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INTERVIEW ANGLE

"If a road takes twenty-five years to pay for itself but the loan must be repaid in seven, whose
problem is that, and how would you redesign the financing so the asset and the money mature

together?"

Source: Original editorial »  The Indian Express

(® Every fact web-verified against primary sources (https://ujiyari.com/how-we-verify/)

WHY THIS MATTERS NOW

India’s infrastructure ambitions rest on private capital, yet the first wave of PPPs left banks with stressed
assets and dented appetite for the sector. The diagnosis now widely accepted is a maturity mismatch:
long-duration assets financed with short-tenor bank debt. The fix, a PPP 2.0 that matches the right
financing to each risk phase, is central to sustaining India’s investment cycle. For an aspirant, this is a core

GS3 case on infrastructure financing, banking stress and capital markets.

THE CRUX IN 60 WORDS

First-generation PPPs failed not because of private participation but because long-life assets were
funded with short-tenor bank debt, a maturity mismatch that soured loans. PPP 2.0 means matching
capital to risk: banks and equity take the risky construction phase, then patient capital (pension,
insurance, InvITs) refinances the safe operational phase, recycling money into new projects. The reform

agenda is to deepen long-term capital markets.
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THE ISSUE, DECODED

CONCEPT

WHAT IT MEANS

WHY IT MATTERS

Maturity

mismatch

Risk phases

Patient capital

InvITs

Long assets funded by short debt

Construction risk early, stable cash flows

later
Pension, insurance, long-term funds

Infrastructure Investment Trusts

Loans fall due before assets pay back

One instrument cannot fit the whole life

Right money for the operational phase

Vehicle to recycle capital from mature

assets

THE ANALYSIS: THE RIGHT MONEY FOR THE RIGHT RISK

O The failure was financial, not ideological. Private participation was not the problem; funding

decades-long assets with bank deposits that must be repaid in years was.

O Balance sheets bore the strain. When cash flows lagged construction, loans soured and banks

accumulated stressed infrastructure exposure, drying up appetite.

© Risk is not uniform over the life. Construction and land risk cluster early; once operational and

demand stabilises, the asset is relatively safe, so financing should change with the phase.

o Recycling circulates capital. Long-term investors refinancing de-risked operational assets frees

bank capital for the next project’s construction, keeping finance moving rather than trapped.

DATA AND INSTITUTIONS VAULT

PPP 2.0: Match Capital to Risk

recycled financing.

maturity mismatch, asset-liability mismatch, risk allocation, patient capital, credit enhancement,
refinancing. Vehicles: Infrastructure Investment Trusts (InvITs); Real Estate Investment Trusts
(REITSs); corporate bond market; NaBFID (National Bank for Financing Infrastructure and

Development). Investors: pension funds, insurance companies, sovereign and pension funds, National
Investment and Infrastructure Fund (NIIF). Frameworks: National Infrastructure Pipeline; PM Gati
Shakti; National Monetisation Pipeline; hybrid annuity and TOT models. Data point: first-wave PPPs

contributed to bank stressed assets in power, roads and telecom, prompting the shift to risk-matched,
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THE DEBATE

Argument for PPP 2.0: Matching capital to risk phase by phase, and recycling money from mature assets
via InvITs and bond markets, fixes the maturity mismatch that broke the first wave and sustains investment

without stressing banks.

Argument for caution: India’s long-term capital pools and bond markets remain shallow, PPP contracts
are prone to politically fraught (https://ujiyari.com/vocab/fraught/) renegotiation, and for essential infrastructure

public financing may still be cheaper and simpler.

Balanced verdict: The caution describes the reform agenda, not a veto. PPP 2.0 works only if India
simultaneously deepens patient-capital markets, strengthens contract enforcement and improves risk

allocation. The direction is right; execution and market depth are the tests.

HOW TO THINK ABOUT THIS (TRANSFERABLE SKILL)

When a policy underperforms, resist blaming the headline idea (here, “PPPs” or “private capital”) and ask
which specific mechanism broke. The first PPP wave failed on financing structure, not on private
participation, so the fix is structural, not a retreat to full public funding. This “which mechanism failed”

discipline separates genuine reform from ideological reaction.

DIAGRAM-IN-WORDS

Long-duration asset (20-30 yr payback) + short-tenor bank debt (few-year repayment) ->
maturity mismatch -> cash flows lag -> loans sour -> bank stressed assets -> appetite
dries up -> PPP 2.0: banks/equity fund construction risk -> asset de-risked once

operational -> patient capital (pension, insurance, InvITs) refinances -> bank capital

freed for next project -> finance circulates

THE WAY FORWARD

o Deepen long-term capital markets. Grow the corporate bond market, InvITs and REITSs so

operational assets can be refinanced at scale.

© Channel patient capital. Enable pension and insurance funds and NIIF to invest in de-risked

operational infrastructure.

o Sequence financing to risk. Use bank and equity for construction, then long-term instruments

for operations.

o Strengthen contracts and dispute resolution. Reduce renegotiation risk with clear,

enforceable and fair risk-allocation frameworks.
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> Use credit enhancement. Deploy guarantees and pooled vehicles to crowd in patient capital
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THE TAKEAWAY BOX

Locate the first PPP wave’s failure in the maturity mismatch, not private capital, and argue for PPP 2.0 that
matches financing to each risk phase and recycles capital via InvITs and patient investors, while noting the

need to deepen markets.
“The future of PPPs is not more or less private capital but smarter capital.”

Maturity mismatch; InvITs and REITs; NaBFID; NIIF; National Infrastructure Pipeline; PM Gati Shakti;
hybrid annuity and TOT models; National Monetisation Pipeline.

How should risk and reward be fairly shared between the public and private sectors in essential

infrastructure, especially when renegotiation looms?

UPSC has asked on infrastructure financing, PPPs and the role of institutional investment. This editorial

supplies the maturity-mismatch and risk-matching frame.

infrastructure financing, banking sector stress, capital markets, InvITs, PM Gati Shakti, National

Infrastructure Pipeline, patient capital.

Sources: Indian Express (https://indianexpress.com/section/opinion), NITI Aayog (https://www.niti.gov.in), Ministry of

Finance (https://finmin.gov.in)

Source: PPP 2.0: Match Capital to Risk — Ujiyari.com | Free UPSC & State PCS Editorial Analysis
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First-generation public-private partnerships failed not because of
private participation but because long-duration infrastructure
assets were financed with short-tenor bank debt, creating a
maturity mismatch, so PPP 2.0 must circulate capital by matching
the right kind of financing to each risk profile across an asset’s
lifecycle.

v SUPPORTING

* Banks fund long-gestation infrastructure with deposits that are short and liquid, so an asset
earning returns over decades is financed by money that must be repaid in years, stressing
balance sheets.

* Different phases of an asset carry different risks, construction risk early and stable cash flows
later, so a single financing instrument cannot fit the whole lifecycle.

* Matching long-term patient capital such as pension, insurance and InvITs to the operational

phase releases bank capital for the risky construction phase, circulating finance efficiently.

A COUNTER

Sceptics argue that India’s long-term capital markets and institutional investors remain
shallow, that risk allocation in PPPs is politically fraught when renegotiations follow, and that
public financing may still be cheaper and simpler for essential infrastructure.

— WAY FORWARD

Build deep bond and InvIT markets, channel pension and insurance funds into operational
assets, sequence financing to risk phases, strengthen contract enforcement and dispute
resolution, and use credit enhancement to crowd in patient capital.
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QUESTION

"The failure of first-generation PPPs lay not in private participation but in financing long-duration assets

with short-tenor debt." Discuss how a PPP 2.0 model can match capital to risk across an asset's lifecycle.
(250 words)

INTRODUCTION

India needs vast, sustained infrastructure investment, and the public purse alone cannot deliver it. The

lesson of the first PPP wave is not that private capital failed, but that it was financed the wrong way.

BODY

The core flaw was a maturity mismatch. Long-duration assets such as highways, ports and power plants
earn returns over twenty to thirty years, but they were funded largely by bank loans backed by short-term
deposits that must be repaid in far fewer years.

When cash flows lagged, projects stalled, loans soured, and banks accumulated stressed infrastructure
assets, souring appetite for the sector. The diagnosis points to the cure.

An infrastructure asset carries different risks across its life: construction and land-acquisition risk are
concentrated early, while the operational phase, once traffic or demand stabilises, is comparatively safe
and predictable. A single instrument cannot price all of this.

PPP 2.0 therefore means matching capital to risk phase by phase: banks and equity absorb the risky
construction stage, and once the asset is operational and de-risked, long-term patient capital, from
pension funds, insurers and Infrastructure Investment Trusts (InvITs), refinances it. That recycling releases
bank capital for the next project’s construction, circulating finance rather than trapping it.

The counter, that India’s long- term capital pools and bond markets are still shallow and that PPP
renegotiations are politically fraught, is fair, but it describes the reform agenda, deepening those markets

and strengthening contracts, rather than an argument against the model.

CONCLUSION

The future of PPPs is not more or less private capital but smarter capital. If financing is matched to each
risk profile across an asset's life, and money is recycled from mature assets into new ones, India can build

durably without repeating the balance-sheet crisis of the first wave.
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