INTRODUCTORY  NOTE

1. The present report supplements the earlier report submitted by us, covering India’s Stock Market Reform and Regulation.  It deals with issues relating to financing of infrastructural development.  

2. Ever since the Rakesh Mohan Committee Report (1996) made us conscious both of the worsening deficiencies of our infrastructure and of the mammoth   investment requirements for overcoming the problem, the financing of infrastructure development has become central to our development policies.

3. What is still not fully realized is that the funding problem in the case of infrastructure is an integral part of the organizational and management deficiencies. Policy deficiencies also create the funding problem.  This problem cannot be solved unless accompanied, or rather preceded, by policy reforms as well as restructuring the sector’s organization and management. This applies to every infrastructure sector without exception.  It is best illustrated by the trials and tribulations of the power sector in the last few years.   We shall base our discussion on the power sector.  We underline the point that only a holistic approach to the problem can succeed in our situation.  Mr. Nasser Munjee, Managing Director and CEO of the IDFC, has been at pains to emphasize the same point.

4. The first section of this paper identifies the precise nature of the power sector’s problem and shows that the funding problem is totally enmeshed with the organizational and managerial problem.

5. The second section narrates the recent experiences of the power sector’s structural reform being implemented in the last few years.  It suggests the direction in which improvements are needed.

6. The third and final section shows that the Indian capital market is as yet not fully geared to infrastructure financing.  Hence, financial intermediation by development banking type of institutions will be advantageous.  It also makes the point that contractual savings institutions, being the repository for the retirement funds, have necessarily to be guided by a more conservative policy than the other financial and investment institutions.  We emphasize that the capital market reforms in India   are not yet adequate from the viewpoint of investor protection.  Considering our stage of development, it appears somewhat too early to give up the idea of development banking which has a significant part to play in appraisal, monitoring and financing of infrastructure projects.  

7. We have deliberately attempted to be highly selective in our presentation in order that actionable points are highlighted in order to bring them to the attention of the policymaking authorities.
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