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Abstract

In many countries, Developmental Financial Institutions (DFIs) have been major conduits for channeling funds to particular firms, industries and sectors during their process of development. Using data from the Indian corporate sector, the study evaluate the role of DFIs in India for the period 1989-1997 by examining how firms’ investment decisions are affected by their ability to access DFIs. It find out that firms that have greater access to DFIs invest more than firms that do not have the same degree of access, and this effect is confined to only those firms that can be classified a priori as being particularly financially constrained.  However, our results indicate that firms that rely more on DFIs are characterized by greater agency problems. 

