














































































































































































































































































































































































































































































































































































































































Implications of Deficits: 

Fiscal deficits have Imp 1 I cat 1 on 5 for the 

future as we 11 as for th.? present. The debts created by 

borrol.'Jlng 

generate 

have to be serviced. The publiC sector 

trle ilec25sary resources thro'.Jgh receipts 

must 

from 

publiC Inv2stment, through additional ta"es or' spending 

cuts, or through money creation. ,'41 though 

can borr'ol" Indefinitely, In the long run Uley must claIm 

enough resources to poy at least part of the Interest; 

otherWise the level of debt WIll rise '.<lthout limIt as a 

proportion 

d t: fIe 1 t t, 

e;,cludlng 

surplus to 

e ...... C2ptlon 

of GDP. Tn I S means 

the consolidated or' 

th a t 

grO-:iS 

th e 

f I'scal 

"p rlmary 

defiCIt 

Interest payments - must eventually run Into 

only compensate for pas t defiCIts. The 

to thiS requirement IS If resources are used 

so effectIvely that the growth rate of the economy - and 

of pub I I c revf=lIlUeS - persIstently exceeds th" 

Interest rate on publiC debt. 

One to deCIde ,,,hether a defiCit IS 

"prudent'1 IS to determIne whe the r f Inanc Ing I t IS 

CClrlSlstent with the government's other mac roeconomlC 

ObjectIves exterrldl creditworthIness, growth of 

private 

amp 1 e. 

prLvate 

Investment, and control of 

A deflClt must be balanced 

sector that saves more than It 
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by an external current account defICIt. 

li the e'<cE'SS of farelgner'~ Income fram the domestIc 

~conam\r ove_r theIr 0 d • ~ s en 1n9 In ~ ThIS IS equal to th': 

current a.--count defiCIt !.!l the balance of payments). 

These crIterIa can be used to Judge what level 

of fIscal defICIt IS prudent. HIgher growth In exports, 

re;:ll demand for money, dnd overall fInanCial saVings 

means a higher defiCit can be fInanced WIthout VIolating 

the obJectlves of external creditworthIness, low 

Inflation, or reasonable re a 1 Interest rates. In 

g.?neral, faster econ.:JmlC 9rc)v./th brIngs bIgger defiCIts 

W 1 th 1 n th e bounds of prud~(lce, because r t usu all y 

J{nplIes faster growth of experts and demand for money. 

In a slowly growIng economy WIth low fInancial saVIngs 

and stagnant the prudent fISC a 1 defICIt IS 

lIkely to be lew. 

Contrary to the popular VIew, fIscal defICIts 

be regarded as the source of InflatIon or trade 
cannot 

17 
I~lb;:llanCeS In the 80s 

In fae t, there are reasons to 

that In thIS perIod the Increase In gove rnment 
belIeve 

In relatIon to revenue collectIons 

have played 
an Important role In enablIng the I nd I an 

economy to scale the barr'ler of the HIndu rate of 

9 raw ttl. 
DespIte thIS, the fIscal polICY pursued In the 

80s cannot be contInued. 
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The demand-drIven growth In the 80s 

characterl;!ed by rIsIng budget defICIts and a 

declInIng overall savIng ratlo cannot be sustalned and 

must flounder agalnst suPply-sIde factors, for 

the low rate of addltlOr) to capacity, foreIgn 

e.,ample, 

e:<cnange 

bottleneCkS etc. It IS for thIS reason that the trend 

of s3v~ng In the publIc 5 ec to (' should 

re'.'l?rsed, I f the t,;>mpo of grOWn) IS to be malntalf)ed or 

rdlsed. Also, with stagnant governmertt revenues and 

rising public debt as ratios of GOP, the solvency of the 

18 
public sector Itself Will be In Jeopardy 

The fIrst step In reduCIng the fIscal deflclt 

IS to down the revenue so tha t the 

current routlrli~ expend 1 tUI'e, most of wnlch IS non-

developmental, can be wholly or mostly met frOID cur'rent 

Lncome wtll!e borrowlngs can be used to meet Investment 

e~pendltures. 

R"auCIng the revenue deficIt ImplIes economy 

In routllh' consumptIon expenditure on the one rlan.j, and 

raIsing of tax revenues, on the other. rha t means a 

sudden reversal of an establIshed trend. 

Th e fIscal defICIt should be cut by slOWing 

down growth of Interest payments and salary and wages, 

graded abolition of unwarranted SubSIdIes - fertIlizer 
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and but not food - :;.nc of 

expendItures on the one hand and by ImprovIng dIrect ta~ 

revenue and surplus of publoc enterprIses on the other. 

D>i!f>i!nce may be frozen temporarIly and 

allowed to grow d f t e " ell ,n t nat I ng revenue deflCt~ .. 

Sur~llus of publiC enterprIses shouJd b~ Incre~sed {flore 

by ImprovIng prcduc t: V L ty, effIcIency and capac: 1 ty 

utrll:2:dtlO(1 by II I kIn g p rIC e S of pub 1 1 c goads. 

SImIlarly dIrect tax revenU>i! should be Increased ,ncre by 

WIdening ta" b d. S e and restrlctIng evaSIon and 

exemptIons than by raIStng tax rates. PublIC Ii/Vestment 

Industry, Infrastructure and agrIculture should not 

be cu t. 

fIscal 

InflatIon rate should be controlled by CUttll1S; 

deficIt and restrl~tlng growth of admLnlst.::!red 

price and procurement price and supply management. 

294 



Notes and References 

1. W. Arthur Lewls, The Theory of Economlc Sro" .. th, 
George Allen ?...: UnwIn, London, l Q SS. 

~ 

.. 
~. 

R. 8 a r~ ra , "Are Government Bonds Net Wealth ?" 

Journal of PC}ltlcal Ecanoln.,v-, \101 82, No 6, 
pp . 10Q S-1117, 1974. 

M. , 
.J • 

L td . , 
ArtIs, PaJ9ra~"t? Elicy'c-loped1.a, 
London, 1987, pp 764-S. 

MacmIlla.n Press 

4. 1t IS COinmonly believed that' forced savIngs ar2 
deSIrable fer growth. ThIS 15 flot ccrrec~. For, 
the desirablllty or otherwlse ot forced sdvlngs 
depends on "a number of clrcumstances, IncludIng 
the degree of gov~rnment Interventlon desired, the 
relative size of the sector to be fInanced by 
government funds (IncludIng d,rect investments, of 

grants and loans) and the rest of the economy, the 
relatIve emptlasls an rapId development verSiJ5 
welfare conSiderations, avaIlability of resources 
etc". See, cCDnolnlc BL.,liet'lf7 for ASia and thl:? Fa,"""­

East, November 1954, p. 3. 

5. United NatiDn·~, l'1eaSUrl?5 fer t/-,e 
fJevt?1oplnl:?nt of Under-dl?i.:g1cped Countrles, 
1951. It says that enquirles showed that 
and South-East ASla and the Middle East, 

Economjc 
New York, 
In South 

private 
G,~ld hoards are dS large as 10 per cent of natLonal 
InCDme. 

6 • vi rH' t h u r Lew l S, Op. C l t., 1 95 S . 

7. 

8. 

LUlgl Spaventa, "The Growth of PubliC 
Sustainabllity, FIscal Rules and Monetary 
INF Staff Papers, \101 34, No. ::, pp 374-99, 

Deb t, 
Rules", 
1987. 

B B Bhattacharya., InCl3. 5 ECOnOIT?lC CriS1S, Debt 

Burden and StatJll15atlon, B R Publlshlng 

Corporation, DelhI, 199:, p. 158. 

::'95 



9. Amaresh Bagchl, "FIscal Finances and Money Supply", 
In Subroto Ray and WIllIam E James, IEds.>, 
Foundations of India's PolItical Economy: Towards 
an ,4genda for the 19905", Sage PublIcatIons, New 
DelhI, 199::', pp. 177-21l. 

10. See World Bank, World Development Report, 1988. 

11. All governrnent defICIt measures have been 
defIned here as to have POSItIve values, 
expenditure mInus receIpts rattler than the 
'<Jay round. 

sa 
r • e • , 
other 

1:. For a review chapter an budget defICIt fInanCIng, 
See R Dornbusch and S FIscher, Macro economICS, 
McGraw-Hill, NeloJ Yor'k, 1987, pp. 581-623. 

1 ::; • IbId, In Farrokh K Langdana, SustainIng 
DefICIts In Open EconomIes, RoutledgE' London, 
p. 597. 

Budget 
1990, 

14. ThiS COInCides With the IMFs defInItIon of prImary 
defICit. 

15. 

16. 

R J Mody, 
AprIl-June, 

"Budget and the 
1990. 

MIhlr Rakshlt, "Macro 
Programme: A Critique", 
Weekly, \,'01 '26, No. 34, pp .. 

Deb t Trap" , VIkalpa, 

EconomIC Adjustment 
EconomIC and PolItIcal 

1977-88, 1991. 

17. Ibid, R J Mody, "Fiscal DefICit and StabIlIzatIon 
POliCY", Economic and Political Weekly, February 
15, pp. 325-326, 199:. 

18. W H BUIter ,lnd U R Patel, "Debt, DefiCIts and 
Inflation: An ApplIcatIon to PublIC FInarlces in 
IndIa", Yale UnIversIty/NIPFP (Mlmeo). 

296 



CHAPTER - IX 

PUBLIC EXPENDITURE 



CHAPTER IX 

PUBLIC EXPENDITURE 

Historical 

Indi a 

Factors Influencing Publ ic Expendi ture ill 

All de'ie lop tng countrIes have a common 

obJectIve of achlevtng a htgh rate of economIC growth 

leadtng 

lIVIng 

to a sustained Improvement In the levels of 

of the population. Another objectIve commonly 

subscrIbed to tn the plans of many developIng countries 

IS the reductIon In InequalItIes, especIally at a pace 

faster than would be achIeved solely through the 

growth process. 

normal 

An Instrument for achIeVing broader objectIves 

of growth WIth eqUIty was the creatIon of a pub I I c 

sector In a mixed economy. Also, there 'Alas a more baSIC 

and WIdely shared soclO-polItIcal commItment to the 

c re a t Ion of a mI><ed economy, In WhICh the state has a 

substantIal d i rec t control over I mpo rt an t produc t I on 

sectors. 
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It '>Ias realIsed In IndIa tha t the development 

of baSIC and heavy IndustrIes IS essentIal to create 

cond!tlons for sustained growth In the economy. 

priority was accorded to the development of hIgh 

Hence a 

baSIC 

and heavy Indust'~les, lIke steel, heavy chemIcals and 

heavy machlnery, coal, electrICIty and transport. I t 

the (.\1 a s also rf'cognlsed th a t a rapId growth of 

agrlcul tur~l sector w3s cruc131 far sustaIned economiC 

growth. Hence, programs for an Integrated deve lopment 

of agrIcultural and IndustrIal sectors were chalked out. 

The strategy and pattern of development 

adopted In Second Five-Year P I an were b road I y 

continued In the ThIrd Plan. But whIle the ThIrd P I an 

was st III In progress, events took place which Imposed 

unforE'seen burdens on the economy. The sharp Increase 

defence expendltures consequent on arrned conflicts 

With ChIna and Pakistan and the levelling off of foreign 

aId, all Ul the short span of three years (1962-6S), put 

the economy under severe straIn. These straIns reached 

crISlS proportIons when two consecutIve droughts hIt; the 

country In 1966 and 1967. GDP In these two years f e I I 

In absolute terms. The sharp deterIoratIon at economIC 

CIrcumstances and the securIty en VI ronmen t demanded 

adjustments In poliCY and reflection on the dIrectIon of 

changes needed In the structure of the economy. The 

multI-faceted crISIS India was faCIng In the mId-SIxtIes 
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demanded a polltlcally se 1 f-a'Ssured leadershIp. 

However, It was precisely at thIS dIffIcult t I me that 

IndIa lost two PrIme MInIsters, leadIng to loosening of 

the polItIcal structure and partIcularly 

governmental decISIon makIng process. The Imp ac t 

the 

of 

adverse CIrcumstances brought Into vIew two prInCIpal 

(Ve d k n e sse s of the economIC strategy WhIch had been 

followed. One was the Inter-sectoral Imbalance between 

agrlcultur'e and Industry, ana the other was the under-

estImatIon of foreIgn aId reqUIrements. It beca,l1e C I ear 

th a t some changes In poliCy were reqUIred to make the 

plans more vIable. 

The longer-term plannIng exerCIse was 

suspended WhIle three Annual Plans were executed wIth a 

,./ 1 ew to consolIdating the short-run gaIns before 

next phase of growth could be InItIated. But, 

general d I rec t Ion of pOlICy was towards 

strengthenIng of the process of llberallsatlon tha t 

been InitIated under the stress of circumstances. 

the 

the 

th e 

had 

The 

ImmedIate economIc consequences and polItIcal fallout of 

devaluation epIsode were dIsastrous. Moreover, 

cast a. 

country. 

long shadow on economIC POlICY makIng 

The formulation of the Fourth Plan had 

postponed tIll 1969. 
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The prOblems posed by the resource constraint, 

especially of foreign exchange, for the framers of the 

Fourth Plan were made more diffIcult by an uncertaIn 

polrtlcal sItuatIon. In Its basIc approach the Fourth 

Plan was not much different from ItS predecessors. The 

dls3PPOintment wIth aId and aid gIvers Introduced an 

addec element of realIsm and caut Ion Into Indian 

pcllCles .. The current accoun t deficIt was 

slgnl flC:lntl y reduced and the Imports of food-graIns 

~,ere brought dewn trOln theIr earl,er hIgh levels. These 

resul ts gave subsl;':lnce to the polItIcal stance of "self-

rell.Jnce". The economiC costs of th e adjustment to 

lower levels of foreign avallablll ty were 

apparent In terms of deceleratIon of economIC growth and 

of employment. 

8etore the Fourth Plan was completed, IndIa 

had to face the Bangladesh criSIS of 1971. Th 1 s DJas 

followed by the drought In 1972 and the fIrst all shock 

In 1973. The sh d rp Increase In Inflation and the 

consequent 

formidable 

politIcal turmOIl e~acerbated the country's 

development problems 

pre p a ," a t Ion of the Fifth Plan. 

and c omp 1 1 cat e d 

Keeping the balance 

the 

of 

payments manageable, curbIng inflatIon and preventing 

drastIC cuts In the Investment programs became the 

domInant concerns of policy. 
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As Shalla (1986) has indIcated, a very serIous 

attack on the path of Indian development was made 

1977 .. The new IndustrIal pOlICy of the gave rnmen t 

tended to "llberallse" the economy by extendIng the area 

of prIvate sector and by alloWIng more liberal Imports. 

Secondly, the continUIng programs In the heavy 

IndustrIes area under the publIC sector had become so 

Important that they took away a major chunk of publIC 

Investment. Hence the optIons for completely changing 

the dIrectIon of Investment were farrly lImIted over a 

Nevertheless, a concerted effort was made 

to dIvert resources Into schemes that best generated low 

productIVIty .nvestment. 

Total SubSidIes In general and to agriculture 

In partIcular were ra.sed to an unprecedentedly hIgh 

levc>l. The total SubSIdIes rose from Rs 975 crores 

1976-77 to Rs 1821 crores .n 197<;'-80 (See Appen~i)(.Xfl). 

ThIS 

the 

further pulled down the rate of publIC savings In 

economy; and consequently, tIle capaCIty of the 

pub llc sec tor to Invest at a rllgh rate was conSIderably 

On the other hand, the capac. ty of the pub llc 

sector to mobIlise addItIonal resources was hampered due 

to the "populIst" soft lIne and also because of huge 

losses to the exchequer due to the Implementation of the 

polICY on prohibItIon. 
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Table 9.1 : COdpOsltlDn at total e'pendlture ot Central Sovern~ent 

------------------------------------------------------------------------------------------------
Year Total Revenue 

expend. [xpend. 
IRs crs) IRs crs) 

11) (7) 

12) as % 

of (l) 

Capitol 
[xpend. 
IRs crs) 

14) 

14) as ~ 

of 11) 

15 ) 

Plan 16) as ~ 

!Mlay ot II) 

16) 17) 

Non-Plan 
Outlay 

18) 

18) .5 ~ 
at II) 

--------------------------------------------------------------------------------------

1965-00 4126 2001 48.4'1733 21:5 51.50266 1141 27.65390 2605 63. Ub20 

1'171}-~1 47:5 3153 66.73015 1572 33.26984 1299 27.19206 3728 78.89947 

62.04847 9111 37.95152 7fJ.19 32.98240 13062 

1985-86 50420 33608 66.65608 16811 33.34l'12 19854 39.37723 32811 65.07536 

1986-87 60426 40726 67.39813 19700 32.60186 2~6 38.05646 39920 00.06427 

1987-88 65303 ~6167 70.69659 19~26 29.30]40 24209 37.07190 ~4052 67.mas 

71.57105 il~93 :S.l}027 2615l 34.59172 52960 7() .05383 

19!19-Q() 8'/321 64011 71.66399 25310 28.33600 27520 30.81022 653Ba 73.20562 

1990-91 105316 73516 69.80515 31800 30.19484 29118 27.64822 76933 73.04967 

1991-92 113102 83630 73.90000 29472 26.10000 33032 29.2DOOO 80070 70.80000 

19'11-93 119087 89570 7S.?OOOO 29517 24.80000 34612 29.10000 84475 70.90000 
---------------------------------------------------------------------------------------------------
Source : Government of Indio, ~Lnl5try of Finance: Plan Documents, Indian [cona,,"e StatIstic; 

IPubllc Finance) - Various lssuesj [MIE : 8dSlC StatIstIcs Reldtlng to the Indldn Ecan~y, 

August 1993. 

In 1979, came the second 011 price hIke, 

followed In the early 1980s by the severest receSSIon In 

the world economy SInce the Great DepressIon. The 

adverse Impact of the new 011 prIce hIke was compounded 

by a severe drought. However, the Impact on the balance 

of payments of further deterIoratIon In the terms of 
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trade and the need to Import some fOOdg'~.3IilS (oJ a s 

moderated by Increases In expatrldte remIttances. 9u t 

more than that, the balance of payments was restored to 

manageable lImlts by lmport substItutIon In foodgralns 

and petroleum. 

The SIxth Plan was by and large successful. 

One of the Important Improvements was the decline In the 

inCldence of poverty. AccordIng to th e Plannln9 

CommISSIon, the percentage of people below the poverty 

lIne declIned from 48.3 per cent In 1977-78 to 37.4 per 

cent In 1 0 85
1

. There IS, however, some mIsplaced 

emphaSIS about the causes for thIS declIne. The credl t 

for thIS IS gIven to expanded programs of the lRDP and 

other welfare and antI-poverty programs. 

The Seventh FIve-Year Plan was formulated In 

the mIddle of a tumultous perIod of the IndIan economy. 

Thl: fIscal SItuatIon, WhIch had been under mountln9 

pressure ttl roughou t the 1980s, .3i55Umed crISlS 

proportIons by the begInnIng of the fIscal year 1991-92. 

The Gulf crISIS of 1990 e~acerbated the already 

f ~-'l SItuatIon. precarIOUS I~L.~ 
At a macro-economIC level, 

fIscal defiCIts, beSIdes contrIbutIng to 1 n f 1 at 1 on a r y 

pressures, had also been spIllIng Into balance of 

payments. 
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An analysIs of the fIve-year plans of the 

Government of IndIa Indicates a common thread runnIng 

th rough them: that, expenditure has been growIng at a 

rate faster than the revenues resulting In budgetary 

defiCIts. It would be InterestIng to VIew thIS aspect 

In a politico-economical backdrop. 

In Indl a, the KeynesI an leg I t lmacy for budge t 

Nas taken for gr'anted. The rIve-year plan 

regime gave legItImacy to defICIt fInancIng. 

legitImaCIes prOVided the general approval 

But these 

for budget 

defICits and for uSing defiCIt finanCing to cover the 

final budgetary defiCits. What caused a sudden ShIft In 

the level of government expendIture and ItS persIstent 

growtr, may be explained by uSing the publIC chOice 

f rame,,,ork. 

untIl the split In the Congress Party In 1969, 

the growth of government expendIture could be e,'plalned 

In terms of factors like growth of plan expendIture and 

1 n f I a t Ion. Undoubtedly, an unexpected factor lIke 

China's milItary aggreSSion led to a sudden shift In 

defence e"pendl ture. But during the early 1970s, the 

vote catching pOPUlist schemes started emerging In the 

wake of the 'Garlbl Hatao' slogan. The anti-poverty 

to 
and the 20-polnt program were deSigned 

programs 

achIeve the objective of helping the poor who could not 

304 



UJ 
iO[ 
.... ' •• 11" 

~ 
,tt"",,,,\ 

~-.~,-
" ..... ,,-. 

C] 
......... """ 

.-"" ilf'~ .. " ..... 

LU 0_ 

0,_" C~.j 

"'" ~ 
,

J I'~' 

1'"""4 ,,,.:' ..... 
I,,) 

• 1".IJ Ii. 
Q\ (-'I 

:r: j."._" IJJ 
~ ''1,.;-.. ( I~ 

~ 
";~ " I ... '.,. ,,,, #, .. , 

Irl 
":~ ... 

C-' 1--........ 
(U) 

, ..... 
-1_,-

UJ "' ..... ,. 
( 

, 
i 

tL. '-"' 

c:c 
(""'ij ILl 
'.,,~, .... 61 [L 

"T-.... ."" 

~.-",-
I~ ..... ~ 
~ ....... ........ 
,...r"'~ 

() 
Q[ 
(~ " , 

"" ..... 

o 
('IJ 

. ..• 
.. ' .... 

" 

1., .. 

11" 
'" 

" 

" 

'JIll 

" 

...... 
"" 

" .... , 

-r' """"T"-"""" "'-"""'T ." ... " [ ...... - 1""--"""''1' ----""·-T 

0:1 10 ·:t e,j 0 0:1 ':0 "'t 
T'''· 'r' 

::Jl-:J n L 1 CJ N :3 d:~:] 

.' 

1,0 
(1'\ . , 

11"1 
(11 

, 
01 

• 
': ;I 
i:1 1 

: < :1 
I' , 
11"1 
I", 

., .... 
t"", 

I 

0 
I' , 

(\1 
'.0 

.. I 

e'l 

r o

' 

'n 

i/1 
: , 
,~.( 

II I 
.>. 



be covered by the 

developmen t. DerIvIng 

general process 

InspIratIon from 

of 

the 

planned 

unlon 

government, every state government announced ItS own 

vote-catchIng scheme at the ttme of presentIng th e 

of budget. ThIS competItIve populIsm led to the growth 

revenue WhICh could not be covered unde r' 

non-plan accoun t. 

wer~ trdnsfe~red 

As a result, some of 

tc plan accoun t .. 

these 

ThIs 

spurIously hIgher plan outlay, but the welfare 

reduced the fInancIal resources available for 

development projects like IrrigatIon and power. 

schemes 

showed 

schemes 

lang-term 

go'.' to? rnfnen t bureaucracy had 

grawn and e.panded under the five year plan regime. Of 

late, government employees have become a powerful lobby; 

so much so that no government can refuse to concede 

th e I r d~,,,and fo r more pe rks and prIVIleges. The 

government employees have their own organI~ed Influence 

and, hence their cooperatIon IS reqUIred by the 

polItICIans to run the admlnlstr"atlon and to serve theIr 

sel f-Interest. 

Types of Expenditure and General Trends 

Most of the ,tems of government 

wrle th e r claSSlfled as revenue or cap I tal 

e,'<pend! ture, 

expendIture, 

under eIther developmerltal or non-developmental. 
fa 1 1 
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ThIS differentiation IS based an the distinctIon between 

government's essential general services (eg. defence, 

admInistratIon of JustIce, currenCy and cOInage, CIVIl 

admInIstration, etc. ) and lts extended or op tIona 1 

serVIces (eg., agrIcultural and IndustrIal development, 

educatIon, health, social welfare, SCIentIfIC research, 

etc. ) . Any expenditure Incurred by the mInIstry of 

defence or helme affaIrs fo r e ,I( amp 1 € , IS nan-

developmental, whIle all expendItures by the mInIstrIes 

of agr"Iculture, health, rural development, etc. Will be 

treated as developmental. Developmental expendIture In 

.I.ts turn IS sub-divided Into (a) SOCIal and co,nlOun It Y 

serVices (educatIon, health, SOCIal welfare, 

broadcasting etc. ) and (b) economiC serVices 

(agricul ture, Industry, power development, etc. ) . 

AdminIstratIon of a general nature and Interest 

payments, transfers and loan repayments are Included In 

non-developmental expenditure. 

Cap 1 tal expenditure IS also claSSifIed as 

1 d 01 developmental --Ince not all kInds developmenta an n r - , -

of cap I tal expenditure contribute to development. 

Revenue expendIture IS also claSSifIed SImilarly SInce 

not a I I expendIture on the revenue accoun t IS non-

developmental. 
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The between plan and non-plan 

components of expendIture does not cor"respond to 

between developmental and non-developmental ones. 

th a t 

Th I s 

IS because both plan and nan-plan expendItures 

developmental and nan-developmental Items. Also, 

con t a I n 

once a 

plan scheme IS full; operatIonal or the plan project IS 

completed, ItS maIntenance and operatIonal expenses are 

shIfted to non-plan budget. {See Chart 9. 1 depIctIng 

the heads of eKpendIturel. 

Table Q 1 prOVIdes a brIef pIcture of trends 

the government of IndIa expendIture, classlfLed as 

between {II revenue and capItal expendIture an the one 

hand, and (LI) plan and nan-plan outlay or the ather. 

It would be seen that revenue eKpendlture domInates and 

far eKceeds the capItal expendIture, the former haVIng 

Increased from two-thIrds of the total In the late 1980s 

to around three-fourths of the total. Th I SIS nat a 

healthy trend for a developIng country like India where 

the authorItIes have assumed a major respohslbllIty of 

promotIng capItal formatIon and where publiC expendIture 

as a pr'oportlon of GDP IS movlrlg up. ThIS fact should 

be noted along WIth the one mentIoned earlier, namely, a 

persIstent 

speakIng, 

defICIt an revenue account, wh i 1 e 

there should a be surplus on revenue 
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Clurt 9.1 

Ht.ds o',E.p'ndltur, 

Pl.n f'pendltur. Nm PI." f'~'fldltu" 
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Source Dillres Bh.tt.chary. 'Publlc Fln.nce In Tap.s M.)uilld., led.) 1993. N.ture, ~.n .nd the the Indldn EcOllOollY. 
O.-Iord LI1lversl ty Press, N.>I Deihl, p. ]sO 



to augment Investment on capital account. Unfortunately, 

the authorItIes are nat able to contaIn theIr revenue 

expendIture the way they should, because of numerous 

IImlting factors. Some of these factors merely reflect 

the government's faIlure to do Its duty effectively, 

such as CheckIng Inflationary pr Ice rIse, ImprovIng 

eff;clency of publlc enterprlses and so on; whIle others 

relate to the government assuming aVOIdable and wasteful 

ac t 1 '/ I tIe s . WIth revenue expenditure gobbling up such a 

large proportIon of total e,xpendlture, the share left 

fer capItal expenditure remalns Inadequate. As a 

proportIon of total expendlture, capItal expendIture was 

51 .5 per cent 1965-66 and rapIdly declIni?d, 

thereafter to 37.9 per cent In 1980-81 and to 24.8 per 

cent In 1992-93. 

Total p I an expend I ture has been Increaslng 

over tIme, but there has been a di?cline In Its rate of 

growth as compared WIth thi? growth rate of non-plan 

e.xpendl ture. ThIS has resulted In a declIne In the 

share of plan expendlture In total expendIture. It was 

27.6 per cent In 1965-66 and gradually Increased to 39.4 

per cent In 1985-86. However', durIng the 1 ate 1980s the 

share has decreased and stood at 29.1 per cent In 1992-

93. CorrespOndIngly, the proportIon of nan-plan 
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e.><pend I ture has been increasing and stood at 70.9 per 

Non-plan expendIture Itself has both revenue 

and capItal components, but the latter comprIses only 

a small fractIon at the total. Consequently, almost 

E'ntIre non-plan e:<pendl ture IS Incurred on revenue 

account whICh Includes Interest payments, defence 

E'.~pendl ture, 

e.xpendl ture 

SubSIdIes, gran ts and . 0 th e r non-plan 

The fIrst three componerlts consume away 

an alarmIngl) large proportIon of non-plan .,.'pend I ture 

(reachIng 70.8 ~~ In 1 qO::-93 ';. Supported by numerous 

ecorOlnrc, SOCIal and polItIcal compulSIons, they have 

generated self-feedIng processes of theIr own. 

th e category of 'other non-plan expendIture' 

WIth 1 n 

itself, 

around goes to meet the cost of admInIstratIon, 

polIce, penSIons etc. Anotrler 17 per cen t or so goes 

Into SOCIal serVIces lIke health, educatIon, InformatIon 

and broadcastIng, etc. Around a quarter of It goes Into 

economiC serVIces WhIle UnIon TerrItorIes get around 

per cent of the total. 

The follOWIng IS an analySIS of some of 

Importan t components of non-plan expendIture. 

fac tors leadIng to a rIse In aggregate expendIture 

8 

the 

The 

and 

its constItuents wIll be dISCUssed In a later sectIon. 
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Survey of Non-Plan Expenditure: (See Table 9.2). 

Defence Expenditure: 

W, th respect to defence expend, ture In 

partIcular, It has to be consIdered In the context of 

allocatIon of reSOUf"ces because defence and non-defence 

programmes make competIng demands on 

avaIlable resources. In makIng an assessment of whether 

the growth of expendIture devoted to defence has be"n 

excessIve or not, the consIderatIons that have to be 

examIned 3re mostly technIcal In nature. Othe r than 

technIcal conslderatlofls, the polItIcal economy of th IS 

expend 1 ture also deserves some mentIon. The defence 

lobby (In a publIC chOIce framework) has been grOWIng 

powerful. For thIS lobby, Paklstan"s attempt to acquIre 

modern defence technology from USA and Chlna"s attItude 

towards settlIng the border dIsputes have become 

defence Irrefutable 

e"pendlture. 

Justlflcatlons for IncreasIng the 

The need to acqUIre equally 

modern eqUIpment becomes arl excuse to Increase 

superIor 

mIlltary 

expendIture. 

expanSIon of 

Th,s lobby 

polItIcIans 

self-Interest 

The proposals for 

speCIal dIVISIons 

gets the support 

for ObVIOUS reasons. 

better traInIng and 

are e as 11 Y accepted. 

of bureaucrats 

For thIS all,ance 

and 

of 

groups, shortage of funds does not pose 
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Tdble '1.2 

Trends in Nan-Phn [.pendl ture 1970-71 to 1'1'12-'13 

-------------------------------------------------------------------------------------------------------------------------
Year Non-l'lan bpend i ture IRs. Crore) Percentage to tot,l As per cent af GDP 

------------------------------------- ------------------------------- -------------------------------------------
Grass De fence Subs 1- others Tot,l Grass Defence Subs 1- Others Tatal Gwss lJ.f,nce Subsl- Others Total 
lnte- dIes lnte- dIes lnte- dles 
rest rest rest 

\)J -------------------------------------------------------------------------------------------------------------------------
P 
tv mo-71 bOb 11'19 94 1829 1728 lb. 2~J 32.162 2.521 49.061 1('0 0.663 1.:112 0.102 2.002 4.081 

1'I90-lll 2604 :lG04 2028 4826 13Gb2 1'1.935 27.591 15.525 3b.'/~b 100 1.811l 2.516 1. 41b 3.36'1 '1.120 

1985-86 7503 7988 4796 12524 32811 22.8b7 24.341 14.617 38.170 leo 2.885 J.071 !.8H 4.816 12.618 

1'1!l9-'/l) 17757 14416 11)475 22740 65}1l1l 27.156 n.04b 16.019 34.717 II)!) J.757 :1.05C' 2.216 4.811 13.835 

1'190-91 21850 15426 12158 27499 769)) 28.401 20.051 15.003 35.m 11}{) 4.032 2.1l46 2.243 5.074 14.1'17 

Source: 5a~e as T.ble 9.1. 



any problem. Foreign aSSIstance by way of loans IS 

sought to mollIfy the crItIcIsm of uSIng scarce domestIc 

resources. There IS, nevertheless, no gaInsaYIng the 

fact that defence preparedness IS closely IntertwIned 

WI th the totalIty of economIc enVIronment and If It IS 

possIble to suggest any economies In or on reallocatIon 

of e~penditure on defence, to that extent the resources 

could be released for other econOfOIC deve lopmen t 

programmes. 

durIng 

c en t of 

Judging by the pattern of defence expendIture, 

the last twa dec&des, r'oughly less than 2 

eKpendIture has been devoted to resear'ch 

per 

and 

development. A larger proportIon of defence expendIture 

could perhaps be used for the promotion of research and 

de vel op men t as thIS would create e,xternailties which 

prIvate Industry, unable to undertake research of th 1 s 

But type on Its own, may also take advantage of. 

emphaSIS on research and deve lopmen t should not be 

gUIded by the need to stImulate employment per se. SUCh 

an Increase In employment can be brought about 

larger allocatIons, WIth Inc 1 V I I expendIture, to 

th rough 

1 abour-

IntensIve small-scale IndustrIes, constructIon of roads, 

rura I area development programmes etc. I f there IS a 

need to spend mare on defence research rather than an 

Investment and consumption, that may be Justified havlng 

regard to the broad objectIves and the requlrements of 
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securIty but there would be no partIcular In 

IncreasIng defence expendIture to stImulate employment 

despIte the serIOUS problem of unemployment. 

Between 1970-71 and 1990-91, defence 

expendIture Increased from Rs 1199 crores to Rs 15,426 

crores and accounted for roughly 14.7 per cent of the 

total e,~pend I ture of the central government and for 

~.8 per cent of the GDP at current prIces. roughly 

Although the re mal' not be a substantIal scope for 

economy In defence e~pendIture, that should not suggest 

tha t economles cannot effected. EstablIshment 

expenses account for more than one-thIrd of the defence 

expendIture. Wh I I e establIshment e><penses maInly 

pertaIn to the salary and allowances of armed farces, 

they Include establIshment expendIture on mIlItary farms 

and on var~us types of SubSIdIes. Some ratIonalIzatIon 

of, and economy In, expendLture In thIS area mIgh t 

appear deSIrable. ThIS apart, the expendIture on [.1)0 r J.<:s 

WhICh Includes capItal outlay and loans to varIOUS 

defence IndustrIes, ordnance factorIes, other outlays 

etc. , may be subjected to a close scrutIny to brIng 

about ratIonalIsatIon and economIes In such an 

expenditure, partIcularly In VIew of the fact that some 

industrIes not manufacturIng defence Items but subject 

to the admInIstratIve control of the MInIstry of Defence 
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have Incurred losses and received subsIdIes. 

the expenditure on stores whIch accounts for nearly 30 

per cent of the defence expenditure and Inc lude'3 

expendl ture on the supplIes of dIfferent kInds of 

consumer goods and armed forces would warra.n t careful 

examInatIon. 

NotWithstandIng the constraInts of secur 1 t y 

and Issues mentIoned abo'~e, the allocatIon for defence 

could, however, be subjected to rIgorous operatIonal 

research from tIme to tIme With a VIew to achIeVIng the 

optImal use of resources. It 1 S ne>cessary to e~<amlne 

pOSSIble> areas where s~ch operatIonal research methods 

can be employed. 

There have been crItICS of I nd 1 an defence 

pOlICY who accept the eXistence> of Hlreat, but fe>el that 

IndIa has not examined alternative strategle::i, 

espeCIally WIth respect to defence preparedness whICh 

can down the In thIS connectIon 

Subrahmanyam (1972) has suggested certain alternatIVE' 

strategIes WhiCh Will stand the test of tlm-e. 

( 1 ) 

reductIon 

mentioned, 

allowances 

which is 

A more equIpment-IntensIve strategy leadIng to 

in manpower and recurrIng costs. As earlIer 

although the army IS man-IntenSIve, pay and 

form only one-third of the defence 

lower than the corresponding percentage In 
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other armies, because of the comparatIvely lower rates 

of pay. However, It IS yet to be establIshed that an 

equIpment-IntensIve army, WI th a consequently hIgher 

foreIgn exchange outlay, and In keener competItIon 

other sectors of the economy for scarce resources, 

be more cost-effectIve. 

WI th 

WIll 

( 1 1 ) 

p roduC t 1 on 

autarchiC 

politIcal, 

events In 

sources of 

More emphasis on autarchy 1(1 defence 

IndIa has been compelled to resort to 

polICies In 1 t S defence p roduc t Ion for 

economic and strategIc conSIderations. The 

106S warned India that relIance on fore Ign 

defence supply can serIously hamper Its 

effort by stoppage of spare parts and components at the 

crUCial moment. Another related Issue IS the large SIze 

of the IndIan armed forces whIch renders It economIcally 

unwise to Import equIpment on a very large scale. rt IS 

cheaper to produce It locally, In VIew of the economles 

of scale. The arms factories eXIst In IndIa already, 

and, Its balance of payments IS a powerful argument for 

rapId Import substItutIon In thIS sector. 

Less expendIture on certain sophIsticated 

weapons 

na ture 

systems WhICh cannot be strIctly related to the 

and quantum of the threat. Some crItics teel 

tha t India could cut down ItS defence expendIture by 

droppIng "prestIge weapons systems". They usually refer 
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to the expendIture on th e purchase of submarlnes, 

constructIon of frIgates, t , e c. But thIS critIcI~m tends 

to overlook the polItIcal realitIes of the present 

internat lanaI defence system. IndIa, In op t I ng fo r 

these measures, was compelled by the realItIes of th e 

SItuatIon whIch confronted It, In spite of Its O/.&Jn 

perSIstent efforts to prevent theIr development. Fer 

eg. , PakIstan Introduced sophlst[cated submarines Into 

the IndIan Ocean are~. ThIS had an adverse effect on 

IndIan marItIme security and thus forced ItS hand. For 

the future, 1 t IS felt th a t soph 1St Icated weapcns 

systems can be locally deSIgned and developed an the 

foundations of the weapons Industry already laid. Both 

the SkIlls acquIred and relevant IndustrIal bases are 

expand,ng and getting d,verSIfIed. The underlYing hope 

IS that even If the weapons system developed locally [s 

not as sophIsticated as a comparable one developed by 

the developed countrIes, It WIll be adequate to deter 

those powers lI~ely to be hostIle to IndIa. 

Interest Payments 

Expenditure an Interest payments has been the 

focus of much recent attentIon. Interest payments are a 

commItted charge on government revenues and curtall ItS 

budgetary maneuverabilIty. An Important reason for the 
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growth rate In revenue expendl tur'es was the 

contInuous acceleratIon In th e growth of Interest 

payments, Th I S Item has grawn both on account of 

growIng debt oblIgatIons of the government of IndIa and 

rISIng level of Interest rates. The rapId Increase In 

thIS Item of non-plan expendIture IS eVIdent from Table 

I t IS seen that from Rs 606 crores In 1970-71, 

In terest pay'Tlents rose to Rs 2.1850 crores In 1990-9.1. 

In other words, they regIstered a growth rate of 

over :0 ~~ per annum o'~er thIS per'lod. The ot 

Interest payments In total expendIture Increased at a 

relatIvely slow rate from about 1:.8 per cent In 1970-71 

to ~Oa75 per c en tIn 1990-91. SInce 1970-71, theIr 

share In non-plan expendIture has moved up from around 

16.25 per cent to lS.Lj-per cent In 1990-91.. At the sa.me 

tIme, eV~(l the past Investments fInanced from borrowed 

funds dId not yIeld adequate fInancIal returns as 

non-tax r~'./enues IncludIng 

VIrtually stagnant durIng the 

Interest 

2 
19805 . 

receIpts 

Tha t over 

f If th of government expendIture should go to meet 

Interest oblIgations only IS a hIghly alarmIng 

the 

were 

one-

Its 

f ac t. 

The only way to contain the growth In thIS Item IS to 

sCdle down the borrOWing program of the government WhICh 

In turn necessitates greater resource mobilisatIon (on 

revenue account) on the one hand and economy In 

expendIture on the other. 
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As to the interest payments, the provIsIon for 

such payments IS determIned on the bas IS of the 

structure of Interest rates prevaIlIng from tIme to tIme 

and th e amount of borrOWIngs resorted to by the 

gave rnmen t. In so far as borrowIngs represent resources 

to the government as an alternatIve to taxation, th e re 

W I I 1 be certaIn Interest oblIgatIons whIch have to be 

borne. FinanCing by commercIal banks IS essentially a 

response to the statutory requIrements that they have to 

allocate a certaIn proportion of their depOSit resources 

to government securItIes for the purposes of maIntaInIng 

the statutory lIquIdity ratIos. The subscrIptIon by the 

RBI reflects essentIally Its role as a lender of the 

last resort. WIthIn thIS subscription by the banking 

system to government securItIes, there have been 

occasions of Substitution of commerCIal bank support by 

R9I support dnd vIce-versa. 

In so far as commerCIal banks are reqUIred to 

subscrIbe to government securItIes, to that a 

lesser proportIon of theIr funds would be avaIlable for 

the pr"Ivate sector. WhIle commerCIal banks' Investment 

In government securItIes represents essentIally a 

transfer of saVIngs from the Ilousehold sector to the 

government sector VIa finanCIal Intermediation; RBI 

support does lead to the creatIon of hIgh-powered money, 

WhICh constItutes the base for multIple e.~panslon of 

319 



I.", 

credIt 

beIng 

by the commerCIal banks, a lesser proportIon 

a val lab 1 e for the private commercIal sector. 

Therefore, any absorptIon of the InflatIonary effect of 

bank credIt to government WIll have to be 

operatIng on a smaller base of available 

the prIvate commercIal sector. Secondly, 

effEicted 

resources 

wIth 1 n 

by 

to 

th 1 s 

small base of resources and gIven the I a rg e r 

InflatIcndry potentIal arISIng from RBI support to the 

goy'e rnmen t 

POlICY to 

sector, the need for a rest"lctive 

absorb the InflatIonary Impact by 

monetary 

applYIng 

r2strlctlan~ to the prIvate commercIal sector would be 

a 1 I the more preSSIng. Whether the prIvate commercIal 

sector has enough fleXIbIlity and capaCIty to absorb 

thIS Impact IS a moot POInt. Therefore, whIle examInIng 

the alternatlves of fin anc I ng the expendl ture and 

dete,'mlnlng the allocatIon of resources between private 

sector and the government sector, these aspects WIll 

have to be borne In mInd. 

The structure of Interest rates has thus to be 

conSIdered In the WIder perspectIve of the monetary and 

fiscal 

brIng 

POlICIeS of the government and any 

about a downward reVISIon In the 

attempt 

structure 

Interest rates so as to reduce the interest burden 

government debt would have Its ImplicatIons In terms 

to 

of 

on 

of 

the appositeness or otherWise of the stance of monetary 
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policy. Any 5ucn move will dilute the f'IgOUf'S of 

restrictIve monetary POlICY· In shOf't, fIscal 

monetary aspects of Interest rate structure have to 

and 

be 

th e consldef'ed I f th ere IS any at temp t to f'educe 

Interest burden on the exchequer. Given these 

conSIderatIons, It would appear that there IS not much 

scope for bringIng about economies In the expendItures 

of the government by way of Interest lIabIlIties on the 

loans of the govef'nment. 

Subsidies 

SubSIdIes have come to occupy an Irnportan t 

POSItIon In the central government's publIC expendIture 

They amount to negatIve taxatIon. A commod I ty outlay. 

SUbSIdy IS created when, as a result of public POlICY, 

th e prICe paId by the consumer of a good IS lower'ed 

below than what It would otherWise be In the absence of 

th e polICY, SUbSIdIes may be eIther explICIt, takIng 

the form of payments by the government to producers or 

consumers shOWIng up In the budget, or they may be 

ImplICIt, and entaIl no apparent budgetary cast. 

A SubSIdy may be gIven for varIOUS 

ProtectIon of standard of lIving of the 

subSIdy), product Ion Incentive (fertiltzer 

consump t I on of merit goods (heal th and 
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SubSldy) , protectIon of Income of speclal groups 

(handloom SUbSIdy) and 50 an. Broadly the SubsIdIes may 

be clubbed In to two categorIes : ( a) Income and 

productIon SubSIdIes, and (b) welfare and consumptIon 

SubSIdIes. The basIC problem of subSIdy IS th a t I t 

tends to be perpetuated even after the InItIal 

condItIons a.re '10 longer valr.::l. Over time, more and 

and more goods tend to be consIdered goods 

essen~lal goods and thIS inflates the SUbSIdy b 1 1 1 

beyond the pOInt of fIscal tolerance. An exceSSl ve 

growth of SUbSIdy can be counter productIve for the very 

purpose for WhICh It 15 gIven. An ObViOUS example of 

th 1 s IS t~le food SUbSIdy In many developing countrles, 

WhICh when It becomes too large it causes a sUbstan t 1 a1 

amount of defiCit f,nanCIng. The eventual prIce rzse 

then erodes the standard of l,Ving of the poor and thus 

defeats th e ObjectIve of subSIdy. ThIS prOblem 

becomes partIcularly menacIng when the authorIty e I th e r 

because of admlnIstratlve dlffIculty extends the subsldy 

from the 

health, 

prInCIple 

receIved 

b 111. 

target group to the general publIC. Food, 

educatIon and transport SubSIdIes are In 

aImed for the poor, but Irl practIce they are 

by all, thereby inflatIng the overall SUbSidy 
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Analyzing this expendIture head In a publI(: 

ChOIce paradigm, It may be seen that rIch farmers have 

grown to become not only a powerful but also a 

reasonably artI(:ulate lobby. They have a total command 

aver the rura 1 vote ban ks . They demand cheap 

fer tIll z e rs , cheap credIt, wrIting-off of loans, and 

remunerative prIces. All these demands reqUIre 

SubSIdies. The rIch farmers are neIther prepared, nor 

made, to pay agrIcultural Income tax. The lame e)<cuse 

of the govern,nent IS that such a tax IS diffIcult 

ad mIn 1 s t e r' .. The real reasan, however, IS tha t 

polItIcIans are not ready to antagonIze the rural 

banks. The polrtlcal partIes as a group do nat want 

to 

the 

vote 

to 

came to an agreement eIther on such crUCIal Issues. The 

fertIlI~er lobby wants subSIdy paId to the f"rtilizer 

Industry WIthout lInkIng It to capaCIty utIlisatIon and 

to 

As 

Improv"ment In the effICIency of th e I r 

a resu 1 t of all these pressures, 

opera t Ions. 

government 

expendIture on subSIdies has gone on Increasing. 

Table 9.3 presents major heads of SUbSIdy 

the 

In 

central budget from the 1970s to the 

1992-93, total subSIdy paId by the 

present 

centr'e was 

12, 108 crores WhICh was about 2.24 per cent of GDP 

factor cost of that year. 
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Table 9.3 : Details of SubsidIes of the Central 60vernment 1~71-72 to 1~-93 

iRs Crores) 
-------------------------------------------------------------------------

1971-72 1975-76 1980-81 19B5-Bb 1990-91 1991-92 1992-93 
-------------------

Food 

lndlgenous ferttllzers 

I~ported fertilizers 

Expor t P rO/llQ t;an ~ 
mar,et developtlent 

ather SubsIDies 

I'IzlI-M.de clath 

Hand I 00l1I cl 0 th 

IlIIportJe.port of 
sugar, edible ails etc 

Interest SubSidies 

Debt relief to far.ers 

Asslst.nce for ferti­
lizer proootlOn 

Other Subsidies' 

----------------------------------------------------
104 411 1554 4177 

50 250 650 1650 2450 2SS0 281';0 

170 1600 3730 35W 

333 324 659 1300 1000 

54 161 603 2742 1754 

5 47 619 2628 

69 128 1" .. ..IJ 341 

10 15 15 

36 86 ISS 167 194 

23 

5 47 253 271 379 316 113 

1502 1500 

340 

40 60 fiB 205 125 
-------------------------------------------------------------------------------------
Total 143 482 2028 47% 12158 12270 12106 
----------------------------------------------------------------------------------------
• Dther SubSidies Include s"bsla) to new ,ndustrlal unIts In bac",.rd are.s 11979-80); 

SubSidy to Bh~rat 6o1d Mtnes; SubSidy· to Sh!PPlng Corpor.tlon for ,cquisl tlOn of ships 
Il~78-79); subSidy on Imported cottan 11976-77); subSidy on vegetable Oils to NAFED aDd 
other parties 11977-78); subSidy to SAll for Import of st •• l (1'1'78-7'1); SubSidy for 
transport of coal aod others 11975-7b). 

Source: lndla Database: The Economy, Vol I, fl l Chaodhok ~ The PoliCY Sroop; l 11 BoOKS; 
1990, p. 507; CMIE BaSIC Statistics Rel~t:ng to IndIan Economy, Vol I, India, 

August, 1993. 
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SUbSldlE'S have shown a phenomenal , ... 1 s-e from 

just Rs 94 crores In 1970-71 to Rs. 1::108 crores In 

1992.-93. The growth In SubSidIes has been partIcularly 

spectacular during the 70s. As a percentage to total 

e,~pendl ture of the government, they have gone up from :: 

per cent In 1970-71 to 11.5 per cent In 199'2.-93. Food 

and fertilizer SubSidIes have accounted for about 71 per 

cent of the total SubSidIes paid by the government In 

1992-93 (RE) . In 199~-9~, SubSIdIes accounted for 17 

per cent of current or revenue expendIture. FertilIzer 

SUbSidy :s the largest cash subSIdy WIth a phenomenal 

growtCl, F,.. .. Jm Rs 5CScrores In 19i5D-g1. to Rs 5800 croreS 

In 1 9 92- 0 3 iRE). Food SUbSIdy followed next With Rs 50 

crores ,n 1971-72 to Rs 2800 crores In 1992-93 (RE ) • 

E,xport subSidy In 1992-93 (RE) was worth Rs 880 crores. 

One mIght say that It IS not a very startlIng sum, 

espeCIally as much of It goes on subSidIZIng food for 

the poor. ThIS IS where confUSIon prevaIls. 

On the one hand, neo-classlcal economICS, 

IncludIng the World Bank, suggests that SubSidies are 

bad because they dIstort prIces. On the other hand, t~le 

lIberals ask the questIon: how can the poor be made 

more for theIr food, when even the rIch prefer pay 

pay less. The solution IS better targeting 

to 

to 

of 

SUbSIdIes, which is not the same thlng as redUCIng them. 
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The chanc~s ar"e that If th f d e 00 SubSIdIes were properly 

targeted, the total sum would actually lncrease, not 

decrease. 

Food subSIdy depends on lssue prIce, 

procurement prIce, dIstrIbutIon cost and quantIty of 

publIC dIstrIbutIon. Food subSIdy also covers carryIng 

cost of handlIng, storage, Interest and admInIstra.tIve 

ccst of holdIng buffer stock by Food CorporatIon of 

IndIa. The food subSIdy should be retaIned and 

e,~tended. The present publIC dIstributIon system IS 

hottle '.Ie r hIghly regresSIve. FIrst, It does not cove " 

redl peer !n the rural areas, and second It SUbSIdises 

even rIch c~nsumers af food In urban areas. 

SUbSldles on food r~fl~ct the Impact of the 

wldenIng gap between procurement prIces and Issue prlces 

and th e mdlntenance casts of the expandIng level of 

buffer stack. ihIS WIll raIse the larger questIon about 

th e op t 1 mum level of buffer stocks WhICh would have 

Imp Ilcat Ions for food SUbSIdIes. The food subSIdy ca.n 

be reduced by ImprOVIng operatIonal cost of pr'ocurement 

and dIstrIbutIon of foodgraIns.1hiS5ubsidy forms hard ly 

0.45 per" cent of GNP. ConSIderIng ItS Impact on holdIng 

p rl ce level, ImprOVIng productIvity of labour, he a I th 

and nutrItIon reqUIrement of the vulnerable section of 

the population, thIS IS too small. Then there are the 
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o th e r SubSidies lIke on E!.I'port P ,~Oll1ot Ion and 

fertIlIzers. 

FertIlizer SUbSIdy was orIgInally Introduced 

to encourage use of fertIlIzers by farmers. SInce 

1 r rIg a t Ion 

fertill zers 

IS a complementary Input the applicatIon of 

1 S confIned maInly to an 1 rrigated area. 

Sample '5urve)/s show that large farmers are the lTIain 

consu.mers of fer tIll Z e rs , who are also the major 

suppliers of procurement food and marketable surplus of 

agricultural products. EconomIc ratIonale therefore 

does not JustIfy fertilizer subSidy any more. There are 

however twa problems of fertIlIzer subSidy reductIon. 

FIrs t , th e polItIcal power of farmers In general and 

1 a rg e farmers In particular. Secondly, If a rIse In 

fertIlIzer p r Ie e leads to an lncrease In 

procurement/support prIce of agricultural crops then It 

may lead to a compensating Increase In food subSIdy. It 

would, therefore, be better to Increase fertIlizer p"Ice 

gradually and aboliSh fertIlIzer SUbSIdy over a medium 

term span of 4 to 5 years. 

The largest SIngle commodIty SUbSIdy IS tha t 

for fert 11 u:er. In 1990-91, It a.ccounted for 4.2 per 

cent of total expendIture a.nd represented 0.8 per cent 

of GDP. 
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ExpendIture on the fertIlIzer SUbSIdy has 

gro~m rapIdly durIng the 1980s, maInly because of a 

faIlure to adjust the farmgate prIce of fertIlIzer to 

reflect Increase In the cost of productIon. Untr I 1974, 

the government set a SIngle country-wIde factory prIce 

and then establIshed the farmgate p rIC e by addIng 

margIns to cover the costs of freIght and dlstrlbut Ion. 

As a result, changes In the cost of manufacturing were 

reflected In changes In the farmgate prIce. The 

enormous Increase In the prIce of feedstock In 1973-74 

led to a change In thIS POlICY, and the lIn k between 

factory and farmgate prIces was broken. One farmgate 

p rIC e IS stIll set for the entIre country - It dl ffers 

somewhat from the prIce actually paId by farmers, whIch 

Includes an addItIonal margIn to reflect local costs 

but thIS 15 no hIgher In nomInal terms than It was In 

1981, and has therefore fallen substantIally relatIve to 

costs. 

TI .. ;o separate Issues raised by the IndIan 

fertillzer subSIdy need to be conSIdered: (i) IS the 

amount of the SUbSIdy JUstIfIable as a correctIon for 

market faIlure or some other dIstortIon ? • , and ( 1 1 ) IS 

the SubSIdy mechanIsm effIcIent? WI th regard to the 

firs t iss u e, 1 tIS not e wo r thy t hat the 1 ncr e as e 1 n the 

per un 1 t SUbSIdy for fertIlIzer that has taken P I ace 
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SlflC(? 1980 has been assocIated with an Increase In 

fertIlIser consumption of aver 50 per cent. It may be 

that the subsidy results In addItIonal use of fertIlIzer 

or land where its margInal productIvity IS stIll high 

enough to cover Its real cast, but with the passage of 

of tIme thIS becomes IncreasIngly less lIkely (theory 

l1l3.rginal p roduc t I V I t y) . ThIS would suggest that 

subSIdy should be declInIng aver time. As regards 

the 

the 

second Issue, the re can be little dIspute that the 

mechanIsm of the subSIdy IS IneffICIent. If each 

fertilIzer plant expands ItS productIon to the pOInt at 

WhICh ItS margIn3.) cost equals Its 

revenue, the''' marg lnal costs Will 

(unIque) 

dl ffer' 

margInal 

from one 

factory to the next, and a baSIC condItIon of effICIency 

In productIon IS VIolated (under the theory of perfect 

competItIon, margInal cost equals margInal revenue). 

ThIS 

set 

would not be the case If one reference prIce 

for a 1 I producers. ThIS condItIon of 

margInal 

entrants 

costs 

to 

3 
technology. 

I t 

the 

IS 

also destroys the IncentIve 

market to adopt the best 

argued th a t SubSIdies on 

varyIng 

for new 

practIce 

export 

promotIon can be reduced by devaluing the rupee. But 

IndIa IS already devalUing at the rate of roughly 20 per 

cent every year, which IS pushing up its import costs, 
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WhICh In turn are pushIng up Input casts, WhICh IS wh Y 

SUbSIdIes are glven In the fIrst place. 

Bulk af the SubSIdIes for e~port promotIon IS 

gIven for 

councils. 

product promotIon and to e.~port 

To what extent the SubSIdIes have 

promotIon 

achIeved 

the purpose In terms of improvIng export competItIveness 

and :strengthenIng the natIonal effort IS, however, a 

moat pOInt. Although the Seventh Finance CommISSIon, 

wh lIe examIning the role of subsidIes, took th e VIew 

tha t It may be difficult to bring about a reductIon 

export SubSIdIes VIew of the role they have In 

the natIonal effort, It woulJ appear In 

orde r to have a fresh look at export SubSIdIes h a VI ng 

regard to the consideratIons set out above. 

partIcular, 1 t would be necessary to e~amlne how 

In 

the 

SubSldIes are channelised through export promotIon 

counCils and what are the procedures followed and 

whether there are any bottlenecks or constraInts In the 

utIlI sat Ion of such SUbSIdIes at the rIght tIme 

consIderIng that a substantIal amount of money IS given 

to such counCIls and to exporters - Rs 880 crores (RE) 

for 1992-93. 

There are arguments agaInst grantIng SubSIdIes 

In the rural sector. Flrst, It would appear somewhat 

Incongruent to SUbSIdIze an agricul tural input lIke 
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fertilizer when there 15 a need to raIse more resoul'ces 

from the agricultural sector. While there are polItIcal 

aspects of taxatIon of the agrlcultural sector, one way 

of raISIng more resources from the agrIcultural sector 

can be to put Imposts on Inputs used by the 

agricul turIsts. Therefore, fertIlIzer SubSIdIes would 

go contrary to the ObjectIve of ralsing more resources 

from the agrIcultural sector. Second I y, to the extent 

to WhICh a subSIdy on fertIlIzers IS gIven, addItIonal 

effort would be needed to raIse resources to meet th .. 

shortfall arISIng from the gran t of conceSSIons or 

subsldyon fertIllzers. And there WIll be repercussIons 

In terms of dlstortlons In the relatlve prIce 

consequent upon the lmposItIon of other taxes. 

structure 

Th 1 rd I y, 

SubSIdIes In a way pre-empt the resources avaIlable for 

development and a progreSSIve reductIon In such 

SubSIdIes would release these resourCes for Investment. 

SubSIdIes are essentIally meant for the weaker sectIons 

of SOCIety. To the extent to WhICh the 

SUbSIdIes belong to the rIcher strata of 

reCIpIents 

SOCIety, 

of 

the 

benefIts would get dlverted from the weaker sectIons. 

And 1 f thIS IS SO, thIS would have the effect of 

neutralIZIng, to some extent, the progreSSIve effect of 

d 1 rec t taxatIon and redUCIng the InCIdence of IndIrect; 

ta:<ation In achIevIng socio-economiC ObjectIves lIke 

re s t ('a In 1 ng conspicuOUS consumptlon and Investment In 
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non-prIority sectors of the economy. The redIstrIbutive 

effects of the SUbsIdIes mIght then be Just the opposIte 

of what are Intended to be. GI ven the structure and 

mode of operation of SubSIdIes, there would appear to be 

an In-buIlt tendency towards the perpetuatIon of such 

SubSidIes. The upshot IS that the mode and quantum of 

SubSIdIes given '''au 1 d need to be revIewed and 

ratIonalIsed from tIme to tIme. 

The politIcal cost of reductIon of SUbSIdy IS 

generally lie ry hIgh. HIstorIcal experIences suggest 

that the polItIcal cost of WIthdraWIng a populIst scheme 

IS far gr@ater than nat lntrcducIllg the scheme at all. 

In th e recent trlere has been a plethora of 

SubSldles .. Many of these are dubIOUS In terms of theIr 

benefIts 

subSIdy 

and 

to 

many a rio' au t rIght regressIve (Interest 

Beyond a pal n t all 

promIses become only notIonal because there IS a 

these 

11m It 

beyond WhICh the fiscal system cannot absorb such 

SubSIdIes. 

SUbSidIes add to the real Income of consumers 

to the extent that they reduce prIces, and to the Income 

of producers 1 f they are not passed on VIa prIce 

reductIons. The InCIdence Will depend In part on the 

tIme-horIzon. In the very short-run, the bulk of an 

Increase In subSIdy WIll accrue to producers, maInly as 
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non-wage Income. In the longer-run, market pre 5SU f'\~S 

may cause most at the SUbSIdy to be passed on In prIces. 

However, the prIce effects are rather more camp licated. 

To the extent tha t prIces of consumer goods are 

affected, the maIn object IS to estImate the effect of 

the prIce change on real Income SInce It IS thIS WhICh 

determInes the effect on aggregate consumer demand. It 

may also be necessary to take a VIew on th e pr lee 

elastICIty of demand for the goods affected. Wh lIe 

substltutlon of In response to 

relatIve p r 1 ce 

one good for another 

changes may not affect total 

the 

consumer 

demand at market prIces, It may affect total at 

factor cost If the ratIO of factor cost to market prIce 

dlffers S 1 gn 1 f 1 C an t 1 Y between goods (for example, 1 t 

subsldlzed home-produced food IS substltuted for 

food) . If export prIces are affected, th e Imported 

relatlve lmportance of Income and SubstItutIon effects 

lS reversed. The relatlve Income effect of the p r IC <' 

change 

relatlvely 

whlch 

small 

accrues to forelgners 

reperCUSSIon on the 

WIll 

demand for 

flnal output. But the Substltutlon effect whlch lS 

the expense at thIrd countrIes WIll now contrIbute 

the demand for our fInal output. A subsldy lS really 

transfer and Involves alterIng the a lloc a t Ion 

resources withIn the communIty and also a burden to 

taxpayer. 
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The salIent features of the trend 

expend 1 ture 

e xp 1 an a t Ion. 

growth observed In India C 311 s for same 

In partIcular, the hIgh rate of growth of 

aggregate expend 1 ture, the lower rate of 

of 

growth of 

capi tal e,~pendlture and the softenIng the budget 

constraInt need to be understood better. 

proposed 

The most appealIng explanatIon IS the one 

by Rudolph and Rudolph (1987)4 In terms of 

SIgnIfIcant changes In the polItIcal process beginnIng 

from the early 60s. The InItIal phase of Indian plan 

effort and government's role In foster'lng 

may be characterised by 'command politICS. 

development 

Dur Ing th I "0 

phase, state POlICY reflected the concern for long te rm 

sustained growth of the economy which entailed 

substantial sacrIfIces In current consumptIon. Although 

In a pluralIstic economy, variOUS pressure groups 

to maXImIse their gaIns, In the phase' attempt 

a f te r Independence the vigour of natIonalism and 

patriotIsm 

realised 

Impressive 

dominated and the state accumulation 

the ma:><: 1 mum potentIal advantages. 

record of resource mobIlization and 

poll C Y 

The 

capItal 

formatIon In the governmental sector In the 60s and 70s 

wItnessed In the Indian context IS a case In pOint. 

However, the gradual transformation tram 

command polItiCS to demand politICS began, follOWIng the 

334 



fadIng away of consensus based coalItion poLItICS and 

the emergence of plebIscItary polItics In the Congress 

Party durIng the late 60s and early 70s. In a reg Ime of 

demand polItICS, pol ICles would focus maInly on 

consump t Ion spendIng of the government sector WhICh 

results In ImmedIate but short term VISIble benefits to 

the populatl:Jn. ThIS IS usually achIeved by substantIal 

all oc a t Ion to SOCIal servtces and dIrect transfer 

payments. There IS a school of thought WhICh says that 

even thIS, 

would ylt?ld 

gro'.>1th. 

If It results In human capItal 

long term benefIts In terms of 

formatIon, 

sustaIned 

The InteractIon of dIfferent pressure groups 

maInly In attempt to ma.'<lml ze theIr gaIns 

determlnes the composItIon and growth of governmen t 

C'xpenditures. 

e:(pend 1 tures 

Naturally, the emphaSIS 

hay Lng long-term benefIts to 

sh If ts 

those 

ImmedIate gaIns. Such an approach IS greatly helped 

the perSIstence of Ignorance and IllIteracy a.mong 

majorIty of voters. 

In a pluralIstIC polIty lIke IndIa there 

from 

wIth 

by 

the 

are 

several pressure groups at work. But for analytical 

purposes, follOWIng Bardhan (1985). 1 t is useful to 

claSSIfy them in to th ree proprIetary classes: the farm 

lobby, the industrIal capitalIst class, and the 
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profeSSIonals, IncludIng 

farm lobby attempts to 

the whlte cellar workers. The 

by ensurIng 

remuneratlve prIces an farm products and proVISlon of 

farm Inputs and credIt at SUbsIdIsed rates. Increases 

In food and fertIlIzer Subsldles, below cost charges or 

IrrIgatIon and power, SUbsIdIsed credIt, and wrItIng off 

of farm loans are same examples of maxImIzatIon by th e 

farm lObby. The IndustrIal capItalIst class attempts to 

1 ts share by claImIng a 1 a rg e r share of 

SubSldles and ensurIng SubsIdIsed proVISIon of 

Infrastructural faCIlItIes and Inputs at the cost of the 

exchequer., besIdes ensurIng hIgher rates of re tu rn 

through the general protectIonIst measures. The 

bureaucrats and whIte collar workers maXImIze theIr 

shares by agItatIng and obtaInIng securIty of serVIce, 

indexatlorl of saldrles and penSIons to prIce Inc re ases, 

perIodIC pay and penSIon revisioI1S and erlhanced bonuses, 

reVISions to frInge benefIts lIke hOUSIng and medIcal 

benefIts, and subSIdIzed credIt for purchase of 

Immovable property and consumer durables. To ensure 

stabIlIty of the polIty, some allocatIon IS made an 

programs lIke poverty alleVIatIon and mInlmum needs 

programme while each pressure group attempts to maXImIze 

. t the growth and actual expendIture pattern at 
1 s gaIns, 

any gIven pOInt of tIme depends on the comblned strength 

of these forces In demanding hIgher allocatlon and the 
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relative strength In claiming their IndiVidual shares. 

The claImants succeed In hIgher allocatIons subject 

the overall budget constraInt. But with the passage 

to 

of 

tIme, even Ideas on budget constraInts undergo change 

and conservative bUdgetary polICIes gIve way to 

increaSing resort to borrOWIng even to fInance revenue 

expendItures. 

Control of PubliC Expenditure 

Clearly, while an attempt should be made to 

of contaIn the growth of total expendIture, the shares 

th e redIstrIbutive package and capItal expendItul'e on 

essentIal Infrastructure must be raised. The obVIOUS 

candIdates for overall e,~pend I ture reduction are 

therefore Items of revenue e,~pend I ture 1 .. e .. defence 

(WhICh has been discussed earlIer), SubSidIes, 

In to' rest payments and compensation to government 

employees [See Mundle and Rao (1992»). 

PhaSIng out of export SubSIdIes With further' 

progress towards 

rat Ion a 1 I sat I on 

unnecessary. 

WhICh 

convertIbIlIty and tarIff 

would make subSidy Incentives 
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PhasIng out of the fertIlIzer SUbSIdy over a 

three-year period along wIth Increased allocatIon for 

capItal expendIture In IrrigatIon. 

DrastIc cuts In fresh rec ru I tmen t of 

government staff along wIth abolItIon of large number of 

posts which have prolIferated In recent years. ThIS 

measure, combIned WI th the normal at t r I t I on of 

government employees every year would arrest the growth 

of wages and salarIes and assocIated expend 1 ture an 

consump t Ion of goods and serVIces. These now accoun t 

for about a thIrd of total government expendIture. 

Reduction of budgetary support to pub 1 1 C 

sectors. enterprises other than In key Infrastructure 

Even key sector enterprises lIke the raIlways, SEBs and 

road transport urldertaklngs should be systematIcally 

nudged towards commercIal Vldbility based on Improved 

effICIency and proper user charges. 

ReductIon of the Interest burden through qUick 

retIrement of a part of the publiC debt. ThiS could be 

financed by the proceeds from the sale of publiC sector 

equIty, Instead of uSing such proceeds to fInance the 

current expendIture of the government. 
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R~awctlQn of the Interest charges payable on 

government debt to the RBI. ThiS monetized debt has 

arisen out of seignorage and should not be treated at 

par wIth other publIC debt. 

A number of these measures have already been 

InitIated 

expected 

ahead. 

th a t 

the budgets of the 19905, and It 

they would be sustalned 

may be 

period 
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CHAPTER 
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CHAPTER X 

SUMMARY AND CONCLUSIONS 

The fisc a 1 system consIsts of polICIes and 

arrangements for the determInation of the scale and the 

patterns of expenditure of th e government and 1 t S 

agenCies and o~ the channels and Instruments by means of 

which financial resources are procured and 

As compared to traditional governments, whICh 

themselves to responSIbIlIties of external and 

allocated. 

confIned 

lnternal 

securIty, JustIce, and general adminIstratIon, modern 

governments have a WIder range of dutles comprISing 

preventIve, welfare and developmental functIons. 

In the post-Independence period, dutIes under 

plannIng for the public sector whose 

expanding have fallen to the government. 

also became a bUIlder and supplIer of 

serVIces and also an Innovator. 

role has been 

The governmen t 

Infrastruc ture 

The resource 

mobilizatIon aspect also had to grow SImultaneously WIth 

the responSIbIlIties. Whereas, In early days, taxatIon 
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was the primary Instrument, now-a.-days non-tax revenues 

and borrowings from the public have became Increasingly 

Important. Further, borrowing from the banks through 

the extension of credit to the government has become a 

ve ry Important Instrument With a powerful Inflationary 

Impact. Consequently, the measure of forced saVIngs 

from the CIVIlian sector to the government has grown In 

Sl::e and InCIdence. FInally, a modern gave ('nmen t 

reC81ves fore l(jn a Id for I t3 P rOJec ts and channellses 

such aid to other sectors. 

Gne of the most striking aspects of the fiscal 

op era t 1 an s of the government In recent years IS the 

rapid Increase In e'pendlture. As a percentage of GDP, 

Central Government expendIture has Increased from around 

5 per cent In 1970-71 to 19 per cent In 1990-91. ThIS 

IS ,nalnly the result of Increases In expendlture on 

development, defel,ce, SubSidies, and Interest payments. 

At least In the case of lnterest payments, It may be 

argued that the Increase In expend I ture resulted from 

the POlICY deCISion to rely on borrOWIng rather than on 

taxatIon to fInance publIC e><pend.ture. 

The reasons for 

expendl ture In Ind.a lIe at 

phenomenon should be treated as 

the of publiC growth 

deeper level. The 

a major poliCY deCISion 

of the government rather than as a SIgn of governmental 
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helplessness In the face of growIng demands for funds. 

Th 1 s IS also closely related to the questIon of the rol e 

of government borrowIng, and of budget defIClts and the 

Impact they can have an the economy as a whale. The 

Issue IS particularly relevant because one of the 

questIons that has came up SInce the presentatIon of the 

1987-88 budget relates to the huge defICIt that emerged 

In 1986-8 7 , and ho,,, 'safe' It was to the economy. 

An examInatIon of the manner In WhIch the 

government has been fInanCIng ItS expendIture In recent 

years may answer thIS questIon. An examInatIon of th e 

50LtrCi...ls of fInances of the Central Government, 

under' varlOUS 

defiCit, show 

heads 11 ke: revenue, 

greater relIance an 

borrOWing 

defICIts 

borrOWIngs. The resources procured from taxatIon 

and 

and 

and 

non-ta,,< sources have Increased at a lower 

compared to those obtaIned from bOrrOWIngS. 

regard to the latter the growth of net bank 

rate 

Even 

c red 1 t 

as 

In 

to 

the government has been proceeding at a very fast rate. 

So, 

has 

the burden of forced saVIngs and for'ced transfers 

IncreaSIngly fallen on people In the low and fIxed 

have Income brackets. Th e poor and mIddle classes 

suffered by rISIng prIces. 

Wh 11 e tax-to-Incomt' ratIO has Increased, 

taking the plannIng period as a whale, the relatIve 
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share of taxes to total resources has diminished 

drast Ically. Even wlthln dIrect taxes, corporate Income 

taxation whIch has so far turned out to be the maIn stay 

has also been under some critIcIsm. Arguments for 

e,'<pendl ture 

repeatedly 

tax have been repeatedly put forward 

ground ostensibly on th e 

an 

and 

of 

adminIstratIve Infeasibility. But there have been deeper 

reasons a s we I I . The fundamental rationale behInd an 

e,xpendlture tax IS that It penalises consumption wh I I e 

to maIntaIn the Incentive to accumulate. ThIS 

1 grlores one very Important feature of late cap I t a I Ism, 

the ~hanged character of the entrepreneurIal class, Its 

relatively high propensl ty 

consumption pattern of the local 

to consume 

1 
elite. 

The consequence of the changing 

and the 

pat tern of 

budgetary revenue has been the emergence of a system of 

Indirect taxation which IS highly biased In favour of a 

few 

and 

selected Items known as 'unIversal IntermedIates' 

a class of commodities generally known as luxury 

CommoditIes. In recent years, wh I Ie th e attItude 

towards U,e latter category has shown a change, In the 

dIrection of a lIght tax treatment, the 

ThiS 

emphaSIS on 

taXIng 

that an 

further 

Intermediates has stayed on. has 

in 

already Inequltable tax structure 

the direction of greater Inequlty. 
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The scheme of d 1 rec t taxes has been 

conslderably fluctuatIng leadIng to some uncertaInty. 

The goals also have been changIng. At one stage 

IncreasIng progresslveness was the aIm, currently the 

goal IS to SIgnIfIcantly reduce the progressIveness, but 

at the same tIme paradoKIcally to Improve the ratio of 

to dIrect tax revenue to GDP. At one tIme the goal was 

have a large number of taxes In order to WIden the tax 

ne t. Cur'rently the goal IS to reduce the multIplICIty 

of taxes and sImplIfy the laws. At one stage 

ta,'<e·s on commodIty Inputs were leVIed and 

WIdely; now-a-days the goal IS to avoId the 

IndIrect 

extended 

cascadIng 

effect of taxes. 

The growth of tax revenues In the context of 

contInuous InflatIonary state has not been keepIng pace 

on an automatIC baSIS. In the absence of adjustments In 

rates, 

un I ty 

pub II c 

SImIlar 

coverage, etc., the ta.< elastlcIty IS less 

In respect of the growth of nomInal Income. 

e,<pendl ture expanSIon process IS not met 

tempo In the expanSIon of tax revenues. 

than 

The 

by a 

Thus 

each year addItIonal ta,< effort, In greater IntenSIty, 

is often reqUIred to keep the tax revenue to GDP ra t 10 

stable. 
The Sl.~th FIve Year Plan document, for example, 

had stated back In the early 80s that: tradi tional 

mechanIsm 
for mobIlising addItIonal resources has been 

to rely on add 1 t ional t ax a t ion. As a result of 
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progressIve Increase In the tax rates In the past, the 

ratIo of tax revenues ( of the Center and State 

governments together) to the country's national income 

has now reached the level of 20 per cent. The scope far 

raIsIng additional revenues through mere changes In the 
.., 

ta~ rates IS rather Ilmlted. L 
The Seventh Plan document 

had to with the fac t th a t the Sixth Plan 

documen t 's projected proportIon of ~O per cent had 

turned out 3 to be much less. The Seventh Plan found 

tha t the ratIo of tax to GDP, WhICh had been 15.56 per 

cent In 1980-81 rose to 16.65 per cent In 198~-83 but 

came doc"n to 16.::'5 per cent Hl 1983-84. 

"The SE:'venth Plan finanCing placed 

consIderable relIance an addItIonal resource 

mobIl I sat Ion (ARM) and contrIbution of pub I I C 

enterprIses. The pattern that has emerged after' five 

years shows the shortfalls In contrIbutIon of pub 11 C 

enterpr'lses and ARM, on the one hand, and substantIal 

Increase In nan-plan revenue expendIture on the other. 

It reveals a nearly three-fold defICIt In balance from 

curren t revenues (BCR) , at base rates, one th 1 rd 

actualised 

and more 

compared 

surplus at current rates I.e. IncludIng ARM 

than two-fold of level of deflclt 

to the origInal 
,,4 

pro J e c t I on s . 

f Inanc ing 

These 

ompanled by homilies about the need observations were acc 

346 



to streaml Hle tax admlnlstratlon and lmprove t h" 

performance of publlC sector enterprlses. 

A pOlnt of specIal slgnlflcance 1 S : whereas 

the revenue of the Centr"al Government from dIrect ta.es 

Increased from Rs 291 crores Hl 1960-61 t.:) Rs 869 c rores 

Hl 1970-71, to Rs3005 crores In 1980-81 and Rs :'1,-:61 

ta.~es 

leap t from Rs 607 crores, Rs 2374 crores, Rs. 10,347 

crores and to Rs 63,606 crores respectlvely ln t~e same 

tIme perIods. Also, thIS shows that dlrect taxes whIch 

had dccounted for around 33 per cent In the 

reduced to around 28 per cent ln the seventIes, further 

to 19 per cent In the elghtles, and stayed at tCllS le'.',>1 

In 1990-91. Equ a I l>, s 1 gn I f 1 C an t, the sh are of lncume 

tax durlng these three decades had come down tram 18.~ 

per cent to 14.6 per cent to 11.3 per cent and to 9.3 

per cent. 

These f ac ts raIse the SUsplClon that th e 

government has an lnterest In shOWIng thdt dlrect 

cannot be lncreased much. Those In Ind.a who pay dlrect 

taxes belong to the " 1 S I an d 0 f f 
,,5 

af luence The 1 1 n k s 

between the government and the Island of affluence or 

the upper crust of the economy, and the reasons for th e 

government's preferentlal optlon In favour of the latter 

been deal t Wl th In full length In the have 
ch ap te r on 
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pub I 1 c expendIture. It has been discussed In the 

framework of the publIC ChoIce approach and the manner 

in WhICh pressure groups stake claIms on 

conceSSIons etc. from the government. 

The overall 

e,'<pendIture trend and 

pIcture IS 

the laggIng 

tha t, 

tax 

revenue trends, dependence on borrowIngs 

SubSIdIes, 

gIven the 

and non-tax 

and defICIt 

fInancIng has been grOWIng. ThIS has ObVIOUS effects on 

dIstrIbutIon of wealth, Incomes and consumptIon. 

also lncreases the sphere of the parallel economy. 

It 

It 

WIdens the gap between the levels of between 

organls2d and unorganlsed sectors. The key to a healthy 

fIscal system lIes In the control of, and reductIon In, 

publIC expendIture. 

However, the control of publIC expendIture IS 

closely related to the questIon of defICIts. In VIew of 

the less elastIC domestIC resources, varIOUS constraInts 

of debt fInanCIng and InevItable growth of e;(pendlture, 

def.clt keeps rISIng. On the other hand, lnc rease 
tht? 

In 

an 

the defICit leads to hlgher Interest burden and, 

Increase In expendIture. 

But the defICIt IS not simply an aId 

As discussed In 
Increase pub liC expendIture. 

on defiCIt finanCIng, It 15 also part of 
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attempt to s t 1 mu 1 ate ac t 1 v 1 ty In the rest of the 

economy. From the tIme of the KeynesIan revolutIon 1 t 

has been known that If there is excess capaCIty and 

defICIency of demand In the system, d f t d e ICI spen lng can 

help trigger a recovery process. However, thIS aspect 

needs a careful assessment. 

The Need for Fiscal Reforms : The problem of contaIning 

the magn 1 tude of defICit fInancIng, WhiCh th e fIscal 

authorIty IS faCIng In IndIa, can be tackled from two 

angles. These are ( 1) ,j r1 u tl ng redUCIng the 

responsIbIlItIes and dutIes of the publIC sector, so 

that there IS reductIon In government e,pen,jItureSj and 

(2) IncreasIng the rate of growth of government revenue 

to cope up WIth the IncreasIng expendItures. 

The former approach IS based on the Ideology 

th at th e government should perform the tradItIonal 

func t Ions of maIntaInIng law and order and p rov I dIng 

bas 1 C amenlties, serVIces and Infrastructure 1 1 k e , 

educatIon, health etc., and should intervene to the 

least pOSSIble e~tent In functIonIng of market mechanIsm 

WhICh determInes the allocatIon of resources. Also, the 

resultant allocatIon IS supposed to be the most 

effiCIent. Thus th e ph 1 losophy of advocating 

marketlzatlon and prlvatlsatlon seems to have re-emerged 
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In recent years due to the need to contaIn growIng 

expendItures and defIcIts. 

In f ac t , the EIghth Plan has noted tha t 

an InnovatIve approach to development IS requIred based 

on the reorIentatIon of the role of the government whIch 

WIll set free the forces of growth and modernIsatIon. 

The state wIll have to play more of a faCIlItatIng role 

and concentrate on protectIng the Interests of the poor 

and the under-prIvIleged. The publlc sector plan WIll 

become very selectIve In the coverage of actIVItIes and 

In ma~lng Investments and wIll encourage prIvate sector 

partIcIpatIon In certaIn areas. 

SpeCIfically, certaIn prInCIples have to be 

followo?d: 

The publiC sector should Invest only In 

area::; whe re lnvestment IS of In f ras t ruc tu ra I nature 

whICh IS necessary for faCIlItatIng growth and 

development; and, where prIvate sector partIcIpatIon IS 

nat 1 I lo ely to com e forth to an adequate extent. 

whe re ItS 

The publIC sector should WIthdraw from 

IS not served. Instead, It purpose 

areas 

should 

come t t IS essentially for preservatIon In where Inves men 

f b c resources lIke land, and augmentatIon 0 aSI 

SCIence and technology. 
water, ecology, 
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In parts of publiC sector operations where 

I:ommad 1 t 1. es or services are produced and dlstrlbut~,j, 

the prinCIple of market economy should be accepted as 

th e maIn operdtlV~ prlrlClple. Unless, lt IS necessary 

70r protectIng the poorest Ifl trlto' SOCIety. 

The so?cond approach recognIses clearly the 

~C'adltlondl and ITlodern dutIes af 

curbIng the expend 1 cure'::) 

th e 

by 

pub lIe 

dIlutIng the 

developmental and welfare functIons of the publiC sector 

does not arIse In such a case. The only means to 

such e~~endltures 15 by mobIlISing gr'eater t a.' 

and non-tax revenues. RaISIng of revenues by' ta,atlon 

poses the problem of prOVIding Incent,ves for 

The work-e f fort, and Investments. 

dlSCUS510n on lS::iUeS complIance, 

Incentl'V'€S far' promotIng saVIngs and rnvestrnent, 

growth, 

recent 

fIscal 

b d ~ 1 C 

trust In ta:<-payers, 1000ering the ta.' rates, SimplIfYIng 

ta'~ laws hdve become relevant for augmenting tax >"elds 

against the old dictum of hIgh and steeply proS'reS5l ve 

t a. ..... - rates an~j penal dC t Ion against defaulter'~ have 

assumed Importance. 

AgaICIst thIS background, a proper mIX of the 

varIOUS sourC2S of development fInance has been 

suggested as under. 
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Greater public SaVIngs should Ideally be made 

1.lthout cuttlilg essential socLal expendItures. StepPIng 

up publiC 5dvlngs will requl(~e measures sue," as J.£Jldenlng 

the net, e llmlnat Ing SUbsl,jles, target Ing food 

SubSIdIes, IncreasIng user Charges and arrestIng the 

growth of publIC employment and wages. 

strong reVl'/al of prIvate rnves tmen t IS 

necessary ':a oft5et the ,jecllne ttl pub 11 C Investment. 

-~e government needs a coherent POlICY In thIS area. 

In the e,'<ternal sector, the ,=arrect POlICY IS 

the 2~change rate to achieve an approprIate level 

of export competitiveness and to use monetary and fIscal 

po 11 C Y to keep InflatIon under control. Th I s exchange 

rate poliCy 15 nec<'ssary but not suffICient for balance 

of pay,nents adjustment. FIscal consolIdatIon and 

Infrastructure development are also reqUIred. 

export growth must remaIn th e fIrst 

prIority Ln the polICY agenda for the external sector. 

If ~xports lag It would be WIse to let the exchange rate 

t ak e at least part 0 r the strain (supported by an 

approprIate monetary or FIscal stance) and 

only 

of a 

f thIS I s JustIfied by' the In s(;) ar as 

rate of return hIgher than the rate 

t ~ent IS preferable fore Ign Inves ,,, 
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Should be ancouraged. 3u tit l~OU 1 d be c.-!n rea 1 1 S t 1 C 

to expect large Inflow- to h 1 = appen qUIC~ y. 

Despite these suggestIons, there are critIcal 

questions ~hat are unanswered: 

Does the IndIan state have the WIll and the 

power to stabILize WIthout cuttIng Investment and social 

How can the deeper causes of the flscal crlSIS 

of the 1 <;'00s be resol ved " ThIS crISIS was the P ,.>oduc t 

of the lncreasIn9 demands from an IncreasIng number of 

polltlclsed groups; and, the reduced abIlIty of the 

political InstItutIons to manage these Will 

these tendenCies nat regaIn theIr ascendancy when the 

ImmedIate crISIS IS over ~ 

New EconomIc PolIcies in IndIa: 

IndId>S stabIlizatIon program was a response 

to the macro-economIc crISIS that erupted In early 1991. 

! t brought to a head by a steep fall In foreIgn 

reserves to about $ 1 bIllIon (equal to 

!.AJeeks' ) a S harp downgradin" of IndIa>s Imports, "' credl t 

rating and a cutoff of foreIgn prIvate lending. But the 

ba.ste underlyIng features of the criSIS were hIgh 

InflatIon (12 per cent and rIsIng), large fIscal and 
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current account deficits (approximately 10 per cent and 

3 per cent of GDP respectIvely) and a heavy and 

burden of domestic and foreign debt. 

growing 

External shocks played only a minor ro Ie 

cr.i.SlS. Oil prices Increased following the IraqI 

1. n 1/ as Ion of Kuwait In August 1990 but only for a few 

,non ths. ThIS mIll I-shack normally would been 

weathered wIthout undue dLffIculty. But It ImpInged on 

an economy whIch was In a highly vulnerable state due to 

'..in su s tal n ab 1 e macro-econamlC pol Lcres over a prolonged 

per 1 ad. The cut-off of foreIgn lending was not an 

e,,<ogenous shocl< but a reaction to the unsound macro-

economIC posItion. InternatIonal confIdence was also 

dented due to the prevaLllng polLtical InstabilIty. 

Th E? roots of the criSIS can be traced to 

reaction to the earlier criSIS of 1979-81 when 

world Oil prIces doubled. ThiS exogenous shock changed 

current accour"lt POSItIon from near balance 

19'8 to a defiCit of :2 p",r cent of GDP (30 per cent of 

exports) In 1981. Howe '-' e r, aft e r 1982, the r e was hard I y 

any current account ad JUS t;nen t despite favourable 

developments such 

rising 

defiCit 

domestIC 

avera.ged 

as a softening of 01 I prIces and 

01 1 P roduc t Ion. The current account 

25 per cent of exports from 1982 to 
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1 9 84; from 1985 to 1990 It averaged no less than 40 per 

cent ot exports. The defICIts were covered by a large 

from the IMF which was dIsbursed between 1982 and 

1984 and by heavy barrowing from cammerclal sources. 

From 1982 to 1985, the perSIstence of curren t 

account defICIts was the result of the almost complete 

stasnatlon of e .xpor ts was the result of an 

InapproprIate exchange rate POlICY. The red I exchange 

rate was allowed to appreCIate by 15 per cent tram 1979-

81 and remaIned at that level for the next four years. 

From 1986, e.,chang.: rate poliCY beca.me much more 

fl~:{lble th e real exchange rate depreCIated 

5 ub stan t 1 a I I y . Exports reVIved strongly In response and 

grew In real terms at 10 per annum between 1986-90. But 

by then even the export boom was InsuffICient to 

outweIgh rISIng Interest payments on external debt and 

the r"pld growth of I mpo r ts Induced by fIscal 

de terlorat Ion. 

WhIle exchange rate pOlICY must thus take part 

of the blame for the lack of current account adjustment 

and the he,H'y accumulatIon of foreIgn debt, the heart of 

th e problem lay In the reversal of IndIa's e rs twh I Ie 

fIscal p rudenc e. The fIscal defICit of the Central 

G t WhI Ch had averaged about 4.5 per cent of GDP 
overnmen 

In the second half of the 1970s crept upto 8.5 per c en t 
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of GDP by 1985-86 and stayed at that level thereafter. 

SImIlar Increases occurred In the deficIts of the 

consolIdated government and of the publiC sector as a 

whole. A closer analYSIS of the sources of Increased 

publIC deficIts shows them to be the result of a fall In 

pub 1 I C savIng (more precIsely of government savIng) 

rather than of a rIse In publiC Investment. ThIS marked 

deterIoratIon In the publIC fInances was responsible for 

perSIstence of the current account deficIt and the 

Inflationary upsurge at the end of the 1980s. 

Given the undeSIrabIlIty of redUCing pub 1 I c 

and private Investment, an Improvement In the curren t 

account of the balance of payments would have been 

WI th a compatible 

voluntary prIvate 

SIgnIfIcantly. But 

f a I I 

the re 

publIC 

could 

we re no 

savIngs 

have 

obVIOUS 

only If 

Increased 

ways of 

engineerIng such an Increase In the relevant tIme span. 

Hence, th e lack of current account adjustment can be 

attributed to the failure of the government to use 

and expend I ture po I ICY to lncrease pub I I c savIngs. 

It IS I mplausIble to reverse the causalIty and 
HO~Je ve r., 

that the current account defiCIt caused the publIC 
argue 

defICit as there were no unexpected adverse external 

shocks between 1982-83 and 1989-90. 

356 



For much of the decade of the 19805 1 n f 1 a t I on 

was under control despite fIscal deterIor'at Ion. The 

of p ressu re of demand was siphoned off by balance 

payments deficits. Monetary e,~panslon, though hIgh, was 

kep t In check by rising rese rve ratios. But the 

perststent f I:5C a 1 Imbalances eventually overwhelmed 

these escape valves and marletary expanSIon Increased to 

about :'0 per cent In 1989-90. The fIscal SItuatIon also 

fuelled InflatIonary e,~ p e c tat! on s . As a result, 

Inflation reached 12 per cent 

worryIng outcome as It was not 

In 1990-91, an especIally 

6 
trIggered by a drought. 

growth 

The economy grew rapIdly durIng the 1980s. GDP 

rose from the long standing rate of 3.6 per cent 

per annum (1965-80) to 5.5 per cent (1980-90). Some of 

th e 

of 

grovJth was unsustaInable, beIng the direct 

the fiscal defiCits. But part of It was the 

result 

p roduc t 

of deSirable poliCY changes, In particular the deregula-

t Ion of controls on Industry and Investment. These 

reforms, half-hearted and piecemeal though they were, 

were prO'.fIng to be effectIve but floundered in the 

macro-economlC crISIS at the end of the decade. More 

comp rehens! ve reforms were needed but In a stable fiscal 

setting. 
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International Sector and Rupee Convertibility: PolIcIes 

relevant to the bald'nce of payments WhICh were 

undertaken du rIng th 1 s perIod were motIvated by 

stab 1 l,Z a t Ion and structural reform consIderat,ons. 

The re was a serIes of moves on the exchange ra te and 

th e e~change rate rel:;Jlme. In July 1991 there was a 

devaluat,on of 22 per cent combined wIth an abolitIon of 

e ~port SubSIdies and the introductIon of an Impor t 

entItlement scheme for exporters. ThiS was followed Irl 

March 1992 by an e,xplicIt dual exchange r'ate, 

exporters receIvrng the deprecIated free market rate. 

The e~chdnge rate was unIfIed In March 1993. Over thI'S 

per I ad 

quoted 

the 

was 

US dollar In terms of Whlctl the 

Itself deprecIatIng With respect 

rupee IS 

to other 

currenCIes. The net result of the above changes 

was an effective devaluatIon of the rupee of about 50 

per cent In nomInal terms and 25 per cent In real te rms 

from June 1991 - Ma rdl 1993. Trade po I ICY IS also 

relevant to the balance of payments. QuantitatIve 

restrIctions for capItal goods and IntermedIate goods In 

the Industrral sector were largely swept away In 1992. 

There were some tarIff cuts but the average tarIff cut 

has been less than the nomInal devaluation of the rupee. 

The 

( 1 ) 

level 

rupee depreCIatIon SInce June 1991 was necessary: 

to Improve the current account WIth ttle eXIsting 

of trade restrlctions and (2) to prevent a 
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wOI'sen Ing of the current accoun t as the trade 

restrIctIons are dIsmantled. 

DIvestment and Public Enterprise Reform: 

PrIvatIsatIon IS nat expected to be an area of 

radIcal reform. Instead, what has been attempted IS 

dISInvestment, 1 • e . the transfer of a part of the 

of state-owned enterprIses to the pub 1 L c 

th rough the floatat,on of shares. ThIS strategy of 

retaInIng the management In government hands but sellIng 

off part-ownershIp suggests that the motIvatIon for thIS 

not publIC enterprIse reform but th e control of 

fISC aId e f 1 CIt. 

upto 10 per cent eqUIty In 30 pub 1 1 C sector 

fIrms were dIvested In 1991-92. The shares were sold to 

fInanCIal InstItutIons WIth the IntentIon of the latter 

1994, makIng 

several 

them avaIlable to prIvate CItIzens. 

state-owned firms are supposed to 

upto 49 per cent of theIr eqUIty. 

be 

The government has also deCIded 

In 

dIvested 

to a 11 ow 

prIvate fIrms to enter areas previously reserved for the 

publIC sector'. There IS a plan for the encouragement of 

prIvate, 

SImIlar 

Industry. 

even foreIgn, Investment In the power 

changeS have been wItnessed In the 
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The plan to ease the eXIt of SIck pub llc 

sector fIrms has progressed very sluggIshly. Instead of 

closIng 

decIded 

down sick enterprIses, the government has 

to 'refer' chronIcally SIck publIc enterprIses 

to the Buard of IndustrIal and FInancIal 

<BIFR). 

ReconstructIon 

Thus, In IndIa, 

prImarIly to keep the 

dIvestment has 

fisc a 1 defICIt 

been 

low 

used 

(or, 

equIval~ntly, to tax cItIzens less). The consequence of 

th IS IS maInly In the long run when thIS avenue IS no 

long e r open and the government IS forced to undertake 

cuts In e'pendlture. 

Tax Reforms: The recommendatIons of the Tax Reforms 

Committee (TRC) headed by Raja Chelilah In 1991 have 

been Implemented In the subsequent budgets. Its report 

and appraises the structure and admInistratIon 

of the entIre central tax system; and, presents detaIled 

and speCIfIC recommendatIons for an Important series of 

changes that would, broadly, brIng IndIa's tax structure 

more Into lIne WIth most otller countries, developIng and 

developed alIke. The essence of the proposed changes IS 

1 rates and to broaden bases WIth respect to lower nomIna 

to IndIrect and dIrect taxes. 
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Domestic Indirect Taxes : As the TRC report emphaSIses, 

the key to a better tax system In IndIa lIes In 

reforming domestIC indIrect taxes, and In partIcular, 

the un Ion e,' CIS e s . In the long run, the TRC VISIon of 

the future IS for a comprehensIve VAT (value-added tax) 

to replace eXCIses, state sales taxes and munICIpal 

octrOI, WIth the revenue beIng shared between the th ree 

levels of a government. In the ImmedIate future, the 

report recommends a move to a more complete Central 

Government VAT at the manufacturers' level. As a 

pOSSIble IntermedIate' stage, It suggests a pOSSIble 

e:~ tens ton of the central VAT forward to the wholesale 

stage, WIth the 'wholesale' component of the VAT beIng 

admInIstered by the State governments. 

Direct Taxes : The TRC Report seems to emphaSIse on 

the Importance of progreSSIve taxatIon and ,n partIcular 

on th e Importance of maIntaInIng and Increasing the 

share of dIrect taxes, espeCIally Income taxes. Th 1 SIS 

contrary to the largely popular VIew that IndIrect taxes 

and espeCIally, government expendIture programs are the 

means of affectIng the dIstrIbutIon of Income and wealth 

a developIng country. 

As regards wealth taxes, the TRC recommends 

abolitIon of the p res en t wealth tax and 1 ts 
the 

rep I acemen t, 

urban land, 

In f f t b Y· a set 0 f e ec , annual taxes on 

reSIdences and a few other forms of wealth. 
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A 1 though the TRe report recommend that India 

remaIns for th e t line beIng with Its system of 

Independent taxatIon of company and IndIvIdual Incomes, 

It clearly favours a move In the future to some form of 

partIal Integratlon of the two taxes, and In particular 

to a differentially lower rate of tax at the company 

level of dIvIdends. 

I t 15 hoped th a t IndIa WIll be to 

persevere on the course of tax reform on whIch 

ab 1 e 

1 t has 

been well launched by the TRe Report. 
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AppendIx I 

C~osltlon of 6ross Centr~l Taxes 
---------------------------------------------------------------------------------------------------

Total T~x 

ColIectlOo 

No. No. 

Corpn • Tax 

y, No. , 
• 

Personal 
Incase tax 

No. 

lnd Ired 

TaKes 
CuStOllS 
Dut les 

110. 

Union ExCIse 
Duties 

110 • , 
" --------------------------------------------------------------------------------------------------

1950-51 
1951-52 
195i-53 
1953-54 
1954-55 
1955-56 
1956-57 
1957-58 
1958-5'1 
195'1-60 
1960-61 
1'161-6i 
1962-63 
1963-64 
1'164-65 
1'165-66 
1'166-67 
1967-68 

196&'69 
1969-70 

1'170-71 
l'r7l-72 
1972-73 
1973-]4 

408 100.0 
518 100.0 
449 100.0 
m 100.0 
458 100.0 
488 100.0 
576 100.0 
697 100.0 
iOj 100.0 
804 100,0 
S98 100.0 

1060 100.0 
1295 100.0 
1645 100.0 
1834 100.0 
2082 
2328 
2547 
2546 
2854 

100.0 
100.0 
100.0 
100.0 
100.0 

3243 100.0 
390b 100.0 
4551 100.0 
5114 100.0 

19,4-75 63E8 
1975-76 76ill 
l'i7 6- 77 8353 
1977-78 9570 
1'178-79 11709 

100.0 
100.0 
100.0 
100.0 
100.0 

175 42." 
193 37.3 
187 41.6 
166 39.2 

35.6 
171 35.0 
iOS 30.1 
m 33.4 
244 34.~ 

276 34.3 
291 32.4 

163 

341 32.:: 
428 33.1 
554 33.7 
604 32.9 
604 ~.O 

bb3 is.S 
661 '26.0 
705 27.7 
834 2'1.2 
869 26.8 

1056 27.0 
1252 27.5 
1391 27.2 
16M 2b.C 
2205 213.7 
2J4e 2a.1 
2427 25.~ 

2559 21.9 

1979-80 12368 100.0 2826 22.3 
1980-81 13352 100.0 3005 22.5 
1991-82 16045 100.0 3798 23.7 
1992-33 17895 100.0 4152 23.2 
1993-34 20'134 100.0 4514 21.6 
1994-85 23708 100.0 4B14 20.3 
1985-86 28945 100.0 5OS7 19.5 
1986-B7 32563 100.0 6236 19.2 
1987-88 37371 100.0 6752 18.1 

40 9.8 
41 7,9 
H '1.8 
42 9.9 

37 
8.1 
7.b 

51 B.9 
56 8.0 
54 7.6 

107 13.3 
III 12.4 

133 32.6 
146 28.2 
HI 31.4 
123 2'1.0 
122 26.6 
131 26.B 
152 26.4 
1M 23.5 
l72 2U 
149 lB.5 
167 18.6 

m 57.1 
326 62.9 
262 5B.4 
257 60.6 
2'16 64.6 
:117 65.0 
369 64.1 
464 bb.6 

463 05.5 
52B 05.7 
607 67.6 

161 39.5 
'ill 45.8 
17'f 39.'1 
162 38.2 
187 40.3 
170 34.8 
177 30.7 
185 26.5 
143 10.2 
160 19.9 
176 19.6 

67 16.4 
B6 16.6 
83 HI.5 
95 22.4 

108 23.6 
145 2'1.7 
190 33.0 
274 39.3 
313 44.3 
361 44.9 
416 46.3 

156 P.7 165 15.6 719 67.8 219 20.7 489 46.1 
222 17.1 186 lU 867 bb.9 256 19.8 599 46.3 
275 16.7 :59 15.7 1090 bb.3 346 21.0 730 44.4 
314 17.1 267 14.6 1231) 67.1 411 22.4 B02 n.? 
305 14.6 27: 13.1 147B 71.0 555 26.7 S98 43.1 
329 14.: 309 13.3 1666 71.6 607 26.1 1034 44.4 
310 12.~ 326 12.8 1886 74.0 567 22.3 1286 50.S 
300 I1.B 378 14.8 lB40 72.3 4B2 lB.9 1321 51.9 
353 12.4 HB 15.7 2020 70.B 4S4 15.9 1524 53.4 
370 11.4 473 14.6 2374 73.2 561 17.3 1759 54.2 
m 12.1 537 13.7 2850 73.0 72'1 lB.7 2001 52.8 
558 12.3 630 13.B 3m 72.5 S98 19.7 2324 51.1 
5B3 11.4 742 14.5 3723 72.8 t037 20.3 2602 50.9 
710 11.1 B74 13.7 4724 74.0 1399 21.9 3231 50.6 
862 11.2 1214 15.8 54132 71.3 1498 19.5 3845 50.0 
994 11.8 1194 14.3 600s 71.9 163b 19.6 4222 50.5 

1221 12.B 1002 10.5 7143 74.6 2535 26.5 4448 46.5 
1252 10.7 1177 10.1 9150 7B.l 3608 30.B 53b7 45.B 
1392 11.3 1340 10.B 6542 52.9 3318 2b.8 6011 4B.6 
1311 9.8 1506 1l.J 10347 77.5 3581 26.B 6500 4B.7 
1970 12.3 1476 9.2 12248 76.3 4498 28.0 7421 40.3 
2185 12.2 1570 8.S 13743 76.B 5319 2'1.7 805'1 45.0 
2493 11.9 1699 B.l 16420 7B.4 5795 27.7 10222 4B.B 
25Sb 10.8 1928 8.1 13394 7'1.7 77:77 30.7 lllSl 47.0 
2865 9.9 251)'/ 8.7 23289 80.5 9801 33.9 12'156 44.B 
3160 9.7 2878 8.B 26327 BO.8 11807 36.3 14470 44.4 
3433 9.2 3187 8.5 30619 Bl.9 l4125 37.8 16426 44.0 
4407 10.0 4237 9.6 35248 80.0 16286 37.0 1884l 42.S 
4729 9.1 5004 9.6 42214 8O.B 19308 37.0 22103 42.3 
5335 9.3 5371 9.3 46552 80.9 20644 35.9 24514 42.6 
7853 ll.7 6724 10.0 52161 77.4 22257 33.0 28110 41.7 

9200 11.7 8300 10.5 59905 76.0 25500 32.4 32500 41.3 
10500 12.4 9500 11.2 63606 74.9 27727 32.7 33751 39.8 

198&-89 44072 100.0 8824 20,0 
1989-90 52217 lCO.O 10003 19.2 
1990-91 57576 100.0 11024 19.1 
1991-92 67361 100.0 15200 22.6 
1992-93*78782 100.0 18877 24.0 
1993-94* 84867 100.0 21261 25.1 ----------------------------------------------------------------------
-----------------------------
IIote : 4 HE 

Saurce : Varl~JS Issues of Report on Currency and Finance. 
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Append IX I I 

________________ =~~~~~~~:~~~~: of Income Tax Payable by IndiViduals 
-----------------------------------------------------

Number of Returns ('000) Range of net 
Annual Income 
{Rs. '000) 

-------- ---------------------------------------------------------
80-81 81-82 82-83 83-84 84-85 85-86 86-87 87-88 88-89 89-90 

-----------------------------------------------------------------------------------
TaKable Level-20 

20 51) 
50 - 100 

100 - 500 
500 -1000 
1000 II< above 
Total 

Taxable Level-20 
20 - 50 
50 - 100 

100 - 500 
500 -1000 
1000 II< above 
Total 

Taxable Level-20 
20 - 50 
50 - 100 

100 - 500 
500 -1000 
1000 II< above 
Total 

950 913 730 1572 
368 -369 400 394 

88 87 81 134 
29 27 27 19 

3 3 

1627 
1496 

267 
68 

4 

3463 

937 
11 ~2 
::94 

71 
3 
3 

2449 

R2turned Income (Rupees 
1:61 1254 1096 857 
1080 1080 1233 1160 

In Crores~ 

594 
533 

1543 

5011 

583 561 906 
510 508 353 

1603 1920 1742 

5030 5318 5018 

:.'B21 
4117 
183~ 

117S 

4'244 
14463 

Tax Payable ~Rupees In crores) 

101 90 89 
173 
133 

867 

162 19~ 

131 116 
159 16: 
8':'1 1016 

S9 1 ..... .., 

17B 55= 
196 480 
1 10 435 
870 130 

2276 
1446 1364 1575 1413 4000 

1567 
3473 
::'065 
1301 

177 
55:9 

141 12 

SO 
440 
4'26 
440 

74 
3103 
4533 

778 
1608 

611 
85 

4 
3 

308" 

1436 
5048 
4377 
1574 
241 

7036 
1971: 

538 
809 
465 

94 
2917 
4845 

844 
17Q1 

79,3 

131 
4 
4 

~,4 .,.., 

536: 
5605 
:::5 

255 
1001° 
25123 

587 
l09Q 

no 
98 

3965 
6474 

889 
163 

4 

4 

161)1 

5537 
6396 

::8": 
284 

45 o t;> 

21::::8 Q 

616 
13~: 

957 
1 16 

:' I)Q 

674" 
:!89: 

44S 
6798 

26037 

1 161 
11 Q 4 

1"8 

-----------------------------------------------------------------------------------
Source: ElS, CMIE, BaSIC Stats. relating to the ;nolan Economy, Vol. 

lndia, August 1989. 

f',i' 
~ .. 

Note Wlth effect from assessment year ~084-85, the compllatLon of thes~ 

statIstIcs was changed over to "Returned Income" bdS1S, Instead of 
"Assessed Income" basts followed edrller. Therefore comparable data for 

earlier years prIor to 1984-85 are not available. PrIor to 1984-85 
classl f lcatlon was follows: ': 10, 10-15, 15-:0, 20-25, 25-30, 30-~0, 
50, 50-70, 70-100, 100-:00, ::'00-300, 300-400, 400-500, sao and .Cow •. 

accordIngly. 
DefInltions of terms used: Returned Income = lncome return~d by 
assessee namely, the "ToLd Income" as ':J1ven In the return Iddta has 

derIved by additive method). 
Tax Payable = Returned Income ~ PreVIOUS year~ la~ses, etc. set 

deductions under Chapter Vl A. 
Tax RelIef = Amount for deductIon x average tax rate. 
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AppendIX III 

Government of India's PublIC Debt as Percentage of GDP 

----------------------
Year 

( 1 ) 

1950-51 
1955-56 
1960-61 
1965-66 
1970-71 

1971-72 
1972-73 
1973-74 
1974-75 
1975-76 

1976-77 
1977-78 
1978-79 
197<;1-80 
1980-81 

1981-8:::' 
198::C-83 
1 9 83-84 
1984-85 
1985-86 

1986-87 
1987-88 
1988-89 
1989-90 
1990-91 

1991-92 
1992-93 
(RE) 

------------------~--------------

Total GDP ( :2) d S i~ 

Pub. at 11k t. of (3) 
Deb t. Prices 
(Rs.In (Rs. In 
Cr'ores) Crores) 

(2 ) (3 ) 

2865 9564 29.96 
350<;1 10261 34.20 
6544 15018 43 .. 57 

11329 24112 46.98 
19376 40263 48.12 

21007 43367 48.44 
23684 47919 49.43 
24276 58994 41 . 15 
26836 69674 38.52 
30421 74344 40.92 

33742 80198 42.07 
40203 89848 44.75 
43482 97748 44.48 
50215 107542 46.69 
59749 135812 43.99 

68186 1594::C0 4.'"'1 " , L .. I .' 

8487::C 177588 47 .. 79 
95261 206681 46.09 

113441 230591 49.::CO 
137484 26250 7 5~.37 

1'66546 293.408 56.76 
195561 330464 39.18 
229771 348896 65.86 

268913 442769 60.73 

314558 472660 66.55 

354662 541888 65.45 

396482 627913 63.14 

---------------------------------
----------------------
Source: Various Issues of Report on Currence & FInance. 
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App.ndi .... IV 

Gross Internal & External Llabllitles of Government of Indla 
(Rupees In crores) 

------------- --------

Year In t e r­
nal 
Debt 

---------------------

1°50-51 
1<;'55-56 
l Q 6C-61 
1"65-66 

1<;'~r)--1 

1°'1-7'2 

lq'~-74 

1o~~-7S 

1975-76 
1976-77 
1977-78 
1":'8-'9 
1<;'7"-80 

1920-81 
1<;'81-82 
1992-83 
1983-8·~ 

1984-85 

l C85-86 
1986-87 
1987-88 
1<;'88-89 
1"89-90 

1"90-91 
1991-92 

7666 
8335 

10197 

1393" 
11)41)0 
190::'5 
19854 

::0864 
35653 
46939 
~, 0'263 
:,2537 

71030 

86317 
98646 

114498 
133193 

154004 
172104 

--------------------- -------------------------------
Exter­
ndl 
Deb t 

Other 
liabI-
11 tr es 

Total 
lIabI­
lItIes 

Debt as ~ of GDP 

In ter­
nal 

Ex te r­
nal 

GDP at 
r11< t. 
Prices 

----------------------------------------------------

3::' 
113 
761 

::'590 

6485 
6831 
;1:4 
5870 
64::'1 

7489 
8495 
8985 
9372 
9964 

11298 
12328 
13682 
15120 
16637 

18153 
20299 
,"",~.,,,,. 

"-,-,,,-,w 

25746 
28517 

31851 
35122 

811 
1068 
18C9 
33::'4 

584 : 
6-:'10: 

8045 

8993 
10807 
12193 
14256 
15852 

17S87 
20205 
:4251 
2"878 
38267 

48292 
59935 
73792 
89527 

105035 

123989 
147975 

2865 
3509 
6544 

11329 

19376 
71007 
::3684 
~4276 

::6836 

30421 
33742 
40203 
43482 
50215 

59749 
68186 
84872 
95::'61 

113441 

137484 
166546 
195671 
229771 
266745 

309844 
355201 

:::6.46 
:::6.46 

19.04 
19.2: 
'21.28 
18.83 
17.75 

18.75 
18.00 
21.20 
20.31 
::2.70 

22.72 
:'2.36 
~6.43 

:'4.]2 
25.40 

27.06 
:9.42 
29.90 
32.82 
28.20 

28.42 
31.20 

0.33 
1. 10 
5.07 

10.74 

16.10 
15.75 
14.86 
9.95 
9.21 

10.07 
10.60 
10.00 
9.60 
9.26 

8.32 
~ ~., 
! • I ,.J 

7.70 
7.31 
7.21 

6.91 
6.92 
7.03 
7.40 
6.03 

5.90 
6.40 

9564 
10:61 
15018 
2Ql12 

40263 
43367 
47919 
58994 
69674 

74344 
80198 
89848 
97748 

107542 

135812 
159420 
177588 
206681 
230591 

::'62507 
293408 
330464 
348896 
472599 

541888 
551552 

---------------------------- ------------------------------------------
Source: Report on Currency and FInance (VarIous Issues) 



Appendix V 

Interest Burden of PUbllc D ebt of Government of IndIa 
(Rupees In crores) 

-------------------------------------------------------
Year Inte- lnte- NE't NE't .. 

I. of t a,~ 
rest rest Ta,~ In t. used In 
Recd. Pa 1 d ReceIpts Payment F,n.of 

Int.pay-
ment 
(5.\/(6) 

I 1 \ ( ::' ) ( 3 ~ ( 4 ) (5 ) ( 6 ) 
-------------------------------------------------------

1<;)51-52 43 70 459.99 27 5.87 
10 55-56 56 87 411.47 31 7.53 
1960-61 131 165 730. 14 34 4.65 
1965-66 308 287 1784.6:::' -21 1 . :::'0 

1070-71 5'5 606 2451 .30 31 1 . ~6 
1Q71-7'2 590 670 :?9'28 .. 10 71 2 .. 42 
1972-73 713 776 3417.10 63 1 .84 
1973-74 , ... " 

' -- 882 3899.80 147 3 .. 77 
1974-75 776 1001 5117.40 225 4.40 

1975-76 <;) ...... . -~ 1:228 6009.80 295 4.91 
1976-77 1 105 1488 6581.10 383 5.82 
1977-78 1440 1646 7060.30 206 2.92 
1<;)78-79 14:'7 1°84 8568.30 557 6.50 
19 7 9-80 1360 2:;10 8567.60 850 9.92 

1980-81 1795 2657 9387.80 862 9.20 
1981-8:::' ~~lS 31"5 11573.00 980 8.47 
1982-83 285:: 3938 13056.40 1086 8.32 

1983-84 ::'668 4796 15476.50 2128 13 .. 75 

1984-85 3963 5974 12693.70 2011 1 1 .36 

1985-86 4586 7503 21180.00 2917 14. 13 

1986-87 5339 9236 24320.00 3897 16.40 

1987-88 5745 11236 28015.00 5491 19.40 

1988-89 6973 14261 33751.00 7288 22.85 

1989-90 8474 17710 38404.00 9236 23.93 

1990-91 8730 21850 42978.00 13120 25.01 

1991-92 10922 26563 50070.00 15641 31.24 

1992-93 12437 32500 58180.00 20063 34.50 

(RE) 
------- ------------------------------------------------

Source : As In Appendlx IV. 
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Appendi)( VI 

IndIa's External Debt 
(US $ Mill Ion s ) 

----------- ------------------------------------------------
Year Deb t Long Pub.'!. Pv t. Non Use Short 

Stock Term Pub II C Guar'an- of IMF Term 
(EDT) (DOD) Guara.n- teed CredIt Debt 

teed Debt 
Debt 
(DOD) 

--------- ---------------- ----------------------- -----------

1970 7937 7937 7837 100 0 0 
1971 8892 889'2 8792 100 0 0 
1 0 -;"';1 9805 9805 9705 100 0 0 
lq73 10581 10506 10367 139 75 0 

1"'74 1~~38 11618 1 1351 267 620 0 

1975 13'256 1'2448 12171 277 807 0 

1976 13998 13527 13232 295 471 0 

1977 155'29 1494'2 14647 295 155 4'~ ~4 

1978 16482 15831 15483 248 0 651 

1979 16856 16158 15823 335 0 698 

1"'80 '20561 18658 18322 336 9 ...... "'26 , , 

1981 21106 18938 18065 873 964 1204 

1982 27376 22038 21009 1029 3446 1891 

1983 31891 24542 23357 1185 4713 2636 

1984 33857 26545 25204 1341 4456 2856 

1985 40886 32924 31427 1497 4832 3129 

1986 48026 39961 38573 1388 4768 3297 

1987 55034 47492 48840 1652 4023 3519 

1988 57254 50909 49436 1473 2573 3772 

1989 62509 56253 64776 1478 1566 4689 

1990 70! 16 62585 61097 1488 2623 4908 

1991 71557 64315 62842 1473 3451 3791 

----------------------------------------------------------

Source: World Debt Tables (various Issues) 



Appendix VII 

External Debt ServIcing (Government and Non-Government) 
(Rupees In crores) 

-------------------------------------------------------
Year Amortl- In t. Total 

catIon Payments Debt 
Sewing 

( 1 ) (:: > (3 ) ( 4 ) 

1966-67 159.7 114.8 274,,5 
1967-68 ?10.7 1~'-" .-r 

...:..~" ....J 333.0 
1968-69 236.2 138.8 375.0 
1<;'69-70 268.5 144.0 412.5 

1970-71 289.5 160.5 450.0 
1971-7~ 299.3 180.0 479.3 
1972-7~ 327.0 180.4 507.4 
1973-74- 29°.9 195.9 595.8 

1974-75 411.0 215.0 626.0 

1 9 75-76 395.4 205.3 600.7 

1976-77 428.1 225.8 653.9 

1977-78 487.6 241.5 729.1 

1 9 78-79 524.7 271" 3 796.0 

1979-80 503.8 296.9 800.7 

1980-81 517.8 286.0 803.8 

1981-82 538.0 311 . 1 849.1 

1982-83 587.1 360.4 947.5 

1983-84 615.5 417.0 1032.5 

1984-85 647.0 529.0 1176.0 

1985-86 776.0 591.0 1367.0 

1986-87 1176.0 853.0 2029.0 

1987-88 1581.0 1043.0 2624.0 

1988-89 1646.0 1301 .0 2947.0 

1989-90 1987.0 1699.0 3686.0 

1990-91 2329.0 1953.0 4282.0 

1991-92 3650.0 3006.0 6656.0 

------------------------
-------------------------------

Source : 
Government of India - EconomIc Survey 
(VarIOUS Issues) 
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Append i x VI II 

Terms of External PublIC BorrowIng 

--------------------------------------------------------
Year CommIt- Average Average Average Pub. loans 

men t Interest MaturIty Grace wi th varl-
(mIlls rate (Years) PerIod able Int. 
of $ ;, { ., , ,. I (Years) rates as 

., of pub. ,. 
debt 

( 1 ) (2 ) ( 3 ) ( 4 ) (5 ) (6 ) 
--------------------------------------------------------

1970 '<54 2.5 35 8 
1971 1195 2 a 1 38 9 
197~ 882 1.8 ,<; 

~~ 8 
1973 1428 1.9 35 8 
1974 2021 ~ '"' "';::'.4. 34 8 

1975 2423 2.5 29 7 

1976 1047 3.9 28 7 

1977 2019 3 .. 1 35 8 

1978 2202 1 .9 44 9 

1979 1614 4. 1 36 8 

1980 4902 5.4 34 7 

1981 3469 5.0 33 7 

1982 3684 7.0 27 7 

1885 5.0 30 6 1983 
7 7.9 1984 3843 6.7 28 

5344 5.8 26 6 8.4 
1985 

6171 5.9 19 6 
1986 

8182 5.2 24 7 13. 1 
1987 

20 6 15.6 8285 6.3 1988 
20 6 9211 5.8 1989 
25 .8 17.5 

1990 6896 4.8 

--------------------------------------
----------------

Source : World Deb t Tables. 



Appendix IX 

Gross FIscal DeficIt of the Government 
(Rs. In crores) 

of rndia 

--------------------------------
'{ear 

( 1 ) 
--------

Revenue 
E,~pendI­

ture 

Capital Revenue 
Disburse- ReceIpts 
ments 
(Rs. in 
Crljres) 

(3 ) ( 4 ) 

Grants 

(5 ) 

GrOS-5 

FISC a 1 
DefLcit 
(1)+(2) 

-(,3)-(4) 
( 6 ) 

-------------------------------------------------
1950-51 
1951-52 
1952-53 
1""53-54 
1954-55 
1955-56 
1956-57 
1957-58 
1959-60 
1960-61 
1961-62 
1963-64 
1964-65 
1965-66 
1966-67 
1967-68 
1968-69 
1969-70 
1970-71 
1971-72 
1972-73 
1973-74 
1974-75 
1975-76 
1976-77 
1977-78 
1978-79 
1979-80 
1980-81 
1981-82 
1982-83 
1983-84 
1984-85 
1985-86 
1986-87 
1987-88 
1988-89 
1989-90 
1990-91 

346.6 
3-81.4 
3c:"('i.7 

~01 .3 
416.4 
440.7 
473.8 
631.3 
675.5 
826.2 
911.9 

1658.6 
1806.7 
2000.6 
2244.5 
2449.7 
2678.9 
2902.4 
3178.9 
4127.9 
4592.6 
4835.9 
5 7 93.3 
7188.5 
8440.5 
9362.3 

10947.6 
12033.6 
14543.6 
15867.6 
19345.6 
22890.2 
27881.2 
34771.0 
42544.0 
48129.0 
56255.0 
66526.0 
77634.0 

128.6 
193.3 
62.3 

179.3 
394.9 

373.5 
499.0 
707.1 
750.8 
778.2 
834.5 

1341. 0 
1586.9 
1613.4 
2297.0 
1686.0 
1183.5 
1201.4 
1571.7 
1626.6 
2164.5 
1969.4 
3067.9 
3916.3 
4100.4 
4109.3 
6001.2 
5698.3 
7171.7 
8373.9 
9511 .8 

11135.6 
14289.4 
13384.0 
19014.0 
18705.0 
20800.0 
28698.0 
31751.0 

405.9 
509.5 
429.6 
409.8 
449.9 
481.2 
563.2 
673.4 
778.6 
877.5 

1036.8 
1846. 1 
2080.6 
2320.4 
2473.2 
2680.4 
2759.9 
3027.6 
3341.9 
4027.9 
4506.0 
5072.7 
6577.6 
8075.4 
8738.9 
9792.1 

11239.9 
11339.5 
12828.6 
15574.2 
18091 .3 
20492.6 
24383.7 
29206 .. 0 
34768.0 
38992.0 
45740.0 
54614.0 
60049.0 

0.0 
33.9 
36.0 
45.5 

84.1 
114.4 

69.3 
31.3 

-12.6 
125.3 
361.4 
333.0 
325.5 
550.6 
647.7 
726.9 
709.6 

1153.5 
1313.0 
1293.6 
2068.3 
1455.3 
1102.5 
1076.2 
1408.7 
1726.6 
2251 . 1 
1732.6 
2283.6 
3029.4 

195.0 3607.0 
240.0 3439.5 
2:23.0 5485.9 
31.3.0 6079.4 
373.0 8513.7 
320.0 8347.3 
297.0 10469. 1 
281.0 13252.2 
394.0 17392.9 
484.0 18463.0 
436.0 26354.0 
492 .. 0 27350.0 
600.0 30715.0 
913.0 39697.0 

49336.0 

-------------------------------------------------------
Source: Same as Appendix I. 
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AppendIX X 

Gross Primary Deficlt of Government of 
(Rs. 

IndIa 
In crares) 

--------------------------------------------------------
Year 

1970-71 
1971-7=' 
1972-73 
1973-74 
1974-75 
1975-76 

1976-77 
1977-78 
1 '<78-79 
1979-80 
1980-81 

1981-82 
1982-83 
1983-84 
1984-85 
1985-86 

1986-87 
1987-88 
1988-89 
1989-90 
1990-91 

1991-92 
1992-93 

Gross 
FIscal 
De f 1 C 1 t 
(1) 

1409 
1727 
2251 
1733 
2='84 
3029 

3607 
3439 
5486 
6079 
8514 

8347 
10469 
13252 
17393 
18778 

26354 
23170 
26118 
34717 
44632 

36325 
36721 

Ne t 
Interest 
E.~pend . 
(2 ) 

31 
71 
63 

146 
226 
295 

383 
206 
557 
9-'~ 
~£. 

901 

1045 
1156 
2200 
2087 
2917 

3897 
5481 
7288 
9045 

21498 

26563 
32500 

Gross 
PrImary 
DefICit 
(3) (1)-(2) 

1378 
1656 
2188 
1587 
2058 
2734 

3=::4 
\''"''''''' -.-J ..... _ -' 

49:::'9 
51117 
7613 

7302 
9313 

11052 
15306 
15861 

22457 
17689 
18830 
25672 
23134 

9762 
4221 

(RE) --------------------------------------------------------
Source : Same as AppendiX I 
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Appendix XI 

Net Primary DefIcIt of Government of IndIa 

--------------
Year 

1970-71 
1971-7~ 

1972-73 
1973-74 
1974- 7 5 

1975-76 
1976-77 
1977-78 
1978-79 
1979-80 

1980-81 
1981-8::' 
198::'-83 
1983-84 
1984-85 

1985-86 
1986-87 
1987-88 
1988-89 
1989-90 

---------------
Net 
Fiscal 
Deflclt 
(1) 

779 
1217 
1062 
~~'"' I I ~ 

846 

1363 
1377 
1573 
1902 
2820 

5324 
4'""""'""\ ~I .... 

5816 
8,392 

10949 

13377 
16350 
17939 
20171 
2~807 

(Rs. In crares) 

---------------------------
Net Net 
Interest PrImary 
E~pend. DefICIt 
(:2 ) (3 ) (1)-(2) 

31 748 
71 1146 
63 999 

146 626 
~;:6 620 

295 1068 
383 994 
206 1367 
557 1345 
932 1888 

901 4423 
1045 3/':" --, 
1156 4660 
2200 6192 
2087 8862 

2917 10460 
3897 1:C453 
5481 12458 
7288 12883 
9045 13762 

--------------------------------------------------------

Source : Same as Appendix I 

1 1 
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/-=> ,....,. 

~pendi. XII 
D,talls uf Subsldl's of the Central 6overn~ent 

IRupee. In Crores) 

70-71 71-72 72-73 73-74 74-7~ 7~-7b 76-77 77-78 78-79 79-80 eO-81 81-62 82-83 83-B4 84-B~ B5-86 86-87 87-88 88-89 89-90 9rr91 91-92 92-93 93-94 
IREi IREi 

I'\A 1 OR SUBS lD I E 5 
Food 
Indlg,nous Fertilizers 
I~orted Fertilizers 
['port PrO<ROtlOli \ !\arht 

lievflop •• nt 

onu SUBSIDIES 
Ra dllay. 
11 III .ad. Cloth 
Hand 1 00II Cloth 
I~PQrtl['port ut Sugar, 

Edible oils, etc. 
Interest SubSidies 
liebt Relief to Far.er. 
ASSistance for 

Fertiliser PrOtllDtion 

OH£R SUBSlIilES 
TOTAL 

59 
18 

41 

104 
50 

54 

5 

5 

34 
141 

179 
117 

b2 

12 

12 

14 
205 

118 
252 

bb 

20 

20 

24 
3b2 

381 
2'r.i 

B8 

30 

30 

14 
427 

411 
250 

1 b 1 

47 

47 

2~ 

482 

815 l073 l287 1564 
506 480 570 bOO 

60 107 171 121 
159 169 282 

269 127 17) 361 

94 

Neg 

107 

lb 

3 

124 200 
56 

38 60 

1554 1~58 1791 2140 1~47 4177 4681 5126 6787 9012 9581 9809 9480 7000 
650 700 711 835 1101 1650 2000 2000 2200 2476 2450 2850 2800 3000 
170 281 550 900 1200 1600 1700 2050 3000 3771 3730 3500 4800 1000 
335 100 51 142 728 124 19B 114 201 m 6W 1300 1000 SOl) 

399 477 477 461 JiB 601 765 962 1186 2014 2742 1734 880 500 

4H 181 
69 76 
n 125 
16 52 

471 
97 
56 
54 

409 
91 
56 
55 

491 
100 
Tl 
'1 , " 

619 
128 
51 
86 

768 
H4 
16 

I " "" 

853 
1" '" 
23 

124 

945 1441 2577 2461 2b28 1176 
207 234 283 113 141 )59 

27 10 10 15 
146 lSI 185 IS7 

40 

IS I? 
194 207 

28 
b6 88 

27 
59 92 253 

6 
102 217 

r.-

118 
38 21 76 5 

135 271 229 193 406 881 379 31b 111 111 
1502 14?S 1500 500 

140 

46 110 64 49 40 c6 39 87 72 60 160 135 119 137 218 205 125 IBS 
975 1290 1475 1821 2028 1941 2262 2749 4038 4796 5451 5979 7732 10475 12158 12270 12108 B376 

• Other subsidies loclude subSidy to ne~ IndustrIal units In b.c~ward areas (1979-80), subSidy to aharat 601d Mine., subSidy 10 ShIPPIng Corporal Ion for acquIsition 01 
ships (1978-79) subSIdy on I .. porled cottan (197b-77i, subSIdy on "gelable oIls to NA~EV dnd Qther parties, subSidy to SAIL for I~orl of steel 11978-7'1), subSidy 
for transport of coal dnd others (1975-76), Incl'Jdes 24 cror~s s'lbs!.jy for "'''lite pnnlill9 p'pu tor educalulflal purpose for the years 1987-88 to 198'/-90 and Rs.l0 
crores subsidy for thf Si_e purpose In 19%-91. 

Sour>:. : l~did Dal. base The Ecoo"",l', Val.I, Il.l. Ch.ndho\ dnd It>e PoliCY Group; l.n.B'J'J~s, l'I<;r,·, p.~f;.7, CMIE, 8dSIC Sta\isllcs reldtw9 10 IndHn ECOIla.y, Va!.l, 
India, August 1993. 



Methodology Appendix X II I 

The Proportional Adjustment Method: 

This method was suggested by Prest (1962). It 
consists In taking the government's estimate of the 
revenue effect of a dIscretionary actIon in the year In 

whlCh the actIon was taken and estImatIng the amounts of 
revenue In subsequent years attrLbutable to that actlon 
on the assumption that the orIginal revenue effect of 
the change grew proportionatel)' With the YIeld of t~2 

ta~ Itself, The estImated amounts are then added to or 
subtracted from th~ actual re\lenue series to obtaIn the 
"cleaned series'i~ 

Lo1' D~ ...... Dn 

T 1 , J 

actual ta~ YIeld serres. 

estimated revenl)2 effects of 
tlonary changes for the years 
the changes were made. 

d 1':;1: re-
In t..;h 1 ch 

7th y9ar's actual Y'leld adJusted to the 
tax structure that eXlsted In year 1. 

let the reference ye~r be when 1 = 1. Then Tl ' , . , Tl ? , -, 

Tt -, 
,~ 

Tt,J T1,n denote the adjusted tax revenue 

serIes whIch can be obtaIned 3S follows: 

T 1 , ::' = T.., -

= T1,2 + 
T 1 ., 

, L --------------

= 
Tl,2 

= 
---- Tl .., , L 

13 



In general, 

Tl,j-l 

T J-2, j-l ... 

ThL(S, ttle serIes Tl 1 Tl " ... Tl n IS obtaIned. ThIS " , - , 
cleaned serl@S may then be regressed on national income 
to obtaIn a measure af elastlclt)'". 

Note; ThIS methodology has been drawn from A R Prest, 
196~, "The S~nSltlvlt/ of the '{Ield of Perscnal 
Inco.ne Ta~' In the UnIted k'lngdom n

, £~onomlC 
Journdl, Vol. 72, pp~ 576-96~ 
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