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The economy too has churned out some distinctive,
albeit a mixed basket of performance. A sharp spurt in the
industrial growth rate has come as a bit of surprise, while
a soothing stroke has also come from a slight softening
of the WPI inﬂation rate. Stock markets sentiments have
also been more or less consistently positive. The recently
released ofﬁcial mid-year economic review believes that
the economic slowdown has bottomed out and there are
prospects of economy heading towards higher growth in
the second half of 2012-13. All concerned with business
and industry, including small and medium enterprises,
are desperately awaiting perceived green-shoots in the
economy to ﬂourish in the New Year.
Doubtless, it is too early to start a celebration party. Major
disappointing news emanates from the slowing down of
real economic growth, contracting exports, unsustainable
high inﬂation rate at the retail level, pressures on the
budgetary balances and declining parameters of investment
activity. Not surprisingly, while promising further reforms,
both the Prime minister and the Finance Minister have
recently stressed the imperatives of administering “bitter
medicine”. We believe that bitter medicine should not be
in terms of more stiff taxation efforts but through reforms
and rationalization of tax system and tax administration
– for example, a last mile expeditious formulation and
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From the President’s Desk

implementation of GST; it should be through improvement in quality of public
spending rather than its mere curtailment, wherein the axe invariably falls on
desirable plan and capital expenditure; and so on.
Be that as it may, given its vast expanse, the focus of this Digest issue continues to be
on issues of urbanization. Several new facets like urban development strategy of the
Twelfth Plan, ﬁnancing of urban infrastructure, etc. have been dealt with and we are
sure our avid readers would ﬁnd this issue equally useful and fascinating.
Three months ago, when I took over as President of this prestigious organization,
we initiated some changes within the MEDC; such as formation of Management
Committee and the Youth Wing; focusing on Regional Level conferences on crop
post-harvesting treatments and MSMEs. We have also proposed a State Economic
Advisory Council for the State of Maharashtra. I am sure these initiatives will lead
MEDC to newer heights.
Let me take this opportunity on behalf of MEDC to wish you and your family a Happy
and Prosperous New Year – ushering new path of economic resurgence of 2013!

Cdr. Dipak Naik
President, MEDC
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Infrastructure must Precede
Densiﬁcation

Chandrashekhar
Ch
d h kh P
Prabhu
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The twelfth ﬁve year plan document
released by the Planning Commission of
India, has in its chapter on urbanisation
mentioned that urbanisation will be
central to India’s strategy of achieving
faster and more inclusive growth
because agglomeration and densiﬁcation
of economic activities (and habitations)
in urban conglomerations stimulates
economic efﬁciencies and provides more
opportunities for earning livelihoods. Let
us examine and analyse this statement.
It is one thing to say that urbanization is
central to India’s strategy for achieving
faster economic growth, but to say
that this would happen because of
densiﬁcation of economic activities and
habitations would naturally raise several
questions.
Most urban areas in India have
seen densiﬁcation and experts have
been debating the extent to which
densiﬁcation can be allowed, as most of
them have seen the ill effects of further
densiﬁcation on the livelihoods and the
quality of life of those who reside in
the urban areas.While the view of the
planning commission that urbanization
increases avenues for entrepreneurship
and employment compared to what is
possible in dispersed rural areas, and
also that it enables faster inclusion of
more people in the process of economic
growth may not be disputed by those
who do not contribute to the Gandhian
philosophy of growth through selfsufﬁciency in villages; inclusion of more

people does not necessarily mean better
quality of life for those who have been
living in the urban areas for generations.
For economists and urban planners in
different parts of the country who have
been deliberating for years on how to
decongest the densely populated areas
in the urban metros, popularly known as
concrete jungles, the latest averments in
the document released by the planning
commission comes as a rude shock.
While pointing out that the degree of
urbanisation, at 31% is low, the document accepts that it is accelerating.
While acknowledging that the share of
persons living in urban areas rose by
3.35% in the decade 2001-2011 while it
had risen by only 2.10% in the previous
decade 1991-2001 the document states
that about 60 percent of the growth in
the urban population is due to natural
increase and that the Rural-urban migration has contributed to only about 20
percent of increase in urban population.
It was expected that the document
would also deal with the reasons for
this limited increase, and ﬁnd solutions
for the increasing rising land prices, the
high cost of living, and the total collapse
of infrastructural facilities in most urban
areas. The document does not deal with
these aspects while mentioning that
there are 53 cities with a population of a
million or more people.
While admitting that there is a need for
developing an optimal portfolio of cities
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by drawing regional development plans
and promoting growth centers that are
employment intensive and consistent
with the economic potential including
the natural endowment of cities and
regions it refuses to comment on the
failure of the existing development plans
and the reasons of such failures. While
mentioning that the availability of water
to provide for the needs of a large urban
population must be a critical factor in plans
for urban development, it fails to accept
that without increasing the availability
of water, permitting densiﬁcation has
caused hardships to all, especially
those, who have had, for decades,
adequate access to water.

Vision of Our Cities:
The objective of the Twelfth Plan is
stated as faster, more inclusive and
more sustainable growth. “The vision
of India’s urban growth must be aligned
with the objectives of inclusion and
sustainability. Urbanisation should be
guided towards inclusive, equitable and
sustainable growth of towns and cities
with proper civic amenities. Good urbanisation would ensure that towns and
cities are free from slums and provides
adequate opportunities for productive
employment and a decent quality of life
to all their inhabitants including the poor
“. Policy documents do contain the jargon of words with which we are familiar. A good policy document however
must assess the ground reality objectively, be bold enough to make a critical
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evaluation, and then ﬁnd out solutions
which would ensure that past mistakes
must not be repeated.Inclusion is an objective which will be sustainable only if
there is an objective evaluation of the
carrying capacity of an existing habitat,
and care is taken to augment the carrying capacity by building in infrastructural facilities before encouraging densiﬁcation. The terms ‘proper civic amenities’,
and ‘good urbanisation’ have not been
deﬁned, and used very casually. While
mentioning that good urbanisation
would make towns and cities free from
slums, they have not mentioned why
slums proliferated nor have they admitted that it was the total failure of the system which resulted in the present state
of affairs in our cities. While outlining a
vision of slum free cities, the document
is unclear how this can be achieved.
Cities should be ‘engines of growth’ and
must ‘provide world class infrastructure
and services at affordable costs to give
a competitive edge to the economic
activities they host’. Who would pay for
such world class infrastructure, and how
would it be affordable too? We expected
replies in the document. As if this was
not enough, it is expected that ‘cities
should be able to provide basic services
to migrant workers, their families and
other vulnerable sections of society
including women and children’. Those
cities which cannot provide adequate
infrastructure to the existing population
are now expected to create additional

services for migrants, and vulnerable
sections of society. Those urban local
bodies which are ﬁnding it difﬁcult to
make two ends meet are supposed to
‘facilitate transition from ‘informality’ of
large number of workers towards more
formal livelihoods in line with their
aspirations’. How this dream can be
achieved is not spelt out.
All citizens are supposed to have access
to basic services of clean water, sanitation, sewage, solid waste management,
urban roads, safe and affordable public
transport systems, affordable housing,
and a clean and healthy environment,
gainful employment, better quality of
life. Good to have a wish list but how
does one make it a reality? The reality
which stares us in our face is stark and
it reminds us that in cities like Mumbai
98% of the population cannot afford the
housing available in the market. Delhi
real estate prices are equally high and
people have to commute large distances.
The Land in most metropolises is prohibitively expensive and has been hoarded
by a select few with a view to make maximum proﬁts. The only law available with
the government to get land and make it
available for affordable housing was the
urban land ceiling act. This law has been
scrapped without replacing it with an
alternative instrument.
The document identiﬁes challenges before
the government. The ﬁrst set of challenges
is identifying the activities which will

generate jobs in the urban sector and
focusses on accelerating the processes
which lead to increase in the creation of
employment in the urban sector.
The second set of challenges before the
Government as stated in the document
is to guide the process of urbanisation
and ensure that basic services, such as
sanitation, water supply, public transport
and basic housing are provided to urban
citizens.
The document provides comprehensive
review of major initiatives taken under
Eleventh Plan like the Jawaharlal Nehru
National Urban Renewal Mission
(JNNURM), Swarna Jayanti Sahari
Rozgaar Yojana (SJSRY) and urban
transport especially in large cities.
It also suggests a comprehensive development plan and ﬁnancial plan, ensuring citizens’ participation at the planning
stage, metropolitan planning committees
(MPC) and district planning committees
and restructuring the role of the metropolitan development authority,providin
gincentives for strategic densiﬁcation of
cities/new towns on growth corridors.
It is on these issues that urban planners
have serious concerns. The practice
all over the world is that infrastructure
is provided ﬁrst and then the carrying
capacity is objectively assessed, and
only when there is surplus infrastructure
densiﬁcation is considered.
In India the practice is exactly the reverse.
Recommendations for densiﬁcation, if
not preceded by massive infrastructural
thrust may result in disastrous
consequences.
It would be in the ﬁtness of things
that the planning commission applies
itself afresh to the chapter on urban
development and permits fresh ideas and
out of the box thinking on the issues of
urbanisation.
■
__________________________________
The Author is Consulting Editor, MEDC
Economic Digest
chandrashekharp@hotmail.com
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Global Trade and
Investment Trends

Dr. P
D
Prakash
k hH
Hebalkar
b lk

The continuing investor interest in
the Asian economy, an interesting
futuristic discussion of Hard and Soft
Power and the Internet of Things are
featured this month. The conclusion
of negotiations on the ASEAN FTA
for services and investment is a very
recent development.
In a 2-3% growth world economy1,
faster growing Asia continues to receive
investment interest with larger and
larger private equity funds being raised
for investment in Asia.
•

•

KKR & Co L.P. Has ﬁnished raising
its second pan-Asia fund, reaching
$6 billion, according to sources,
the largest private equity pool ever
raised for the region, with strong
demand from pension funds and
endowments seeking emerging
market returns.
KKR’s latest Asia fund, which
follows a $4 billion regional fund it

raised in 2007, is over-subscribed,
the sources told Reuters, meaning
demand exceeded the current total,
despite challenges facing investors
putting money into the region’s
slowing economy.
Source: http://www.reuters.com/article/2012/12/17/us-kkr-asia-idUSBRE8BG0EV20121217

An interesting thought piece2 on Hard
and Soft Power in the International
sphere reviews the relative importance
of China and the USA in the context
of the conventional wisdom in some
circles that China will overtake the USA
in terms of inﬂuence.
National capability index as a measure
of hard power is of course imperfect,
as the concept of hard power itself is
a fuzzy one. However, arguably, hard
power is relatively easier to measure than
soft power, and because of signs of hard
power are more visible and quantiﬁable

than soft power, investors may be more
easily impressed by changes in the
components of hard power. Further,
this measure of hard power says nothing
about sustainability. The case of the
former-USSR is clear. Moreover, while
the components of the index we use
reﬂect traditional measures of a country’s
capability of waging and sustaining a
traditional war (e.g., production and
use of steel and iron), some concepts of
soft power can also add to a country’s
hard power (e.g., cyber and computing
power).
•

Deﬁnition of soft power. By soft power, we have in mind fuzzy concepts
like a country’s rule of law – both
how things are de jure and de facto,
governance, equality, social justice
and stability, economic stability and
prosperity, and general happiness of
the citizens of a country. Democracy
– both its quality and effectiveness –
is also important. Almost all of these

1. Projected global growth, at 3.3 and 3.6 percent in 2012 and 2013, respectively, is weaker than in the July 2012 WEO Update,
which was in turn lower than in the April 2012 WEO (Chapter 1)......More generally, downside risks have increased and are considerable. The IMF staff’s fan chart, which uses ﬁnancial and commodity market data and analyst forecasts to gauge risks––suggests that there is now a 1 in 6 chance of global growth falling below 2 percent, which would be consistent with a recession in
advanced economies and low growth in emerging market and developing economies. Source: IMF WEO October 2012
2. http://sljmacro.com/wp-content/uploads/2012/01/Hard-Power-of-Nations.pdf
Maharashtra Economic Development Council, Monthly Economic Digest
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In sum, if we were able to come up with
an index measuring the soft power of
EM, we would more probably ﬁnd that
such a chart would show EM’s soft power signiﬁcantly lagging their hard power.
This dichotomy between hard and soft
powers of EM is consistent with the different levels of development of their
economies and the ﬁnancial markets.
Further, this dichotomy, in our view, is
one major distortion in the global ﬁnancial markets, and a signiﬁcant source of
future volatility.

concepts above are important but
more difﬁcult to quantify objectively
than hard power.
Both hard and soft power matter for
ﬁnance. We believe they matter a lot
for currencies and other aspects of
international ﬁnance. .....
0. One could argue that hard power is a
more important factor determining or reﬂecting the strength of the real economy
of a country, while soft power is at least
as important in the development of the
ﬁnancial markets of the country in question. A good example is China. China
has ample hard power that has had evident impact on its economy. Investors
in general have been mesmerized by
China’s economic prowess. However,
China does not yet have the soft power
that is necessary for its ﬁnancial markets
to develop commensurately with its real
economy. Since 2001, China’s economy
has expanded more than 10-fold, yet the
A-Shares are lower than they were in
2001. We would extend this argument
or critique of how investors may have
over-weighted economic growth and under-appreciated the lack of commensu-

rate developments in the capital markets
of EM: i.e., EM in general, not just China,
still lack the soft power needed for their
ﬁnancial markets to keep up with their
real economies.
2012 is a watershed, in that the aggregate GDP of the Emerging Market
economies, in PPP- adjusted terms,
now matches that of Developed Market
economies and is on track to surpassing
the latter in the coming years. This is a
powerful, and gradual, shift in a major
tectonic plate in the global economy.
However, in terms of market capitalization, DM markets still command the bulk
of the world’s market share. The grating
of the tectonic plates – a real economic
tectonic plate on the move, against a
relatively static capital market tectonic
plate – is the source of many distortions in the ﬁnancial markets today.
For example, if the Chinese RMB were a
dominant reserve currency, would AUD
or CHF have been so over- valued? If
more EM’s ﬁnancial markets were more
developed and deeper, would EM central banks still rely so much on the Fed’s
policies?

Last month’s column referred to the
European conference on the Internet
of Things and observed that the arcane iPv6 technology that expands the
number of available internet addresses
to permit the growth of “The Internet of
Things” or IoT. This development will
affect many globally traded goods as
they evolve to intelligently networked
devices requiring computerised management that may be outsourced. General
Electric has indicated that in its view, the
IoT could be a $15 Trillion opportunity
In General Electric Co.’s vision3 of the
future, the company will be able to ﬁx or
replace its products before they break. In
that world, airlines will receive notices
from GE many miles before a jet-engine
part is likely to fail, railroads will be able
to avoid derailments, appliance-repair
people will be able to diagnose problems remotely, and hospitals administrators will be better able to allocate sparse
resources to patients.
That future hinges on the ability of those
devices to send status updates from
sophisticated sensors over a network
that connects people to machines and
machines to one another, in much the
same way people are connected over
the Web. ….The Internet of Things, or
the industrial Internet, as GE calls it, has
the potential to add between $10 trillion
and $15 trillion to global gross domestic

3. http://www.informationweek.com/global-cio/interviews/what-ges-15-trillion-industrial-internet/240142639
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product by 2030, says a report issued by
the company Monday. The report says
a 1% increase in efﬁciency generated
thanks to the network could mean savings of $30 billion in aviation, $66 billion in power generation and $63 billion
in health care over 15 years.......
But customers should also bear in mind
that GE is trying to promote this vision of
an industrial Internet at a time when cybersecurity of industrial control systems
is under threat, particularly in the utility
sector into which GE is selling heavily.
Readers of this column will recall an earlier column which highlighted the Stuxnet cyber worm and the havoc it created
in Iran via Siemens industrial controllers
when they ponder that last paragraph
above regarding cyber-security risks.
The IoT will also create new and different
jobs as the Information Week article
emphasizes:
GE’s Chief Economist Marco Annunziata
highlights three new job growth areas:
skills that cut across traditional lines of
engineering and software development,
creating a new role like a “digital-mechanical engineer”; data scientists, who
specialize in ﬁelds from cybersecurity
to pattern recognition to data visualization; and user interface experts, who
can design human-machine interfaces
that make a job easier and people more
productive. We recently wrote about
how Ford is recruiting more electrical
and software engineers to do this kind
of engineering-plus-design work for its
cars, as software becomes a bigger part
of why people buy a vehicle. As cars get
more connected, such as sharing data
car-to-car to know if there’s an accident
or trafﬁc jam ahead, these skills get more
important. Companies such as GE and
Ford need universities to start training
such specialists.
The ﬁnal observation relates to the im-

minent Indo-Asean Free Trade Agreement on the Services Trade. This agreement is unusual inasmuch as it opens up
trade in services in the more manpower
intensive areas.
Prime Minister Manmohan Singh today
said that India and the Association of
Southeast Asian Nations (ASEAN) have
concluded negotiations for a free trade
agreement (FTA) in services and investments. The background work clears the
way for greater economic and political
integration between India and the bloc
of 10 countries that accounts for a GDP
of about $2 trillion in 2011. ….
A government ofﬁcial said with India already having FTAs with Japan and South
Korea and negotiating a similar arrangement with New Zealand and Australia,
the conclusion of the services and investment chapter with the Asean will
lead to emergence of Asia as a “club”
for manufacturing, services and investment. With the conclusion of negotiations now, the attention shifts to the ﬁnal
agreement which would have to be ratiﬁed by all the nations. The ofﬁcial said
the time table could allow for the revised FTA to be implemented by early
2014.

reached on the sectors which would be
allowed. On the movement of people
too, what is called as Mode 4, the countries have largely shown agreement, but
it would be cemented only when each
country gets it ratiﬁed in their respective
parliaments. Source: Indian Express
Quite predictably, such progress in
India’s relations with ASEAN makes
China uncomfortable, as the website
diplomat.com has observed4.
Unsurprisingly, India’s growing ties with
ASEAN has made it the target of criticism
from China on multiple occasions. New
Delhi has therefore had to maintain a
careful balancing act between deepening ties with China’s neighbors and not
unnecessarily provoking Beijing, which
could retaliate in a number of ways,
including: its alliance with Pakistan, on
the Sino-Indo contested border, or by increasing the frequency of Chinese naval
deployments in the Indian Ocean.

__________________________________
The author is President, ProﬁTech –
Globalisation and Infrastructure Strategy
Consultants
proﬁtechconsultants@gmail.com

The move is going to throw open the
doors of the 10 countries — Brunei,
Indonesia, Cambodia, Laos, Vietnam,
Singapore, Malaysia, Myanmar, the
Philippines and Thailand — for the
movement of skilled workers from India among other things. The services
sector is the core strength of India with
around 60 per cent of GDP coming
from here. Though the ﬁne print for the
sectors which have been allowed is not
yet available, the potential for service
providers is tremendous. Earlier, there
was a stiff opposition from nations like
the Philippines and Malaysia, which are
also emerging as service-intensive economies. However, an agreement has been

4. http://thediplomat.com/indian-decade/2012/12/21/india-asean-celebrate-20th-anniversary-with-two-ftas/
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Financing of Urban
Infrastructure

Dr. Satish Bagal

The 2011 Census indicates that 37.7
crores of Indians live in cities, with
the share of urban population of about
31% of total population. It is estimated,
however, that in the next twenty years,
by 2031, urban population of India
would be about 600 million, an increase
of almost over 70 percent. Thus in next
twenty years existing cities and towns
would have to be ready to support an
additional population of 24 crores and
provide them with basic civic amenities/
services as drinking water, housing,
sewerage, additional roads and public
transport. This obviously is a great
challenge and would require not only
huge resources but great organizational
and managerial skills and political will.

urban infrastructure projects. A major portion of this investment, of about
17.33 lakh crores (or 44%) is likely to
go into urban roads infrastructure. This is
followed by water supply, sewerage and
solid waste management facilities that
would require about Rs. 8 lakh crores
(20% of the total investments required).
Investments in Urban Transport have
been estimated at about Rs. 4.5 lakh
crores and that required for renewal and
redevelopment of slums shall be about
4.4 lakh crores. In addition to this the
Committee has estimated that over the
next twenty years the ULBs would require funds to the tune of Rs. 19.9 lakh

crores for operations and maintenance
of their infrastructure.
This article discusses some major
ideas/recommendations
made
by
this committee on ﬁnancing urban
infrastructure and argues that there is
a great need to create sturdy ﬁnancing
framework for Urban Local Bodies. It is
only through such framework that the
issues of ﬁnancing urban infrastructure
can be tackled effectively.

Requirements of Funds for
Urban Infrastructure in Twelfth
Plan (2012-17)

Challenge of Financing Urban
Infrastructure
Some idea of difﬁculties involved in providing urban infrastructure for over next
twenty years can be had from the report
of “The Isher Judge Ahluwalia Committee. The recommendations of this Committee.” have largely been incorporated
by the Planning Commission in the Draft
Approach Paper of the 12th Plan which is
being ﬁnalized in December 2012. The
Committee has estimated that providing
urban infrastructure in next twenty years
would require an investment of Rs. 39
lakh crores. This cost does not include
the cost of land acquisition for various
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In line with the estimates of the Isher
Judge Ahluwalia Committee, the Planning Commission’s Working Groups
have worked out some tentative
requirements of investments for urban
infrastructure during the Twelfth Plan
(2012-2017). A cursory glance at the
Plan documents (as they are available
as draft today) indicates that the investment scale and the ﬁnancing size involved in the matter of tackling Urban
Infrastructure pose a great challenge to
policy makers and urban managers. The
challenge may look grimmer when we
consider complexities involved in creating a working framework for facilitating
more investments in Urban Sector.
Although the planning Commission is
yet to ﬁnalize the Approach Paper to the
Twelfth Plan, these ﬁgures give us a fairly
accurate idea of requirements of investments/ﬁnancing in the next ﬁve years.
The requirement assessed by the
Planning Commission as above is a tall
order and the question is how these
requirements can be ﬁnanced. The
results of the implementation of the
ongoing Jawaharlal Nehru National
Urban Renewal (JNNURM) Program and
the lessons learnt from them also indicate
how difﬁcult the task of ﬁnancing
and building urban infrastructure is.
This program has so far been the most
ambitious urban infrastructure program
involving a total capital expenditure of
about 1,23,000 crores (a program that is
still continuing and under which many
projects are still incomplete) over a period
of more than last seven years. Under this
program the Government of India could
barely release over Rs. 40,000 crores as
against the committed funds of Rs. 66000
crores. The JNNURM program has clearly
revealed fundamental weaknesses and
limitations of the government and ULBs
in the matter of ﬁnancing and executing
urban infrastructure programs.
But this is not merely a question of making
more funds available to the ULBs. Close
examination of Urban Finances and in
particular ﬁnancing of urban infrastruc-

ture reveal certain structural weaknesses
that need to be acknowledged and rectiﬁed. Particularly, there is a great need for
creating a sturdier ﬁnancing framework
for ULBs, and further within that framework special efforts would have to be
made to allow the ULBs to access funds
for infrastructure development.

Issues in Financing Urban
Infrastructure
Traditionally all ULBs have been
ﬁnancing urban infrastructure from
their own resources and from the grants
they receive from the central and state
governments. Grants from the Central
and State Governments have proved
vital because own resources of the ULBs
in recent times have not only been
inadequate but they are also not buoyant
and do not signiﬁcantly grow with time.
Importantly, there has been a continuous
decline of the share of own resources in
total revenues of the ULBs. The draft
Approach Paper to the Twelfth Plan
indicates that the share of own resources
in the total revenues of the ULBs has
declined from 63% in 2002-03 to 53%
in 2007-8. This trend is very damaging
both to the ﬁnancial autonomy of the

ULBs and also to their capacity to ﬁnance
their programs through borrowings.
Even the grants that ULBs receive from
the central and state governments are
not substantial and are more ad hoc in
nature. Further, there is no regularity
and predictability in the ﬂow of grants to
ULBs and this makes budgetary exercise
difﬁcult and prevents ULBs from
undertaking any multi–year programs or
large infrastructure projects.
Lack of ﬁnancial autonomy and
inadequate resource base is only one side
of the problem of ULBs. More important,
their capacity to spend and sustain quality expenditure is very limited and this
is a matter of great concern. It has been
found that ﬁnancial performance of the
ULBs in handling infrastructure projects
and the funds under JNNURM has been
unsatisfactory. There were weaknesses
and lapses in planning, structuring and
monitoring urban infrastructure projects
which ultimately resulted in large cost and
period over runs. Contract Management
in many projects was found to be wanting
and capacity to execute projects and incur expenditure was limited. Obviously,
there is a great need of building capacity
and develop managerial skills in ULBs.

Requirement of CAPEX for Urban Infrastructure-- Twelfth Plan (Rs. Crores)
2012

2013

2014

2015

2016

Total

29842

35214

41552

49032

57858

213498

Urban/Mass Transit

7757

9154

10801

12745

15040

55497

Trafﬁc Management
Systems

1697

1996

2355

2779

3279

12100

Urban Roads

Street Lighting
Capacity Building (Urban
Transport)
Total Urban Transport

321

378

447

527

622

2294

1000

1000

1000

1000

1000

5000

40611

47742

56155

66083

77799

288389

Water supply

5539

6536

7713

9101

10739

39628

Sewerage

4189

4943

5833

6883

8121

29969

839

989

1168

1378

1626

6000

3297

3891

4591

5418

6393

23590

Total for Water Supply/
Sanitation/SWM

13864

16359

19305

22780

26879

99187

Total Requirement for
Urban infrastructure

54475

65101

75460

88863

104678

387576

Solid Waste Management
Storm Water Drains
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Approach Paper to the Twelfth Plan and
it is likely that the Planning Commission
would ultimately endorse this exercise.
This New Model may have to consist of
following components/features:

Whether ULBs undertake infrastructure projects like water supply or
urban transport on PPP basis or via
EPC route, is an important factor that
determines success is the culture of
levying and collecting appropriate user
charges. Except a few very large and old
ULBs which have been handling such
projects for last several years, ULBs have
not been able to enforce a reasonable
regime of adequate cost recovery. An
appropriate User Charge Regime is not
merely a pre-requisite for private investments in urban infrastructure. It is the
basis of sustainability of all self-ﬁnancing
projects undertaken by ULBs.
In addition to traditional ways of
ﬁnancing infrastructure, ULBs and the
governments would also have to explore
some new and innovative sources of
ﬁnancing including creating an appropriate framework for Public Private Partnership for urban infrastructure. Some new
untapped avenues such as Betterment
Levy, Tax on Vacant Land, Impact Fees
and Development Charge also need to
be considered. It is necessary to explore
other land based instruments for generating additional revenues and divert them
to ﬁnance urban infrastructure. Some
Institutional arrangements for facilitating borrowings, including providing
ﬁnancial intermediaries, may also have
to be considered.

Moving Towards Effective
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Financing of Urban
Infrastructure
The above discussion indicates that
infrastructure ﬁnancing cannot be
improved merely by giving more grants
to ULBs. We need to consider ﬁnancing
of urban infrastructure in the context of
overall ﬁnancial arrangements and revenues/resources. And to this end we need
to strengthen resource base of the urban
local bodies, make their ﬁnances more
sustainable, their ﬁnancial arrangements
stable and revenues more predictable.
This is a long and arduous process and
is not likely to yield results overnight.
A few initiatives that have emanated
from recommendations of the Thirteenth
Finance Commission, the Ahluwalia Committee and other groups and
which are being publicly debated in this
context are given below. In coming
years the central government and the
state governments would have to give
concrete shape to these initiatives
through needed Constitutional Amendment and other state level legislations.

A New Revenue Model for
ULBs
With a view to make resources of the
ULBs more broad based and sustainable,
the Ahluwalia Committee has suggested
moving to a New Model for Urban
Financing. Many Components of this
model ﬁnd a direct mention in the draft

•

There should be a separate
Municipal Finance List/Local Bodies
Finance List along the lines of Union
List and State List in the Constitution, guaranteeing resources to ULBs
under three heads viz. a) Exclusive
Taxes for ULBs, b) Revenue Shared
taxes which the State Governments
shall share with ULBs in accordance
with a formula and as recommended
by the State Finance Commissions
and c) Non-Tax Revenues for ULBs

•

There should be direct transfers and
Grants-in-aid from the Central Government to the ULBs under a new JNNURM-like Scheme. This would not
only supplement the capital budget
of ULBs but would also ensure some
steady movement towards Urban
Reforms and improved governance.

•

As provided in the Municipal
List suggested above, the States
should share some speciﬁc taxes
(such as Goods and Services Tax,
Motor Vehicles Tax etc.) with ULBs in
accordance with a formula and as
per the recommendations of the State
Finance Commissions, with transfer
of grants to ULBs getting automatically triggered. The Ahluwalia Committee has assumed that the states
would share and transfer to the ULBs
at least 25% of their tax revenues.

•

As provided in the Municipal List
suggested above ULBs should be assigned taxes that would be exclusively
reserved for ULBs, and the State Governments should not be allowed to effect any changes in such assignments.
Some of the Exclusive Taxes to be reserved for ULBs (for example, Property Tax, Profession Tax, Entertainment
Tax, Advertisement Tax) should be redesigned to make them more buoyant
so that they become a mainstay of ULB
resources.
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•

In the proposed Municipal List,
ULBs should enjoy option of tapping
other important non-tax revenues
from such levies as Betterment Levy,
Impact Fee, FSI charge and Development Charge. A separate regime of
User Charges for such services as
water supply, sewerage etc. should
be enforced and they should be
linked directly to the actual usage
and services delivered.

Debt Financing and Bond
Financing:
In US, municipal bonds is a major
source of ﬁnancing urban infrastructure; and other developing countries
like South Africa, Mexico, Hungary and
Russia have also made good use of bond
ﬁnancing and have a relatively well developed bond markets. In India we have
only a few cases of ULBs borrowing
from bond market and a modest sum of
about Rs. 1200 crores have only been
raised so far. For municipal bond market
to develop, ULBs need to become more
creditworthy, generate some surplus for
repayments, and develop capacity to
utilize funds efﬁciently. They also need
to follow better accounting practices
and ﬁnancial disclosure policies so as to
enable the lenders and investors to perceive risks involved in borrowings. But
this would also involve creating some
regulatory and ﬁscal framework. Initially
this would have to be in place through
guidelines for borrowings through bond
issue route bringing clarity and laying down on how the Central Government and the State governments would
jointly supervise such an activity. These

guidelines should lay down regulations
relating to ﬁnancial/lending instruments, lenders, limits of borrowings and
prudential norms for ULBs.
Further, some state level ﬁnancial
intermediaries, in the form of Infrastructure
Funds, can be created for servicing the
needs of small municipalities that cannot
access the bond markets. There is also
a need to rejuvenate some Financial
Intermediaries like HUDCO which had
speciﬁcally been created for encouraging
ULBs to contract debt at subsidized
interest rates for such activities like
housing, water supply and sanitation.

Land Based Financing
Instruments:
Some states have been using a number
of land based instruments for generating revenues. Almost all states have
provided in their relevant Acts the levy
of Impact Fees, Betterment Fees, and
Development Charges. These levies try
to capture a part of increased value of
the property, as such increase in the values is at least partly attributable to the
infrastructure provided by Urban Bodies/Government. These are instruments
through which infrastructure usage
charges can be partly or fully recovered.
There are also provisions under which
utilization of extra or additional use of
land through grant of additional Floor
Index Space (FSI) is given against a fee/
levy. As increased FSI results in more
congestion and more demand for urban
infrastructure, there is a great need for
charging extra fees for granting more FSI.
There is in general a great reluctance on
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part of the ULBs to use these instruments
mainly because they fall in the jurisdiction of the state governments and state
governments do not allow the ULBs to
derive income from them. In a few cases
Legal feasibility of these levies has been
called into question mainly because
the principles of recovery and underlying assumptions are intricate issues and
on the whole reasonability of the levy
has to be clearly established. There is
a strong case for bringing these sources
of non-tax revenue fully in the jurisdiction of the ULBs. There is also a strong
case for assigning to the ULBs conversion charges (levied when land use is
allowed to be changed from agricultural to Non-agricultural or other similar
changes) because such land use changes
result in more requirement of urban
infrastructure in that locality. All these
land based instruments yield very little
revenues to the government and perhaps the state governments keep these
sources with them because they give to
government some power in urban areas.
By not rationalizing these levies and not
linking them with the ﬁnancial requirements of providing infrastructure, we are
keeping underutilized and unexploited a
major source of infrastructure ﬁnancing.
Moreover, the Urban Local Bodies also
miss an opportunity of linking these levies with the required spending on infrastructure. In the years to come, the state
governments would have to increasingly
show readiness to allow these sources to
be fully transferred to the ULBs.
In addition, a very judicious use of lands
at the disposal of the ULBs and governments can also be made for generating
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revenues for ﬁnancing infrastructure or
for providing housing to the poor. Some
land can be used for public projects or in
the Public Private Partnership Projects.

Special Ring Fenced Funds for
Urban Infrastructure
Infrastructure development requires
lumpy investments over several years.
Moreover, unlike revenue expenditure
it is not always regular and often comes
in spurts and surges. In view of this it
may be advisable to keep revenues from
sources indicated above separately in a
fund meant exclusively for infrastructure
development. Such separate funds
ensure steadiness to expenditure on
projects. For large ULBs this also enables
a continuous capital budget activity.
It is surprising that none of our large
ULBs have cared to create such fund.
Even Municipal Corporation of Greater
Mumbai, which is the largest ULB in
this country, does not have a dedicated
fund for urban infrastructure. Creation of
a special fund allows a ULB necessary
time to plan and structure its projects
over a longer horizon with a certainty
and hence this should be high on agenda
for urban ﬁnancial reforms. A beginning
should be made with large ULBs and
Regional Development Authorities that
operate in the areas of clusters of ULBs.

Linkages between Development
Plan Financing Needs
Development Plan for a city is a
periodic activity and is mandated by
statutory provisions. These long term
plans, drawn over a period of over ten
years, lay down government’s (or ULB’s)
thinking on land use allowed or restricted, an outline of infrastructure required
as also other needs of municipal services
such as transport, education, healthcare
etc. However, Development Plans are
not backed up by any ﬁnancial implications thereof (say, for example estimates
both for the expenditure or the revenues
that ﬂow from such Plans). In absence
of the necessary ﬁnancial dimension of
Development Plan, the entire exercise
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and culture of the DP becomes rather
vague and hortatory in nature. Development Plan can be made more meaningful if it is accompanied by a ﬁnancial
plan that emerges from it. Although
this would entail a somewhat complex
exercise, the Development Plan would
become more meaningful ultimately.
The JNNURM program has made it mandatory for ULBs to prepare their City
Development Plan over longer horizon.
Actually the Development Plan which
is a statutory requirement should be
so conceived and presented as to be a
basic document for working out the City
Development Plan which is as also an
indicative plan for infrastructure development and provision of urban services.

Public Private Partnerships
India has gained considerable experience
in structuring and executing PPP
projects in such sectors as Highways,
Ports, Telecom, Metros and Airports.
And yet, our capacity to undertake
PPP projects in Urban Infrastructure
has remained very limited. Owing to
typically complex urban scenario, PPPs
in urban infrastructure are comparatively
difﬁcult to perform. PPPs are feasible
only where there are pre-existing and
somewhat strong revenue streams arising
from service delivery. Further, urban
infrastructure projects are normally small
in size and private operators do not ﬁnd
them very attractive. It has, therefore,
been suggested that till the time we
develop necessary capacity to undertake
PPP projects, ULBs may try getting
into Service Level Contracts with the
parastatles or service providers. Service
Level Contracts, by focusing on service
levels and performance of operators
prepare the necessary background and
culture for moving to more commercial
structures such as Public private
Partnerships or Private investments.
Wherever feasible, however, ULBs
should try structuring projects on PPP
basis. All PPP models, including the
ones that use Viability Gap Funding can
be useful, provided the risk allocation

as between the partners is appropriate.
Especially in the road development
the Annuity Model used in the PPPs
could be very effective, where the PPP
operator builds the facility and recovers
the cost in the form of a series of annual
payments and maintains the roads in
accordance with the norms speciﬁed
in the concession agreement. Where
PPPs are not feasible attempts should be
made to undertake the project on EPC
basis with the stipulation that the facility
is maintained for a long period against
annual maintenance fees.
Even if, therefore, PPPs may not be
feasible in all cases, attempts should be
made to other alternatives mentioned
above. One drawback with the ULBs is
that they do not have necessary expertise
for structuring such arrangements. The
Planning Commission would have to
develop some Model Agreements for
such structures in the ﬁrst year of the
Twelfth Plan, so that ULBs can beneﬁt
from them.

Capacity Building
Any discussion on ﬁnancing of urban
infrastructure cannot be completed without mentioning how the ULBs would
develop necessary capacity to undertake
complex infrastructure projects. Urban
renewal and urban infrastructure development involve such skills and expertise
as planning, structuring and executing
projects in the given timeframes. Public
Private Partnerships, the Service Level
Agreements or rigorous EPC arrangements are very useful in infrastructure
development. But their use presupposes
specialized technical and managerial
capacity to plan and execute projects.
Urban managers who undertake and supervise these projects need good understanding of the risks involved in the project and ways and means of mitigating
risks. Even raising money through bond
issues for a non-PPP project requires substantial expertise on timing of the bond
issue, structuring the debt instruments
and selling the issue to the prospective
investors. Modern urban management
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requires various skills such as managing professional accounting system, resource management, ensuring quality
expenditure and better disclosure practices. Urban managment also requires
a leader that shows commitment to the
project over a long period and knows
how to do business with a partner without compromising public interests. Local
Political leadership that provides vision
to Urban Local bodies is an important
factor in initiating the process of urban
renewal and, therefore, we need to train
the local leadership too.
The central government can provide necessary funds as also develop necessary
programs for capacity developments.
The state governments would have to
execute capacity building programs in
their states. The role of the state government is vital, both in improvement of urban governance and capacity building.

Taking up the Challenge in a
Mission Mode
It is more than two decades that we
voluntarily abandoned socialistic way
of thinking. Since then people in this
country have been witnessing unprecedented afﬂuence, growing private
wealth and a rising middle class that
is ambitious and enterprising. But with
the growing private afﬂuence we have
also witnessed declining efﬁciency in
public sphere. Nowhere is this inefﬁciency and indifference more evident
than in the manner we plan and manage our cities. Our cities aptly remind
us of a phrase John Kenneth Galbraith
once used: Private Afﬂuence and Public
Squalor. That a city, an internationally
known centre of Information Technology, allows garbage to be heaped on its
streets speaks volume for our public failure. Small cities and towns that are fast
becoming new centers of urban growth
have the same story to tell. Quite often
the story of growth and development
(and of rising real estate rates) is told
with a sense of great pride. We need to
understand that in respect of urban renewal we are at cross roads. With only

less than a third of our population living in towns and cities we have started
feeling the stench of the garbage. On an
average half of the world lives in cities
and towns. What happens to our cities
when we start approaching that world
average without seriously questioning
our approach to urban renewal and
infrastructure development?
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It is time we really start taking the
challenge of urban renewal and
urban infrastructure seriously in a
mission mode.
■
__________________________________
Dr. Satish Bagal
bagalsatish@gmail.com
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Urban Development
MEDC Research Team

Urbanization will be central to India’s
strategy of achieving faster and more
inclusive growth because agglomeration
and
densiﬁcation
of
economic
activities (and habitations) in urban
conglomerations stimulates economic
efﬁciencies
and
provides
more
opportunities for earning livelihoods.
Thus urbanization increases avenues
for entrepreneurship and employment
compared to what is possible in dispersed
rural areas. It, thereby, enables faster
inclusion of more people in the process of
economic growth.

need for developing an optimal portfolio
of cities by drawing regional development plans and promoting growth centers that are employment intensive and
consistent with the economic potential
including the natural endowment of cities and regions. The availability of water
to provide for the needs of a large urban
population must be a critical factor in
plans for urban development.

Vision of Our Cities

In India, degree of urbanization at 31%
of the population is one of the lowest in
the world though it is accelerating. The
share of persons living in urban areas
rose by 3.35% in the decade 2001-2011
while it had risen by only 2.10% in the
previous decade 1991-2001. About
60 percent of the growth in the urban
population is due to natural increase.
Rural-urban migration has contributed
to only about 20 percent of increase in
urban population.

The objective of the Twelfth Plan
is faster, more inclusive and more
sustainable growth. The vision of India’s
urban growth must be aligned with the
objectives of inclusion and sustainability.
Urbanisation should be guided towards
inclusive, equitable and sustainable
growth of towns and cities with proper
civic amenities. Good urbanisation
would ensure that towns and cities are
free from slums and provides adequate
opportunities for productive employment
and a decent quality of life to all their
inhabitants including the poor.

There is a concentration of the urban
population in large cities and existing
urban agglomerations. As per census
2011, there are 53 million plus cities accounting for about 43% of India’s urban
population. Class-I cities with population over 3 lakh accounted for about
56% of the urban population and with a
population ranging from 1 lakh to 3 lakh
accounted for another 14%. This pattern of population concentration in large
cities reﬂects spatial polarization of the
employment opportunities. While it is
expected that gains from an agglomeration economy would lead to some polarization of economic activities, there is a

The smart cities of our vision would
be engines of growth as they would
increasingly compete for investments
nationally and internationally too.
Therefore, cities must provide world
class infrastructure and services at
affordable costs to give a competitive
edge to the economic activities they host.
Besides, cities should be able to provide
basic services to migrant workers, their
families and other vulnerable sections of
society including women and children.
The future renewal of our cities should
facilitate transition from ‘informality’ of
large number of workers towards more
formal livelihoods in line with their
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aspirations. They should address various
vulnerabilities including residential,
occupational and social vulnerabilities,
associated with urban poverty.
As an overriding principle, ‘people’
should be brought to the heart of the urban agenda, for both, deciding the vision
of their city and for choosing the process
of reaching that goal. This implies that
all citizens have access to basic services
of clean water, sanitation, sewage, solid
waste management, urban roads, safe
and affordable public transport systems,
affordable housing, and a clean and
healthy environment. Besides creating
avenues for gainful employment, Indian
cities should also meet the rising aspirations of people for a better quality of life.
Citizens should be proud of their towns
and cities and take responsibility for their
cleanliness, safety and hospitality.
Environmental sustainability of Indian
cities is another integral part of the
vision. Future growth should be consistent with cities’ natural endowments and
the economic potential of the region in
which they are situated. All cities should
be efﬁcient in using available resources
particularly energy, water and land.
Our cities must also preserve and foster
their cultural and historical heritage and
beneﬁt from the tourism potential of their
heritage and natural endowments.
Successful management of India’s
urbanisation would not only require
a signiﬁcant step up in investments
for urban improvements under the
Twelfth Plan period, but also emphasis
on measures to address the glaring
weaknesses in urban governance and
management. In addition, reducing
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urban poverty has emerged as a major
thrust area in managing our cities.

Country’s Urban Conditions
and Challenges
Broadly, the urban sector in India faces
two distinct but mutually linked sets of
challenges. Based on NSSO Report No.
508 (2004–05), it is estimated that the
number of urban poor had increased by
34.4% during 1973-2004. The NSSO
(66th round) has estimated that during
the period 2004–05 and 2009–10,
the unemployment rate in terms of the
usual status decreased by 1 percentage
point for both, urban male and females
notwithstanding an impressive growth
registered by the economy in this
period. Hence, the ﬁrst challenge is to
signiﬁcantly step up the rate of creation
of jobs in the urban sector.
The second set of challenges before
the Government is to guide the process
of urbanisation and ensure that basic
services, for example, sanitation, water
supply, and basic housing are provided
to urban citizens expected to be around
600 million within 20 years. If these
challenges are not tackled expressly, not
only would India’s cities get increasingly
chaotic and choked, rural poverty will
be converted to urban poverty with no
gains to improvement of livelihoods of
India’s burgeoning population.
The Twelfth Plan identiﬁes both quantitative and qualitative performance of several key areas of urban infrastructure like
water supply, sanitation, public transport,
affordable housing. It provides comprehensive review of major initiatives taken
under Eleventh Plan like the Jawaharlal
Nehru National Urban Renewal Mission (JNNURM), Swarna Jayanti Sahari
Rozgaar Yojana (SJSRY) and urban
transport especially in large cities.

The Strategy for Urbanization
Reﬂecting on enablers for effective
urbanization, it sets out the following
thematic framework of planned, inclusive
and sustainable development.

For strengthening of Urban Governance
it suggests the that efforts need to be
made to
i)

Achieve Convergence at the Central
Government Level, (ii) set up
municipal services regulators,(iii)
empower and extend the term of the
mayor, (iv) strengthen the uniﬁed
metropolitan transport authority
(UMTA), (v) introduce citizen
charters, (vi) increase adoption of
information technology at the ULB
level, (vii) clariﬁcation of roles of
ULBs and parastatals, (viii) set Up
area sabhas and ward committees to
decentralise urban governance, (ix)
put in place a ﬁscal responsibility
framework for ULBs, (x) adopt an
outcome based approach and put up
a robust monitoring mechanism, (xi)
set up Lokayuktas/Ombudsman at
state and city level

In the areas of urban planning, it suggests the following measures:
(i) city development plan and ﬁnancial
plan, (ii) ensuring citizens’ participation at the planning stage, (iii) constitute/strengthen the metropolitan
planning committees (MPC) and
district planning committees and restructure the role of the metropolitan
development authority, (iv) ULBs
must prepare municipal plans while
utilities, environmental bodies and
parastatals should provide technical inputs, (v) provide incentives for
strategic densiﬁcation of cities/new
towns on growth corridors, (iv) consider land readjustment, (vii) modify
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state town planning acts, municipal
laws, building byelaws and land-use
conversion norms.
For ﬁnancing urban infrastructure, it
has stated that during the Twelfth Plan
period, the ﬁnances of ULBs should be
strengthened with a three prolonged
approach (a) create robust tax and nontax based revenue streams for ULBs; (b)
attract private capital to the urban sector;
and (c) systematically monetize land.
In addition, it suggest the need to
a)ensure revenue sharing from states
to ULBs, (b) ensure generation of nonbudgetary revenues through innovative
measures including monetization of land,
(c) increase user charge collection, (d)
establish a comprehensive approach to
facilitate PPPPs, (e) set up a ‘ring-fenced’
city/state-level development fund
In the area of building capacity for
Managing India’s urbanization the
twelfth lan expresses concern about
lack of sufﬁcient capacity across all
levels of Government is a root cause of
India’s urban development challenges. It
therefore, suggests that “addressing the
capacity deﬁcit must be a key endeavor
during the Twelfth plan and the following
strategies should be adopted to achieve
this”. And formulates comprising of a
a) comprehensive
strategy

capacity

building

b) institutionalization and professionalization of municipal cadre
c) leverage private sector expertise
d) establish a reforms and performance
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cell at the central level
e) launch ﬁve Indian Institutes of Urban
Management (IIUMs)
f)

facilitate
information
between urban managers

sharing

sector would require relatively higher
degree of government support and may
be broadly classiﬁed as follows:
•

g) use ICT and e-governance
h) strengthen institutions to cater to
dynamic urban needs
i)

j)

reorient the activities of existing
organizations namely IIPA, NIUA,
RCUES
enter into PPP arrangements for
capacity building

k) leveraging innovation to solve the
challenges of urbanization
l)

•

provide support and incentives for
innovation

m) use technology extensively in urban
management
n) recognise and replicate innovation

PPP in Urban Sector under
JNNURM
The twelfth plan envisages huge requirements of outlay on urban development.
Given the constraints of public ﬁnancing it has been estimated that about
13-23% of the total investment requirement in urban sector can potentially
come through PPPs including annuity
model. This would roughly translate to
about 250–300 PPP projects in urban
sector each year. JNNURM-I was the ﬁrst
major initiative which encouraged PPP in
urban sector. Forty-nine projects involving total project cost of about Rs 5458
crore were taken up under PPP framework in sectors likes solid waste, water
supply, sewage and urban transport in
which private concessionaire brought in
investment of Rs 1066 crore.

•

•

Projects which are free standing,
usually based on user charges,
sometimes combined with Viability
Gap Funding (VGF) or revenue
streams from real estate
Revenue linked to a performance
based unitary charge (tipping fee for
instance) with a minimum throughput assurance
Revenue linked to a performance
based periodical payment (annuity
payment)
Projects having little or no capital
investment from private sector
but designed to bring in efﬁciency
improvements
for
instance,
management contracts.

Experience in other infrastructure sectors
especially highways have shown that
besides enabling environment, standardization of bidding documents is a key to
encourage PPP projects. Such standardisation leads to greater certainty, broad
public acceptability, reduction in transaction costs and time besides addressing
the issue of capacity constraint.
Under the Twelfth Plan, there is need
to develop such model documents for
PPP projects in urban sector including:

(a) Water supply, (b) Urban waste
management including solid waste and
sewerage, (c) Urban transport, (d) Social
sectors like Health care and education,
(e) affordable housing
Another important aspect in designing
a PPP project is to ensure participation
of people so that the project has the
requisite ownership.

SECTOR SPECIFIC APPROACH
The twelfth plan document offers the
sector speciﬁc strategy in the sphere of
(a) affordable housing, (b) slum rehabilitation programme, (c) urban transport,
(d) water supply, (e) sewerage, drainage
and solid waste management
It has identiﬁed numerous areas of
reforms both in terms of policy and
institutional changes.
Apart from PPP framework, the Twelfth
Plan focuses attention on the JNNURM
and mentions that JNNURM II would be
launched as a state sector ACA scheme
with the following objectives:
•

Alleviating urban poverty

•

Improving service delivery standards in urban areas including basic
services for urban poor

•

Empowering urban local bodies

•

Facilitating participatory governance

A major factor that has prevented
mainstreaming of PPP framework in
urban sector is that given low user
charges, very few projects are ﬁnancially
free standing and sustainable on the basis
of user fee alone. PPP projects in urban
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•

Effectively managing land resources

Appendix

•

Fostering sustainable, inclusive and
faster growth

Metro—A Transformational Approach
to Public Transport

Strategies of JNNURM-II
To realise these objectives, the key
strategies of the programme would be as
follows:
•
•

Build adequate capacity including
dedicated municipal cadre
Planned urbanisation by preparing a Development Plan through a
participatory process

•

Remove distortions in land market

•

Establish efﬁcient governance structures

•

Promote ﬁnancial sustainability and
accountability of ULBs

•

Attract more private investment, in
particular, through PPPP

•

Adoption of service level benchmarks and social and gender audit of
the outcomes of programme

High capacity Metro rails are already
in use in India and are proving to be
successful in addressing the issues of
public transport. However, it is a highly
capital intensive mode of transport and
hence should be ﬁrst deployed in large
metropolitan areas.
When to Deploy a Metro Based
System?
Given the high capital costs, high
ridership is a must for a metro system to
become economically viable. Ridership
is a multi determinant variant that
includes population, disposable income
per capita, city densiﬁcation, availability
and opportunity cost of land, morphology
of the city, and more importantly, the
aspirations of people revealed through
political demand.
A metro rail project is recommended in
cities which ordinarily have:

•

Slum rehabilitation and creation of
affordable housing

• Peak hour peak direction trafﬁc (PHPDT) of more than 20000 for at least 5
kms of continuous length by 2021

•

Planned development of smaller
towns and peri-urban areas

• Total population of more than 2
million as per 2011 census

•

Incentivising innovation and rapid
learning’s across urban systems

• Average trip length of more than 7–8
kms for motorised trips
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• At least 1 million ridership per day on
organised public transport
These criteria are in the nature of
guidelines and are not to be construed as
entitlement for a metro project. As huge
public money is involved in construction
of these projects, in all such cases, in
the ﬁrst instance, feasibility of relatively
cheaper options should be examined.
However, it is recognised that in some
cases, especially along busy corridors,
difﬁculty and cost involved in acquisition
of land may make metro rail projects
a better option. In addition, surface
vehicular transport system in general are
less energy efﬁcient and cause pollution
especially along busy corridors where
rail based systems are the best option.
Hence, there is a need for a thorough
cost-beneﬁt analysis to choose an
optimum mode of transport to ensure
value-for-money.
Funding the Investments for Metro
Systems
Global experiences suggest that metro
rail transit systems have largely been developed by the public sector (an analysis
of 132 cities worldwide shows that 113
cities (~88 per cent) have metros which
are developed and operated in public
sector mode). As MRTS alignment usually result in a signiﬁcant rise in value of
the real estate along its zone of inﬂuence,
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Government entities promoting metro
rail have used this resource to fund other
urban infrastructure. The efﬁciency gains
through PPP have been brought in at the
O&M stage. However, given the huge
requirement of capital and willingness
as well as capability
of the private capital to undertake such
projects, in high-density corridors,
projects which are viable on their own
(with admissible Viability Gap Funding
and commercial utilisation of land
ordinarily required for the project ) may be
encouraged under PPP mode. However,
projects which are ﬁnancially unviable
without providing additional real-estate
development rights and so on, should
primarily be funded by Government.
The central Government may suitably
contribute in funding such projects
preferably by way of making grants.
Appropriate arrangements however need
to be placed for densiﬁcation across
such corridors and use of the enhanced
value of the real estate for funding other
infrastructure projects. Wherever projects
are to be developed under public sector,
apart from grant, long-tenured debt
ﬁnancing should be facilitated through
Government guarantee.
Reforms and Desired Outcomes Related
to Water Supply and Sanitation
Reforms (water and sanitation sector)
•

Enact bylaws for reuse of recycled
water

•

ULBs to ensure accountability of
the water supply utility by drawing
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service level agreements with them

•

Set up a regulator for the sector

•

Have road map for bringing down
wastage

•

•

Prepare a detailed database for the
city relating to water supply and
regularly update it

Introduce policies to augment
bulk water and resource allocation
plans in alignment with the basic
requirements of the city

•

Transfer the water supply function
fully to the cities

•

Follow the three ‘Rs’—Reuse,
Reduce, Recycle policy for waste
management based on the quantum
generated

•

Provide incentives for waste water
recycling policy incentives

•

Increase resource provision for
augmentation of sewage system/
toilets for weaker sections

•

Prepare regional solid waste management arrangements (to have larger
aggregation and economies of scale)

•

Prepare implementable PPP policy
for cities

•

Draw up a roadmap, that is, city
sanitation plan in accordance with
the Urban Sanitation Policy

•

Prepare a sewage master plan for the
city

•

Draw-up a roadmap for achieving
Service Level Benchmark

•

Set tariffs on a scientiﬁc basis with
cross subsidised* tariffs for the
economically weaker sections

•

Have an effective grievance redressal
mechanism

•

Draw-up
measures

•

Formulate ground water use by
laws and enforce effectively energy
conservation measures especially
in pumping * In general, since the
charge can be only for water and one
time sanitation connection charge,
the charge for water must therefore
cover O&M + Capex for water and
sanitation for all categories. For both
water and sewerage, subsidy can
be interms of low charges for the
ﬁrst x litres of water and higher than
normal for the rest.

demand

State level reforms

management

Desired outcome
•

Universal Access to Water and
Sanitation

•

Hundred per cent Metering of water
supply

•

Opt for 24 × 7 water supply
wherever possible and feasible

•

Provide for step by step improvement in the operations of the water
utility

•

Steadily bring down distribution inefﬁciencies by bring down wastage
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of water closer to international best
practice. Successful examples of
utilities such as Phnom Penh, Manila
(East Zone) demonstrate that reduction in NRW levels to below 20 per
cent is possible even in developing
country contexts
•

•
•

Commit to given hours of supply and
be accountable for it through citizen
charters
Commit to quality of water to be
supplied

8. Internal earmarking within local
body budgets for basic service to the
urban poor
9. Sector speciﬁc reforms of water and
sanitation that includes:
•

Enact bylaws
recycled water

•

Ensure accountability of the water supply utility through service
level agreements with ULBs

•

for

reuse

of

Draw road map for bringing
down wastage

Ensure that the cities are free from
open defecation and measures for
providing toilets

•

Community toilets especially in
areas that are home to the economically weaker section

•

Draw up a roadmap, that is, City
sanitation plan in accordance
with the Urban Sanitation Policy

•

Prepare a sewage master plan for
the city

•

Draw-up a roadmap for achieving Service Level Benchmark

Conversion of waste to energy/other
forms

•

Have an effective
redressal mechanism

Reforms under JNNURM Comprehensive List of Reforms in Urban Sector

•

Draw-up demand management
measures

•

•
•

•

Provide sufﬁcient no of public
toilets/urinals in city
Hundred per cent collection of garbage from houses/establishments and
straight transportation for disposal

ULB Level Reforms (cities having population more than 5 lakh)

Prepare a detailed database for
the city relating to water supply
and regularly update it

grievance

Reforms for Metropolitan Areas

1. Institute the Metropolitan Planning
Committee (MPC)
2. All metropolitan areas (UAs) with
population above 4 million, should
set up an UMTA to facilitate integration of multimodal transport systems
and ensure it works with the MPC
and has the MDA as the secretariat
State Level Reforms
1. Create and establish the Municipal
Cadre
2. Set up a Municipal Regulator at the
State/city level to
•

advise and monitor the service
delivery levels;

•

regulate the pricing of services;
and

•

ensure equitable access to all
urban citizens, including urban
poor.

3. Revise town planning act, development control regulations, municipal
laws and building bye-laws with a
view to promote strategic densiﬁcation, single window clearance process, to promote conservation of environment and so on
4. Simpliﬁcation of legal and procedural frameworks for conversion

1. Introduce and enhance e-governance
system
2. Adoption of accrual based double
entry system of accounting
3. Collection of property tax
4. Rationalisation
collection

of

user

charges

5. Create a ring-fenced development
fund
6. Put in place transparent FAR
policies and market value based FAR
charges
7. Earmarking of 20–25% of developed
land for housing projects for EWS/
LIG category with a system of cross
subsidisation
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of agricultural land for non-agricultural purposes within a time bound
period

•

5. Repeal of Urban land Ceiling and
Regulation Act
6. Amendment of Rent Control Laws

•

Transfer the water supply function
(distribution within the city) fully to
the cities

•

Introduce policies to augment
bulk water and resource allocation
plans in alignment with the basic
requirements of the city

•

Follow the three ‘Rs’—Reuse,
Reduce, Recycle policy for waste
management based on the quantum
generated

7. Rationalisation of Stamp Duty to
bring it down to 5 per cent or lower
8. Introduction of computerised process
of registration of land and property
9. Provide security of tenure at affordable prices to urban poor

Prepare a regional water supply,
sanitation and solid waste management plan. (to have larger aggregation, development of watershed and
economies of scale)

10. To facilitate public–private partnerships, and market borrowing (through
provisions in the Municipal Act)

•

Set up a Municipal Regulator at the
State/city level

•

Extending the term of Mayor to 5
years and adopt a Mayor–in–Council
or Executive Mayor system

•

Revise Town Planning Act and
so on

•

Simpliﬁcation of legal and procedural
frameworks for conversion of
agricultural land for non-agricultural
purposes

•

Amendment of Rent Control Laws

•

Provide Security of Tenure
affordable prices to urban poor

•

Amend Municipal Laws to include Fiscal Responsibility and
Budget Management principles
for ULBs

at

11. Transfer 18 functions to ULB as per
74th CAA

•

Provide incentives for waste water
recycling policy incentives.

12. Strengthen the State Finance Commissions and act on the existing
recommendations of previous SFCs

•

Increase resource provision for augmentation of sewage system/toilets
for weaker sections

•

13. Set up a State Property Tax Board

Release the land under ULCRA
for development of affordable
housing

•

Prepare implementable PPP policy
for cities

•

Introduction of Property
Certiﬁcation System in ULBs

•

•

15. Enactment of community participation law

Formulate ground-water use by
laws and enforce effectively energy
conservation measures especially in
pumping

Transfer 18 functions to ULB as per
74th CAA

•

16. Enactment of Public Disclosure Law

Incentive Reforms and Conditionalities

Any substantial innovation in
the area of urban governance or
ﬁnancing

17. State-level reforms pertaining to water
and sanitation sector which includes:

•

•

Take up projects under PPPP

•

Leverage fund through non-budgetary
resources

14. Extending the term of Mayor to ﬁve
years and adopt a Mayor-in-Council
or Executive Mayor system

Create and establish the Municipal
Cadre

Title

Reforms for Metropolitan areas
•

Adoption of an agency model, for
example, BEST model of service

•

Exceptional performance in the area
of service delivery, collection of user
charges and property tax.


__________________________________

The above excerpts are taken from
the chapter on Urban Development
in the 12th Five Year Plan Document of the Planning Commission,
Govt. of India.
medc@medcindia.com
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“State of the
World’s Cities 2012-13”
Prosperity of Cities
Excerpts from

- A Report by United Nation Human Settlement
Programme (UN HABITAT)

“In this Report, UN-Habitat advocates
for a new type of city – the city of the
21st century – that is a ‘good’, peoplecentred city, one that is capable of integrating the tangible and more intangible
aspects of prosperity, and in the process
shedding off the inefﬁcient, unsustainable forms and functionalities of the city
of the previous century. By doing this,
UN-Habitat plays a pivotal role in ensuring that urban planning, legal, regulatory
and institutional frameworks become an
instrument of prosperity and well-being.

a difference to the lives of the billions
of people in the world’s cities, and to
future generations, we need sound and
solid knowledge and information. This
Report provides some of these crucial
ingredients. I am conﬁdent that it will
serve as a useful tool in the necessary
redeﬁnition of the urban policy agenda
at local, national and regional levels.

particularly
the
Directorate-General
for Regional Policy from the European
Commission, and other partner institutions
around the world that participated actively
in the preparation of this study.”

I do believe also that it will provide
valuable insights in the search for urban
prosperity and related policy changes in
the years ahead.

THE UN-HABITAT APPROACH

This is a time of solutions to the numerous
challenges that confront today’s cities. If
we are to take measures that will make

The Report is a bridge between research
and policy, with inputs from more than 50
cities, individual scientists and institutions,

Deﬁning a prosperous city
A prosperous city is one that provides
Productivity
Contributes to economic growth and development, generates income,
provides decent jobs and equal opportunities for all by implementing
effective economic policies and reforms
Infrastructure Provides adequate infrastructure – water, sanitation, roads, information
development
and communication technology in order to improve urban living and
enhance productivity, mobility and connectivity
Quality of life Enhances the use of public spaces in order to increase community
cohesion, civic identity, and guarantees the safety and security of lives
and property
Equity and
Ensures the equitable distribution and redistribution of the beneﬁts
social
of a prosperous city, reduces poverty and the incidence of slums,
inclusion
protects the rights of minority and vulnerable groups, enhances
gender equality, and ensures civic participation in the social, political
and cultural spheres
Environmental Values the protection of the urban environment and natural assets
sustainability
while ensuring growth, and seeking ways to use energy more
efﬁciently, minimize pressure on surrounding land and natural
resources, minimize environmental losses by generating creative
solutions to enhance the quality of the environment
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CONCEPTUALIZING
PROSPERITY
Prosperity implies success, wealth,
thriving conditions, and wellbeing as
well as opportunity. In any urban setting,
a key question will arise: What are the
essential conditions and elements that
are required for a city to thrive, or foran
urban area to be described as prosperous,
or for the”
This involves reducing the incidence of
slums and new forms of poverty. Prosperous cities are equitable and socially
inclusive. The beneﬁts and opportunities
that come with a prosperous city are equitably (re)distributed. A prosperous city
ensures gender equality, protects the
rights of minority and vulnerable groups,
and ensures civic participation by all in
the social, political and cultural spheres.
Fifth, the creation and (re)distribution
of the beneﬁts of prosperity do not
destroy or degrade the environment,
instead the city’s natural assets are
preserved for the sake of sustainable
urbanization.

Maharashtra Economic Development Council, Monthly Economic Digest

THE ‘WHEEL OF URBAN
PROSPERITY’
Prosperity, as deﬁned by UN-Habitat,
is a social construct that materializes
in the realm of human actions. It builds
deliberately and conscientiously on the
objective conditions prevailing in a city
at any time, wherever located and how-

of prosperity, none of the dimensions
must prevail over the others and all must
be kept roughly ‘equal’ – for the sake of
a smooth ‘ride’ on the path of prosperity. In practice, of course, it is a rare city
where the ﬁve dimensions will be found
equal at any point in time, and this is
where policy interventions

ties, but the natural environment is
neglected.
Since socioeconomic conditions keep
changing on a local and a broader scale,
they will have an effect on one or more
of the ﬁve dimensions of prosperity, and
it will be for policy interventions to restore the balance. In this endeavour,
urban authorities will ﬁnd that the various interlinkages and interdependencies
between the ﬁve dimensions can also be
of a positive nature. For instance, provision of water and sanitation in informal
settlements will improve both equity and
quality of life, and even the environment.
This points to the ‘natural’ or ‘spontaneous’ interdependencies between
the ﬁve dimensions along the outer rim
of the wheel. These can also be strengthened with a multiplier effect through
deliberate, well-targeted interventions
through the ‘hub’ of the wheel, i.e., the
combined power functions at work in
the city. For instance, building a school
and a covered market next to a poor
area is likely to have multiplier effects
across the ﬁve dimensions of shared
prosperity.

The Wheel of Urban Prosperity

ever large or small. It is a broader, wideranging notion that has to do with wellbalanced, harmonious development in
an environment of fairness and justice.
As described above, prosperity takes
in all urban functions as subsumed in
ﬁve main categories. Since shared, balanced development is a crucial feature

will be called for, as suggested graphically by the proﬁle of the city’s speciﬁc
‘city prosperity index’. For instance,
infrastructure may be well-advanced,
but inaccessible to large portion of the
population, therefore compromising
the notion of equity. In other, frequent
situations, a city may be economically
efﬁcient, enhancing job opportuni-

“polic y UN-Habitat suggest that the project for
the city of the 21st century is one of achieving balanced prosperity, implying making the
‘wheel’ well rounded with synergetic spokes
and a dynamic hub.”
Maharashtra Economic Development Council, Monthly Economic Digest

This goes to show that far from some
new ‘model’ or ‘utopia’ or branding/
marketing technique, UN-Habitat’s
‘wheel of prosperity’ symbolises the
well-balanced development of the ﬁve
dimensions, the current condition of
which is graphically represented in the
City Prosperity Index (CPI – see below).
The ‘outer rim’ absorbs the cumulative
forces transmitted through the ‘spokes’
– the ﬁve dimensions of prosperity. At
the centre is the ‘hub’ – the local urban
power functions, with four interrelated
roles: (i) ensuring the prevalence of
public over any other kind of interest);
(ii) controlling the direction, pace and
momentum of the ‘wheel’; (iii) ensuring
the balanced development of the ﬁve
‘spokes’ and associated synergies;
and (iv) in a two-way relationship,
absorbing and amortising any ‘shocks’
transmitted by the ‘spokes’. The ‘hub’
23  January 2013

brings together the power functions
(e.g., laws, regulations and institutions,
urban planning, civil society, trade
associations, special agencies, etc.)
associated with the ﬁve ‘spokes’. In this
role the ‘hub’ represents human agency
in all its embodiments. “ hold the spokes
of the wheel together” following the
diagram page.

MEASURING PROSPERITY:
ATTEMPTS, FAILURES AND
PROGRESS
Prosperity remains one of humankind’s
most enduring pursuits across time
and space. But it is only in the past
few decades that decision-makers,
academics, practitioners and populations
have started to measure this important
dimension of human development. This
has been a journey of learning, trial and
error. The adage “what gets measured,
gets done” has injected a sense of urgency
in the pursuit not just of prosperity per
se, but also of an operational deﬁnition
complete with speciﬁc indicators.
More than 70 years ago in 1937, the
Nobel-winning metric of gross domestic

“FACT Conceptually, the notion of prosperity still belongs within the realm of economic
growth, but it has to do with more than just
economic well-being and material progress.
Trying to integrate other tangible and less
tangible human dimensions of development,
such as well-being and prosperity, has been
an ongoing story for more than 40 years, with
efforts to create new metrics and approaches
that add nuance to standard GDP.”
product (GDP) was purported to be
the ‘mother of all statistics’, capturing
the notion of prosperity through total
production of goods and services.
Although GDP spread rapidly and
was widely accepted for decades, it is
becoming more and more apparent that
this aggregate is too narrow to provide the
accurate measure of a society’s overall
well-being today. In 1972, the king of
Bhutan declared he was interested in
measuring ‘Gross National Happiness’
(GNH). In 1990, US economist Mahbub

ul-Haq convinced future Nobel laureate
Amartya Sen to create “an index as
vulgar as GDP but more relevant to our
own lives.”4 In 2006, China developed
its own “Green GDP Index”, which
seriously challenged the validity of the
standard aggregate, once environmental
aspects were factored in.5 In 2009,
Joseph Stiglitz called for an end to
“GDP fetishism” and, one year later,
the British government announced
that it would, for the ﬁrst time, survey
happiness in addition to purely
economic measures.6 Prosperity is a
more complex notion, one that cannot
be captured through straightforward
indices that measure how much money
people earn or how many cars they
own. A ‘prosperous’ life includes other
non-material, non-tangible dimensions,
like having a voice in shaping the
future of one’s city, having meaningful
relationships, belonging to supportive
communities, and having the resources
and capabilities to transform your
dreams into concrete realities.
Recent efforts have attempted to include
these other dimensions of prosperity
for a more accurate representation of

societal progress.
__________________________________

Fetching water in Debre Zeit city, Ethiopia. Quality of life and prosperity require
an urban growth with commensurate infrastructure and basic services.
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Banking and Finance
Highlights :

V.T. Pai

Preamble:
Some of the policy measures announced
by Finance Ministry and RBI During of
December, 2012 would have far reaching impact on the Indian Economy if not
immediately, over the medium term the
inﬂow from FII’s (Foreign Institutional
Investors) have crossed $ 20 billion
highest since 2010 when it was ﬂooded
with a record high of $ 29 billion. The
strong base for the same is resilient Indian Economy growing around 5.5%
while the economies of advance countries are stagnant / shrinking. They ﬁnd
India is certainly a better alternate *
The IIP index recently has shown 8.2%
y-o-y growth in October, 2012 mainly
in manufacturing sector. However,
Government ofﬁcials are tight lipped
on such growth sustaining further. They
would like to wait for some more time
to be sure of the good beginning to stabilize. * Finally the Lok Sabha has approved the bill enabling RBI to issue
new bank licenses. The front runners
are L & T Finance / Sundaram Group /
Birla Group to name a few. * However
RBI seems to be ﬁrm. It will do so only
when it is empowered to supersede the
board of the Bank & inspect the books of
its associate banks. * It is clear now the
Ministry and RBI are on different wave
length; it is not a happy development.

•

FII’s inﬂows cross $ 20 billion in 2012

•

Finally RBI gets power to issue bank licenses

•

Planning Commission sticks to subsidy
projections

•

RBI to cut interest rate only in
January, 2013

It appears now that some time ago the
Finance Minister Shri. P. Chidambarm
expressed his intention though with a
great regret that his Ministry will walk
alone if situation so demands. However,
he will keep over all national interest of
the country in mind while doing so. *
RBI would be taking the decision about
cut in base interest rate only in January
2013. This has disappointed large number of investors. * Planning commission
sticks to its subsidy projection to 1.9%
of GDP during 2012-13. The indications
are that it may come down to 1.2% only
during the year 2016-17. Government
expects the use of cash transfer to bring
down the leakages. Much will depend
on success of cash transfer system
which has yet to establish the objective
for which it is setup.
In the following paragraphs we have
attempted to cover majority of the
above points if not all. Those interested
in further details may please write to
the author.
1. FII inﬂows in 2012 cross $20 billion:
Inﬂows from foreign institutional investors (FIIs), the main driver of Indian equities, topped $20 billion (around Rs.1.1
trillion till December 2012) in the ﬁrst 11
months of the calendar year-the second
highest since 1993, when India opened
the doors to this class of investors.
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Foreign funds began increasing exposure
to Indian equities in the beginning of
calendar 2012, after taking money out in
2011, following two tranches of liquidity injection worth €1 trillion (around
Rs.72 trillion today) by the European
Central Bank via its long-term reﬁnancing
operations programme.
“In a world of easy liquidity, investors
are clearly looking for fundamental
investment opportunities that can play
out in the next decade or so, and India
certainly qualiﬁes for the same,” says
Sivasubramanian K.N., chief investment
ofﬁcer, Franklin Equity—India
At $20.25 billion during last week of
November, 2012, according to Securities
and Exchange Board of India (SEBI) data,
FII investment in Indian equities was the
highest since 2010, when the market
was ﬂooded with a record $29.32 billion
inﬂow net of sales.
According to market experts, India’s more
or less resilient economy has also helped
attract ﬂows of this magnitude at a time
when developed economies continue to
limp back from a slowdown. India has
continued to clock growth of at least 5%,
albeit slower than in the previous years,
in gross domestic product (GDP) even
as several major economies witnessed
contraction.
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“Data suggests that FII holding in Indian
equities is currently at close to all-time
highs,” Franklin Templeton’s Sivasubramanian said.

negative or at best ﬂat. The September
ﬁgure was revised downwards from a
0.4% contraction to a 0.73% fall while
the July and August numbers too were

to watch the numbers for a few more
months. A separate release showed retail inﬂation had climbed to 9.9% in
November from 9.75% in October, and
the two data points read together all but
doused hopes of any immediate cut in
interest rates. Key stock market indices,
rather than rally on the unexpected IIP
performance, closed 0.16% down at
19,335 points.
3. Finally, RBI Gets Power to Issue New
Bank Licences :
The Lok Sabha has approved a crucial
Bill which could eventually see many of
India’s largest business houses return to
banking, a sector from which they evicted in 1969 after the then Prime Minister
Indira Gandhi nationalised banks.

2. Factory Output Shoots Up, But
Hope Doesn’t:
Govt and experts play down surge
as it may’ve been due to low base &
festive demand India’s industrial output
leapt to a 15-month high in October,
the swing to positive territory offering a
brief respite to policymakers battling a
barrage of mostly grim economic news
even though experts and the government played down the jump. Government data showed industrial output as
measured by the Index for Industrial
Production (IIP) rose 8.2% year-on-year
in October, 2012 almost double the
expectations and compared with a
0.73% dip in September,2012.

revised to -0.06% and 2.29% from 0.17% and 2.24%, respectively.
The government refrained from reading too much into the October ﬁgure,
which experts called a statistical freak
brought about by a low base and seasonal factors. “One swallow does not
make a summer… There are signs of
greenshoots. Let us be happy about
the moment, but let’s see how we go
forward in next four months,” Finance
Minister P Chidambaram said, an assessment shared by experts who wanted

“Since the Bill is important for me to
pass, therefore I am bringing the Bill
dropping the controversial clauses,”
P Chidambaram said winding up
arguments on the Bill.
Those in the fray to receive banking
licenses include NBFCs belonging to
the Shriram and Sundaram Groups,
L&T Finance as well as ﬁnancial service
business linked to industrial houses such
as Mahindra Finance and Birla Sunlife.
Further, the RBI will have the power
to supersede the boards of banks and
to inspect the books of associates of
banks. The RBI had made it clear that it
would not issue licenses unless it gained
these powers.

The October bounce, mainly on the
back of a strong manufacturing sector
growth, especially of consumer durables
and capital goods, helped lift industrial
output for the April-October period as
a whole to positive territory at 1.2%.
Without it, the seven-month combined
output growth number would have been
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“India needs at least 200 banks, several
small banks and a few large ones. The
legislation will give RBI greater powers
and make investors more conﬁdent,” said
Rashesh Shah, Chairman and CEO of the
ﬁnancial services group Edelweiss, adding that his group would wait for the ﬁnal
guidelines before applying for a license.

tions expressed by ﬁnance minister P.
Chidambaram over the targets being too
high. The commission, however, has reduced the Plan size by Rs.4.4 trillion to
Rs.43.3 trillion.
The Planning Commission has estimated
the subsidy bill will come down from
1.9% of gross domestic product (GDP)

START OF A NEW ERA

To be sure, the government expects the
use of electronic cash transfers to bring
down its subsidy bill by plugging leakages. But the exact savings may depend
on the successful and widespread implementation of the cash transfer scheme.
The government revised its ﬁscal deﬁcit
target upwards to 5.3% of GDP in 201213, higher than the budget estimate of
5.1%.
This reduction in the internal resources
and borrowings of the public sector enterprises would have been made to include a more realistic estimate, he said.
6. Higher FDI Cap, not FIIs, will End
Woes: Insurers
‘FII entry will only help some players dilute stake through listing’
The government’s decision to allow
foreign institutional investors (FIIs) in
insurance companies may not fulﬁl the
capital needs of the sector but will help
some large companies in diluting stake
through public listing, says industry executives.

4. RBI to Show its Interest in Rate Cuts
Only in January, 2013 :

according to budget estimates in 201213 to 1.2% in 2016-17.

The Reserve Bank of India (RBI) maintained status quo on interest rates despite calls from the ﬁnance ministry for
measures to support growth, but the
prospects of cuts beginning January,
2013 have increased because of easing
price pressures and signs that the ﬁscal
situation is on the mend.

“As far as subsidies are concerned, it requires a reduction in subsidies from about
2.5% of GDP in 2011–12 to around
1.2% of GDP in the terminal year of the
Plan,” said the draft document posted on
the Plan panel’s website.

The demand for FDI cap to be lifted
was to address capital issues of the sector, which is under pressure due to the
change in business environment.
Unlike FII, FDI is long-term capital that
can help sustain solvency or the capital
requirement. Insurers say that the shortterm nature of FII ﬂows is inappropriate
for the insurance sector and there is a

GROWTH TARGETS

RBI Governor Dr. Duvvuri Subbarao’s
rigid anti-inﬂationary stance for more
than a year appeared to be easing, even
though he disappointed investors by
not even reducing the cash reserve ratio
(CRR) to ease liquidity pressures.
5. Planning Commission sticks to
subsidy projections:
The Planning Commission appears to
have stuck to its subsidy projections for
the 12th Five-Year Plan, despite reserva-

A look at the Planning Commission’s targets for the 12th Plan (2012-2017) and
what was achieved under the previous Plan
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Banking and Finance
need to encourage long-term investment. “The interest of investors is different in FDI and FII, and for the long-term
development of the industry, we need
FDI,” says P Nandagopal, MD and CEO,
India First Life Insurance.
Large companies do not need growth
capital but to unlock value. Companies
like SBI Life, ICICI Prudential, Bajaj
Allianz have started to pay dividend to
shareholders.
“Like almost all other joint ventures
currently operating in India, Aegon’s was
structured a number of years ago with
the expectation that we would be able
to increase ownership to 49% within a
few years,” said a spokesperson of the
company.
“We have a strong commitment to India
and welcome any movement in the law
that supports our determination to fulﬁl
the contractual terms of our current joint
venture while allowing us to increase
our position in order to further serve the
strong demand for our core products and
services.”
7. Don’t make too much of IIP nos.
Chief economic advisor Raghuram Rajan
says economic growth was stabilizing
and government’s efforts should
strengthen the recovery, but cautioned
against any sweeping conclusion from
the sharp rebound in industrial growth
in October, 2012.
The industrial production growth, as
measured by the index of industrial production, rose to a 16-month high of 8.2
per cent in October, 2012 data released
on during 2nd week of December, 2012
showed. “We should not be overly inﬂuenced by one number especially given
that there are some issues like base effect
with the IIP number. We should take it as
part of a pattern that hopefully the economic growth is stabilising” Rajan said.
Rajan admitted that the domestic economy will be inﬂuenced by developments
in the US and the Eurozone countries,
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but added that India could tap into many
domestic sources of growth. “Clearly
India will be inﬂuenced by growth elsewhere after all our exports are big part of
the production,” Rajan said.
“I think there are domestic sources of
growth that we can revive. The Finance
minister has laid out various options that
we have for increasing domestic growth
including accelerating the pace of project

completion and so on,” he added.
India’s exports fell 4.2 per cent in
November from a year ago to $ 22.2
billion because of slowdown in the
eurozone and stress even in East Asia
and Asean.
■
__________________________________
The Author is Director-Finance,
MEDC
vtpai@medcindia.com
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Economy: Building-up Feel
Good Scenario!

Sunil S. Bhandare
The Ministry of Finance has recently released the Mid-Year Economic Analysis
(MEA), which, in a sense, is a mini Economic Survey for the FY 2012-13. Evidently, it gives an overall impression of a
more realistic assessment on the state of
the economy than various earlier proclamations from the spokespersons of
the Government of India. However, the
underlying discernment is that the worst
is behind us and the economy is turning around. Surely, the developments in
the political economy in the early part
of 2013 are going to be crucial either
to fortify or falsify the expectations of a
likely growth recovery in the FY 201314. Be that as it may, the following are
some of the important observations and
messages emerging from the MEA:
First, a sharp slowing down of real GDP
growth in the ﬁrst half of (H1) 2012-13 is

visible across all three key sectors of the
economy. While setback to agriculture
and industry was commonly known, the
growth contraction of services sector
is emerging as an additional cause for
concern. This is driven almost entirely
by the sub-sector “trade, hotels, transport
and communication” wherein the growth
rate has dropped from 11.6% in H1
2011-12 to 4.7% in H1 2012-13. Based
on the CSO’s latest quarterly national
accounts data, the following chart
brings out the pattern of deceleration
in two key commodity sectors, namely,
agriculture and manufacturing. It also
projects our estimates for the last two
quarters of the FY 2012-13.
Second, the causative factors for
industrial slow down have been: (a) a
sharp investment deceleration (thanks
to adverse business sentiment); (b)
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infrastructure bottlenecks (becoming an
endemic feature); (c) import substitution
of domestic production (e.g. electrical
machinery); (d) high interest rates (a case
of interest-sensitive sectors like capital
goods and consumer durables); and (e)
export demand constraints. The core
infrastructure industries group (weight of
37.9 in IIP) has also witnessed a sharp
slow down in H1 2012-13.
Third, the inﬂation rate though lower
than during 2010-12, is still considered
to be “uncomfortably high”. Also,
importantly, the core inﬂation (non-food
manufacturing – NFM inﬂation) that
determines the RBI’s interest rate policy
is still found to be sticky. The review
has undertaken an elaborate analysis
about the persistence of high inﬂation,
and brings out such causative factors as
(a) changes in dietary habits and supply
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constraints of protein foods (shifting
consumption basket); (b) signiﬁcant
increase in rural wages both in nominal
and real terms – a typical wage-push
phenomenon; (c) increases in minimum
support prices (MSP) of rice and wheat;
and a mismatch between open market
availability and demand in the case of
wheat; (d) existence of large number
of intermediaries between the farmer
and consumers, leading to high cost of
intermediation and value losses.
Much of this analytical framework of
high inﬂation is by now well-known, so
also many of the policy directions like
(a) reforming APMC legislation; (b) FDI
in multi-brand retail trading (the policy
measure already approved by the Parliament recently); (c) increasing protein supply a la National Mission on Protein; (d)
tempering wage inﬂation that is directly
not linked to productivity; etc. In substance, there are cyclical and structural
issues, which need to be dealt with by
implementing more comprehensive agricultural strategy that has been unveiled
in the ﬁnal Twelfth Plan document.
Incidentally, there seems to be a growing
belief that India’s tolerance limit for the
inﬂation rate may have edged up (say
around 6 to 6.5% annually), alongside
its willingness to temper its growth
aspirations towards much lower level
than an annualized 9% target rate just
a couple of years ago. The neo Hindu
growth ambition seems to be getting
anchored around 6.5 to 7%! Based on
this logic, the RBI is under pressure to
revise downwards the key policy rates in
its January 2013 policy review, which,
by and large would be on foregone lines
– a reduction of 25 basis points in repo
rate combined with similar basis points
reduction in CRR or a straightway 50
basis points reduction in repo rate. This
would provide one more dimension of
feel good factor in the economy.
It, however, needs to be stressed that in
the RBI’s mid-quarter monetary policy
review (Dec. 2012), there is no unequivocal commitment to reduce the key
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policy rates, albeit its “guidance” suggest
that “In view of inﬂation pressures ebbing, monetary policy has to increasingly
shift focus and respond to the threats
to growth from this point onwards. ….
Overall, recent inﬂation patterns and
projections provide a basis for reinforcing our October guidance about policy
easing in the fourth quarter. However,
risks to inﬂation remain and accordingly, even as the policy emphasis shifts
towards growth, the policy stance will
remain sensitive to these risks.
Also, witness the following observation
in the global context: “Lead indicators
point to a modest ﬁrming up in the
momentum of global growth over the
rest of 2012 and in 2013 if there is ﬁrm
policy action in the euro area and the
US. The biggest risk to the outlook stems
from political economy considerations
that could impede, delay or erode
resolute policy action. The consequences
could be deepened ﬁnancial stress and
heightened risk aversion. For EDEs, the
threat of spillovers remains signiﬁcant
in view of the depressed outlook for
global trade and volatile capital ﬂows.
Although inﬂation pressures appear
to be moderating, elevated food and
commodity prices remain contingent
risks, especially for EDEs facing
domestic supply constraints”.
Fourth, the MEA also expresses concerns
about worrisome current account to
GDP ratio (CAD ratio at 4.2% in 201112) caused by widening trade deﬁcit.
“This has increased Balance of Payment
vulnerability to ‘sudden stop’ and reversal of capital, especially when sizeable
ﬂows comprise of debt, and volatile
portfolio investment”. Besides, it points
out that “the global economic climate
continues to be fragile with the problem of ﬁscal cliff in US and uncertainties
surrounding the Euro zone”.
On the policy response side, the review
mentions about the government’s efforts to promote exports through diversiﬁcation of both export destinations and
the export commodity basket. Going

forward, it makes an interesting suggestion “to limit imports by bringing prices
up to international levels so that users
see the full cost” (the recent diesel price
increase is an example). Reﬂecting on the
imperatives of reducing gold imports, it
suggests that “new gold-backed ﬁnancial
instruments in the form of modiﬁed gold
deposits and gold accumulation plans,
besides gold-linked accounts and pension products linked with the precious
metal, are some of the measures being
considered to reduce the attraction of a
direct investment in bullion and jewellery in the domestic market and check a
substantial rise in imports. ….…. They
will thus provide more choices to investors in the domestic market”. Several
skeptics question the effectiveness of
such policy stance in combating gold imports and luring the savers back to their
preference towards ﬁnancial assets.
Fifth, on the exchange rate of the Indian
rupee, the MEA points out that “the depreciation of the exchange rate in 201213 is not speciﬁc to India. Most of the
emerging market currencies have depreciated due to the uncertain global economic environment. The extent of depreciation for rupee (5.6 per cent) between
March 2012 and October 2012 is lower
than that of the currencies of major EMEs
like South Africa’s Rand (11.1 per cent),
Brazilian Real (9.8 per cent) and Russian
Rouble (6.5 per cent)”. Thus, a relative
better performance of the rupee is attributed to the favourable impact of the
recent policy measures to attract capital
inﬂows. Further, while highlighting that
“in the prevailing international ﬁnancial
architecture, reserves are the ﬁrst line
of defense against the volatile capital
ﬂows”, the MEA cautions about the persistent decline in the ratio of reserves to
GDP and calls for its closer monitoring.
Sixth, on the ﬁscal deﬁcit issue, the
MEA brings out various budgetary pressures and emphasizes “the imperatives
that the government tackles the ﬁscal deﬁcit more forcefully”. By way of
policy response, it has nothing new to
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suggest except setting out the recommendations of the Kelkar Committee Report
and its road map for ﬁscal consolidation.
Surely, what is anxiously being looked
forward to is unveiling of the so-called
“bitter medicine” strategy by the Finance
Minister in the forthcoming central budget - will it be growth promoting or investment/growth retarding? Evidently,
the policy options are increasingly constricted with a convergence of so many
adverse domestic and global factors.
Finally, the MEA virtually reiterates the
Finance Minister’s pious intentions (his
October 29 statement) that “with sound
policies and determination the goals can
be achieved and that as ﬁscal consolidation takes place and investors’ conﬁdence
increases, the economy is expected to return to the path of high investment, higher growth, lower inﬂation and long term
sustainability”. Speciﬁcally, it suggests
(a) The slowdown has bottomed out

and the economy is headed towards
higher growth in the second half of
2012-13;
(b) The manufacturing sector is poised
for growth acceleration in the second half of 2012-13;
(c) The agriculture sector is also expected to improve because of better prospects for rabi crops;
(d) The ﬁscal deﬁcit would be contained
to 5.3% of GDP compared to budget
estimates 5.1% for 2012-13;
(e) Further moderation in inﬂation rate
is likely to commence in the fourth
quarter of the current year; and in
turn facilitate softening of monetary
policy; and
(f) The trade deﬁcit in the current year
would not be signiﬁcantly higher
than that of last year; consequently,
CAD ratio would be lower than
2011-12.
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It, thus, concludes by saying that the
overall real GDP growth rate would be
around 5.7% to 5.9% for 2012-13. (The
RBI maintains its baseline projection of
5.8% growth). Doubtless, the MEA has
sought to talk up the economy even in
the midst of contracting key macro parameters, especially private consumption expenditure, savings and capital
formation and widespread sense sociopolitical desperation. The belief is that a
sequence of recent policy reforms would
perform the magic wand. So all is going to be well; what with a new lower
growth equilibrium! All this may augur
well for the formulation of the forthcoming budgetary strategy and, therefore,
for investment and growth scenario of
2013-14. And this is what we are now
made to believe!
■
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