, 
which allows the buyer to take possession of shipment 

before the export/import documents arrive. 
● Letters of credit (LCs): are a specific type of bank guarantee 

used in international trade which guarantees a buyer’s 

payment to the seller on receipt of goods as stated in the 

export contract. The costs associated with LCs vary. There 
are a few types of letters of credit including: 

○ Irrevocable letters of credit ensure the buyer is 
obligated to the seller. 

○ Confirmed letter of credit generally comes from a 
reputed financial institution, which guarantees the 
letter when the original bank is unreliable. The 
confirming institution ensures payment in the 

event the company or issuing bank default on their 
obligations. Such types of LCs tend to be very 
expensive. 

○ Import/Export letter of credit allows importers 

(exporters) to make (receive) payments 
immediately by providing them with a short-term 
cash advance. 

○ Revolving letters of credit allows the buyer to 

undertake multiple transactions under one letter 
of credit within set limits for a long period of time. 
It is often used for regular shipments of the same 

commodity between the buyer and seller. 

 
Generally, bank guarantees (especially loan guarantees) play a 
key role in complex financial structuring of large projects overseas 
and are used in conjunction with other financial instruments. 

Such transactions often set up special purpose vehicles (SPVs), 
whereby the loan guarantees are used to provide credibility to the 

SPV so that it can undertake low-cost borrowing, as well as use 
financial instruments such as interest rate SWAP contracts and 

foreign exchange option contracts to hedge against adverse 
changes in interest rates and exchange rates, and at times to 
further minimise the cost of the overall financial structure. 
 

Data to assess the quantum of bank guarantees is difficult to find, 
as bank guarantees are contingent liabilities, or liabilities that may 

or may not materialise, and which are therefore not recorded on 

the balance sheet of banks. As an off-balance sheet item 
guarantees might be maybe disclosed in the notes to accounts of 
individual banks/ financial institutions. Banks typically present 

off-balance sheet items in an aggregate format, which can include 
the bank or financial institution’s derivative positions, operating 
leases and guarantees, among others. If and when the bank 
guarantee was invoked, then it should reflect on the bank’s 

balance sheet in theory, but in practice the bank would have a 
fund for contingent liabilities and the amount of the invoked bank 
guarantee would be subtracted from the fund, so on the bank’s 
balance sheet the value of the fund would change rather than 

explicitly reflecting the invoked bank guarantee. Banks often 
expense a certain percentage of their contingent liability and 
allocate it to a fund, which they can dip into if and when the 
contingent liability becomes a real liability. The details of the 

movements in the fund are usually only reported as an aggregate 
figure and therefore it becomes difficult to assess the exact 
quantum of bank guarantees issued and/or invoked in the context 

of India’s overseas development projects. Bank guarantees may 

also vary in the amount of time for which they are valid. Some 
bank guarantees are in turn guaranteed by other financial 
institutions or personal guarantees. In general, bank guarantees 
are very hard to track and therefore to quantify.  

 
What is interesting here is that bank guarantees are an overlooked 
element of development financing, including in India’s case. It is, 
however, an instrument that deserves more attention, particularly 

in light of India’s efforts since 2015 to reform IDEAS/LoCs to make 
them more efficient and thus competitive; as well as India’s 
leadership within ISA, where finding more commercially bankable 

solar projects is also a major challenge (EXIM Bank 2016).  

Conclusions  

India has significantly expanded its development diplomacy over 
the last decade, and now has an increasingly diverse menu of 
cooperation mechanisms, including new and evolving global 

development financing instruments, and new mechanisms to 

contribute to global public goods. These work under an enhanced 
notion of development partnerships geared at boosting India’s 
regional and global influence and contributing to 
internationalising Indian companies and capital. Over the last 

decade India has become more outward looking and pro-
business.  
 

Successful on many fronts, the policy and institutional 

consolidation of global development cooperation within India is 
still an ongoing process (Mullen and Arora, 2016; Waisbich 2021b). 
This is particularly true in a context where India’s development 
cooperation system remains closely linked to India’s own journey 

to refine its international identity and priorities in a rapidly shifting 
world (Jaishankar, 2020). At the same time, global development 
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financing mechanisms have become increasingly complex. They 

vary significantly between countries and within countries across 
time. In the quest to find and refine its own path to engage in 
global development, India has been experimenting with a range 

of financing techniques, based on direct and indirect ways to 
simultaneously support development at home and abroad. Its 
concessional finance provides an affordable way to finance 
development projects abroad and assist the internationalization 

of Indian companies. At the same time, through bank guarantees 
the Indian government allows national companies to take 
advantage of market opportunities and bid for international 
projects while indirectly subsidising the costs. These financing 

instruments coexist with other forms of cooperation mechanisms, 
including technical cooperation, disaster-relief assistance or, in 
the context of its Covid-19 diplomacy, facilitated exports or even 
donations of health supplies and vaccines to a range of partners 

in the Global South.  
 
 

 

 
 
 
 

 
 
 
 

 
 
 

 

 
 
 

 

 
 
 

 

 
 
 
 

 
 

 
 

 
 
 
 

 

This mix of mechanisms will continue to be refined and evolve 

over time, as India’s development role keeps expanding and 
diversifying. The ongoing changes in India’s development finance 
portfolio raise new opportunities and challenges for India’s global 

development role in the decade ahead. This includes 
consolidating India’s role as a champion of South-South 
cooperation on renewables and on sustainable and resilient 
infrastructure, strengthening transparency of development 

finance flows to domestic and international audiences (including 
on less known instruments like bank guarantees), and creating 
new and better understandings of development impact in India’s 
public and private-sector led initiatives.  
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