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INFRASTRUCTURE DEVELOPMENT WORK?
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 Infrastructure in emerging economies has tak-
en on aspects of a magic bullet. It simultaneously 
works as a national aspiration good, a barometer 
of national progress, a mechanism for job creation, 
a vehicle for crowding in private investment, and 
more. Infrastructure has seemingly become both a 
demonstration good and a necessity. That is a heavy 
burden. 

 The two biggest constraints on infrastructure 
provision are–

 1. One, it needs to be built to a minimum scale, which makes it expensive; and 

 2.  Two, it often has a public good component which makes the social value of infrastructure higher 
than its private value to individual users. Hence, private investors tend to fi nd such investments 
relatively unprofi table.

Infrastructure Financing

 The traditional approach to fi nancing infrastructure has thus relied on tax revenues or government bor-
rowing. But this introduces elements of a vicious trap: Poorer economies generate less tax revenue, which 
limits infrastructure investment. This reduces returns to private investment with further spinoffs that affect 
the growth of the economy and keep the country poor. Attempting to break the cycle by increasing public 
borrowing domestically tends to crowd out private investment.

Development of infrastructure by Public-Private-Partnership (PPP) model

 How does one get around this? One possibility is to incentivise private sector participation by provid-
ing targeted subsidies for infrastructure investments. India tried this in the early 2000s by introducing the 
Public-Private-Partnership (PPP) model. The arrangement entailed the government facilitating acquisitions 
of land and primary commodities, as well as access to credit from public sector banks for infrastructure 
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projects. Armed with these implic-
it and explicit subsidies, the private 
sector got to construct and run the 
projects for a designated period of 
time. While a lot of infrastructure did 
get built under the programme, the 
PPP model ended in an avalanche of 
non-performing assets with public 
sector banks, private sector bankrupt-
cies, accusations of widespread cor-
ruption, and a change in government 
in 2014.

'PPP Model' modifi ed to 
'National Champion Model’

 In an implicit endorsement of one 
of the policy priorities of the previous 
government, the NDA government has also identifi ed infrastructure as a key bottleneck. However, it has 
modifi ed the PPP approach by assigning the bulk of the infrastructure provisioning for roads, ports, airports, 
energy, and communications to a few chosen industrial houses. This is the “national champions” model 
where the government picks a few large conglomerates to implement its development priorities. How does 
this model get around the infrastructure fi nancing constraint? To incentivise national champions to build the 
projects identifi ed by the government, one still needs to provide a subsidy to cover the costs. This is similar 
to the PPP model.

'What's new in the National Champion model?

 There are, however, three new aspects to the national champions model–

 First, infrastructure projects take a long time before they start generating returns which also tend to be 
low. To incentivise investment in such projects, these champions need to be given control over existing proj-
ects with strong cash fl ows. This helps the conglomerates to achieve their targeted aggregate returns while 
keeping negative cash fl ow projects on their books. Second, the public association of the champions with the 
government’s national development policy generates a competitive advantage for the champions in getting 
domestic and foreign contracts. This too guarantees some stable cash fl ow. 

 Third, access to some cash-rich projects allows these national champions to borrow from external credit 
markets by using these entities as collateral. This lowers the cost of fi nance of the other projects while also 
freeing up domestic savings for private investment. This is clever and innovative.
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What are the problems with the na-
tional champion model?

  The “national champions” model has 
four clear problems though–

 First, the direct association of these 
conglomerates with government policies 
creates the potential for markets and 
regulators to treat them as too big to fail. This 
opens the door to market hysteria, delayed 
discovery of problems, and spillovers of 
sectoral problems into systemic shocks. This 
has been brought into sharp relief by the re-
cent troubles of the Adani companies. 

 Second, the market concentration it 
encourages can often be bad for effi ciency 
and productivity at the economy-wide level. 

 Third, the longer it takes for projects to 
generate large cash fl ows, the greater will be 
the need for the state to provide the champions with access to additional cash fl ows. That risks turning the 
country into an industrial oligarchy. 

 Fourth, the optics of an uneven playing fi eld in terms of market access and selective regulatory forbear-
ance can become a signifi cant deterrent for foreign investors, an outcome that India can ill afford.

What is the thinking behind the National Champion model?

 A deeper issue is with regard to the proposition that infrastructure provision is the solution to India’s 
growth aspirations. The prevailing thinking is that once the ports, roads, power, etc. are in place, private 
investment will follow. If the experience of the infrastructure investment boom of the early 2000s is any 
guide, this assumption is problematic. The problem in the power sector was not generation but rather the 
inability of the power distribution companies to recover payments. That is a problem of effective demand.

Conclusion

 India is at an infl ection point in its development path. It has bet on a development model based on a do-
mestic demand-driven production structure powered by soft and hard infrastructure that is heavily concen-
trated in a few hands. If it works it will be touted as the next-generation Asian model. Else, it will provide a 
salutary tale of caution for many generations.

 Public-Private-Partnership (PPP) model

 ●   The PPP model is the most innovative partnership 
of today's era, in this public-private partnership a 
government agency and a private sector company 
come together. These two companies, with mutual 
cooperation, rapidly build various projects such as 
public parks, transportation networks that include 
roads, rails, bridges, etc. This model reduces the 
fi nancial burden on the government because with the 
entry of private companies, they also have a stake in 
this model.

 ●   There are many types of PPP models such as 
Build-Operate-Transfer (BOT), Build-Own-Oper-
ate (BOO), Build-Operate-Lease-Transfer (BOLT), 
Design-Build-Operate-Transfer (DBFOT), Lease- 
Develop-Operate (LDO), Operate-Maintain-Transfer 
(OMT), etc. All these models have been implemented 
in sectors other than agriculture in the current era, due 
to which better results are being seen today.
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Expected QuestionExpected QuestionExpected QuestionExpected QuestionExpected QuestionExpected QuestionExpected QuestionExpected QuestionExpected Question

Que.  Consider the following statements–

1. The public-private-partnership (PPP) model allows the government agency and the private sector to 

work together and reduce the fi nancial burden on the government.

2. Under the national champion model, the country's infrastructure is developed by a select few indus-

trial houses.

 Which of the above statements is/are correct?

(a) Only 1

(b) Only 2

(c)  Both 1 and 2

(d) Neither 1 nor 2
Answer : C

Mains Expected Question & Format

Note: - The question of the main examination given for practice is designed keeping in mind the upcom-
ing UPSC mains examination. Therefore, to get an answer to this question, you can take the help 
of this source as well as other sources related to this topic.

Que.:  What is the 'National Champion Model' for infrastructure development in India? How is 
it different from the Public-Private-Partnership (PPP) model and highlight its advantages 
and disadvantages.

Answer Format : 

  What is the 'National Champion Model' and how does it work?

  How is it different from the Public-Private-Partnership (PPP) model?

  How it can help in the development of infrastructure and also tell the disadvantages associated 
with it.

  Give a balanced conclusion.


