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Public-Private Partnerships (PPPs) have been instrumental in India's infrastructure 

development, addressing the growing demand for sustainable and high-quality public 

services. However, many projects face financial viability challenges due to high capital costs, 

extended payback periods, and uncertain revenue streams. Viability Gap Funding (VGF) 

serves as a crucial financial mechanism to bridge this gap, incentivizing private sector 

participation while ensuring the execution of essential infrastructure projects. This study 

examines the effectiveness of VGF in enhancing the commercial feasibility of PPP projects, 

particularly in sectors such as transportation, energy, and urban development. It evaluates 

the implementation framework, benefits, and challenges associated with VGF in India, 

drawing insights from case studies, including the Noida International Airport and Pune 

Metro Line III. The findings highlight VGF's role in reducing financial risks, accelerating 

infrastructure development, and optimizing public resources. However, challenges such as 

bureaucratic delays, limited sectoral scope, and financial sustainability concerns persist. The 

study provides policy recommendations to enhance VGF efficiency, including streamlined 

approval processes, diversified funding mechanisms, and improved project monitoring. 

Strengthening the VGF framework is vital to ensuring long-term infrastructure growth, 

economic development, and enhanced public service delivery in India. 

Keywords: Viability Gap Funding (VGF), Public-Private Partnership (PPP), Infrastructure 

Development. 

 

INTRODUCTION 

Public-Private Partnership (PPP) constitutes a fundamental mechanism in the advancement of India's 
infrastructure by utilizing private sector investments and expertise to mitigate the financing deficiency and 
improve service provision. With an anticipated requirement of $1.4 trillion for infrastructure by the year 2025, 
PPPs have been extensively integrated across various domains including transportation networks, railway 
systems, urban development, and sustainable energy sources (Economic Survey of India, 2022). Significant 
undertakings such as the Bharat Mala Pariyojana, metro rail initiatives, and smart city projects are predicated 
upon PPP frameworks, bolstered by supportive policies such as the Viability Gap Funding (VGF) scheme and 
Model Concession Agreements (NITI Aayog, 2021). Nevertheless, obstacles such as regulatory impediments, 
financial uncertainties, and governance challenges continue to exist (RBI, 2021). Reinforcing policy structures, 
expediting approval processes, and guaranteeing financial viability are imperative for optimizing the advantages 
of PPPs and propelling India's infrastructural development in the long term (World Bank, 2021). 

While Public-Private Partnership (PPP) initiatives are indispensable for infrastructure enhancement, they 
necessitate the utilization of private sector investment and efficiency along with the retention of public 
oversight; however, numerous projects encounter financial difficulties owing to elevated capital expenditures, 
protracted payback durations, and restricted revenue streams. The Viability Gap Funding (VGF) functions as a 
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pivotal financial support instrument that addresses this deficit, thereby ensuring project viability for private 
stakeholders (Yescombe & Farquharson, 2018). VGF improves commercial feasibility, stimulates private sector 
involvement, accelerates infrastructural advancements, optimizes public financial resources, and guarantees the 
affordability of essential services (Engel et al., 2014; World Bank, 2021). By alleviating financial uncertainties 
and enhancing the appeal of projects, VGF is instrumental in promoting sustainable public-private partnerships 
in infrastructure development. 

OBJECTIVES OF VIABILITY GAP FUNDING- 

The foremost aim of VGF is to render vital yet commercially unfeasible infrastructure initiatives appealing for 
private sector engagement. The principal objectives encompass: 

1. Enhancing Commercial Viability: Through the provision of financial assistance, VGF diminishes 
the funding disparity, thereby ensuring that projects can be executed with justifiable returns for the private 
sector (Yescombe, 2017).  
2. Encouraging Private Sector Participation: VGF amplifies the confidence of private entities by 
mitigating initial financial risks and ensuring a sustainable return on their investments (World Bank, 2021).  
3. Accelerating Infrastructure Development: By resolving financial constraints, VGF facilitates the 
expedited implementation of critical infrastructure projects that might otherwise remain unexecuted (Engel et 
al., 2014).  
4. Optimizing Public Resources: Rather than fully financing projects through public funds, VGF 
permits the optimal allocation of governmental resources while harnessing private capital (Hodge & Greve, 
2017).  
5. Ensuring Affordability and Accessibility: Numerous infrastructure ventures, including urban 
transportation and water supply systems, require VGF to maintain affordability for the public while 
guaranteeing cost recovery (Estache et al., 2009). 

In light of the substantial importance of VGF in promoting infrastructure development, particularly within the 
Indian context, this study endeavors to investigate its function in bridging financial deficiencies in PPP projects. 
Specifically, it aims to address the following research inquiries: 

A. How effective is Viability Gap Funding (VGF) in mitigating financial deficits in Public-Private 
Partnership (PPP) projects in India?  
B. What are the principal challenges associated with the execution of VGF? 

By delving into these dimensions, this research aspires to furnish significant insights into the merits and 
limitations of VGF as a financial instrument and to provide recommendations for enhancing its implementation 
within the Indian infrastructure landscape. 

VIABILITY GAP FUNDING (VGF) IN INDIA: 

Viability Gap Funding (VGF) constitutes a fiscal support mechanism intended to augment the commercial 
viability of Public-Private Partnership (PPP) infrastructure initiatives that are deemed economically essential 
yet financially unfeasible due to elevated capital expenditures and protracted payback durations. This 
mechanism facilitates capital grants aimed at enticing private investment while concurrently assuring the 
advancement of pivotal public infrastructure. The funding framework encompasses a singular capital grant, 
whereby the central government allocates up to 20% of the Total Project Cost (TPC), complemented by an 
additional 20% that may be contributed by the state government or sponsoring authority, thereby culminating 
in a total VGF subsidy of up to 40% of the project expenditure. In specific instances, deferred grants are allocated 
in phases contingent upon project milestones and operational efficacy to guarantee optimal fund application. 
The administration of the VGF Scheme is overseen by the Ministry of Finance (Department of Economic 
Affairs), with approvals facilitated by the Public-Private Partnership Appraisal Committee (PPPAC). The scheme 
emphasizes sectors including transportation, energy, water supply, sanitation, healthcare, education, and waste 
management. In the year 2020, a revised VGF scheme was instituted, introducing two sub-schemes: Sub-
Scheme 1 endorses economic and social infrastructure projects, providing up to 30% of the TPC from the 
central government, alongside an additional 30% from state governments, whereas Sub-Scheme 2 
concentrates on pilot initiatives in health and education, offering up to 80% of capital expenditures and 50% of 
operational expenses for the initial five years. VGF effectively reconciles the disparity between a project's 
economic value and its commercial feasibility, mitigating financial risks for private investors and facilitating the 
realization of infrastructure projects that promote sustained economic advancement and public welfare. 
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Projects aspiring for Viability Gap Funding (VGF) within India must satisfy specific eligibility criteria to ensure 
congruence with public interest and economic development objectives while drawing private investment under 
the Public-Private Partnership (PPP) paradigm. The project must be formulated within a PPP framework, such 
as Build-Operate-Transfer (BOT) or Design-Build-Finance-Operate-Transfer (DBFOT), wherein the private 
sector assumes responsibility for financing, construction, operation, and maintenance. Furthermore, it must be 
endorsed by a central ministry, state government, statutory authority, or public sector entity, thereby 
guaranteeing alignment with national or regional infrastructure priorities. Although the project should be 
economically and socially critical, it must also exhibit financial infeasibility owing to high capital expenditures 
and limited revenue generation prospects, illustrating that user charges or tariff revenues in isolation cannot 
sustain it absent VGF assistance. Eligible projects generally pertain to core infrastructure domains such as 
transport (roads, railways, metro), energy, water supply, sanitation, solid waste management, health, and 
education, concentrating on initiatives that yield substantial public benefits yet face challenges in attracting 
private investment. To promote transparency and efficacy, private concessionaires must be selected through a 
competitive bidding procedure, thereby optimizing the application of public resources. In terms of financing, 
the central government can allocate up to 20% of the Total Project Cost (TPC) as a VGF grant, with an additional 
20% from the state government or sponsoring authority, culminating in total VGF support of up to 40% of the 
TPC. The disbursement of VGF is milestone-based, ensuring funds are released in phases linked to project 
progress, promoting proper fund utilization and timely completion. 

 

Fig. 1 Viability Gap Funding Process 

 

Table 1: Viability Gap Funding (VGF) Allocation Across Key Infrastructure Projects in India 

Sector Key Projects/Schemes VGF Allocations & Utilization 

Airports Regional Connectivity Scheme 
(UDAN) 

₹2,355 crore disbursed by Jan 2023; ₹3,587 crore by 
Aug 2024 

Railways Network expansion, Vande 
Bharat trains 

Expected railway budget: ₹2.9-3 trillion for FY 2025-
26 

Ports Vizhinjam International 
Deepwater Port 

₹1,635 crore VGF (₹818 crore from central govt, ₹817 
crore from Kerala govt) 

Roads & 
Urban Infra 

High-speed road network, urban 
development 

Budget increase of 3-4% expected, focus on toll 
collection & asset monetization 

Renewable 
Energy 

Offshore Wind Energy Projects 
and Battery Energy Storage 
Systems (BESS) 

• By allocating ₹7,453 crore, 1 GW wind energy 
(500 MW in Gujarat & Tamil Nadu) 3.72 billion units 
of electricity can be generated and 2.98 million tons 
CO₂ reduction can be done over 25 years. 

• For BESS a ₹3,760 crore has been given as VGF 
which will lead to 4,000 MWh BESS projects, 40% 
capital cost coverage, ₹9,500 crore investment 
mobilization. 
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Space 
Technology 

Space Startup Fund The GoI has approved ₹10 billion (~$119M) for 
approximately 40 startups, ₹100M-₹600M per 
startup, aims to boost employment and R&D. 

 

 

Graph 1.  Sector-wise VGF Allocation Across Key Infrastructure Projects in India 

LITERATURE REVIEW: 

Public-Private Partnerships (PPPs) have ascended as an imperative instrument for global infrastructure 
development, fostering collaboration between governmental authorities and private sector stakeholders to 
deliver vital public services and infrastructure. In the Indian context, PPPs have substantially contributed to 
infrastructure growth, bolstered by policy frameworks like the National Public Private Partnership Policy 
(Government of India, 2011). Nonetheless, numerous economically essential projects encounter challenges 
regarding financial feasibility, prompting the establishment of Viability Gap Funding (VGF)—a fiscal 
mechanism intended to reconcile the disparity between a project's economic rationale and its commercial 
viability. The Scheme for Financial Support to PPPs in Infrastructure, inaugurated in 2005, allocates grants to 
infrastructure projects that are fundamental for public welfare yet may lack immediate profitability 
(Government of India, 2020). Overseen by the Department of Economic Affairs within the Ministry of Finance, 
this scheme aids projects through one-time or deferred grants, rendering them more appealing to private 
investors. Since its commencement, VGF has facilitated a plethora of projects, particularly within the transport, 
urban infrastructure, and energy domains, thereby ensuring the efficient delivery of essential services without 
imposing undue financial strain on the government (Department of Economic Affairs, n.d.). In acknowledgment 
of the shifting infrastructure requirements, the Indian government reformed the VGF scheme in November 
2020, designating ₹8,100 crore to support both economic and social infrastructure initiatives over a five-year 
duration (The Hindu, 2020). The revised scheme introduced two distinct sub-categories: Sub-Scheme 1, which 
focuses on traditional sectors such as water supply, solid waste management, health, and education, offering up 
to 30% of the total project cost (TPC) as funding from the central government, with an additional 30% 
potentially available from state governments or central ministries; and Sub-Scheme 2, which endorses pilot 
projects in health and education that achieve at least 50% operational cost recovery, providing up to 80% of 
capital expenditure and 50% of operational costs during the initial five years, with central government backing 
capped at 40% of TPC. In June 2024, the government further broadened the purview of VGF by sanctioning a 
₹7,453 crore scheme intended for offshore wind energy projects, facilitating the installation of 1 GW of offshore 
wind capacity and the enhancement of ports for logistical requirements (Prime Minister of India, 2024). This 
initiative resonates with India’s overarching objective of transitioning toward renewable energy while ensuring 
the financial sustainability of such capital-intensive projects. 

A prominent success narrative within the VGF model is the Pune Metro Line III, a 23.3 km fully elevated corridor 
that links Hinjewadi and Shivajinagar. The project, undertaken through a PPP between Tata Realty and Siemens 
Project Ventures, garnered ₹1,224.80 crore in VGF support, thereby expediting its implementation (India Infra 
Hub, n.d.). Such initiatives underscore the efficacy of VGF in mobilizing private investment in essential 
infrastructure. Globally, VGF mechanisms have been extensively adopted to facilitate PPP projects. In the 
United Kingdom, the Private Finance Initiative (PFI) has been employed to provide government-backed 
financial assistance for critical infrastructure without imposing immediate fiscal burdens. Likewise, Australia 
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has implemented VGF-like frameworks to stimulate investment in socially significant yet financially constrained 
projects. These international experiences highlight the importance of tailored VGF mechanisms that align with 
specific developmental goals and sectoral priorities (Möykkynen & Pantelias, 2021). 

In the context of India, Hybrid Public-Private Partnerships (PPPs) have surfaced as an ancillary strategy, 
amalgamating concessional financing with conventional PPP frameworks to enhance project viability, 
particularly within sectors where revenue generation falls short of covering operational costs (Rai et al., 2024). 
This hybrid model guarantees that essential infrastructure initiatives, notably in the domains of health, 
education, and renewable energy, can advance without imposing excessive financial liabilities on private sector 
investors. 

The incorporation of Viability Gap Funding (VGF) within India's PPP paradigm has been instrumental in 
fostering private sector engagement in infrastructure advancement. By addressing financial feasibility 
constraints, VGF has enabled inclusive economic growth while ensuring that critical projects—spanning from 
metro rail systems to renewable energy initiatives—obtain the requisite financial resources. As the demands for 
infrastructure financing continue to evolve, India's experiences with VGF and Hybrid PPPs serve as a paradigm 
for other developing nations aspiring to reconcile public service provision with sustainable private sector 
involvement. 

METHODOLOGY: 

This research adopts a qualitative methodological framework, integrating case study examination and document 
analysis to evaluate the efficacy and obstacles associated with Viability Gap Funding (VGF) within Public-Private 
Partnership (PPP) infrastructure initiatives in India. A multiple case study methodology is employed to 
scrutinize the application of VGF in extensive infrastructure endeavors, yielding comprehensive insights into its 
practical implementations, challenges faced, and resultant outcomes. The data collection process entails a 
thorough examination of two significant PPP initiatives—Noida International Airport and Pune Metro Line III—
aimed at assessing how VGF enhances project viability, attracts private sector investment, and promotes 
financial sustainability. Furthermore, governmental reports, policy documents from the Ministry of Finance and 
NITI Aayog, alongside industry whitepapers, are analyzed to comprehend funding frameworks and sectoral 
dynamics. A comparative analysis is undertaken to evaluate pre-VGF and post-VGF conditions, concentrating 
on metrics such as private sector engagement, project implementation efficacy, financial feasibility, and socio-
economic advantages. Thematic analysis is utilized to discern prevalent challenges encountered in the execution 
of VGF. Although this study yields significant insights into the infrastructure financing domain in India, its 
conclusions are confined to government-endorsed VGF initiatives and may not be readily extrapolated to 
alternative funding frameworks or international PPP methodologies. 

Case Study-1: NOIDA International Airport 

The Noida International Airport (Jewar Airport) represents a pivotal infrastructure undertaking in India, aimed 
at augmenting air connectivity and fostering economic advancement in Uttar Pradesh and the National Capital 
Region (NCR). Executed under the Public-Private Partnership (PPP) paradigm utilizing the Design, Build, 
Finance, Operate, and Transfer (DBFOT) model, the project is being realized by Noida International Airport 
Limited (NIAL), with Zurich Airport International AG serving as the concessionaire. With an anticipated total 
project expenditure of ₹29,560 crore, the initial phase is projected for completion by 2024. In light of the 
substantial upfront capital investment and the prolonged period required for revenue generation, the initiative 
secured Viability Gap Funding (VGF) amounting to ₹1,500 crore from the Government of India to bolster 
financial viability. This financial support facilitated the attraction of private investment by mitigating financial 
uncertainties and ensuring reasonable airport tariffs for travelers. The airport is anticipated to play a substantial 
role in regional development, enhance trade and tourism, and offer an alternative to alleviate congestion at 
Delhi’s Indira Gandhi International Airport. The first phase is designed to accommodate 12 million passengers 
annually, with an eventual expansion goal of 70 million passengers per year. In addition to creating over 
100,000 direct and indirect employment opportunities, the project is poised to attract enterprises in logistics, 
warehousing, and tourism sectors. Moreover, Noida International Airport is being established as India’s 
inaugural net-zero emissions airport, incorporating sustainable infrastructure and environmentally conscious 
practices. This case illustrates how VGF funding can render large-scale infrastructure endeavors financially 
attainable, effectively harnessing public-private collaboration to cultivate a vital aviation and economic nucleus 
in North India. 

 



Journal of Information Systems Engineering and Management 
2025, 10(34s) 

e-ISSN: 2468-4376 

  

https://www.jisem-journal.com/ Research Article  

 

746 
Copyright © 2024 by Author/s and Licensed by JISEM. This is an open access article distributed under the Creative Commons Attribution License 

which permits unrestricted use, distribution, and reproduction in any medium, provided the original work is properly cited. 

 

Case Study-2: Pune Metro Line III (Hinjewadi–Shivajinagar Corridor) 

The Pune Metro Line III (Hinjewadi–Shivajinagar Corridor) constitutes a Public-Private Partnership (PPP) 
initiative developed under the Hybrid Annuity Model (HAM) aimed at enhancing urban mobility within Pune. 
Extending over a distance of 23.3 km as a fully elevated corridor, the project is executed by the Pune 
Metropolitan Region Development Authority (PMRDA) in conjunction with Pune IT City Metro Rail Ltd., a 
consortium comprised of Tata Realty and Siemens Project Ventures. With an aggregate project expenditure 
amounting to ₹8,313 crore, the metro project secured Viability Gap Funding (VGF) totaling ₹1,224.80 crore, of 
which ₹410 crore was sourced from the Central Government and ₹815 crore from the Maharashtra State 
Government. The provision of VGF was crucial given the elevated capital expenditures and prolonged gestation 
periods that are characteristic of metro projects, wherein fare revenues alone are inadequate to guarantee 
financial viability. By alleviating the financial obligations on the private concessionaire, the funding enabled 
greater private sector engagement while safeguarding the metro’s affordability and enduring sustainability. The 
project, which is presently under construction and anticipated to be operational by March 2025, is poised to 
enhance connectivity for over 1 million commuters, particularly benefiting Pune’s IT hubs and residential 
sectors. It aspires to mitigate traffic congestion and vehicular emissions, promoting sustainable urban mobility 
and economic productivity through the provision of efficient transportation for both professionals and students. 
The Pune Metro Line III serves as a compelling illustration of how VGF funding underpins large-scale 
infrastructure initiatives, effectively bridging financial deficits and attracting private investment in essential 
urban transport projects. 

EFFECTIVENESS OF VGF IN PPP PROJECTS: 

Viability Gap Funding (VGF) has profoundly augmented the financial viability of infrastructure projects in India 
by drawing private sector investment and expediting infrastructure development. By subsidizing a segment of 
capital expenditures, VGF mitigates financial uncertainties, rendering public-private partnerships (PPPs) more 
feasible. This has resulted in heightened private involvement in extensive projects such as the Pune Metro Line-
III, which benefited from ₹2,351 crore in VGF assistance. Furthermore, VGF has effectively addressed the 
investment shortfall in pivotal infrastructure domains including roads, ports, and airports, with schemes such 
as UDAN receiving ₹3,587 crore to enhance regional air connectivity. The mechanism has also been 
instrumental in promoting renewable energy initiatives, with ₹6,853 crore allocated for offshore wind energy 
projects, thereby contributing to sustainability through the generation of 3.72 billion units of electricity and the 
reduction of 2.98 million tons of CO₂ emissions. Beyond infrastructure, projects backed by VGF stimulate 
economic growth by generating employment opportunities, reducing logistics expenses, and enhancing public 
services in healthcare and urban development. In summary, VGF has demonstrated its significance as a critical 
catalyst for economic development by ensuring the financial viability of essential infrastructure projects, 
consequently fostering sustainable growth and progress within India. 

Viability Gap Funding (VGF) has played a pivotal role in mitigating financial deficiencies for infrastructure 
projects in India, thereby rendering them feasible for public-private partnerships (PPPs). Through the provision 
of government-supported grants, VGF has elevated private sector engagement, expedited project delivery, and 
stimulated infrastructure advancement. The subsequent table delineates a comparative analysis of Pre-VGF and 
Post-VGF scenarios, elucidating key enhancements in investment, implementation, economic ramifications, 
and sustainability, thereby underscoring VGF’s transformative influence on India’s developmental trajectory. 

Table 2. Comparative Analysis of Pre-VGF and Post-VGF Scenarios 

Factor Pre-VGF Scenario Post-VGF Scenario 

Private Sector 
Participation 

Limited due to high financial risks 
and uncertain returns (Sharma & 
Kumar, 2020). 

Increased significantly as risk-sharing 
mechanisms and capital subsidies attract 
private investments (Government of India, 
2023). 

Project 
Implementation 

Many infrastructure projects faced 
funding shortfalls and delays 
(Gupta, 2019). 

Faster execution as financial feasibility 
improves, attracting private capital 
(Ministry of Finance, 2023). 

Infrastructure 
Growth 

Slow expansion in high-capital 
sectors like metro rail and renewable 
energy (World Bank, 2021). 

Rapid infrastructure development with 
enhanced road networks, metro projects, 
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and green energy investments (NITI Aayog, 
2023). 

Capital 
Mobilization 

Primarily dependent on government 
funding, limiting project scale (RBI, 
2020). 

Increased private and institutional funding, 
reducing reliance on public finances 
(Economic Survey of India, 2023). 

Affordability & 
Accessibility 

Infrastructure costs were high, 
leading to underutilization (Kumar 
& Mehta, 2021). 

Lower costs due to VGF support, making 
infrastructure services more accessible to 
the public (Planning Commission, 2022). 

Economic Impact Limited employment generation and 
slower regional development 
(Sharma, 2018). 

Higher job creation, increased trade 
activity, and enhanced connectivity across 
regions (FICCI, 2023). 

Sustainability & 
Green Energy 

Renewable energy projects struggled 
due to high capital costs (IEA, 
2020). 

Greater adoption of renewable energy, with 
reduced carbon emissions and policy 
support (MNRE, 2023). 

 

Before the advent of Viability Gap Funding (VGF), infrastructure initiatives encountered considerable financial 
obstacles, resulting in project postponements and restricted engagement from the private sector. The lack of 
risk mitigation mechanisms deterred potential investors from entering into extensive public-private 
partnerships (PPPs) (Sharma & Kumar, 2020). Following the implementation of VGF, projects attained 
enhanced feasibility due to government-supported subsidies, thus facilitating expedited execution and 
improved accessibility. The efficacy of programs such as the UDAN regional airport initiative, offshore 
renewable energy ventures, and metro rail expansions exemplifies how VGF has effectively addressed 
investment deficiencies and stimulated economic advancement (Ministry of Finance, 2023). 

CHALLENGES IN THE IMPLEMENTATION OF VIABILITY GAP FUNDING (VGF) IN INDIA: 

Viability Gap Funding (VGF) has made a substantial contribution to infrastructure advancement in India; 
however, various challenges and constraints impede its optimal effectiveness. A prominent concern is its 
restricted sectoral focus, with a majority of financial allocations directed towards transportation and energy, 
consequently leaving essential sectors such as healthcare and education inadequately funded (Gupta & Mehta, 
2021). Furthermore, protracted approval procedures and bureaucratic obstacles hinder project execution, 
thereby diminishing operational efficiency (Sharma, 2020; Ministry of Finance, 2022). VGF also imposes a 
fiscal strain on public resources, as it predominantly depends on government grants, which raises 
apprehensions regarding fiscal sustainability (RBI, 2021; Economic Survey of India, 2023). Additionally, 
excessive reliance by the private sector on VGF subsidies disincentivizes the development of innovative 
financing approaches, including bond markets and infrastructure investment trusts (NITI Aayog, 2023; Shukla, 
2021). Despite the backing of VGF, numerous projects face challenges in revenue generation, particularly within 
sectors such as transportation, where insufficient user demand hampers financial viability, as evidenced by 
certain regional airports participating in the UDAN scheme (World Bank, 2021; FICCI, 2023). Moreover, 
inadequate monitoring frameworks have resulted in cost overruns, project delays, and inefficiencies in the 
utilization of funds (Sharma & Kumar, 2020; Planning Commission, 2022). To effectively address these 
challenges, it is imperative to pursue policy reforms, streamline approval mechanisms, and explore alternative 
financing strategies to ensure the enduring efficacy and sustainability of VGF in India. 

RECOMMENDATIONS AND POLICY IMPLICATIONS FOR ENHANCING VIABILITY GAP 

FUNDING (VGF) IN INDIA: 

In order to tackle the obstacles associated with the implementation of Viability Gap Funding (VGF) and enhance 
its efficacy, a series of policy reforms and strategic interventions are requisite. The following recommendations 
are aimed at broadening the scope of VGF, streamlining approval mechanisms, ensuring financial sustainability, 
fostering private sector efficiency, and improving project oversight. 

1. Expanding Sectoral Coverage and Prioritizing Social Infrastructure 

Although VGF has effectively bolstered transportation and energy initiatives, its applicability should be 
extended to critical sectors such as healthcare, education, and water management, which yield substantial social 
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advantages (Gupta & Mehta, 2021). Fortifying infrastructure in these domains can augment public welfare and 
foster equitable economic development (NITI Aayog, 2023). 

2. Simplifying Approval Mechanisms and Enhancing Institutional Coordination 

The existing multi-layered approval framework prolongs project execution and dissuades private investment 
(Sharma, 2020). The establishment of a single-window clearance system, coupled with streamlined regulatory 
protocols, can enhance operational efficiency and transparency (Ministry of Finance, 2022). Additionally, it is 
essential to strengthen collaboration among central, state, and local agencies to mitigate bureaucratic 
impediments (Planning Commission, 2022). 

3. Ensuring Financial Sustainability and Diversifying Funding Sources 

In light of the fiscal implications associated with Viability Gap Funding (VGF), it is imperative that innovative 
financial mechanisms augment government grants. Financial instruments, including infrastructure investment 
trusts (InvITs), green bonds, and municipal bonds, have the potential to effectively mobilize private and 
institutional capital (RBI, 2021; Shukla, 2021). Moreover, the adoption of performance-based funding models 
can ensure that financial support is closely aligned with project efficiency and sustainability (World Bank, 2021). 

4. Encouraging Private Sector Efficiency and Reducing Overdependence on VGF 

To mitigate the risk of moral hazard, wherein private entities may become overly reliant on VGF subsidies, it is 
essential that projects actively pursue alternative financing avenues prior to soliciting governmental assistance 
(Economic Survey of India, 2023). The implementation of risk-sharing mechanisms, such as hybrid annuity 
models, can facilitate a more equitable distribution of financial accountability (NITI Aayog, 2023). 

5. Strengthening Project Monitoring and Accountability Frameworks 

A comprehensive monitoring framework is vital for the effective oversight of fund utilization and for the 
prevention of cost overruns and project delays (Sharma & Kumar, 2020). The execution of independent audits, 
the real-time monitoring of fund disbursement, and the public disclosure of project progress can significantly 
enhance accountability and transparency (Planning Commission, 2022). 

The adoption of these recommendations would significantly augment the efficiency and impact of VGF, fostering 
expedited project execution, diminishing financial risks, and amplifying private sector engagement. By 
diversifying funding sources and fortifying governance frameworks, policymakers can secure the sustainability 
and efficacy of VGF as a pivotal instrument for infrastructure development in India. 

FUTURE SCOPE OF VGF IN INDIA: 

The trajectory of Viability Gap Funding (VGF) in India will be profoundly influenced by policy innovation, 
financial sustainability, and the incorporation of global best practices to bolster the nation’s ambitious 
infrastructure expansion objectives. Historically, VGF has predominantly concentrated on transport and energy 
sectors; however, its application is anticipated to extend into social infrastructure domains such as healthcare, 
education, water management, and waste treatment, thereby facilitating equitable development. Furthermore, 
with the emergence of smart cities, the proliferation of 5G technology, and the advent of AI-driven governance, 
VGF is poised to assume a vital role in financing digital and technology-oriented infrastructure projects. To 
enhance financial sustainability, prospective VGF frameworks may incorporate blended finance strategies that 
amalgamate government grants, private investments, infrastructure investment trusts (InvITs), green bonds, 
and crowdfunding, thereby lessening dependency on public funds while appealing to institutional investors. 
Additionally, governance reforms, including AI-enhanced project monitoring, streamlined digital approvals, 
and performance-based VGF disbursement, can significantly bolster efficiency, transparency, and 
accountability in infrastructure initiatives. By drawing insights from international VGF models—such as the 
United Kingdom’s Private Finance Initiative (PFI) and Australia’s Social Infrastructure Public-Private 
Partnerships (PPPs)—India can refine its funding structures and attract investments from global development 
banks and G20 partnerships. As sustainability emerges as a paramount concern, VGF can also be strategically 
employed to advance green infrastructure initiatives, supporting renewable energy, smart grids, climate-
resilient urban planning, and circular economy projects. Through the integration of technological innovations, 
diversified financing models, and international best practices, India’s VGF framework can evolve into a more 
sustainable, efficient, and inclusive mechanism, thereby ensuring long-term infrastructure advancement and 
economic development. 
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CONCLUSION: 

Viability Gap Funding (VGF) has emerged as an indispensable financial instrument in mitigating fiscal 
deficiencies in Public-Private Partnership (PPP) infrastructure initiatives within India. By reconciling the 
disparity between economic imperatives and commercial feasibility, VGF has enabled the realization of critical 
projects across diverse sectors, such as transportation, renewable energy, and urban infrastructure. The 
successful execution of initiatives like the Pune Metro Line III and Noida International Airport exemplifies its 
efficacy in attracting private investment and expediting infrastructure development. 

Nevertheless, obstacles such as bureaucratic inertia, excessive dependence on governmental subsidies, and 
restricted sectoral reach necessitate rectification to augment its impact. Fortifying governance structures, 
optimizing approval mechanisms, and broadening funding avenues will be pivotal in enhancing the 
sustainability and effectiveness of VGF. Extending its utilization to vital social sectors, including healthcare and 
education, has the potential to further elevate public welfare and stimulate economic advancement. 

As India pursues its ambitious infrastructure expansion agenda, the refinement of the VGF framework will be 
crucial in ensuring enduring financial sustainability, promoting increased private sector involvement, and 
fulfilling the nation's developmental objectives. Through strategic reforms and innovative financing 
methodologies, VGF can persist as a significant catalyst for infrastructure development, economic advancement, 
and inclusive progress. 
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