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Hyderabad shows the way

ISHER JUDGE
AHLUWALIA
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YDERABAD, the capital
city of Andhra Pradesh,
located on the banks of
the Musi river in the
northern part of the Deccan Plateau, has again shown the way.
Inanearliercolumn,wereportedonthe
OuterRingRoadinHyderabadasoneof
thefewexamplesof transit-orientedurbandevelopmentinIndia,whichhasalso unlocked land value to partially financethenewinfrastructureneedsof a
growing city. Hyderabad has now come
up with a metro rail project with multimodal connectivity under public-private partnership (PPP). The project is
being implemented not as a simple
mass transit system, but as an urban redesign concept with emphasis on lastmile connectivity, room for cycling and
other non-motorised transport, pedestrian facilities, green areas and public
spaces with an eye for aesthetics.
Spread over 650 square kilometres,
Hyderabad is one of the largest metropolitan areas in India. With a city population of 6.8 million and a metropolitan
population of 7.8 million as of 2011, it is
the fourth most populous city and the
sixth most populous urban agglomeration in India. The metro rail project that
spans over 72 km is a significant response to the growing transport demand from this rapidly growing urban
region. As investments in manufacturing,R&D,ITandbiotechindustrieshave
flocked to the area, this has strained the
existing infrastructure of the city. Given the long time it takes to put transport
infrastructure in place, the metro rail
project, which was launched in May
2012 and is scheduled to be completed in

May 2017, is not a day too early.
The project uses state-of-the-art technology with stringent technical specifications,performancecriteriaandsafety
standards. For example, a communication-based train control (CBTC) system
is being introduced as a signalling system, which can accommodate much
greater frequency of train traffic than
thedistance-to-gosystemthatisinuseat
the Delhi Metro. The metro stations are
being built with single-pier (pillar) supportedcantileverstructuresratherthan
the three-tier supported portal structures that completely cover the road and
create a tunnel effect.
There has been some dissatisfaction
from some quarters about not going underground at least in some places in order to preserve the beautiful view of the
ancient monuments, which, in Hyderabad,aremany.NVSReddy,managingdirector, Hyderabad Metro Rail project,
maintains that the metro rail has kept a
safedistanceof atleast500feetfrommonuments such as the Charminar, Salar
Jung Museum and other structures of
archaeological importance. He also
points out that “an elevated metro system is much more energy efficient than
an underground system. Also, since undergroundmetrostationsneedtobebuilt
in‘cutandcover’method,itisnottechnically and financially advisable to opt for
anundergroundsysteminHyderabadin
viewof itstough,rockyterrain.”
Mostof theengineeringdesignworks
have been completed and all procurement contracts have been finalised. Orders have been placed for coaches, signalling and telecommunications, rails
andfasteners.Outof thetotalof 2,500pillars, 450 pillars have been constructed.
Works at both the major depots of MiyapurandUppal,andatthecastingyardsat
Uppal and Qutubullapur, are in full
swing.Thefirststretchof 8kmisexpected to be completed by December 2014.
Building a modern mass transit system in dense traffic corridors in Indian
cities is an engineering feat. It is even
more commendable when it uses an innovative financial design so as to re-

ROHNIT PHORE

The city’s metro project demonstrates how private capital can be deployed in public projects
in a transparent, efficient and competitive manner

The project is being implemented not as a simple mass
transit system, but as an urban redesign concept with
emphasis on last-mile connectivity, room for non-motorised
transport, pedestrian facilities, green areas and public
spaces with an eye for aesthetics

quire very little public funds. It offers
new opportunities for developing urbaninfrastructureforcitieswhentheir
urban local bodies are completely
starved of financial resources.
The metro rail project was awarded
through a transparent process of competitive bidding, based on a model concessionagreementforurbantransitprepared by the Planning Commission. Out
of atotalinvestmentof R14,132crore($2.6
billion), the Government of India has
sanctionedR1,458croreasVGF(viability
gap funding), amounting to 10% of the
projectcost.TheremainingR12,674crore
is being invested by the private partner,
L&T Metro Rail (Hyderabad) Ltd. The
Government of Andhra Pradesh is
spending R1,980 crore on land acquisition, widening of roads, relief and rehabilitation(R&R),andshiftingof utilities.
There is no further financial support
from the government during the entire
concession period. The system comes
back to the government after the concession period of 35 years (extendable by 25
years). Hence the concessionaire is only
licensed to use the land, while the governmentcontinuestobetheowner.
A revenue model has been carefully
workedout,withamixof affordableand
predictable passenger fares and lease
rentals and real estate development at
the metro stations. This business model
based on Transit-Oriented Development makes Metro stations hubs of economic activity, increases Metro ridership, reduces road congestion, and
improves financial viability of the
Metro system. No metro system in the
world is financially viable purely from
passengerfares.Thefourprofit-making
metros in the world (Singapore, Hong
Kong, Tokyo and Taipei) get a substantial part of their revenue from property
development at metro stations. Following this model, Hyderabad Metro will
derive 45% of its revenue from lease
rentals of the real estate developed at
metro stations and depots and 5% from
advertisements, parking and other miscellaneoussources.Theotherhalf of its
revenuewillcomefrompassengerfares.

The fares have been set keeping in
mind considerations of affordability
and compatibility with bus fares in Hyderabad. To protect the consumer from
theprivateoperator’sover-chargingand
also to ring-fence the mega PPP project
from possible political or bureaucratic
interference, passenger fares and the
fare-escalation formula have been
frozenandnotifiedinadvance.Thebasic
faresin2014willrangefromaminimum
of R8(foruptoa2kmride)toamaximum
of R19 (for a more than 18 km ride). The
minimum fare in Hyderabad in 2014 is
thesameasinDelhiin2011,andthatprojected for Mumbai in 2014 and for Chennai in 2015. The fare-escalation formula
allowsincreaseinfaresby5%everyyear
inthefirst15years,besidesneutralising
the inflation (WPI based) up to 60%.
World over, there are about 200 railbased urban mass transit systems.
Mostof themhavebeenbuiltbygovernments as they are capital intensive projects that typically make losses, but are
essential for the liveability and competitiveness of large cities. Less than halfa-dozen systems have been built under
public-private partnership.
The Hyderabad project is one of the
largest metro rail projects built by a private entity anywhere in the world. It
demonstrates how large volumes of privatecapitalcanbedeployedinpublicprojects in a transparent, efficient and competitive manner. It is not surprising that
theprojectwasselectedfortheGlobalEngineering Project of the Year Award earlierin2013bythesixthGlobalInfrastructure Leadership Forum in New York.
India has been the top recipient of private participation in infrastructure activitysince2006,attractingatotalinvestment of R2,20,000 crore in 2011-12 alone.
ThisshouldencourageothercitiestofollowtheleadgivenbyHyderabadMetroto
plan ahead by attracting private investmentintransportinfrastructure.
The author is chairperson of ICRIER
and former chairperson of the
high-powered expert committee on
urban infrastructure services

Why FSLRC wants a bigger role for FSDC

Though the commission has suggested unification of financial sector regulators, it has fallen short of recommending a single unified regulator,
envisaging RBI to continue to be the banking sector regulator
EXAMPLES OF FINANCIAL STABILITY ARCHITECTURE
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he Financial Sector Legislative
ReformsCommission(FSLRC),in
its recently submitted report,
recognises systemic risk oversight as a
keypillarof financialregulation.Broadly speaking, systemic risk is a broadbased breakdown in the functioning of
the financial system, which is normally
realised, ex post, by a large number of
failures of financial institutions or of a
few highly integrated financial institutions, with potentially serious consequences for the real economy. The concept of systemic risk stems primarily
from inter-linkages across different financial institutions and the interconnectedness of the financial system with
otherpartsof theeconomy.Theglobalfinancial crisis has underscored the need
for understanding systemic risk and its
two-wayrelationshipwithrealactivity.
Thecommissionenvisagesanewregulatory architecture for monitoring of
systemicriskintheformof a“councilof
regulatory agencies” for India. Importantly, it envisages placing the existing
body inside the ministry of finance—Financial Stability and Development
Council (FSDC)—on a much sounder legalfooting,withwell-definedpowersand
responsibilities in the area of systemic
risk oversight. It will be a statutory body,
and will have operational and financial
autonomy. FSDC (with an in-house Financial Data Management Centre) will
be the single agency responsible for aggregating data from different regulators
andmaintainingitinelectronicform.
Inadditiontobeingthedatatsar,other
tasks assigned to FSDC will include research and analysis; identification and
designation of systemically important
financial institutions (SIFIs), including
conglomerates; formulation and implementation of system-wide measures for
mitigation of systemic risk such as
counter-cyclical capital buffers; interregulatoryagencycoordination;andcri-
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Entities included

Chair

Sub-entities

AUSTRALIA

Council of Financial Regulators

Reserve Bank of Australia, Australian Prudential Regulatory Authority,
Australian Securities and Investments Commission, Treasury

Reserve Bank
of Australia

None

INDIA

Financial Stability and Development
Council (FSDC)

Ministry of Finance, Reserve Bank of India, Securities and Exchange Board of
India, Insurance Regulatory and Development Authority, Pensions Fund
Regulatory and Development Authority

Finance
Minister

Subcommittee
(Chaired by RBI)

INDONESIA

Financial System Stability Forum

Ministry of Finance, Bank of Indonesia, Indonesia Deposit and
Insurance Corporation

Ministry of
Finance

Steering
Committee

JAPAN

Informal meeting

Ministry of Finance, Bank of Japan, Financial Supervisory Agency

?

None

KOREA

Informal meeting

Ministry of Strategy and Finance, Bank of Korea,
Financial Supervisory Service

?

None

UK

Bank of England, MOU between Prudential
Regulatory Authority and Financial
Conduct Authority

Bank of England, Financial Conduct Authority

N/A

None

US

Financial Stability Oversight Council

Treasury, US Federal Reserve, Securities and Exchange Commission, Commodity
Futures Trading Commission, Office of the Comptroller of the Currency, Federal
Housing and Finance Agency, National Credit Union Administration, Federal
Deposit and Insurance Corporation

Treasury

None

EUROPEAN
UNION

European Systemic Risk Board

European System of Central Banks, national financial supervisory authorities,
European Central Banks, European Commission, three European Supervisory
Authorities and Economic and Financial Committee

President of
European
Central Banks

Steering
Committee

Source: Masahiro Kawai and Peter J Morgan, “Central Banking for Financial Stability in Asia”, ADBI Working Paper, August 2012

sis management. While the first four
tasks will be exclusively assigned to FSDC, the last one would be carried out under the supervision of the ministry of finance.
The FSLRC recommendation for developing a well-articulated framework
forsystemicriskoversightisamajorstep
towardsmodernisationof regulatoryarchitecture of the Indian financial sector
and bringing it in line with the everevolving global environment. The financialworldisbecomingincreasinglycomplex.Althoughfinancialcriseshavebeen
pervasive throughout history, it is now
well-documented that their frequency
and severity in recent decades has increased dramatically. Therefore, the
need for systematic thinking on policies
tomitigatesystemicriskshasbecomealmost imperative. The FSLRC needs to be
lauded for emphasising the need for
thinking seriously on this front in the
context of India. Constructing a centralised database encompassing all financial sector activities and its frequent
monitoringcangoalongwaytowardsefficientoversightandcrisisprevention.
Why this particular regulatory struc-

Considering that RBI is envisioned to continue to perform
the role of banking sector oversight, it might not be best
suited to serve as an autonomous and single interface for
stability of the entire financial system
ture?Inordertogetaperspectiveonthis,
itmightbeusefultolookatinternational
practices. Internationally, the institutional landscape for ensuring financial
stabilityof aneconomyhasitself undergone many changes. Most central banks
have been traditionally performing the
functionof systemicriskoversight,even
without being explicitly mandated to do
so in certain jurisdictions. After the financial crisis of 2008-09, the need for a
strong system-wide financial stability
regulator,whichcouldmakeanindependent and objective assessment of the financial situation, was felt and this ushered in an era of reforms in this area.
Threepossiblemodesof financialstabilityregulationhaveevolved(seetable).
The first is a completely consolidated
regulator for financial stability, such as
in Singapore where Singapore’s central
bank, the Monetary Authority of Singa-

pore, has the authority to regulate the
banking, securities, futures and insurance industries. The second mode is
through the central bank of a country
playingtheroleof financialstabilityregulatorwithmacro-prudentialsupervisory and regulatory powers, such as in the
UK, which has recently established a FinancialPolicyCommitteelocatedwithin
the Bank of England entrusted with the
taskof systemicoversight.Athirdwayfinancial stability regulatory framework
is organised is through a coordination
mechanism in the form of a “council”
comprising of finance ministry and financial sector regulators, serving as coordinator for regulatory and stability issues for the financial sector as a whole,
such as in Australia, the US and the EU.
This council structure is statutory in
somecountriesandnon-statutoryinothers.Thesemodelsforafinancialstability

structure are still evolving and which is
better than the other will be tested over
time.
The FSLRC has recommended this
third model for India with FSDC taking
the role of the “council”. Though the
commission has made a major recommendation on unification of financial
sector regulators, recommending merging SEBI, FMC, IRDA and PFRDA into a
new unified agency, it has fallen short of
suggestingasingleunifiedregulator,envisaging RBI to continue to be the bankingsectorregulator.
In this context, one could debate as to
why can’t RBI perform the role of a coordinating agency? Indeed, the FSLRC report also mentions that it had extensive
consultationswithRBI,whichexpressed
a preference for being in charge of systemic risk oversight. There are both advantages as well as disadvantages of the
central bank being the keeper of financialstability.Theadvantagecouldbeperhaps that RBI has a large research department, which may already be
conducting some of the research and
analysis envisaged for the FSDC, so that
tapping into these resources may be an

easier and faster way of getting things
moving on this front. However, given an
all-encompassingrolearticulatedforthe
“councilof financialregulators”,itisimperative that it be autonomous and independent of any specific regulator and
serveprimarilyasacoordinatingagency
with clearly defined task of monitoring
theentirefinancialsystem.Considering
that RBI is envisioned to continue to perform the role of banking sector oversight, it might not be best suited to serve
as an autonomous and single interface
for stability of the entire financial system.
The idea of an overarching agency to
monitortheentirefinancialsystemisappealing, but at the same time very ambitious. The transition from the current
FSDC, which is a small non-statutory
body inside the ministry of finance, into
a full-fledged statutory coordinating
agency, which is the warehouse for all financial sector data, does constant monitoringandconductsrigorousresearchin
several areas, will truly be a daunting
task. There might be resistance from differentregulatorstoreporttosuchacouncilsothattheprocessof consensusbuilding for implementation of these
recommendations may actually be a
long-windedone.
Another plausible reason why the report may in practice take considerable
time to implement is that its recommendations are rather qualitative. The chapter on systemic risk is full of jargons like
“systemic risk”, “micro-prudential regulators”,
“regulatory
arbitrage”,
“SIFIs”, “counter-cyclical buffers”, etc.
Effective monitoring and oversight of
systemic risk will first require precise
definitions and quantification of each of
these jargons, which will involve careful
thought and rigorous analysis. In this
context, the FSLRC foresees a new role
for the FSDC with a technically sophisticatedteamcapableof doingintensivedata analysis and research on a high-frequency basis. Building such a highly
qualified team of professionals to conduct serious analysis of systemic risk
mightbethemostformidablechallenge.
Anuradha Guru is an officer of the
Indian Economic Service and
Prachi Mishra is a senior economist
in the Office of the Chief Economic
Advisor in the ministry of finance.
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