          EXTERNAL SOURCES OF FINANCING

          FOR URBAN DEVELOPMENT IN INDIA.

                                                                  By,

                                                                     Supreena Narayanan

                                                                     ROLL NO:200171719

1.1 AN OVERVIEW

Financing urban development in India has primari l y been a domestic
affair. However we hav e looked to external sources for financing and it has
financed 10 - 12% of dom estic investment. The assistance we have been receiving

From forei gn bodies has been steadil y increasing over the years. In the past most of
the external programs were not d irect ed at the urban area but now with
concentration on areas such as environment,health,micro credit and small scale
industries they are more urban oriented. Urban India like other urban parts of the
world is characterized b y a high concentration of po pulation and also
concentration of development in a few areas. Urban development has become a
major priorit y in the agenda of international agenci es. Several bilateral and multi -
lateral agencies still do not have an urban department. This is due to the  low
priorit y given to urban affairs. However these international agencies mainly differ
in terms of three areas (a) setting priorities (b)identifying projects and part ners,

(c) Launching projects and monitoring. Most of the above activities mentioned ( a) to

(c) Tend to take place in the benefici ar y countri es. The international agenci es
continue to be diverse in their urban development strategies.

The contribution of devel oped countries to Development Aid seems to be declining

in real terms. After t he S econd World War most of the member countries of

OECD(Organization for Economic Co - operation and Development) made a

resolution at the United Nations to set aside 0.7 % of the GDP ever y year as

development aid. However it is only the Scandinavian countries that meet this

target and none of the other countries. In India´s domestic  Economy also

inspite of an increasing level of urbanisation most  attention is paid to rural

perspective has forced the planners to formulate  development objective s insuch a

wa y that allocation for the urban sector has  remained low.

SOURCES AND NATURE

Investable resources for public purposes are far short of demand so it is important

for sectoral privitasation in keeping with development objectives. Keepin g in mind

these considerations substantial increase in plan allocation for the urban sector is

not predicted though Ninth Plan has made considerable increase in expenditure for

urban development .The overall resource for plan consists of (1) Budgetar y

resources of the centre including central assistance for states. (2) Internal and

External Budgetar y Resources ( IEBR) and the Central Public Sector Enterprises

(CPSEs) and (3) own resources for the plan depends on the excess of the aggregate

proje cted sum of receipts comprising (a) Balance from Current Revenues (BCR)

(b)borrowings and other liabilities (c)other capital receipts including recover y of

loans and advances and disbursement and (d)external grants over non - plan capital

expenditure

1.2 SOURCES OF EXTERNAL ASSISTANCE

(1)MULTILATERAL ASSISTANCE

(2)BILATERAL ASSISTANCE

(3)LOANS FROM WORLD BANK

(4)EXTERNAL COMMERCIAL BORROWINGS

(1) MULTILATERAL ASSISTANCE

Major partners for multilateral programs in India are the int ernational agencies
like the

(a)International Bank for Reconstruction and Develop ment (IBRD)

(b)The International Development Association ( IDA )

(c)Asian Development Bank

(d)Overseas Program  For E conomic Co - operation (OPEC)

The World Bank, whi ch lends from both International Bank for Reconstruction and

Development (IBRD)  and International Development Agenc y (IDA)  resources,
provides support mainly to agriculture, social sectors (famil y welfare, health,
nutrition and primary education), an d infrastructure (power, and transport) and

financial sectors. World Bank  has also provided support for forestr y and water

supply projects, including in Madh ya Pradesh and Kerala. In response to a decision

by the World Bank’s management to increase I BR D lending to India to about $3

billion per year and to harden the terms of its overall assistance b y achieving an

While there is complementarity between ADB  and World Bank in several key

sectors(especiall y power and transport), ADB has taken the le ad in state level

support. To increase the developmental impact of its assistance, the World Bank

has also begun channeling a portion of its lending operations to more focused state -

level operations. In discussion with the Government, ADB and the Wor ld

Bank are coordinating on an appropriate geographical focus for each institution’s

state - level operations. ADB has commenced state - level operations in both Gujarat

and Madh ya Pradesh, and has received Government support for initiating

work on Ker ala as the third focal state. The World Bank has so far concentrated its

 operations on the power sector in Har yana, Orissa, and Rajasthan, and

on more comprehensive support including public finance reform in Andhra

Pradesh and Uttar Pradesh. ADB is e xpected to play a lead role in polic y

development for railwa ys, urban development, housing finance, as well as debt

market development. Regular consultations between ADB and the World Bank at

the headquarters level have also been institutionalized.

The Asian Develop ment Bank  has agreed to provide a technical assistance grant

Of US$800,000  equivalent to help the Indian Government prepare a project for

environmentally sound and sustainable urban development in the coastal districts

of  Karnataka Sta te.  The coastal districts of Dakshina Kannada and Uttara

Kannada are between the steep, densel y forested Western Ghats and a narrow
coastal belt along the Arabian  Sea. Rapid growth of the coastal urban centers has
caused excessive strain on basic serv ices and has degraded valuable resources such
as mangrove forests,estuaries, beaches and coastal forests. The technical assistance
is expected to lead to a project with investments in environmental management to
control coastal erosion, reduce industri al pollution and manage urban waste.

Investment will also be needed to upgrade roads and provide water supply and
sanitation facilities and truck and bus terminals.

  The Karnataka Urban Infrastructure Development and Finance Corp oration
will  be th e executing agenc y for the technical assistance, which will implemented
over ten months.

(2)BILATERAL ASSISTANCE

                India receives bilateral assistance in the form of grants from countries
such as U.K.,U.S.A,Can ada , France  etc. Major par t of this aid goes for local cost
expenditure in social sector projects.

The United Kingdom , through its Department for International Develop ment

(DFID) , has a large aid program to India, focusing on povert y reduction
through support for social sect or initiatives. The program also seeks to support
sustainable economic growth through support for economic reforms, particularly in
fiscal polic y and the power sector. DF ID is concentrating its assistance to selected
states, including Madh ya  Pradesh,  Andhra Pradesh, and West Bengal, and is
collaborating and coordinating activities with ADB in the areas of mutual interest
such as support for power sector reforms, urban water suppl y and sanitation and

slum improvement. ADB’s efforts to strengthen the povert y focus of its portfolio

and the supporting TA program provide further cooperation opportunities.

The United States Agency for International Development (USAID)  has focused

 its program inter alia on population stabilization; provision of health care,

including  HIV/AIDS control; environmental protection and pollution control,

particularl y in  urban areas; and support for energy conservation and demand side

management. USAID also provides extensive food aid.

The Canadian Internation al  Development Agency (CIDA)  has been active in

support for state power sector  reforms. In its  preparator y work for power sector

reforms in Kerala, the ADB is a alread y drawing upon work being prepared by

C IDA - financed consultants.  The  ADB and C IDA are also closel y collaborating on

power sector reforms in Madhya  Pradesh.

The priorities of Germany’s assistance are theinfrastructure (power) and

social sectors,  including water suppl y, urban waste management, housing, and

health.

The Nethe rlands  is providing assistance mainly for social sector interventions, as

well   as i n support of local governance and effective decentralization. One of its

focal states is Kerala.

The European Union (EU) provides assistance under two  broad catego ries:

development assistance and economic cooperation . The  former is  directed

towards improving the quality of life of the poorest and is  providing grants  for

rural development, as well as primary education and health.

EU’s economic  cooperatio n program mainly comprises technical assistance and

be taken to create an awareness and make  politicians, decision - makers and NGOs
commit themselves to improving the efficienc y of the existing network and curbing
the huge distribution losses.  At the same time, demand and su pply would have to
be managed effectivel y. For sustainable development corrective measures should
be adopted b y making these projects revenue generating and self - sustaining. This
would also result in private participation. In certain areas like publi c health and
sanitation, the public sector would have to continue subsidising creation and
sustenance.  To consolidate and supplement the resources, innovative technologies
would have to be  adopted. In coastal areas, though the technologies was
ex pensive, desalination of  brackish or sea water could be resorted to rather than
bringing water from far -  off  places at a huge cost, the experts said, suggesting
implementation of pilot projects that could serve as models.

 The HUDCO Chairman and Ma naging Director, Mr. V. Suresh, said there were

Three or four sources available for funding project studies. These could be utilised
for bringing about efficiency and creation of new capacities.  On sourcing funds
for projects, the experts said a pro per climate should be created.

(4) EXTERNAL COMMERCIAL BORROWINGS

               ECB  is permitted by the government for providing an additional source
of  funds for Indian Corporate for financing expansion of capacity as well as for
fresh  investm ent,to augment the resources available domestically and at the same
time to  take advantage of the relativel y lower interest rate prevailing in the
international  market.EC B is approved within annual ceiling,consistent with
prudent debt  management ,keeping in view the balance of pa yments position and

level of foreign  exchange reserves
.

1.3 IMPORTANT AS PECTS TO BE LOOKED INTO WHILE CONSIDERING

URBAN DEVELOPMENT FINANCING -

*Transparenc y and consistency in sponsor selection process

*Legal an d Institutional arrangements

*Track record of the sponsors participation in urban infrastructure development

*Risk involved

*Internal and external politic and economic environment

1.4 WHY BIGGER URBAN AREAS ARE PREFERRED TO SMALLER URBAN

AREAS IN TER MS OF FINANCING?

*Greater institutional capacity - Larger urban areas have a greater institutional

capacity than smaller areas which  permits them to garner a larger amount of

financial and administrative resouces

*Greater activity - Larger urban areas h ave a greater amount of commercial activity taking

place which requires them to have more urban infrastructure.

1.5 BIBLIOGRAPHY

*Ministry Of Finance,Goverment Of India(1997 - 1998), External Assistance

*www.adb.org

*www.thehindu.com - DATED - 4/7/2002

*www .worldbank.org

*Maitra, S. (1999) `Financing Urban Development: Flow of Funds from External

Sources´, a paper presented at the National Workshop on Urban Agenda in the New

Millennium , organised by School of Planning, Centre for Environmen t al Planning and

Technology and UNNATI, supported b y Oxfam  (India) Trust, Ahmedabad, Jul y 23 - 24
and also published in urban affairs journal `NAGARLOK´

* www.careindia.org