INFRASTRUCTURE

Charting a difference course

If the government is serious about improving infrastructure, it needs the private sector. To
lure them to participate, it needs to rework its laws and the returns, says Shyamal Moghe
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““The government's policy is to involve the private sector
through three options. It can either privatise the projects
i.e. sell them to the private companies, or allow a private
enterprise to build; operate and transfer the projects for
a certain number of years, or the government and pnvate
companies could jointly develop and run the project.”

Planning
of India’
revision of estimate for
infrastructure financing
in India put the figure of $490
billion in the next five years to
improve its |n[rn<(r\|clurc Thc
finance ministry in its
al Economic Survey 200708
reported an amount of $500 bil-
lion to maintain a growth rate of
%%, Praveen Sood, group CFO of
HCC puts the figure at $1 trillion
Itis clear from the estimates that
India needs a humongous inve:
ment in upgrading is infrastruc
ture. One can easily corroborate
the numbers secing the poor
state of the roads, the need for
flyovers and bridges to ease traf-
fic congestion in
crowded ports and airports and
a paucity of power supply across
the country.

‘The socialist nature of the Indi-
an economy until the end of the
1980s put the onus of building
and maintaining  infrastructure
on the government. The liberal
isation in the 1990s brought in
the private sector in infrastruc-
ture development across the
country. It also for the first time
introduced publicprivate part-
nerships (PPPs) in the infra-
structure sector. According 1o
Shashikant Hegde, director, Eco-
nomic Research: “Indian privaty
companies stayed away from
infrastructure projects mainly
because of the huge initial invest-

inordinate
bureaucratic delays in- project
clearing, lack of transparent pol-
icies and delays in land acquisi-
tions / transfer.”

Praveen Sood, group CFO, HCC

To ease these apprehensions
of the private sector towards
government  intentions  and
attract private funds and com-
panies in infrastructure, a step
needed to be taken. In October
2002, the government of India
set up a committee to identi-
fy and clear projects under the
PPP model. Under this scheme,
after identifying a project, the
government agencies proposed
to do the preparatory work and
assist private companies in
achieving speedy financial clo-
sure. The aim was to ensur

returns for the private sector at
minimum risk. Besides a PPP
model ascertains a close moni-
toring of infrastructure projects
and completion on time. Gov-
crnments in developed coun-
tries have used this PP model
to successfully develop their
social infrastructure like health
and education. A case in point
here is that of the UK which
has a well developed PPP mod-
elin the health sector. The gov-
ernments of UK, South Africa
and Australia have special
departments to look after PPP
in infrastructure.

Lessons from the past
In the past decade the Indian
government has privatised and
commer roads, ports,
airports, power and telecom.
Post liberalisation, telegommu-
nication has been the success
story of the decade. It is a good
example of what participation
from the private sector and a
ands-off policy by the govern-
ment can help achieve. Accord-
ing to the Indian Department of
Telecommunication, as of July
2008, the total number of land
lines in the country increased
to 333.84 million from 18.6 mil-
lion in March 1998. The total
number of mobile connections
in India, according to the Cel-
lular Operators Association of
India, is 296.8 million, and grow-
ing. The telecom penetration
has been one of the fastest in the
world. This sector could be suc-
ful because of the liberalisa-
tion in the telecom sector which
has attracted domestic and mul-
tinational telecom companies.
“The government hopes to rep-
licate the telecom success story
to other infrastructure projec
as well. The deputy commission-
erin Rajasthan Ajay Dikshi
“PPPs need not be restricted to
one particular sector. It will be
successful as long as the projects
are commercially viable and
can bring about operational and
financial efficiency and improved
services. As of now PPPs have
become almost a norm in the
construction of new highways.
The success of the Mumbai-
Pune expressway is a case in
point. The government's poli-
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A
Shashikant Hegde, director,
Economic Research

cy is to involve the private sec-
tor in infrastructure projects
through three options. It can
either completely privatise the
projects i.e. sell them to the pri-
vate companies, or allow a pri-
vate enterprise to build, operate
and transfer the projects for a
certain number of years, or the
government and the private
companies could jointly devel-
op and run the project. This
scheme of joint development of
projects has found most favour
since investments in infrastruc-
ture projects are huge and
managing the financing can be
ccumbersome. According to Eco-
nomic Research, as of 30 Novem-
ber 2008, there were 22,021 new
projects entailing a total invest-
ment of Rs25,97,987 crore in the
power and infrastructure sec-
tors. Of the proposed invest-
ment, the power sector accounts
for around Rs12,39,700 crore, an
investment of Rs8,64,300 crore
was to be spent on spriucing the
transport sector such as road-
ways, railways, airports, and
seaports, while Rs59,000 crore
would be invested in telecom.

The following table shows
investment of private compa-
nies in various sub-sectors in
infrastructure.

Shaping up
For a healthy and speedy devel-
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opment of PPP in infrastruc-
ture, the government needs
to rationalise and encourage
financing avenues like liberal-
ising loans for infrastructure
projects and creating infra-

structure funds. Unarguably
investments in infrastructure
projects are huge and private
companies need to borrow a
large amount which can come
either from financial institu-

tions (both domestic and inter-
national) or from the capital
market in the form of infra-
structure funds, stocks and
bonds. Sood says, “Indian con-
struction and infrastructure
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companies are under-capital-
ised and need large resources
to fund public private projec
Whereas debt is available as a
certain percentage to equity,
the infra funds help to bridge
the gap in equity.” Therefore
the finances have to come from
the capital markets.

Several domestic banks fund-
ing infrastructure projects are
IDFC (focussing on energy,
electricity, oil & gas and other
infrastructure sectors), ICICI
Bank, Yes Bank, HDFC, State
Bank of India, and Infrastruc-
ture Leasing & Financial Serv-
ices Limited (India’s leading
infrastructure development and
finance company). The World
Bank has committed to lend
$14 billion by 2012 to help India
upgrade its infrastructure.

However if the government is
keen to bring infrastructure at
par with developed countries,
it is important that it practices
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total transparency in allocating
projects to the private sector.
According to Hegde, “Given an

vestor-friendly environment
with less interference from gov-
ernment authorities, the private
sector will definitely partici
pate in infrastructure building
activities on a large scale. Past
investment trends indicate that
only a few sectors like telecom,
power, hotels, industrial parks,
and commercial complexes

have enthused private play-
ers. As of November 2008, of
the total investments lined up
in various infrastructure sec-
tors, private sectors accounted
for around 49% of the envis-
aged power investment, 70%
in telecom, around 50% in con-
struction (mainly real estate,
industrial parks, commercial
complexes). The share of pri-
vate sector in transport infra-
structure is around 8%. It is in
this sector that the Indian gov-

“If the government is keen to
bring infrastructure at par with

developed countries, i

is important

that it practices total transparency
in allocatmg projects to the private

sector.”

ernment wants the private sec-
tor to participate on a large
scale. For that to happen, the
government will have to play a
very proactive role in creating
conducive policies for invest-
ment and setting up fair regula-
tory frameworks.”

From the perspective of the
private sector, since the invest-
ment is really huge and the
returns come after a long gap,
the government should give tax
breaks to the construction com-
panies, remove cumbersome
regulatory hurdles, provide
for speedy clearance of foreign
direct investment in infrastruc-
ture, encourage fund genera-
tion from the capital market and
ensure smooth working of the
PPP model. At the same time
it is also important to have an
ombudsman like institution to
monitor the sector and private
companies to practice their cor-
porate social responsibilities. s
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