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Foreword

The last 50 years have seen significant changes in the
way in which governments manage societies. The
governmental decision-making process in many countries
has now become transparent and participative. 
Committees drawn from elected representatives in
legislatures closely scrutinize new legislation and budgets
and question government functioning. New global
standards of governance are emerging every day. Citizens
of developing countries are demanding better
performance on the part of their governments and
policy-enforcing public institutions, and they
are increasingly aware of the costs of poor management
and corruption. Attitudes are also changing in industrial
countries where bribery is no longer viewed as a
legitimate cost of doing business overseas. A vigilant
media and active public debate has also contributed to
this improvement in the quality of governance. The US,
for example, has handed over many decision-making
powers of the executive to independent agencies. While
such devolution of power may not entirely prevent abuse,
such a system creates accountability and deterrents to
any misuse.

Many other countries are going through an experience
similar to that of the US and this is true more so in the
case of the infrastructure sector, which is unique in many
respects. Licenses or concessions awarded for
investments in power, pipelines, roads, and so forth
provide somewhat monopolistic power to the investor.
These sectors have complex transaction structures and
unique financing mechanisms and tariffs for usage, and
significantly impact on large sections of the society.
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Further, governments often have to provide these
facilities at subsidized rates to the vulnerable sections
and those located in remote areas.

Privatization and commercialization of the
infrastructure sector are gaining momentum throughout
the world. Many countries have created or are working
on the creation of new regulatory institutions to monitor
the behaviour and performance of their infrastructure
monopolies. The establishment of an independent
regulator with powers to set tariffs is intended to end
political influence in pricing issues—providing certainty
to investors that they would be allowed to recover the
efficiently incurred costs of their investments. Entrusting
price regulation to a new regulatory body also has major
advantages for governments—it provides insulation from
politically unpopular pricing decisions that need to be
undertaken in the interests of the industry and creates a
source of expertise.

In this book, Prof. Rao has provided an excellent
analysis of independent regulatory institutions as new
institutions of governance. As we are all aware, in our
country, the standard of public governance has been far
from desirable. Governance can be considered as the
mechanism and institutions by which authority in a
country is exercised for the common good. This would
include not only the process by which those in authority
are selected, monitored, and replaced but also the
capacity of the government and its institutions to
effectively manage its resources and implement sound
policies and the respect of citizens and the state for the
institutions that govern economic and social interactions
among them. While we may congratulate ourselves on
being the largest functioning democracy, the lack of a
strong culture of governance results in the institutional
framework of democracy in our country not adequately
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involving or considering stakeholder interest in
important decisions. Decisions are often taken without
widespread consultation and may not be based on any
socio-economic rationale. Decisions may also be
withdrawn, when there is a public outcry against any
proposed action. Also, instances of misuse and wastage
of public funds are not uncommon.

The infrastructure sector in our country has borne
significant brunt of the lack of governance and
accountability in the past. As we are all aware, until the
early 1990s, vast developmental projects to expand the
physical infrastructure (roads, railways, water, irrigation,
power, etc.), social infrastructure (health, education,
nutrition, etc.), and basic industries (steel, cement,
aluminium, etc.) were undertaken by government
agencies with government funds. There was hardly any
consultation with users, consumers, the community, or
other stakeholders. Decisions on location, technology,
products, and so on were taken on political – rather than
business or market – considerations. The pricing and
supply of goods and services were directed by the
government so that selected consumer groups received
priority in supply and at low prices that were did not
reflect costs. The cost of subsidies was to be borne by the
supplier who was expected to make it up from profits or
from higher prices charged to other customers. Such
sectoral inefficiencies in steel, cement, textiles, and sugar
resulted in many units turning sick even as illegal trade
in such goods was allowed to thrive. The weaker sections
of the community, for whom the sops were intended, did
not benefit to the extent intended.

Post-1991, the central government recognized that the
infrastructure of roads, railways, power, petroleum
products, gas, coal, ports, and water needed much larger
investment than was possible for government agencies.
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