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 1. Sector Performance, Problems, and Opportunities 
 
1. India’s gross domestic product (GDP) growth rate for FY2013 was estimated at 4.8%, the 
lowest in a decade. The economy has experienced a consistent fall in quarterly GDP growth 
since the beginning of FY2011 due to high current account and fiscal deficits and investment 
volatility. To boost growth and reduce poverty, the government has prioritized infrastructure 
development. It has targeted a doubling of infrastructure investment from around $500 billion 
(2006 prices) in the Eleventh Five-Year Plan, FY2008–FY2013 to around $1 trillion in the Twelfth 
Five-Year Plan, FY2013–FY2018. Around 47% of the Twelfth Five-Year Plan infrastructure 
investment is programmed to come from the private sector, compared with around 38% in the 
Eleventh Five-Year Plan. In addition to boosting growth, infrastructure investment promotes 
inclusion and poverty reduction through (i) job creation, (ii) reduction in production costs and 
capacity expansion, and (iii) better connection to markets and economic centers.1  
 

(i) Eleventh Five-Year Plan Performance  
 
2. During the Eleventh Five-Year Plan, higher than expected investment was achieved in 
telecommunications, roads, and oil and gas pipelines. However, projected investments fell short 
in power, airports, irrigation, water supply and sanitation, railways, ports, and storage. This 
realized investment occurred in the context of an 11%–23% downward revision in planned 
investments in roads, railways, and water supply and a 53% cut in port outlays. An overview of 
investment performance is shown in the table titled Plan Infrastructure Investment.  
 

Plan Infrastructure Investment  
($ billion) 

 
Tenth 

Five-Year 
Plan 

Eleventh 
Five-Year 
Plan Base 

Year 
FY2008 
Actual 

FY2009 
Actual 

FY2010 
Actual 

FY2011 
Actual 

FY2012 
Revised 

estimates 

Total 
Eleventh 
Five-Year 

Plan 

Total GDP  4450.31 1047.49 1150.16 1194.91 1293.35 1416.90 1514.04 6569.36 
Public  174.20 43.72 49.39 57.27 58.80 65.02 65.86 296.33 
Private   49.24 15.02 22.20 29.85 29.00 52.82 44.14 178.01 
Total  223.43 58.74 71.59 87.12 87.79 117.84 110.00 474.34 
Investment as percent of GDP 

Public    3.91 4.17 4.29 4.79 4.55 4.59 4.35 4.51 
Private   1.11 1.43 1.93 2.50 2.24 3.73 2.92 2.71 
Total  5.02 5.61 6.22 7.29 6.79 8.32 7.27 7.22 

GDP = gross domestic product. 
Source: Planning Commission. 

 
(ii) Risks and Challenges 

 
(a) Sector specific challenges 

 
3. Project execution in the Eleventh Five-Year Plan was slow partly due to land acquisition, 
environmental clearance, and regulatory and litigation issues. Delays stemmed from 
management changes and capacity constraints at the National Highway Authority of India (NHAI) 
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(in roads), the lack of a Master Concession Agreement (MCA) (in ports), and restrictive policies, 
conflicts of interest, and termination clauses in other concession agreements.2   
 
4. Power. The distribution segment is collapsing and accumulated losses for the sector 
exceed $40 billion. The gap between per unit cost of supply and tariff exceeds INR1.0 resulting in 
a loss for every unit. Private investment is unviable and power purchasers are seen as a weak 
credit. Sustainable tariffs are therefore required and collection efficiency improved. 
 
5. Ports. Against a target of 512 million tons, the capacity addition in major ports during the 
Eleventh Five-Year Plan was only 185 million tons. The poor performance was due to the 
awarding of only 20 public-private partnership (PPP) projects against a target of 49 during the 
Eleventh Five-Year Plan. Major ports are operating at more than 90% capacity, and poor rail–
road connectivity has led to congestion. The non-major ports in the state sector performed better 
by adding 257 million tons against the target of 347 million tons. 

 
6. Roads. By March 2012, 95 projects handled by the NHAI and 126 projects handled by 
state public work departments had been delayed because of absence of land acquisition and 
environment clearances and poor contract performance. While investments in PPP projects were 
valued at $32 billion in June 2012, up from $23 billion in June 2011, private participation may be 
decreasing. Between April and September 2012, the NHAI only awarded six projects, resulting in 
construction of 560 kilometer (km) of highways at a cost of around $890 million.3 
  
7. Airports. While the Airport Authority of India (AAI) approved 14 projects for $5.4 billion 
and received proposals for seven more, land acquisition and environmental clearances are major 
issues. Airports in tier 2 and 3 cities do not even generate revenues to cover long-term costs. 
  

(b) Financial sector challenges  
 

8. Banks. While banks have been the largest infrastructure lenders, they face problems like 
asset–liability mismatches, overexposure, and capital restrictions. Banks also do not charge 
higher spreads during construction, or arrange refinancing from long-term investors or capital, 

post completion, thereby not managing asset liability mismatch risk.
4
 While the nonperforming 

asset ratio improved from 5.2% in 2005 to 2.4% in 2008, asset quality has declined. The ratio of 
restructured standard advances of banks to gross advances increased from 3.5% in March 2011 
to 4.7% in March 2012 and to 5.9% in September 2012.5 Infrastructure experienced a greater 
degree of restructuring, with power the sector being the most impacted.     
 
9. External commercial borrowings. The share of external commercial borrowings 
(ECBs) in total infrastructure investments has been declining. ECBs are restricted in tenor and 
foreign exchange management policies, and the view of international investors of the prevailing 
regulatory environment, leading to reluctance in making long-term investments. Underdeveloped 
Indian financial markets may have also contributed to the drop in ECB funding.  

                                                 
2
 The bidding documents in the power sector have created risks and costs associated with pricing and availability of 

fuel. Consequently, several projects may become unviable. 
3
 In 2011, the NHAI constructed roads at the rate of 6.16 km/day, while the state public work departments and Border 

Roads Organization completed 4.23 km/day, compared with the targeted 20 km/day.  
4
 The bucket-wise analysis of asset liability management for the period of March 2006 to September 2010 shows that 

banks have created the highest asset liability management in the “more than 5 years” category (42.1%) as 
compared with the “3–5 years” (31.0%) and “1–3 years” (26.9%) categories.  

5
 Between March 2009 and March 2012, while total gross advances of the banking system grew by less than 20% 

(compound annual growth rate), the restructured standard advances grew by over 40%. 
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10. Structuring. It is difficult to structure financing proposals due to regulatory issues, 
restrictions, and transparency in documentation. Consequently, many projects are suffering 
because of a lack of clear-cut implementation schedules and targets. Given the long-term nature 
of projects, risks like interest rate fluctuation as well as currency exchange rate risk abound.  
 
11. Equity availability. A 70:30 debt equity mix, for around $500 billion of private sector 
investment, implies the need for $150 billion of equity over the Twelfth Five-Year Plan. With the 
infrastructure sector having a market cap of $55 billion (50% promoter share), it will be a 
challenge to generate the $100 billion of additional equity. Equity funding will therefore be a key 
constraint going forward—possibly a bigger constraint than debt—since equity providers have 
ignored infrastructure owing to low free cash flow generation, low return on equity, and 
susceptibility to project delays and policy risk. A large portion of the required equity is expected to 
come by way of foreign investments. Regulatory changes that will make projects commercially 
attractive are needed to draw equity into infrastructure. Also, changes, such as amending pension 
regulations to allow investments in equity markets, will be critical.   
 
12. Debt market instruments. Bonds are a source of low-cost, long-tenor funds suitable for 
infrastructure. However, the Indian corporate bond markets are underdeveloped and illiquid. 
Restrictions on investments by institutional investors limit the range of bond financing options.6  
 
 2. Government’s Sector Strategy 
 
13. The government is considering various proposals to improve the enabling environment. 
 

14. Roads. The Committee under the Chairmanship of B.K. Chaturvedi suggested major 
reforms in the three modes of delivery: build-operate-transfer (toll), build-operate-transfer 
(annuity), and engineering and procurement contract.7 Additional policy reforms include (i) 
establishing viability gap funding by way of capital grants of up to 40% of project cost; (ii) 
providing a 100% tax exemption in any consecutive 10 out of 20 years during a concession; (iii) 
allowing duty free import of high quality equipment; (iv) permitting foreign direct investment of up 
to 100% and relaxing ECB norms; (v) lengthening concessions to 30 years; (vi) developing MCA 
for state highways; and (vii) standardizing model bidding documents. 
 
15. Ports. Delays in awarding projects were mainly due to restrictive regulations and 
consequent litigation. As a reform measure, several large projects have been cleared by the 
Private Partnership Advisory Committee and Cabinet Committee on Infrastructure and have 
entered the bidding stage. It is expected that the pace of awarding projects will pick up in the 
wake of the easing of restrictive clauses in the bidding process and the formalization of the MCA. 
   
16. Airports. The foreign direct investment limit has been increased to 49% to provide relief 
to debt-laden airlines, and the creation of an independent regulatory body (the Civil Aviation 
Authority) has been proposed. Its objectives are to facilitate safety monitoring, economic and 
environment regulation, and consumer protection. Concurrently, beginning in January 2013, the 
Ministry of Civil Aviation decided to remove the airport development fee in the Delhi and Mumbai 
airports, reducing receivables by $730 million in Mumbai and $218 million in Delhi. The Ministry 
suggests that majority stakeholders should raise capital to bridge this gap.  

                                                 
6
 Insurance Regulatory and Development Authority regulations mandate a minimum AA investment criteria for 

insurance funds.  
7
 Government of India, Planning Commission. 2010. Second Report of the Committee under the Chairmanship of B.K.  
Chaurvedi, Member, Planning Commission Government of India on Faster Implementation of National Highway 
Development Program. Delhi.  
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17. Power. Tariff-based pricing has been implemented for transmission rather than the cost 
plus method from January 2013. The government has also approved a foreign investment limit of 
49% on investment in power generation, transmission, and distribution, with foreign direct 
investment at 26% and foreign institutional investment at 23%. The interim report of the High 
Level Committee on Financing Infrastructure recommends establishing PPPs in distribution and 
viability gap funding. The committee also suggested that while fuel for power plants, specifically 
coal, can be imported in the short term, PPPs should be allowed in domestic coal production 
over the long term.8 
 
18. Financial reforms. The allocation to the infrastructure sector in the FY2013 budget was 
around $40 billion 20% higher than in 2010. Further, the foreign investment limit for corporate 
bond investment with residual maturity of over 5 years issued by infrastructure companies was 
raised to $25 billion from $5 billion. In addition, tax-free bonds of $5 billion can be issued by 
government infrastructure entities. To attract foreign capital to infrastructure debt funds, the 
withholding tax rate has been reduced to 5% from of 20% on interest earnings from these funds.  
 
19. Environmental and social safeguards aspects. The Land Acquisition, Rehabilitation 
and Resettlement Bill, currently before Parliament, guarantees entitlements to rural households 
affected by infrastructure development and defines the method for the computation of the market 
value of land. The bill outlines minimum compensation based on land market value and 
resettlement entitlements.  
 
20. The Ministry of Environment and Forests is the environmental regulator and accords 
environment clearance for projects as indicated in the schedule for environmental impact 
assessment (EIA) under the Environmental (Protection) Act, 1986. The principles of 
environmental regulation include: (i) the EIA is used for assessing the impact of a project and 
ensuring that its impacts are appropriately addressed; (ii) the EIA helps sponsors in incorporating 
environmental aspects in project planning and determining the impact; (iii) sponsors are 
responsible for determining and disclosing relevant information needed for a EIA; and (iv) review 
of the EIA by the appropriate agency ensures that the proposed mitigation measures are 
effective and are integrated into overall project planning. 
 
 3. Role of India Infrastructure Finance Company Limited 

  
21. The India Infrastructure Finance Company Limited (IIFCL) is the only financial institution 
in India that enjoys both government equity infusion and guarantees for its borrowings. To justify 
government support and to respond to market needs, IIFCL operations are geared to leveraging 
resources and complementing bank financing by expanding its products to include subordinate 
debt, credit enhancements, and take-out financing. As up to 10% of project costs can be 
supported by IIFCL through subordinated debt, and given the large need for equity during the 
Twelfth Five-Year Plan, the subordinate debt window is critical. The approval of subordinated 
debt is not linked to the debt exposure of partners in IIFCL’s lending consortium, but preceded by 
a minimum level of borrower's equity investment. In order to leverage IIFCL’s equity, the 
government may provide callable capital to allow IIFCL to expand use of guarantees to attract 
institutional investors. IIFCL also offers take-out financing to facilitate bank financing by mitigating 
bank sector exposure limits and asset and liability mismatch. In addition, IIFCL offers the take-out 
option at financial close to take out of a portion of bank debt after project completion. The terms 
are based on subproject ratings and can result in a significant reduction in borrowing costs.
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Problem Tree for Infrastructure Financing  
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Sector Results Framework (Infrastructure Financing, 2013–2018)  
Country Sector Outcomes Country Sector Outputs ADB Sector Operations 

Outcomes with 
ADB Contribution 

Indicators with 
Targets and 
Baselines 

Outputs with ADB 
Contribution 

Indicators with 
Incremental Targets 

Planned and Ongoing ADB 
Interventions 

Main Outputs Expected from ADB 
Interventions 

Better financial 
intermediation for 
infrastructure PPP 
projects 
 
Expansion and 
optimization of power 
transmission and 
distribution systems 
 
Lowering of aggregate 
technical and 
commercial losses 
 
Greater private 
participation in the road 
sector 
 
Strengthening urban 
and municipal 
institutions and 
governance 

Private sector 
investment in 
infrastructure grows 
to 50% to total 
investment during 
the Twelfth 
Five-Year Plan 
 
Baseline: Total 
private sector 
investment during 
the Eleventh 
Five-Year Plan was 
37% 

Increased and 
efficient use of 
energy, including 
renewable energy 
 
Increased 
movement of people 
and goods in a more 
efficient and 
sustainable manner 
 
Greater availability 
of drinking water 
and sanitation 
services 
 
Increased 
infrastructure 
economic and social 
investment to 
sustain high growth 
and efficient use of 
public finances  

Infrastructure 
investment as 
percentage of GDP 
increased to 9.5% in 
2019 (2012 baseline: 
8.3%). 
 
100,000 MW of power 
generation capacity 
developed (2012 
baseline: 199,877 
MW). 
  
10,000 km of national 
highways added 
(2012 baseline: 
76,818 km of national 
highways). 
 
Reduce power 
transmission and 
distribution losses to 
20% (2012 baseline: 
20%).  
 
Gross irrigated area 
increased to 103 
million hectare (2012 
baseline: 90 million 
hectare). 

Planned key activity areas 

Water and Urban: Drinking 

water, sewerage and waste 
management systems.  
Energy: Solar, hydro and other 

renewables; transmission and 
distribution.  
Transport: State and rural 

roads, railways, and urban.  
   

Pipeline projects and 
estimated amounts 
 

Water and Urban: $1.1 billion 

(16.2% of 2013–2015 lending) 
Energy: $1.9 billion (28.5% of 

total 2013–2015 lending).  
Transport: $2.2 million (33.3% 

of 2013–2015 lending).  
Innovative infrastructure 
financing: $800 million (11.7% 

of 2013–2015 lending).  
 
Ongoing Projects 
 

Water and urban: 23 loans for 

$2 billion as of 31 December 
2012 (including 15 EGM 
projects). 
Energy: 26 loans for $3.7 billion 

as of 31 December 2012 
(including two EGM projects) 
Transport: 15 loans for $3.3 

billion as of 31 December 2012 
(including two EGM projects). 

Pipeline projects  

Water and urban: 540 km of water  

pipes installed or upgraded; 512 km of 
sewerage and drainage network 
constructed; 165 MLD water treated; 
63 MLD wastewater treated; 0.13 
million households provided with 
improved water supply.   
Energy: 1,250 MW of solar, hydro, 

and wind power installed or upgraded  
Transport: 3,600 km of state roads 

including 600 km and 6,000 km of 
rural roads improved; 530 km of 
railway track and 3 km of metro 
developed.  
 

Ongoing projects 
 

Water and Urban: 6,780 km of water 

supply pipes installed or upgraded; 
4,150 km of sewerage and drainage 
network constructed; 1,336 MLD 
water treated; 1,116 MLD wastewater 
treated; improved water supply 
provided to 1.25 million households; 
improved sewerage provided 
to1million households.  
Energy: 885 MW of hydropower; 

7,760 ckm of transmission; and 
104,481 ckm of distribution lines 
installed or upgraded. 
Transport: 9,000 km of state and 

30,000 km of rural roads improved; 
1,200 km of railways double-tracked 
and 640 km electrified. 

ckm = circuit kilometer; EGM = effective gender mainstreaming; GDP = gross domestic product, km = kilometer, MLD = million liters per day; MW = megawatt, PPP = 
public-private partnership 
Sources: Draft Country Partnership Strategy: India, 2013–2017 (consultation version); Government of India, Planning Commission Interim. 2012. Interim Report of the 

High Level Committee on Financing Infrastructure. Delhi.  


