INVESTMENT MODELS

m/{R ADITIONAL MODELS —

ussed the public sector, reforms and infrastructure an attempt is being made to
all together different investment models, talked about in the previous sections
d also whar can be other models for boosting the investments in an economy

Having disc
bring them
togﬁfher ai
lxkeclcf:gi:;nporary macro-economic framework revolved around growth models and

owth a function of both savings as well as investments but largely determined by the
overall levels of savings, in the earlier concept of ‘closed’ economy. India in its initial years,
post—indcpendencc, suffered from low savings and it resulted in low investments leading to
low growth. India was believed to be caught in the low growth cycle and unable to break
through this cycle, known as ‘Hindu rate of growth’ (refer to Chapter on Inclusive Growth).
Investment was determined by the overall levels of savings and secondly the investment was
largely by the government. Excess spending over and above savings, resulted in deficit in
such economies.

It may be appropriate to define savings of an economy as the difference between
income and consumption. It could be financial saving (money put in banks, government
securities shares, bonds, debentures, insurance, pension funds, etc.,) but other than the
cash held. The other is physical savings which could be assets such as real estate, gold and
commodities.

Savings can be across household sector, corporate sector and even through the
departmental undertaking of the government like Department of Posts, etc. However,
more than 70 per cent of the savings is accounted for by the household sector. It can
well be known that India is a ‘household sector savings driven economy’. The recent

inc : . ; .
”r@:;e 1N saving, post reforms, is known as a ‘macro-economic fundamental strength
Or In. ia’

Stoii,vel:::;m in the maCrf)—cconomif: framework implies i'ncrease in capi.tal‘ (mnchincry)‘
machine) asn as ngS.S capital f(')rmauon and after accou.mmg for dt.:prccmfmn (usngc‘ of
and ,[h net capital forn'muon. Growth can only be increased w”.h. caplml' fonfmuon

» i€ Importance of investments in an economy. For example, if Maruti decides to

Sety
a new p! . ) ) _ R
ead [:0 W piant leading into production of more cars, and increase in GDP it will also
T ; .
Sfeater employment and increased income for the people.

o
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What investment model has been followed by India in the pasp My
Traditionally, there were two models of investment ‘top dowp, invcstrne )

N > ", The first model is to invest in bagic, capi g
as ‘bottom up investment . The firs : o Pital gpg the
- sower generation, ctc. This woyq Cor . oy
such as crude oil, steel, cement, | ; leag y
) inally investment in consumer goods whic, i
other industries and finally inves ) woulg

. the core industries. The other focuses more o small gpg N dr
i in th » ) ) v
(vestment .r 3 lability to hlgher and more Capital iNtenc: '“age ind. ™
and then allowing for their scalability eNsive i, indy, "
~ a1 1 i . nt |
a certain period of time . N
India opted for the first investment modCF post-independence a5 2 pay, o !
five-year plan through the new concept of investment through public
Chapter on Planning in India). " b
Pre-reforms investment was through public sector cing set up i, the
- jecti i asi s or,
through budgetary allocation. The objectives were of increasing Significan, . i
critical areas, achieve self-reliance and become a driver of mdustrializ;mon .
overall growth of the economy (refer to Chapter on Industria] Sector). Such iy
- < .
can be known to be basic capital expenditure or as core investmeny’ Sty

What were the limitations of the earlier public sector-led investmenp

First, India in the past was characterized by low savings resulting in low-Jevelg finvey
and thus low growth. Secondly, the government always had a binding resource COHStrajn;
arising out of increased social sector spending, increased subsidy on fooq Brains, ferjy,,
etc. The government was not able to raise tax revenue in the economy resuling iy i

| ) ,
increasing fiscal deficit (refer to Chapter on Government Finances).

Thirdly, government is an inefficient spender in the economy especially iy caig
formation as there is time overrun in completion of projects which results in COSt Overyy
and higher cost of projects. This results in ‘capital deepening’, increasing capital ingengyy
but not allowing for ‘capital efhiciency’. _

Fourthly, the focus of earlier investment was on ‘creation of capacities’ in different arex

p
through ‘available technologies’ in India or technologies from other economies followinga
similar investment mode| like erstwhile USSR.

Fifthly, this model allowed for capital formation but in a limited manner and n
technology and knowledge intensive’ driven investment. "

i i . . ‘Lilivies. pubil

Sixthly, with the lack of focus op profits and with other social responsibilities, pt

sector did not have sufficient fesources to augment investment in the economy. -
i ; vings «

Finally, as a closed and regulated cconomy there were no alternatives to saVing

public sector investment.

The concept of other investment models js 3 post-reforms phenomenon,
and with the beginning of transformation of [ndj, from a closed to an open €%
economy at present requires digging deeper into investment shifting from ;
qualitative’, from ‘traditional to technology and knowledgc intensive and fro
building to efficient capital investment’.
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cing in the public sector domain now y but with a
) to private
sector

op

.St '
inve of investment

’

)‘_‘.";-.--."
_ Post reforms with larges role of private scctor, a liberalized
) ized environ
ment,

nve : .cctor to opcr
'Cd rivatc sec p

vindows of unmpped opportunities, resulting in plough back of profi
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" o i | mvc.:stmel}t. 'I?u's led to ‘supplementary core investment' and al

, : estment’ into newer areas. This model also differed ffo bl

| was more ‘capacity building investment’ to an ‘effici i pu!?hc

es to leveraging of the core investment and diversi‘;im C.ZP‘WI

of lifting the plain of growth, as happened in th:a:a: Off'
(0]

atc il] a iti i

ctof stment whicl
s , .
» This contribut
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mn
the industrial base, capable

[ndia.

Leveraged [nvestment
g experimented in India, is the concepr of public private
eing used for infrastructure projects. Such investment
(refer Chapter on [nfrastructure Development).
« of the strengths of both the government as well

s infrastructure projects and operations by the

ment model bein
(PPP) which is b
‘leveraged investment’
eks to take advantag
for execution of variou

Another invest

sector parmership
can be known as
Briefly, this model se
a5 the private sector

sector fora limited period.
there were a few question marks on this model, due to lack of
CA) executed

s in the model conces

private players. Ther n mechanism
rivate parties and the
n example. Such inst
g with the model if t
ty and the govern

private
In recent tmEes,.
cy and ambiguitie
government and
putes arising from p
port express line isa
re is nothing wron
f both the private par
he MCA.
olls’ are being levi
[ levied, period of levy. Most tolls |
-hange’. For example, instead of ol
toll of T18-can be altered to X2
and this resultina ot of operati

rime at toll gates. The other altern
neroduce ‘sm |5’ which would

sionaire agreement M
e has to be a resolutio
government. The di
ances can derail the
he areas of work, responsibility
ment are clearly delineated and

transparen
between the
for inter-se dis
Delhi metro air
used in India. The
and accountability 0
made integral part of t

Similarly, wherever T
derails of the project, tol
resulting in the problem of
rounded up to 320. Similarly,
of revenue to the concessionaire
the commuters and lesser waiting
to retain the existing tolls and to i

scontinuance
model being

e a complete display of the
evied are not ‘counded off
| being say 22 it could be
0. There would be no loss
onal convenience also for
ative to chis could be
r electronic

ed there should b

art care allow fo
¢ of the other

auto debit through sensors installed at the toll gate. o q
The other issue around levy of toll is that each toll gate 18 ll.ldeCﬂ 81 il
resulting in the payment ar multiple gates during the cours«ii 0; one Journcy.h Snoefrsd‘le Sam)z
this coul i cessionaire or different stretche .
could be because of different €07 le, cravelling from Delhi © handigarh,

journey. What is being suggested is, for examp
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at the first gate itself father
b

e toll
entire 10
the s could have a technolpen,

: av i
\sible ©© P The concessionaire

: h
is it possit . el e
. cy. vl . ‘ atec 5 1b q
< of the journc) Juce waiting time at toll gates and effecy; leg o i
ger ) This “'Dllld redu ve Use 0” \\h ihl
mechanism- ()Fthe a'ini

o the existing PPP model be bringing 4 addiy; %'ei

e variant, a representative body of people gorg ; '
for ‘People’. In this .rion stage 10 the project building, Monitorjp ]
gh from che e the project is completed. This PPPP mode " b
1ainte

infrastructure. t
Yet another variant

Teer
€ usey o of n

n p & 1
alsor  ement especialy in social sector programs. It could }e the A, b |
centric i der primary health care, rural electrifea.: - Cled;, 0o
. er rlma_[') ’ < ectnﬁcat Ite re
Health Activist (ASHA) under p o0, tury foadd b
S) l’]’]inr'

irrigation projects, €tc.

Foreign Direct Investment

As a result of opening up of the economy, this has allowed for inflow of g, .

both as foreign direct investment (FDI) and also foreign portfolio inveOrelgn oy
The government only recently as clubbed all categories of Fyf investme Stmep, (Ry
investment model now being talked about is FDI which is ‘direct interent as Fpp ;
investor in production or rendering of services’ (having contro| of overs5] Zt of 3 foreih
It can also be indirect if the foreign investor has a contro] of minimum 2 GP " Cent sy
which would give it ‘management control’ (ability to ‘influence’ productic per ceni Shagy
services but not able to ‘directly run’ the business). n, reﬂdering o

This model goes beyond the domestic savings and is envisjopne

Various forms of FDIin India could

be the following:

8)) Wholly owned subsidia:y (WOS)
olly owned ; _
3) Toine enture Company Incorporated in Indjq (WOCQ).

Oan i I s

for diff; n India, 7y,

er + The :
Nt sectors of ) Eovernment from, time-to-time notifies FDI &

Per cene. 4
) f9 er t an
Nmeny .~ Per cent, 51 er cent and 74 per @
0 Indja, . 8 Increasing secroral caps in many

of Indugyr; ah
FD] 12“31 i & ,nd PromotlongF . lIn b ctoral caps are notified by the D epu
two dis.tmct advantages.. under Ministry of Industry and CommT :hf
an

Wgmenting domestic investment :
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: (CAD). For detailed elaboratio™
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or gpecific Investment
(¥
. model being used i . .
ther investment : g used in India i Setng up of special
. s : < ! ial ¢ .
o attract investment for increasing exports from Indi oo Chtconomnc zones
: e —_ . ¢ 0 Chapt ;
Jtion). This investment adopted by Ching in seventies has be pter on Expore
. A o e Ay e o , * b cn res 2
emerging as the largest exporter of manufactured goods, a ponsible for

. position enj
past- Such investment can be known as ‘sector specific investment Jlo‘ycd oy US
models’,

Seting up of National
integrated in industrig]
ilities and residential and

se
An0
(SEZ‘)
Oricm
Chind

in the le of sector T
Another example of sector specific investment mode] jg

M mmfﬂcmri"g Investment Zones. (NMIZs) which will be
lownships' Te will co—lpcate Producnons units, logistics, public ut
t vironment. The prime objective is to increase the share of manufactyri

output ¥ around 25 per cent A @ PeTeET of GDP over the next decade. Thisu ;2%1:3?;
4ims 1 double employment in the manufacturing sector in the same period. Tax and

ocher fiscal benefits as applicable to SEZs would also be applicable to NMIZ. The
now referred as Integrated Manufacturing Clusters (IMC), '

e A e Y T T

green €t
5
y are

Cluster Investment

While sector specific investment can be multi-dimensional, cover different industry groups,
cluster investment can b¢ there to promote specific set of industries, such as handlooms,
Jeather, garments, brassware, electronic goods, etc. These clusters comprises of small-scale
industries which enjoy certain benefits of location, of proximity to raw material, markets,
availability of skills and infrastructure. These clusters are promoted by the government,

The Right Model for India

The above are various investment models which have emerged in recent times especially
in post—reforms and also from experiences of emerging market economies (EMEs). These
models are not-alternates to each other but are only variants of investment models. At a
broad level, investment in India has to be driven by private sector and FDI. However, this
will require a large role of the government in providing ‘policy support’ with ‘a partnership
approach’ and an ‘enabling environment to facilitate natural flow of investment to bring
back India on the high growth trajectory.

The policy support will require well-drafted ‘futuristic policies’ in different areas
especially in the areas of ‘pricing and tax matters. These are the areas of grave concerns
affecting investment in the economy. Pricing should be such to induce investment and also
at the same time protect the interest of the ultimate consumers. At the same time it_ sho‘uld.
also be ensured that the pricing is competitive. Similarly, there should be ‘cerml{\f.)" l“f
taxes, unambiguous and provide comfort that they would not be applicable N(r(\SRLXII\ c 3¢
unless warranted in exceptional circumstances and that too it should be 01-1 a c;\sc-Ftl)l‘C\h
basis. Policies should be like goal posts, which are firmly entrenched and visible rf? -lct.ting

'Partnership approach is not to ‘prevent but to allow’ or ﬁnd.ing a ]wa())' f?qi f .

. things performed but within the policy framework. It is not shor circuiting of &
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- THE INDIAN Ecopg,,

procedures but looking at them positively. It is about giving speedy clearances throu%.

single window approach both at the central as well as state government level.
Enabling environment lies in creating the infrastructure around which such investme.

can be induced. ‘Reviewing’ various acts which influence such investments like iy
and minerals (development and regulations) act, land acquisition and various labour |
all of which date back to 1950s. There is a requirement to comprehensively review then

in totality to make them more relevant to the changed present context
India is.one among the few countries today which is ‘investment starved’ and requiri;

huge levels .of both resource as well as technology intensive investment and requirs
concerted efforts on the part of the government to play its role to facilitate both priva
and foreign investment in the country, to reverse the present down turn in India’s grow

story.
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