







































































































































































































































































































































































































































































































































































































































































































































































































































































































































































Dy an external current account deficit. (Fareign saving

15 the evcess of foreiqner’'s income fram the domestic

2Ny Qver their spendling 10 1%

. Thrs 15 equdai ¢t th=

gurrent accouct deficit 1n the baltance cof gayments).

These criteria can be used to Jjudge what level
of fiscal defictt 1s prudent. Higher growth i1n axparts,
reatl demand for money, and averall financial savings
me2ans a higher deficit can be fimanced without violating
the mbsectives of exterpal creditwarthiness, iow
inflation, aor reasanabhile reatl interest rates. In
general, faster econdmic growth brings bilgger deficrits
within the bounds of prudence, becdusa rt uswually
1mplires faster growth of expcrts and demand for money.
In a slowly growing economy witn low financial savings

and stagnant export, the prudent fiscal defic:t 1S

likely to be low.

Carntrary ta the popular view, fiscatl deficits

cannot be regarded as the source cof i1nflatian or trade

-

Lmbalances 1n the 8051/- in fact, there are reasons to

believe that 1n this period the rncrease 1n gavernment

expenditure 1A relation to revenus collections might

have played an ympartant raole 1n enablting the Indian

econamy tO scala the barrter of the Hindu rate af

growth Despite this, the fiscal palicy pursued 10 the

20s cannot be continued.



The demand-driven growth in the BOs
characterized by ri1sing budget deficits and a mildly
declining averall saving ratio cannot be sustained and
must flounder against supply-side factors, for example,
the low rate of acdition tao capacity, fareign excChangs
bottlenecks etc. It 13 far thi1s reason that the trend
nf declining saving 1n the public sector showuld ba
reversed, 1f the Yampo of growth 15 to be malntained ar
rairzed. Also, with stagnant government revenues and
risitng public debt as ratios of GDF, the sclvency of the

18
public sector 1tself will be 1n Jecpardy .

The first step 10 reducing the firscal deficit
15 to bring dawn the revenue defic.it, s that the
current rocstlng expendlture, mast of wh1lch 15 nen—

develogpmental, can be whally or mastly met from current

LNCame wh1le borrowlngs can oe used to meet investment

expengdttures.

Reduc 1ng rhe revenue deficit 1mplies ecCcanomy

1 routilne cansumption expendirture on the one hanid, and

th . Tha means a
rairsing of tax revenues, on the o er £y

suddan reversal af an establi:cshed trend.

The fiscal deficit should be cut by slowing

down grawth of interast payments and salary and wages,

graded abolition of uriwarranted subs:i1dies - ferbtiltzer



and export  bubt not foocd - in?  reductioa 0F  wasteful
expenditurgs cn the ome hand and by 1mproving direct tax
revenue and surplus of publi:c enterprises on the other.
Defence expenditura may be frogzen temporar:ily and he
allawed ta grow afften eliminating revenue agefioih.

Surplus of public enterprises should B2 lAcCreased more

tn

R impraving productivity, efficiency and capacihby
utrlization than by titking prices of public geods.
Similarty girect tax revenue should he 1noreased mcre Oy
widening tax Dase and restricting avason and
exemptions than 0y rarsing tax rates., FPublic tnvestment
LN industry, tnfrastructure and agriculture shguld naot
be cut. Inflaticn rate should be controlled Dy cubting
fioscal def:c:it and restricting growth af administared

|9

arice and procurement price and supply management.
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CHAPTER IX

PUBLIC EXPENDITURE

Historical Factors Influencing Public Expenditure in

India

Al developing countries have a camman
objective of achieving a high rate of 2canamic growth
leadimng tc a3 sustained i1mpravement i1n the levels of
living of the populaticon. Another abjective caommanly
subscribed to tn the plans of many develcping countries
15 the reduction 1n inequalitires, especi:ally at a pace

faster fthan would be achieved solely thraugh the normal

growth process.

An instrument for achleving broader oblectives

of growth with equlty was the creation of a public

sector 1n a4 mixed ecanomy. Also, there was a moreg basic

and widely <shared socio—-political commitment to the

creation of a mixed econamy, 10 which the state has a

cubstantial direct control over 1mportant production

sectors.
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It was realised in India that the development
aof basic  ang heavy 1ndustries i1s essential to create
conditions for sustained grawth 10 the economy. Hence a
Righ priority was accorded to the development of basic
and heavy 1ndustiries, like steel, heavy chemicals and
Reavy machrinery, coal, electricity and transport. it
was aiso recognised that a rapid growth aof the
dagricultural sector was crucial far sustained economic

growth. Hence, pragrams for an 1ntegrated development

of agricultural and 1ndustrial sectars were chalked ouk.

The strategy and pattern of devalapment
adopted 1n  the Second Firve-Yezar Plan were brcadily
continued 1in the Third Plan. But while the Third Plan
was still 1nm pragress, events took place which 11mpaosed
unforeseen burdens on the econamy. The sharp 1ncrease

1in defence expenditures cansegquent on armed conflicts

with Chima and Pakistan and the lewvelling aff of faresi1gn
a1d. all 1m the short span of three years (19682-4&3), put
b

= =
the economy under severe strain. These strains reached

crisi1s proportions when two consecutilve draughts hit the

caountry 1n 1966 and 1947. GDP 1n these twa years fell

in apbsclute terms. The sharp deterioration of economic

circumstances and the security environmenkt demanded
]

dijustments 1n policy and reflection on the direct:on aof
aa Ju

hanges needed in the structure of the economy. The
[

1t1—~faceted crisis lndi1a was facing 1n the mid-sixties
mut -
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demandea a politically self-assured leadership.
However, 1t was precisely at this difficult time that
ind1a lost two Prime Ministers, leading to loosening of
the palitical structure and particularly the
governmental decisign making process. The 1mpact of
adverse circumstances brought 1nto view two principal
weaknesses of the econamic strategy which Had been
followed. One was the 1nter-sectoral 1mbalance between
agriculture and tndustry, ana the other was the under-
estimation of foreign ai1d requirements. It bhecame clear
that some changes 1n policy were reguired to make the

plans more viable.

The longer—term pianning exercise was
suspended while three Annual Plans were executed with a
vslew to consolidating the short-run gains bpefore the
next phase of growth could be tnitiated. But, the
general dirrecti1on of palicy was towards the
strengthening aof the process of liberalisatiaon that had
been in1tiated under the stress af circunstances. The
immedlate econamic CONS2quUences and poli1tical fallout of
the devatuatilcn gplsode were disastrous. Moreover, 1t
cast a

long shadow on econamilc palicy making 1n the

country. The formulation of the Fourth Plan had to be

pastponed t1ll 1969,



The problems posed by the resource constraint,
especrally of foreign exchange, far the framers gf the
Fourth Plan were made more difficult by an  wuncerta:n
political situation. In 1ts basic apprcach the Fourth
Plar was not much differemnt from 1ts predecessors. The
disappalntment with ard and ai1d givers introducea an
addec element of realism and caution into Indi1an
pclicies. The current account deficit was
significintly reduced and the i1mports of food-grains
wera brought down fron their earlier high levels. These
results gave subslance to the poilitical stance of “"self-
relrance", The economic costs of the adjlustment to
lower levels of foreign exchange availabtility were

apparent 1n terms of decetlteration of economic grawth and

of emplayment.

Before the Faurth Plan was cocmpleted, Indra
had to face the Bangladesh crisis of 1971. This was

followed by the drought in 1972 and the first o1l shack

1n 197X, The sharp 1tncrease in  1nflatian and the

consequent palitical turmorl exacerbated the country’'s

farmidable develapment problems and complicated the

preparation of the Fi1fth Plan. Keeping the balance of

payments manageable, curbing inflation and preventing

drastic cuts 1n the investment praograms became the

dominant cancerns of policy.
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As Bhalla (19863 has indicated, a Very S&rious
attack on the path of Indian development was made 1n
1977, The new 1ndustrial policy of the government
tended to "liberalise" the ecanomy by extending the area
af private sector and by allowing more liberal imports.
Secondly, the centinuling programs 10 the heavy
industries  area under the public sector had becaome so
tmportant that they took 3way a major chunk of public
investment. Hernce the optiaons for completely changing
the directi:on af 1nvestment were fairly limitad cver a
shart period. Nevertheless, a concerted effort was made
to divert resgurces 1nto schemes that best generated low

productivity i1nvestment.

Total subsidies 1n general and to agriculture
1N particutlar were rairsad tao an unprecedentedly high
leval. The total subsidies rose from Rs 273 crores in
19746-77 to Rs 1821 crores 1n 1979-80 (See AppendixXit ;.
This further pulled down the rate of public savings 10

the economy; and consequently, the capactity of the

public sector to tnvest at & high rate was considerably

reduces. 0On the other hand, the capacrity of the public

csector to mobilise additional resources was hampered due

tc the ‘“papulist® soft line and also because of huge

losses to the exchequer due to the 1mplementation of the

policy on prohibition.
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Table 9.1 : Composition of total expenditure of Central Sovernment

Year

Tatal Revenue 12) as % Capital {4y a5 % Plan {6 a5 4 Nop-Plan  (8) as %
expend. Expend. of {1} txpend. af {1} Dutlay of itr Butlay af 11}
{Rs crs) {Rs crey {Rs cre)

1 {2 13 &) 133 tdi N {8} %)

1965-646 8128 2001 18.49723 2123 91.3026b 1181 27.4939%0 2405 83.11620

1970-71

1980-21

4775 3193 bh. 73013 1372 33.24984 1299 27.49206 1728 78.29547

21577 13261 52.048%7 B1t: 37.95132  J049 3298240 13642 b1.11713

1985-886 50420 31408 66.63608 1481t 33.24192 19894 39.37721  IUBit £5.07336

1984-87 404286 40728 6719812 19206 I2.60186 2299 3B.0Ses¢ 3992 64, 06427

1987-88 63301 4ats? M.69859 19116

"8

JI0T40 24209 37L0TIBO 44052 &7.343783

1988-8% 79999 4107 P1.37105 0 21493 5.00027 8151 3RS SIS0 70,35383

1989-°0 89321 4401 71,6839 25310 <B.33600 27520  J0.Bt0Z2  433BB 73.20382

1990-91

105316 7351 £9.80515 31800 J0.1988% TSI 27,8980 76913 73.04%987

1991-92 113162 828310 71.90000  94TY 26.10000 33032 29.20000  BOGFO 70.80000

: Gavernment of Ind1a, Ministry of Finance: Plan Documents, Indtan Economic Statistics
IPublic Finance! - Various lssues; UMIE : Basic Statistics Relating ta the Indran Econoay,

August 1993,

in 1979, came the second o1l price hike,
followed 1n the early 1980s by the severest recession in
the world economy since the Great Depression, The

adverse 1mpact of the new o1l price hike was caompounded

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

of payments of further deterioration 1n the terms of
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trade and the need tao tmport  some foodgirains  was
moderated by i1ncreases 1in expatriate remittanmces. But
more than that, the balance of payments was restored tg

manageable limits by 1mport substitution 1nm foadgrains

and petraolaum.

The Sixth Plan was by angd large successful.
One of the 1mportant 1mprovements was the decline 1nm the
incirdence of poverty. According to  the Planning
Caommission, the percentage of people below the paverty

tine declined from 48.3 per cent 1n 1977-78 to 37.4 per

cent, 10 19851. There 1s, Noweaver, some misplacer

emphasis about the causes for this decline. The cred:t

for this 15 given to expanded programs of the IRDP  and

other welfare and anti:—poverty programs.

The Ssventh Five-Year Plamn was formulated 10
the middle of a tumultous periad of the Indian economy.

The fi1scal situation, which had been wnder mounting

gressure throughout the 1980s, assumed Crisis

prapertions by the beginning of the fiscal year 1991-92.

The Gulf crisis af 1990 exacerbated the already

precarious fiscal si1tuation. At a macro-econamic level,

ficcal deficits, besides cantributing tao 1nflaticonary

pressures had also been spilling 1nto Dalance of
]

payments.
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AN analysis af the five-year plans of the
Government of India i1ndicates g caomman  thread running
through them: that, expenditure has been growing at a
rate faster than the revenues resulting 1N budgetary
deficits. It would be interesting to view thi1s aspect

11 3 politico-=2conomical backdrop.

In Indra, the Keynes:ian legrtimacy for budget
defrcit was taken for granted. The Frve-year plan
regime gdve legrtimacy to deficit financing. But these
legirtimacies pravided the general approval for budget
deficits and for using defici1t financing to caver the
final budgetary deficits. What caused 3 sudden shift in
the level of government expenditure and 1ts pearsistent
growtt  may be explained by using the public choice

frameswaork.

bmti1l the split 1n the Congress Party 1n 19589,
the growth of government expenditure could be explained
11 terms of factors like growth of plam expenditure and
inflation. uUndoubtedly, an unexpected factor like
China s wmilltary &a&ggresslon ted to a sudden shift 1N
defence expenditure. But during the early 1970s, the
vote catching popullst schemes started emerging tn the
wake of the 'Garibi Hatae  slogan. The anti-poverty
programs and the 20-point program were designead to

achieve the chiectaive of helping the poor wha cauld not

304



GRAPH 9.1

.....

®
[,
>

.

|_.d

o

e
=1 i L) o

ol |

P g g -

UM LI e

iy




be cavered by the general process of planned
development. Deriving inspiration fram the un10n
government, every state government annaunced 1ts own
vote-catching scheme at the time of presenting the
budget. This campetitive populism led to the growth aof
revenue exwpenditure which could not be cavered under
non-pltan account. Rs a result, some of these gschemes
were transferred tc ptan account., Thais snowedt
spurtously higher plan cuttay, but the welfare schemes

reduced the financial resources availlable for long-term

developmant projects like 1rrigaticn and pawer.

Maanwhile, Ihe gavermaent bureaucracy nacd
grown and expanded under the five year plan regime. Gf
late, government employees have becaome 4 paowerful lobby;

so much sc that no government can refusce to concede

thelr d=2mand for more perks and privilzges. The
government employees have thetr own organitzed influence
and, hence the:r cooperation 1S regqulired by the
politicrans to run the administration and to serve their

celf-1nterest.

enditure and General Trends

Types af Exp

Most af the rtems of government expendriture,

whether classified as revenue ar capital expenditure,
i

fall under either developmental or non-developmental.



This differentiation 1s based on the distinction between
government ' s essential general services leg. defence,
administratiaon aof justice, currency and coinage, civil
administration, etc.! and 1ts axtended or optional
services {(gg., agricultural and i1ndustrial development,
education, health, sccial welfare, scientific research,
etc.). Any expenditure incurred by the ministry of
defence ar home  affairs far examplie, Is non-
developmental, while all expenditures by the ministries
of agriculture, health, rural development, etc. will be
treated as developmental. Developmerntal expend:iture 1N

tts  turn 15 sub-divided 1nto (a) sccial  and communtity

services {education, health, soctiral welfare,
broadcacting etc.) and (b ecanomic services
tagriculture, tndustry, power development, etc.).
Administration of a generzl nature and interest

payments, transfers and loan regayments are 1ncluded 1n

norn~developmental expenditure.

Capital expend1 ture 15 atso classified as
developmental and non-developmental, since not all kinds

of caprtal expenditure contribute to development.

Revenue expenditure 1$ also classifired similarly since

nat all expenditure on the reveaue account 15 non-

deveiapmental.
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The distinction between plan and non-plan
camponents of expenditure does not carrespand to  that
between developmental and non-developmental ones. This
15 hecause both plan and non—-plan expenditures cantatin
develapmental and naon—develapmental 1tems. Alsa, once a
Plan scheme 135 fully operational ar the planm project 15
completed, 1ts maintenance and aperaticnal #xpansas are
shifted to non-plan budget. {Gee Chart 9.1 depircting

the heads of expenditurer.

Table ©.1 provides a brief picture of trends
in  the government of Ind:ia expenciture, classified as
between t1Y revenue and capital expenditure on the agne
hand, and (ii) plan and non—-plan outlay ar the ather.
1t would be seen that revernue expendirture dominates and
far exceeds the cap:tal expenditure, the farmer having
increased fraom two-thirds of the tatal 1n the late 1%98GCs

to around three-fourths of the total. This i1s nct a

healthy trend for a developing country like India where
the authorities have assumed a majar responsibility of

promating capi1tal formation and where public expenditure

as a proportion aof SHP 15 moving up. This fact should

ne noted along with the one mentroned earlier, namely, a

persistant deficit 00 revenue account, while 1deally

speaking there should a be surplus an revenue account
. b}
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to augment i1nvestment on capirtal account. Unfortunately,
the authorities are naot able to contain their revenue
expenditure the way they should, because of numerous
limiting factors. Some of these factors merely reflect
the government's failure to do 1ts duty effectively,
such as checking i1nflationary price rise, tmpraving
efficiency of public enterprises and so onyi while others
relate to the government assuming avoldable and wasteful
activities. With revenue expenditure gobbling up such a
large proportion of tatal expenditure, the share left
for capltal expend: ture remains 1nadeguate. As a
proportion of total expenditure, capital expendrture was
51.9 per cent 1n 1945-44 and ragidty declined,

thereafter to I7.9 per cent 1n 1980-B1 and to 24.8 per

cent 1n 1992-°23.

Total plan expenditure has been 1ncreasing
over time, but there has been a decline 1n 1ts rate of
growth as compared with the growth rate of non-plan
evpendl ture. This has resulted 1n a decline 1n  the
share of plan expenditure 1n total expendlitura. It was
27.&6 per cent 1n 196S5~-6& and gradually increased to 39.4

per cent 1n 1985-8&. However, during the late 19805 the

share has decreased and stood at 29.1 per cent 1n  1992-

9 Correspandingly, the proportion of nen—-ptlan
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expendirture has been lncreasing and stood at 70.9 per

cent 1n 1992-°23.

Non~plan  expenditure 1tself has both revenue
and capi1tal caomponents, but the latter camprises only
a smatll fractian of the total. Consequently, almest

entire non-plan expenditure 15 tncurred on revenue

aczount which 1nc ludes interest payments, defence
expenditure, subsi1dies, grants and ‘other nan—plan
expendrture . The first three components consume away

an alarmingly large proportion cof nan-plan expenditure

{reaching TOLUS N 1N 1992-97;:. Supported by nNumerous
economic, spc1ai and political compulsions, they have
qgqenerated <self-feeding processes of thelr own, Within
the cateqory of ‘other non—-plan expenditure’ 1tself,

around half goes to meet the cost of administration,
police, pensiaons etc. AFnather 17 per cent or so gaes
into social sarvices like health, education, tnformatian
and broadcasting, etc. Around 3 quarter af 1t goes into

econnmlc services while Union Territories get around B

per cent of the total.

The following s an analysis of some of the

important camponents af non-plan expenditure. The

factorse leading to a rise 1in aggregate expenditure and

its constituents will be discussed 1n a later section.



Survey of Non—Plan Expenditure: (See Table 9.2).

Defence Expenditure:

With respect to defence expendlrture ¥
particular, 1t has to be considered in the context of
allocation of rescurces becauss defence and non-defence
expenditure programmes make campeting demands an
avairlable resources, In making an assessment of whether
the growth of expenditure devoted to defence hHas been
excessive oOr nct, the considerations that have to be
examined are magstly technical 1n nature. Other than
technical considerations, the paltitical economy of this
expenditure also deserves some mention. The defence
lobby (in a public chaoice framework?) has been growing
powerful. Far this lcbby, Pakistan’'s attempt to acquire
modern defence technology fram USA and China’'s attitude
towards settling the border disputes have become
irrefutable justifications for 1ncreasing the defenca
expenditure. The need ta acquire equally super:ior
modern equlpment becames 4 excuse to 1ncreasze military
expenditure. The propaosals for better training and

] are easil accepted.
expansion of spec1al divisions v p

This lobby gets the support of bureaucrats and

politicians for obvious reasons. Far this alliance of

celf-interest groups, shortage of funds does not pose
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Table 9.2

Trends in Non-Plan Expenditure @ 197G-71 to 19%2-93

Gross ODefence Subsi- Others Tobal Gross Defence Subsi~ Others Total Gross Defence Subsi- Dthers Tatal
Inte- dies inte- dies T dias
rest resk rest

1970-71 A 1199 %% 1829 328 16,793 32,1462 2571 &R.Met 106 0.883 1312 G.102 20607 4.t
1980-61 2668 1604 20T8 4826 13082 19,935 27.5%1 15,323 AR 100 b.BIB 2,918 .41k 3U36% %.120
1985-86 7503 7968 &7%6 12374 32Bit 22,867 24,3185 1AL IB.1G 100 2885 .07t 1.8%% .8ik 12.41B
1589-70 17757 14416 10475 22730 43388 27.196 22,0846 16.01F JATYT 1H W77 LSC¢ 2,716 4.B11 13.B3S

1990-91 21850 192426 12198 27499 26831 28.401 20.051 15.B03 35.744 160 4032 2.8 2,241 5.07% 14197

Saurce: Same as Table T.1.



any problem. Foreign assistance by way of loans 1s
sought to mollify the criticism of using scarce daomestic
resaurces., There 1s, Nevertheless, no gainsaying the
fact that defence preparedness 1s closely 1ntertwined
with the totality of econamic environment and 1f i1t 1s
possible to suggest any economies 10 or on reallocation
of expenditure agn defence, to that extent the resources
cottd be released for other econcmic development

programmes.

Judging by the pattern of defence expenditure,

-

during the last two decddes, roughly less tham 2 per
cent of expenditure has been devoted to research and
devalopment. A larger proportion of defence expenditucre
could perhaps be wused for the promeotion aof research andg
development as this would create externalities which
private 1ndustry, unable to undertake research of this

its own, may also take advantage of. But

type on

emphasis an research and development should not be

guided by the need to stimulate employment per se. Such

an iAcrease 10 employment can be bBrought about through

larger allocations, wilthin civil expendtlture, to labour-

intensive small-scale itndustries, construction aof roads,

rural area development programmes etc. If there 1s a

need rao spend morea an defence research rather than on

investment and consumptian, that may be jJustified having

4 tao the broad objectives and the requirements of
regar
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securtity but there would be no particular meri1f 1A
increasing defence gxpenditure to stimulate employment

despite the serious problem of unemployment,

Between 1970-71 and 1990-91, defence
expend:iture 1ncreased from Rs 1199 crores to Rs 15,424
crores and accounted for roughly 14.7 per cent of the
tatatl expendrture of the central government and far
raughly 2.8 per cent af the GDP at current prices.
Although there may not be a substantial scopes  for
ecanamy 1n defence expenditure, that should not suggest

that aCconcmlas  Sannot oe effectad. Establishment

C

expenses account for more tham one—third of the defence
expenditure. While establishment expenses maLnty
pertain to the salary and allowances of armed forces,
they 1nclude establishment expendirture gn mititary farms
and an var!xﬁstypes of subsi1dies. Some rationalizatiaon

: e = mignt
aof, and economy 1n, expencditures 1n  this areasa g

appear desirable. This apart, the expendrture cn works

which includes caprtal outlay and loans to varigus

defence 1ndustries, ordnance factories, other oautlays

etc may Bbe subjected to a zlose scrutiny to bring
b/

about rationalisatian and economiles 10 such an
expendi1ilture, partlcularly in view of the fact that some
industries not manufacturing defence 1tems but subjlect

to the administrative control of the Ministry aof Defence



have incurred losses and received subsidies. Likewrse,
the aexpenditure on stares which accounts for nearly, IO
per cent of the defence expenditure aad 1ncludes AN
expenditure on the supplies of different kinds of
consumer goods and armed forces waould warrant careful

examinatiagn.

Notwlbthstanding the constraints of ga2curit,
and 1ssues mentiaoned above, the allocation for defence
could, however, be sublected ta rigorous operational
research fraom time to time with 3 view to achieving the
aptimal wuse aof resources. It 1s necessary te examine
possible areas where such operational research methods

can be emplayed.

There have been critics of Indiran defance
policy who accept the existence of threat, but feel that
India has not examined alternative strategies,

especially with respect to defence preparedress which

can bring down the cost. In this connectian

Subrahmanyam (1972) has suggested certain 3lternative

strategies which will stand the test of time.

(1) A maore equipment-intensive strategy leading to

reductian in manpower and recurring costs. Ss  earlier

mentianed, although the army 1s man-intensive, pay and

2llowances form only one-third of the defence budget,

which is lower than the corresponding percentage 1n
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other armies, because of the comparatively lower rates
of pay. However, 1t 1g yet to be established that an
equipment-intensive army, with a consequently higher
forei1gn exchange ogutlay, and in keener competition wtth
other sectors af the economy for scarce resources, will

be more cast-effactive,

(i1 Mare emphdasis on autarchy 1N defence
preduction - India has been compelled tao resart  to
autarchic policies 1n 1ts defence product:icon for
political, economic and strateglc considerations. The

events 1n  19&D warned India that relrance an  foreign
scurces of supply can seriocusly hamper 1tz defence
effaort by stoppage aof spare parts and components at the
crucial moment. Anather related 1ssue 15 the large size
cf the Indiamn armed forces which renders 1t economically

unwise ta tmpart egquipment on a very large scale. It 1s

cheaper to produce 1t locally, i1n view of the ecanomies

of <cale. The arms factories extst 1n India already,

and 1ts halance of payments 1s a powerful argument for
. -

rapid 1mport substituticn 1n thi1s sectar.

(1117 it ess expenditure on certain sophisticated

weapons systems which cannot be strictly related to the

nature and quantum of the threat. Some critics feel

that India caould cut down 1ts defence expenditure by

dropping "prestige weapons systems". They usually refer

21é



to  the expenditure on the purchase of submarines,
constructian of fQ1gate5, etc. But this criticism tends
to overlack the politicat realities cof the present
international defence system, India, 1N opting for
these measures, was compelled Dy the realities of the

situation which confranted :t, 1n spite of 1ts  qun

persistent efforts to grevent the:ir development, For
eg., Pakistan introduced sophisticated submarines 1nto
the Indi1an Ocean arza. This had an adverse effect on
Indi1an maritime secur:ity and thus forced 1ts hang. Far

the future, 1t 15 felt that saphisticated weapons
systems can be locally designed and developed oan the
foundati1ons of the weapons i1ndustry alresdy laid. Both
the skills acquired 3nd relevant 1ndustrial bases are
expanding and getting diversified. The underlying hope
Is that even tf the weapons system developed locatlly 15
not as sophisticated as a comparable one developed by

the developed countries, 1t will be adequate to deter

those powers likely to be haostile to Indira.

interest Payments

Expenditure cn interest payments has been the

focus of much recent attention. Interest payments are a

committed charge ON government revenues and curtail 1ts

budgetary maneuverability. An impcrtant reascn for the
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high growth rate 1n revenue expenditures was the
continuous accelaration in  the growth of interest
payments. This ltem hasg grown bath oan account of
growlng debt abligatians of the government af India and
r:sing level of 1nterest rates. The rapid i1ncrease in
this 1tem of non-pltan expendrture 1s evident fram Table
e.2. It 1s seen that from Rs 506 craraes 1n 1970-71,
tntera2st payments rose to Re 2|50 crores 1n 1990-91.

In other words, they registered a growth rate of
over 20 ' per annum Qver this period. The share of
tnterest payments 1n total expenditure 1ncreased at a
ralatively slow rate from about 12.8 per cent in 1970-71
ta 20.73 per cent 1n 1990-91. Since 1970-71, their
share 1 non-pian expendlture has moved up from  arowund
16.295 per cent to QR4per cent 1n 1990-24. At the same
time, aven the past 1nvestments finamnced from borrgwed
funds di:d not yield adeguate financial returns as the
Aon-tax revenues inctuding interest receipts were
virtually stagnant during the 198052. That over one-

fi1fth of government expenditure should go ta meet 1ts

interest obligations only 15 a highly atarming fact.

way to contain the growth 1n this i1tem 1is to

The only

ccale down the borrowlng program of the gavernment which
10 turn necessitates greater resource mobiiisatian tan
revenue account) on the ane hand and ecanomy in

expendlture an the aother.
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As to the interest payments, the pravision for
such payments 15 determined on the basis of the
structure af 1nterest rates prevarling from time ta time
and the amount of borrowings resorted to by the
government. In so far as borrowings represent resgurces
to the government as an altermative to taxaticn, there
will be certain interest obligations which have tao be
borne. Fimancing by commercial banks 15 essentrally a
response to the statutory requirements that they have to
allocate a certain praopartion of their deposit reaources
to government securities for the purposes of maintaining
the statutory ligquidity ratios. The subscription by the
RBI reflects essenfxally 1ts raole as a lender of the
last resort, Within this subscriptian By the Dbanking
system to government secur:ties, there have been
nccasions of substirtution of commercial bank support by

RSI suppaort and vice-versd.

In sa far as commercial banks are requirzad to

subscribe to government securitres, to that extent a

lesser proportion af therr funds would be avarlable for

the private sectar. While commercial banks’ 1nvestment

1N government cecurities represents essentially a

transfer of savings from the household sector to the

government sector via finmanciral intermediation; RBI

support does lead to the creation of high-powered money,

which constirtutes the base for multiple expansion of
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credit Dy the commercial banks, a le=sser proportion
being ava:itlable far the private commercial sector.
Therefore, any absorption of the tnflaticonary effact of
bank credit to government will have to he effected by
operrating on 2 smaller base of available resgurces to
the private commercial sector. Secondly, within this
smalil base of resources anc grven the larger
inflaticnary patential arising from RBI suppart to the
government sector, the need for a restrictive monetary
policy ta absocb the inflatignary i1mpact by applying
restrigtions to the private commerciral secktor would be
all the more pressing. Whether the private commercial
sector has enough flexibility and capacity to absaorb
this i1mpact 1s a moot point. Therefare, while examining
the a31ltermnatives of financing the expend:iture and
determining the allocation of resgurces between private

sector and the gaovernmant sector, these aspects will

have to be borne 1n mind.

The structure af 1nterest rates has thus tao be

considered 1n the wider perspective of the monetary and

fiscal policlres of the government and any attempt to

bring about a downward revision tn the structure of

interest rates so as to reduce the i1nterest burden on

government debt would have 1ts 1mplications in terms of

the appositeness or otherwlse of the stance of moanetary



policy, ANy  Such wave will dilute the rigours of 4

restrictive monetary policy. In short, fiscal and
monetary aspects of 1nterest rate structure have to be
considered 1f there s any attempt to reduce the
interest burden an the exchequer. Girven these
caornsideraticons, it would appear that there 15 not much
scape for bringing about economies 1n the expenditures
of the gavernment by way of 1nterest liabilities on the

loans of the gavernment,

Subsidies :

Subsi1dies have came to gccupy an 1nportant
posittion 1 the central government’'s public expenditure
outtay. They amount to negative taxation. A commodrity
subsidy 1s created when, as a result of public policy,
the price paid by the consumer of a qgood 15 lowered
helow than what 1t would otherwise be 1n the absence of
the policy. Subsidies may be ei1ther explicit, taking
the form of payments by the government to producers ar
consumers showing up 1N the budget, or they may be

implicit, and entai! no apparent budgetary cost.

A subsidy may be given for various purposes:

Protection of standard of living of the poor (food

subsidy), production incentive {fertilizer subsidy?,

consumption of merit goods (health and education



subsidyy, protection of income of special groups
{handloom subsidy’) and soc on. Broadly the subsidies may
be clubbed 1nto two categories : tar 1ncaome and

production subsidies, and (b)) welfare and consumption

supsrdiles, The basic problem of subsidy 1s that 1%
tends tc be perpetuated even after the tnitial
conditions are no longer valid. Over time, wmore and

more goods tend to be considered merit goods and
2szsentiral goods and this inflates the subsidy bill
beyond the point of fiscal tolerance. AN  excessive
growth of subsidy -“an be counter productive for the very
purpagse for which 1t 13 given. Ar Obvicus example of
thtis 1s the food subsidy 1n many developing countries,
which when 1t becomes tooc large 1t causes a substantiral
amount of defici1t financing. The eventual price rise
then erodes the standard of living of the poor and thus
defeats the wobjective oaf & subsidy. This problem
becomes particularly menac:ing when the authority erther

of administrative difficulty extends the subsidy

because
fram the target group to the general public. Foad,
health, aducation and transport sSubsidies are in

principle aimed for the poor, but 1n practice they are

recei1ved by all, thereby tnflating the overall subsidy

brlt.

322



Analyzing this expenditure heagd 10 a publis
choice paradigm, 1t may be seen that rich farmers have
grawn to became not anly a powerful but also 2
reasonably articulate lobby. They have a total command
aver the rural vate Bbanks. They demand cheap
fertilizers, cheap <credit, writing-off of tgans, and
remunerative prices. A1l thege demands requilra
subsidres. The rich farmers are neither prepared, nor
made, to pay agricultural 1ncome tax. The lame eaxcuse
of the gavernment 15 that such a tax 15 difficult to
acdminister. The real reasaon, howewver, 15 that the
politicians are not ready to antagonize the rural vte
banks. The pol:itical parties as a group da not want to
come ta an agreement eirther on such crucial 1ssues. The
fertilizer lobby wants subsidy paid to the fertilizer
1ndustry withaout linking 1t to capacity utilisation and
ta i1mprovement 1n the efficiency of their operations.

Fs a result of all these presgures, government

expenditure an subs:idies has gone oOn 1ncreasing.

Taple 9.3 presents major heads of subsidy in
the central budget from the 1?270s to the present day.
1n 1992-92 total subsidy paid by the centre was Rs

12,108 craores which was about 2.24 per cent of GDP at

factor cost of that year.
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Table 9.3 : Detarls of subsidies af the Centr3l Sovernment : 1971-72 to 1992-93

{(Rs Crores)

971-72 1975-T6  1960-B1  1985-85 1990-31 1991-92  1990-93

Major Subsidies 104 41 1358 4177 2981 9809 480
food 30 250 430 1650 2850 2830 2800
Indigenous fertrlizers - - 170 1600 3736 500 180G
laparted fertilizers - - 135 324 &3% 1366 1000

Expart premotian &

mariet development 54 161 1% 603 2742 1734 BEO
Other subsidies B 47 &4 617 2977 2661 2428
Rallways - - 59 128 287 il 181
Miil-made clath - - Ty 3 10 13 19
Randlooe cloth - - I 8& 183 187 194

Impart/export of

sugar, edible otls et - - - pal - - -
Interest subsidies 2 8 X3 271 e J18 113
Debt relief to farmers - - - - 1302 1425 1500

fAssistance for ferti-

lizer prosotion - - - - - - Ja¢
Dther subsidies? AC 22 30 &8 218 205 125
Total 143 1Bz 2028 479 12138 12270 12108

1 Dther Subsidies incluge subsidy tC new industridl units (n Backward areas [1979-805;
Substdy to Bharal Bold Mines; Subsidy ic Shipping forporation for acquisition of ships
{1978-79); supsidy on smported cottan 11974-77); substdy on vegelable oils to NFED and
ather parties (1977-7B); substdy to SAIL far imgort of steel {1978-7%); Subsidy for

transport of coal and athers (1975-78).

Saurce : India Database: The Economy, Vol I, B L Chandhok % The Policy Group; L M Books;
1990, p. 507; CMIE Basic Statistics Relating to Indian Economy, Vol I, India,

fugust, 1990,
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Subsidies have shown 3 phenomenal rise from
Just Rs 24 crores 1n 1970-71 to Rs. 12108 crores 1in
1992-93. The growth in subsidies has been particularly
spectacular during the 70s. As a percentage to total
expend:rture of the government, they have gone up from 2
per cent a1n 1970-71 to 11.9 per cent in 1992-93. Food
ana fertilizer subsidies have acccocunted for about 71 per
cent o<f the total subsidies paid by the government 1n
1992-22 (RED). In 1992-92, subsidies accounted for 17
per cent of current ar revenue expenditure. Fertiiizer
subsi1dy s the largest cash subsidy with a phenomenal
growth, from Rs 5CScrares 1n 1980-81 to Rs 5800 crores
1n 1992-93 {(RE}). Fgpod subsidy followed next with Rs 50
crores 1n  19271-72 to Rs 2B00C crores i1n 19%92-93 (RE).
Export subsidy 1n 1992-93 (RE) was worth Rs 89BO crores.
Ore wmight say that 1t 1s mot a wvery startling sum,
especirally as much af 1t gges cn subsidizing focd for

the pcor. This 1s where confusion prevails.

On the one hnand, neo—-classical ecanamics,

including tha World Banmk, suggests that subsidies are

had because they distaort prices. On the other hand, the
li1berals ask the questiong Mow can the poor be made to

pay mare faor their food, when even the rich prefer to

pay less. The sociution 1s better targeting of

subsidies, which 1s not the same thing as reducing them.



The chances are that 1f the food subsidies were property

targeted, the total sum would actually 1ncrease, not

decrasse.

Food subs1dy depends Qan Lss5ua price,
pgrocurement price, distribution cost and quantity of
public distributiaon. Food subsidy also covers carrying
cost of handling, staorage, i1nterest and administrative
ccst of helding buffer stock by Food Corporation of
Incia. The faood subsidy should be retained and
extendad, The present public distributicon system 15
however highly regressive. Firgt, 1t does nct cover
real paoor tna the rural aresas, and seccond 1t subsidises

even rich consumers of food 1n urban areas.

Substidies on food reflect the 1mpact of the
widening gap betwesan procurement prices and 1ssue prices
and fhe wmaintenance costs of the expanding ltevel of
huffer stock. This will rairse the larger guestion about
the optimum level of buffer stocks which would have

tmplications for food subsidies. The food subsidy can

be reduced by 1mpraving agperational cost of procurement

smd  distribution of foodgrains.Thasubsidy forms hardly

0.45 per cent of BNP. Consi1dering 1ts 1mpact on haolding

price level, 1mpraving productivity of labour, health

and nutrition requirement of the vulnerable section of

the population, this is too small. Then there are the

4
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Qther subsidies like on export oramotion amd

fertilizers,

Fertilizer subsidy was ariginally 1ntroduced
to encourage use of fertilizers by farmers. Since
trrigation 15 a camplementary input the agpplication of
fertilizers 15 confined mainly to an 1rrigated area.
Sampie surveys show that large farmers are the marin
consumers of fertilizers, who are also the major
suppliers of procurement focd and marketable surplus of
agricultural products. Econaomic rationale therefaore
does naot Justify fertilizer subszﬁy any more, There ara
hagwevear two problems of ferti1lizer subsidy reduction.
First, the political power of farmers 1n general and
large farmers 1n particular. Secondly, 1f 3 rise 1n
fertilizer price leads to an increase 1n
orocurement/support price of agricultural crops then 1t
may lead to a compensating increase 1n food subsidy. It
would, therefore, be better ta 1ncrease fertilirzer price
gracdually and aboli1sh fertilizer subs:idy over a medium

term span of 4 to 3 years.

The targest single commodity subsidy 1s that

for fertilizer. In 1990-91t, 1t accounted for 4.2 per
cent of total expenditure and represented 0.8 per cent
of GDP.
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Expenditure on the fertilizer subsidy has
grown  rapidly during the 1980s, mainly because of a
farlure to adjust the farmgate price of fertilizer to
reflect 1ncrease 1n the cost of production. Unt:} 1974,
the government set 2 single country-wide factory price
and then established the farmgate gprice by adding
margins to caover the costs af freight and distribution.
As 4 result, changes 1n the cost of manufacturing were
reflected 1n changes 1n  the farmgate price. The
enormaous tncrease tn the price of feedstock 1n 19731-74
led to a change 1n this policy, and the link between
factory and farmgate prices was broken. One farmgate
price 15 st11) set for the entire country - 1t differs
somewhat from the price actualiy pard by farmers, which
includes an additional margin ta reflect local costs -
but this 15 no higher 10 nominal terms thén 1t was 1A

1581, amd has therefore fallen substantially relative ta

casts.

Two separate 1ssues  raised by the Indian

fertilizer subsidy need to be considered: (1) ts the

amount of the subsidy Just:fiable as & carrection for

market failure or some aother distortion ?; and (11) is

the osubsidy mechanism efficient ? With regard to the

first issue, 1t is noteworthy that the 1ncrease 1n the

per unit subsidy for fertilizer that has taken place



Since 1980 has been associated with  2n increase  in
fertiliser consumption of aver 50 per cent. It may bhe
that the subsidy results i1n additional use of fertilizer
ar land where its marginal productivity 15 still high
encugh to cover 1ts real cost, but with the passage of
time this becomes 1ncreasingly less likely (theory of
marginal productivity). This would suggest that the
subsi1dy should be declining over time. AS regards the
second 1ssue, there can be little drspute that the
mechanism aof the subsidy 1s inefficrent. If each
fertili12ar plant expands 1ts production ta the point at
which 1ts marginal cost equals 1ts {uni1gque) marginal
revanue, then marginal costs will gi1ffer from one
factaory to the next, and a basic condition of efficiency
1n  production 1s violated (under the theary af perfect
campetition, marginat cast eguals marginal revenuea’.
This would rat be the case 1f one reference price were
set for all producers. This candition af wvarying
marginal costs atlsao destroys the 1ncentive for new

entrants to the market to adopt the best practice

-

technology.“

1t is argued that subsidies on export

promotion €an be reduced by devaluing the rupee. But

India ie already devaluing at the rate of roughly 20 per

cent every year, which 1s pushing up 1ts 1mport costs,

-
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which in turn are pushing up 1nput costs, which ts why

subsidies are given 1n the first place.

Bulk of the subsidies for export promgtion 1s
given for product proamotion and to export promotion
councills., To what extent the subsidies have achieved
the purpose 1n terms of improving export competitiveness
and strengthening the national effort 15, haowever, a
moot  point. Althougn the Seventh Fimance Ecommission,
while examintng the role of subsidies, tocok the view
that 1t may be difficult to bring about a reduction 1A
export subsidies 1n view of the role they have 1in
strengthening the national effort, 1t would appear 1n
order tag have a fresh loaok at export subsidies having
regard to the considerations set out abaove. In
particular, 1t would be necessary to examine how the
csubsidies are channallsed throughn export promotion
councills and what are the procedures followed and
whether there are any bottlenecks or constraints 10 the
utrlisation of such subsidies at the right time
considering that a substantial amount of money 1s given

ta such councils and to exporters - Rs 880 crores (RE}

for 1992-93.

There are arguments agalinst granting subsidies

in the rural sector. First, 1t would appear somewhat

tncongruent to subsidize an agricultural input like
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fertilizer when there 15 a need Yo raise more resgurces
from the agricultural sectar. While there are political
aspects of taxatiaon of the agricultural sector, one way
of raising mare resources from the agricultural sector
Zan be to  put impasts  an inputs used by the
agriculturists, Therefgre, fertilizer subsidies would
Qo contrary to the objective of ralsing more resourceas
from the agricultural sectar. Secondly, to the extent
to which a subsidy on fertilizers 15 given, additional
effort would be needed to raise resources ta wmeet the
shortfall arising from the grant of concessions or
subs1dy on fertilizers. And there will be repercussians
in terms of distortions 10 the retative price structurae
cansequent upon the 1mpos:tion of other taxes. Thirdly,
subsidies 1n a2 way pre—-empt the resources available for
develaopment and a progressive reduction 10 such
subsidles would release these resources far tnvestment.
Subs:dies are egssentially meant for the weaker sections
of society. To the extent ta which the recipients of
belong to the richer strata of society, the

subsidies

Lenefits would get diverted from the weaker sections.

And 1f this 15 soc, this would have the effect of

neutraltizing, to some extent, the progressive effect of

direct taxation and reducing the 1ncidence of indirect

taxation im achieving SocClo-economic objectives like

restratning carnsplcuous consumption and investment in
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non-priority sectors of the economy. The redistributive
effects of the subsidies might then be Just the oppostte
of what are i1ntended to be. Given the structure and
mode of operation of subsidies, there would appear to be
an  1n-butlt tendency towards the perpetuation of such
subsidies. The upshot 1s that the made and quantum of
subsi1dles glven wauld need to be reviewed and

ratignalised from time to time.

The political cost of reduction of subsidy 1%
generdlly very high. Histarical experiences suggest
that the political cast of withdrawing a populist scheme
15 far greater than nct ntrocducing the scheme at all.
In the recent years there has beenn a3 plethora of
subsidiles. Many of these are dubious 1n terms of their
benefites and wmany are outright regressive {interest
subsi1dy ro rich farmers?r. Beyond a point all these
promises become only notional because there 15 2 limit

beyond which the fiscal system cannot absorb such

subsidies.

Subsidies add to the real i1ncome of consumers

to the extent that they reduce prices, and ta the i1ncome

of producers 1tf they are not passed on  via price

reducti10ns. The incidence w:ll depend 1n part on the

time—harizon. 1n the very short-run, the bulk of an

. jacrease 1n subsidy will accrue to producers, mainly as
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non~wage 1ncome. In the longer-run, market pressurss
Mmay Ccause mast of the subsidy to be passed on 1n prices.
However, the price effects are rather more camplicated.
To the extent that prices of consumer goods are
affected, the main object 1s to estimate the effect of
the ©price change on real i1ncome since 1t 18 this which
determines the effect on aggregate consumer demand. It
may 34152 be necessary to take 3 view on the price
elasticity of demand for the goods affected. While
substirtutian aof one good for another 17 response to
relative price «changes may nat affect total consumer
demand &t market prices, 1t may affect the tatal at
factar cost 1f the ratio of factor cost to market price
drffers significantly between goods (for example, 1 f
subsidized home—produced food 15 substituted for
rmported  food). If export prices are affected, the
relative impartance of i1ncome and substitution effects
15 reversed. The relative income effect of the price
change - which accrues to fareigners — will have a
relatively small repercussion an the demangd for our
final output. But the substitution effect which 1s at
the expence of third countries will now cantribute to
the demand for our final output. A subsidy 1s really a
trancfer and 1mvolves altering the allocation af

resources within the community and also a burden to the

taxpayer.
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The salient features of the trend 1n
éxpendirture growth observed 1n Indra calls fer  some
|
explanaticn, In particular, the high rate of growth of
d4ggregate expenditure, the tlower rate of growth of

capital expenditure and the softentng of the budget

constraint need to be understood better.

The mast appealing explanation 15 the one
proposed Dby Rudolph and Rudolpgh (1‘?87)4 1N terms of
si1gnificant changes 10 the political precess beginning
fram the early &0s. The 1ni1ti1al phase of Indranm plan
effort and government’'s role 1n  faostering development
may be characterised by "command paolitics. Puring this

phase, state policy reflected the concern for long term

sustained growth of the ecanamy which entalied
substantial sacrifices 1n current caonsumptiran. Al though
in a pluralistic economy, various pressure gQroups

attempt to maximise their gains, i1n the inrtial ghase
afrer 1ndependence the wvigour of nat:ionalism anda

patriotism dominated and the state accumulation palicy

realised the max i mum portential advantages. The

rmpressive racord of resgurce mobilization and capital

formation 1n the governmental sector tn the &0s and 70s

witnessed i1n the Indrian context 1s a4 case 1n point.

However, the gradual transformatiaon from
litics to demand politics began, following the

command po
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fading away of consensus based coalition politics and
the emergence of pPlebdiscitary politics in the Congress
Party during the late &0s and early 70s. In a regime of
demand politics, policies wauld focus mainly an
consumption spending of the government saector which
results 1n 1mmediate but shart term visible benefits to
the popultatian. This 15 usually achieved by substantial
allocation to social services and direct transfer
payments. There 15 a school of thought which says that
even this, 1f 1t results 1n human cap:irtal formation,

wauld yi1eld long term benefits 1n terms of sustained

growthn.

The interactiaon of different pressure graoups
1N their attempt to maximize thelir gains mainly
getermines the composlition and growth cf gavernment
expenditures. Naturally, the emphastis shifts from

expendiltures haviog long—term benefits to those witn

immediate gains. Such an approach 1s greatly helped by

the persistence of ignorance and 1lliteracy among the

majority of voters.

In a pluralistic polity like lndia there are

several pressure graups at work. But for analytical

purposes, following Bardhan (1985), 1t 15 wseful to

classi1fy them into three proprietary classes: the farm

lobby the industrial capital:st class,  and the
3
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professionals, including the white collar workers. The
farm laobby attempts to maximlise 1ts gains by ensuring
remunerative prices aon farm products and provision af
farm 1nputs and cred:it at subsidised rates. Increases
1n food and fertil:izer subsidies, below cast charges or
1rrigation and power, subsidised cred:t, and writing off
af farm loans are some examples of maximizati1on by the
farm labby. The 1ndustrial caprtalist class attempts to
maximize its share by claiming a tlarger share of
subsidies and enNsurling subsidised provision of
infrastructural facilities and 1nputs at the cast of the
exchequer, besi1des ensuring higher rates of return
through the gqeneral protectionist measures. The
bureagucrats and white collar workers maximize the:rr
shares by agitating and obtaining security of serwvice,
indexation nof salari2s and pensions to price increases,
periodic pay and pension revisions and enhanced bornuses,
revisions to fringe benefits like housing and medical
benefits, and subsidized credit for the purchase of
immovable property and cansumer durablas. 7o ensure
of the polity, some allocation 1is made on

stabi1lity

programs like poverty dalleviatiaon and minimum needs

programme while each pressure group attempts to maximize

its gains, the growth and actual expendilture pattern at

any given point of time depends on the combined strength

of these forces in demanding higher allocation and the
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relatyve strength 1n claiming thetr individual shares.

The <claitmants succeed 1n higher allaocations subject to

the overall budget constraint. But with the passage of
time, even ideas on budget constraints undergao change
and conservative budgetary policies give way to

lncreasing resort to borrowing even to fimanca revenue

expendirtures.

Control of Public Expenditure

Clearly, while an attempt should be made tao
cocntain  the growth of total expenditure, the shares of

the redirstributive package and caprtail expendtirture on

essential infrastructure must be raised, THe obvious
candidates for overall expendlture regductiron are
therefaore 1tems of revenue expendlr ture 1.8. defence
(which has been discussed earlier?, major sSubsidies,
interast payments and caompensation to government

employees [See Mundle and Rao (1992)1.

Phasing out of export subsidies with further
progress tawards convertibility and trari1ff
ratianalisatian which would make subsidy 1ncentives

unnecessary.
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Phasing out of the fertilizer subsidy aver a
three-year period along with i1ncreased allocation for

capital expenditure 1n 1rrigation.

Drastic cuts N fresn recruirtment of
gavernment staff along with abolitian of large number of
posts which have proliferated 1A recent years. This
measure, combilned with the normal attrition of
government employees avery year would arrest the growth
of wages and salaries and assgciated expend:ture on
consumption af goods ang services. These now account

for about a third of total government expendirture.

Reduction of Dbudgetary suppors to public
enterprises other than i1n key nfrastructure sectors.
Even key sector enterprises like the railways, SEBs and
road transpoart undertakings should be systematically
nudged towards commercial wviability based an improved

afficiency and proper user charges.

Reduction of the 1nterest burden through quick
retirement of a part af the public debt. This could be

financed by the proceeds from the sale of public sector

equlty instead of wsing such proceeds ta finance the
’

current expenditure af the qovernment.
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Raguction of the interest charges payable on
government debt ta the RBI. This monetized debt has
arisen out of seignorage and should not be treated at

par with gther public debt.

A number of these measures have already been
tnitrated 1i1n  the budgets of the 1990s, and 1t may DbDe
expected that they would be sustained tn the period

ahead.
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CHAPTER X

SUMMARY AND CONCLUSIONS

The fiscal system consists of policies and
arrangements for the determination of the scale and the
patterns of expenditure of the government and 1ts
agencies anc aof the channels and 1nstruments by means of
which fimancial resaurces are procured and allocatsad.
As campared to traditional governments, which confined
themselves to responsibilities af external and internal
security, Justice, and general administration, maadern
governments have & wider range of duties comprising

preventive, welfare and developmental functrons.

In the post—-independence period, duties wunder

plamning for the public sector whaose role has been

expanding have fallen tO the government. The gavernment

alsc became a builder and supplier of infrastructure

services and atso an innovaftor. The resourcs

mobilization aspect also had to grow simultaneously with

the responsibilities. Whereas, 1N early days, taxation
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was the primary Instrument, now-a-days non-tax revenues
and borrowings from the public have becaome increasingly
impartant. Further, borrowing from the banks through
the extensicn of credit to the government has become a
very important i1astrument with a powerful inflationary
impact., Consequently, the measure af forced savings
from the civilian sector to the government has grown 10
size and 1ncidence. Finally, a madern government
receilves faorei1gn a1d for 1ts projects aad channelises

such ai1d to ather saectars.

Cne af the most striking aspects of the fiscal
operations of the gaovernment 1n recent years 15 thea
rap1d 1ncreaseg 1n expenditure. As a perceritage of GOP,
Central Government expend:iture has 1ncreased from around
5 per cent 1n 1970-71 to 19 per cent 1n 1990-%1. This
1s mainly the result of i1ncreases 10 expenditure an
develapment, defence, subsidies, and interest payments.
At least in the case of 1nterest payments, 1t may be
argued that the increase 1n expenditure resutted from

the policy decision to rely on borrowing rather than an

taxation ta finance public expendirture.

The reasans for the growth af public

expendlrture in India Ytte at a deeper level. The

phenomenon chould be treated as a major palicy decision

of the government rather than 35 a si1gn of governmental



helplessness 1n the face of growing demands far funds.

This 1s also closely related to the question of the role
of gavernment barrowing, and of budget deficits and the
tmpact they can have on the economy as a whole. The
1ssue 15 particularly relevant because ome aof the major
questions that has come up since the presentation of the

198/~-BE budget relates to the huge deficit that emerged

10 1984-87, and how 'safe’ it was to the ecanomy.

AN examinaticn  of the manner 1n  which the
government has been financing 1ts expenditure i1n recent
y23rs m3y answer this question. AN examination of the

ma jor sources of finances af the Central Gavernment,

undenr variaus heads 1like: revenue, borrowing and
deficit, shaw greater reliance on deficits and
borrowings. The resources pracured from taxation and

non-tax sgurces have increased at a lower rata as
compared to those obtained from borrowings. Even in
to the latter the graowth gf net bank credit to

regard

the government Nas peen praceeding at a very facst rate.

So the burden af forced savings and forced transfers
¥

has 1ncreasingly fallen on people in the low and fixed
.Income hrachets. The poor and middle classes have

suffered by rising RPricés.
While tax-to—-i1ncome ratio has tncreased,

taking the planning period as a whole, the relative
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share of taxes to total resources has dimintshad
drastically. Even within direct taxes, corparate r1ncame
taxation which has so far turned out to ke the main stay
has also heen under some criticism. Arguments for an
expenditure tax Hhave been repeatedly put farward and
repeatedly rejected, astensibly anm the ground of
administrative infeasibility. But there have been deeper
reasons as well. The fundamental rationale behind an
expenditure tax 15 that 1t penalises consumption while
helping ta maintarn the incentive to accumulate. This
1gnores  ane very 1mportant feature gf late capitalism,
the c-hnanged charactesr of the entrepreneuri1al class, 1ts

relatively high praopensity ta consume and the

consumgtion pattern of the local elite.

The consequence of the changing pattern of
budgetary revenue has been the emergence of a system of
ind1rect taxation which 1s highly birased 1n favour of a
fow selected i1tems known as ‘universal 1ntermediates’

ard a class of commodities generally known as luxury

cammodities. In recent years, while the attitude

towards the latter category has shown a change, 11 the

direction of & light tax treatment, the emphasis on

taxing intermediates has stayed on. This has i1mplied

that an already inequitable tax structure has maved

further in the directian of greater itnequity.
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The scheme of direct taxes has been
considerably fluctuating leading to saome uncertainty.
The goals alsoc have GBeen changing. At one stage
Increasing pragressiveness was the aim, currently the
goal 1s to significantly reduce the progressiveness, but
at the same time paradoxically to improve the rat:io of
direct tax revenue ta GDP. At one time the goal was to
have a large number of taxes 1n order to widen the tax
net. Eurrently the ggal 15 to reduce the multiplicrty
of taxes and simplify the laws. At one stages 1ndirect
taxes on commodity nputs were levied and extended
widelys now—a-days thes geatl 1s to avoid the cascading

effect of taxes.

The growth of tax revenues 1n the context of
continuous inflationary state has not been keeping pace
on an autcmatic basis. In the absence of adjustments 1n
rates, coverage, etc., the tax elasticity 15 luss than

untty 1n respect af the growth of nominal 1acame. The

public expenditure expans1on process 1s nat met by 2

simirlar tempo 1n the expansion of tax revenues. Thus

aach year additional tax esffart, 1n greater 1ntensity,

is often required to keep the tax revenue to GBDP  ratioc

stabile The Sixth Five Year Plan document, for example,

had etated back in the early BCOs that: “The traditional

manmni1sm far mobi1lising additianal resaurces has been
mec

to rety on additional taxation. As a result of
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pragressive INncrease in the tax rates in the past, the
ratio of tax revenues (gf the Center and State
governments together) to the cauntry’'s nationail 1caome
has now reached the level of 20 per cent. The scope far
rai1sing add:itironal revenrnues througnh mere changes 1n the
tax rates 15 rather limlted.z The Seventh Plan document
had to recken with the fact that the Sixth Plan
document’'s projected proportion of 20 per cent Had
turned out tEo pe much 1659.3 Tha Seventh Plan found
that the ratio of tax to GDP, which had been 15.56 par

cent In 198G-81 rose to 1&.43 per cent in 19282-83 but

came down to 146.23 gsr cent 1n 1983-8B43.

“The Seventh Plan fimnancing placed
conslderable relirance an additional resgurce
mobirlisation {(ARMY and contributiaon of public
enterprises. The pattern that has emerged after five

years shows the shortfalls 1n contribution of public
enterprises and ARM, on the one hand, and substant:ial

increase 1n nono-plan revenue axpenditure an the other.

1t reveals a nearly three-fold deficit 1n balance fram

current revenues (BCR), at base vrates, one third

actualised surplus at current rates 1.e. 1ncluding ARM

and more than two-foid of level of deficit financing

2
.compared to the woariginal projections.” These

aobservatiaons were accampanied by homilies about the need
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to streamline tax administration and improve the

perfarmance of public sector enterprises.

A point of special significance 15: whereas
the revenue of the Central GBovernment fram direct taxes
lncreased from Rs 291 crores 10 1560-61 ta Rs BLS crores
ta 1970-71, to Rs 3005 crores 1n 1980~81 and fs 21,261
crares 1n 1593-%4 (BE!; 1fts revenue from 1ndirect tases
leapt fraom Rs &07 crores, Rs 2374 crores, Rs. 10,347
crores and to Rs &£2,60&6 cCrores respactively 1a the same
time periods., Also, this shows that direct taxes which
had accounted for arogund 32 ger Cent 1, the si1xtleg,
reduced to around Z8 per cent 1n the seventies, further
to 19 per cent 1n the eighties, and stayed at this level
1in 1990-91i. Equally sign:ificant, the share af 1ncame
tax during these three decades had come cown from 1B.5

per cent to 1%.46 per cent to 11.3 per cent and te 2.2

per cent.

Thesea fackts rarse the susplrci1an that the

government tas an interest 1n showing thdat direct tasxes

cannot be i1ncreased much. Those 10 Indi1a who pay direct

!
taxes belong to the “i1sland of affluence” . The links

Detweaan the government and the 1sland of affluernce cr

the upper crust aof the economy, and the reasons for the

ment’ s preferentlal option 1n favour of the latter
govern

H been dealt with 10 full ltength tn the chapter on
ave
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public expenditure. It has been discussed 1n the
framework of the public choice apgroach and the wmanner

1n which pressure groups stake claims an subsidies,

concessions etc. from the government.

The averall picture 1s that, g:iven the
expendrture  trend and the lagging tax and non—tax
revenue trends, dependence on borrowings and deficait
financing has been growing. Thigs has obvious effects on
di1stribution of wealth, 1ncomes and consumption, it
also increases the sphere of the paraliel ecanomy. It
widens the gag between the levels af living between
nrganised and unorganised sectors. The key to a healthy

fiscal system lies 1n the contral of, and reguction 1n,

public expenditure.

However, the control of public expenditure 15
closely related to the questian af deficits. In view of
the less elactic domestic resgurces, varlous constraints

of debt fimancing and inevitable growth of expenditure,

the deofirit keeps rising. 8n the other hand, incraase

1n the deficit leads to higher interest burden and, thus

an lncrease 1N expendrture.
But the deficit 1S not simply an ai1d to

increase public expenditure. Ais discussed inh the

chapter oN deficit fimancing, 1t 15 also part of an
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attempt to stimulate activity in  the rest of the
economy. Fram the time of the Keynesian revolution 1t
has been known that 1f there is excess capactrty and
deficiency of demand in the system, deficit spending can

help trigger a recovery process. However, this aspect

needs a careful assessment.

The Need for Fiscal Refarms ¢ The problem of cantaiming

the magnitude aof deficit financing, which the fiscal

autherity 15 facing :n Indra, can be tackled from two

angles. These are @ (1} diluting and reducing the
reépongxbllxtles and duties aof the public sector, S0
that there 1s reduction 10 goverament expenditures; and

(2) 1ncreasing the rate of growth of government revenue

to cope up with the Lncreasing expend:tures.

The former approach 1s based an the 1deaclogy
that the government should perfarm the trad:tional

functicns of maintaining law and order and providing

basic amenities, Services and tnfrastructure Yike,

educatian, health etc., and should 1i1ntervemne tao the

least possible extent 1n functioning of market mechanism

which determines the allocation of resources. Alsao, the
resultant allocation 1S supposed to be the most
efficient Thus the philoscphy of advacating

rketization and privatisation seems to have re—emerged
ma
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th recent years due to the need to contain growing

expencirtures and deficits.,

In  fact, the Eighth Plan has noted that
an 1nnavative approach to development 1s requilred based
on the reortentation of the role of the government which
will sat free the forces of growth and modernisation.
The state will have to play more of a facilitating role
and concentrate agn protecting the interests of the poor
and the under-priwviteged. The public sector plan will
become very selective 1n the coverage of activities and
1N making tnvestments and will encourage private sector

participation 10 certain areas.

Specifically, certain principles have to be

followed:

The public sector shauld i1nvest only 1n those
areas where investment 1 of tafrastructural nature
which 15 necessary for facilitating grawth and

develapment; and, where private sector participation 1%

Aot Yikely to come forth to an adeguate extent.

The public sector should withdraw from areas

where 1ts  purpoese IS nat served. Instead, 1t should

come 1N wheare investment 15 essentially for preservatian

ces like ltand, forest,

and augmentatian of basic resour

water, ecalogy, science and technology.
k]
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In parts of public sector operations where
~ommodities Or sarvicas are produced and distributad,
*the oprinciple of market economy should be dccepted as
the main aperative Principle. Unless, 1t 18 necessary

far protecting the poarest i1 the socrety.

Tha s2cond approachn recognises  clearly the
vraditional  and  modern duties of the public sectar.
enca, curbing the expanditures by driuting the
developmental and welfare functions of the public sectar
does not arrsa INn s4ucCh a3 c3se. The only means toc
finance such evpenditures is by mebilising greater tax
and non-tax revenues. Raising of revenues by taxation
poses the problem of providing i1ncentives for growth,
worw-—affart, savings and nvestments. The recent
Jdiscussian on 155URS li1ke tax caompliance, fi1scal
tNncentives for pronobing f3avings and 1tnvestment, basic
trust 1n tax-payers, lowaring the tax rates, simplifying
Fa<« laws have become relevant for augmenting tax yields
against tha old dictum of high and gsteeply Arogressive
penal action against defaulbters have

b ax rates and

assumed 1mpaortdnce.

Against th1s packground, a proper mix of the

varLous sources of development finance has been

suggested 35 under.
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Greater gublic Sdvings should 1deally be made
wlthout cutting essentlai soCral expenditures. Stepping
Up public savings will require measures such as widening
the tax net, 2liminating subsidies, targeting food
subsidies, lNcredsing wuser charges and arresting the

Qrowth of public amplayment and wages.

S strong revival of private investment 1s
necessary Fo offset the decline tn public investment.

"he government needs a coherent policy 1n this area.

In the external sectar, the carrect policy 1S

tTouse the e2«change rate to achieve an appropriate jevel

of export zaompetitiveness and to use monetary anad fiscal
pclicy to keep 1nflation under control. This exchange
rate policy 1s necessary but not sufficient for balance

Sf payments adjustment. Fiscal consolidat:ian and

infrastructurs development are also raguired,

Rapid export growth must remain the first

priortty 11 the policy agenda for the extarnal sector.

[f exports ltag 1t would be wise to let the exchange rate

take at loeast part of the strain {supported Dy an

appropriate manetary or fiscal stance? and te borrow

only 1n 52 far as this 15 Justified by the expectation

of a rate aof raturn higher than the rate of interast.,

Private fore1gn nvestment 1s preferable ta borrowing



3} = 1 [ - -
and  showuild e shcouraged. 2ut i1t would bDe aAreal)ist:ic

to expect large (nflows tC happen quickly,

Despite these suggestions, there are critical

questions that are unanswered:

Coes the Indian state have the will and the

POower to stabilize without cutting 1nvestment and sacial

How can the deeper causes of the fiscizl cricis
of the 1990s be resaglved ® This crisis was Frhe produst
of the 1ncreasing demands from an 1ncreasing number of
paoliticised Qroups; and, the reduced abiiity of the
potitical institutions to manage these demands, Will
these tendenclres not regailn their ascendancy when tha

>

1mmediate Crisrs 1s AQver

New Economic Paolicies in India:

indi1a 5 stabrl:ization progran was 4 responsa

to the macro-2conomic crisis that erupted 1n early 1991,

tr was brought to 3 head By a st2ep fattl 1N forzign

—~

exchange cracervas to about % 1 billicn {equal to 2

weeks imparts), & sharp downgrading of India’'s cred:it

rating and a cutoff of faoreign private lending. But the

hasic underlying faatures of the <crists were high

flation (12 per cent and rising), large fiscal and
1N 2
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Current account deficitg lapproximately 10 per cent and
T

~ Per cent af GDP Freéspectively) and a heavy and qrowtng

burdern of domestic and forergn debt.

External shocks played opnly a mincr role 1in
the «<crisis. 01l prices 1ncreased following the Iragi
l1nvaston of Kuwait 1n August 15990 butb anly for a faw
months, This mini-shock narmally would have been
weathered without undue difficulty. But 1t i1impinged on
an ecocncmy which was 1n a highly vulnerable state due to
unsustalnable macro-zconamic policies over a prolonged
peri1od., The cut-aff of fcreign lend:ing was not an
exagenous shock buft a reaction to the unsound macro-
gcanomis pasitian. International confidence was also

dented due to the preva:ling political nstability,

The raots of the crisis can be tracad to

i

Ind:a s reaction to the e2arlier crisis of 1979-81 whean

world o1l prices doubled. This exogenous shock changed

Imdia’' s current accocunt posttian from near DbDatance 1n

3 deficit af 2 per cent of GDF (20 per cent of

1978 to
axports) 1n 1981, However, after 19BZ, there was hardly
any current account adJustment despirte favourable

developments such as 4 gsoftening of o011 prices andg

agduction. The current account
rising domesticC g1l pr

defici1t averaged 29 per cent of exports from 1982 to
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1984; from 1985 to 1950 ¢ averaged no less than a0 per

cent of exports. The deficits were covered by a targe
loan  from the IMF which was disbursed between 1982 and

1984 and by heavy borrawing fraom cammercial sourcas.

From 1982 to 1985, the persistence af current
account deficits was the result af the almost camplete
stagnation of exports which was the result of an
Inapgpropriate  exchange rate policy. The reatl exchange
rate was allowed to appreciate by 13 per cent from (1979-
81 and remained at that level for the next four years.
From 1984, exchang:? rate policy becames much more
fluviblea and the real axchange rate gepreciratad
substantially., Expaorts revived strongly 1n respanse ang
grew i1n real terms at 10 per annum between 198&4-90. But
by then even the export boom was 1nsufficient to
outwelgh rising interest payments on external debt and

the rapid growth of 1mparts 1nduced oy fiscal

deterioratian.

While exchange rate policy must thus take part

of the blame fcor the lack of current account adjustment

and the heavy accumulation of forergn debt, the hesart af

the problem lay in the reversal of India’'s erstwhile

fiscal prudence. The fiscal deficit of the Central

Government which had averaged about 4.5 per cent of GDP

the second half of the 1970s crept upto B.5 per cent
1n
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of GDP by 1985-84 and stayed at that level thereaftar.
Similar 1ncreases occurred 1n  the deficits af the
consolidated government and of the public sector as &
whole. A closer analysis af the sources of 1ncreased
public deficits shows them Yo be the result of a fall 1n
public saving fmore precisely of gavernment saving!}
rather than of a rise 1n public 1nvestment, This marked
deteriaration 1n the public fimances was responsible far
thaz persistence of the current account defic:it and the

inflationary upsurge at the end of the 1980s.

Given the undesirabllity of reducing publac
and gprivate 1navestment, an impravement 1n the current
account of rhe balance af payments would have been
compatible with a fall in  public savings only 1f
voluntary private sav1inNgs could have 1increased
signitficantiy. But there were no oObvious ways of
englneering such an increase itn the relevant time span.

Hence tha tlack of current account adJustment can De
¥

sttributed to the farlure of the govermment ta use tax

and expenditure policy to 1ncrease public savings.

However 1f 15 implausible o reverse the causality and
3

argue that the current account deficit caused the public

deficit as there were nd unexpected adverse external
eric

shocks between 1982-83 and 1989-%0.
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For much of the decade of the 1980s inflation
was under control despite fiscal deterioration. The
pressureg of demand was siphaned aff by balance of
payments deficits, Monetary expansion, thaugh high, was
kept 1n check by rising reserve rat:os. But the
persistant fiscal 1mbalances eventually overwhelmed
these escape valves and monetary expansion 1ncreased to
about 20 per cent 1n 1989%9-90. The fiscal situation alsa
fuelled inflationary expectations. RS a result,
tnflation reached 12 per cent i1n 1990-%1, an especially

worry:rng gutcome as 1t was nat triggered Dy a drought.

The econamy grew rapidly during the 19B8Cs. GDP
growth rose from the long standing rate af I.& per cent
per annum {(1965-80) to 5.3 per cent (19B0O-%0r. Some of

the growth was unsustartnable, being the direct result

of the fiscal deficitts. Bubt part of 1t was the product

of desirable policy changes, 1n particular the deregula-

tion of caontrols on 1ndustry and 1nvestment. These

refarms, half-hearted and pirecemeal though they were,

were praving to be effective but floundered 1n the

mac ro-ecgnamlc  €rlsis at the end of the decade. More

eaded but 1n a stable fiscatl
cemprehensive reforms were n

satting.
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International Sector and Rupee Convertibility: Policies

relevant to the balance of payments which were
undertaken during this period were motivated by
stabilization and structural reform considerations.

There was a series of moves on the axchange rate and
the exchange rate reqgime. In July 1991 there was a
devaluaticn of 22 pger cent combined with am aboliticn af
axport subsidies and Ene introduction af an 1moort
entitlemant scheme for exporters. This was followed 1n
March 1992 By an explic:t diual 2xchange rate,
exporters recerving the deprecrated free market rate.
The exchange rate was unified 1n March 19532, Bver this
periad the US dollar 1a terms of which the rupees 13
quotad was 1tself deprecrabting with respect ko other
major currencies. ‘The net result of the above changes
wWwas an effective devaltuation of the rupee of about S

per cent 1n maminal terms and 25 per cent 1o real tarms

from June 1991 = March 1993. Trade policy 1s also

relevant tg the balance aof payments. Quantitative

restricticna for capital goods and intermed:iate goods 1n

the industrial sector were largely swept away 1n 1992,

Trere were some tariff cuts but the average tariff cut

Has heen lgss than the nominal devaluation of the rupee.

The rupee depreciration since June 1991 was necessarys:

(12 to improve the current account with the exitsting

1 1 of trade restrictions and (27 to prevent a
2ve
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Ors
worsening of the current account as the trade

restrictions are dismantled.

Divestment and Public Enterprise Reform:

Privatisation 1s not expected ta be an area of
radical reform. Instead, what has been attempted =
di1sinvestment, 1.2, the transfer of a part o¢f the
cwnership of state-owned enterprises to the public
thraugh the floatation of shares. This strateqy of
retgining the management 1n governnent Nands but seilling
off part-cownership suggests that the motivation far this

15 nakt public anterprise raform but the control of

fiscal gefic:it.

Upto 10 per cent equity 1in IO public sector
firms weras divested n 1991-92. The shares were sold to

financial institutrons with fthe intention of thas lakbter

making them available to private cirtrzens, In 1994,

several state-cwned firms are supposed to  be drvested

upto 49 per cent of their equity.

The government has also decided to aitlow

private firms to enter areas previously reserved faor the

publ:ic sector. There 15 & plan for the encouragement of

private, even foreign, lnvestment 1n the power sector.

S ; lar changes have bDeen witnessed 1f the airline
imiria

indusktry-
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The plan to ease the extt of si1ck public
sector firms has Progressed very sluggishly. Instead of
closing down sick enterprises, the gcvernment has
dec:ided to refer- Chronically sick public enterprises

ta the Bouard aof Industrial and Financial Reconstruction

(BIFRY.

Thus, 1N Indi1a, divestment has been wused
primariyly to keep the fiscal deficig low {or,
egqutlvalently, to-tax cltizens less?. The consequence of
this 1z mainly 1n the lang run when this avenue 15  na
longer open and the government 1s forced tc undertake

cuts 1n expenditure.

Tax Reforms: The recommendaticns of the Tax Reforms
Cominittee {TRC) neaded by Rayjya Chelliah 1n 1991 nhave

beern implemented 10 the subsequent budgats. Its repart

surveys and appraises the structure and administration

of the entire central tax system; and, presents detasiled

and specific recammendations for an 1mportant sertes of

changes that would, broadly, bring India’'s tax structure

more 1nto line with mast other countries, develaping and

devalaped alike. The essence of the proposed changes 15

to lower nominal rates and to broaden bDases wlth respect

to indirect and direct taxes.
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Domestic Indirect Taxes : As the TRC report emphasises,
the key to a better tax system 1n India lies in
reforming domestic indirect taxes, and 1n particutar,
the wnion excises. 1In the tong run, the TRC vision of
the future 1s for a comprehensive VAT (valtue—-added tax?
to replace exclses, state sales taxes and municipal
octror, with the revenue being shared between the three
levels af a gevernment. In the mmed:iate future, the
repaort recammeands a move to 3 more camplete Central
Government VAT a3t the manufacturers’ level., As 2
possible "1ntermediate’ stage, 1t suggests a possiple
extension of the central! VAT forward o the whaolesale
stage, with the 'wholesale’  component of the VAT beilng

administered £y the State govarnmants.

Direct Taxes : Tha TRLC Report seems to emphasise on

-

the 1mportance of progressive taxation and 1n particular

on the impartance of maintaining and increasing  the

chare of direct taxes, @specially income taxes. This 1s

contrary to the largely popular view that indirect taxes

and espectially, government expendiLture programs are the

means of affecting the distribution ocf 1ncome and wealth

1n 3 deweloping cauntry.

fne regards wealth taxes, the TRE recommends

the abolition of tha present wealth tax angd its

replacement, 10 effect, by a set of annual taxes on

han 1land resi1dences and a few other forms of wealth.
ur ’
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Although the TRC report recommend that Ind:a
remains tor the time being with 1ts system of
independent taxation of company and individual 1ncomes,
it clearly favours a mave in the future to scme faorm of
partial i1ntegration of the two taxes, and 1n particular

to a differentrally lower rate of tax at the company

laval of dividends.

It is hoped that India will ©be able to
persevere an the course of tax reform on which 1t has

been well taunched by the TRC Report.
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APPENDICES



fppendix 1

Compasition af Sross Lentral Taxes

Year  Total Tax Direct  Larpn.Tax  Persona) tndirect Custoss  Ungon Excise
Coltection Taxes Income tax Taxes Duttes  Duties

No. % No. % No. % No. 1 Ro. * No. b Na. )

1950-51 408 100.0 175 425 40 9.8 133 32& I3 ST1 181 IS &7 b3
1951-52 518 100.0 197 1.3 4t 2.9 1% 28,2 32 82.9 237 45.8 86 th.é
1952-53 449 100.0 187 4t.6 &4 9.8 181 3.4 262 SB.3 179 3¢ 8] 8.5
1953-54 424 1000 18 19.2 42 9.8 123 9.0 257 &0.6 182 382 0B 224
1994-95 458 100.0 143 15.4 17 8.1 122 26.6 W6 46 187 0.3 108 216
1955-56 488 100.0 17t 3500 3 7.6 131 2.8 317 £5.0 170 38.8 145 9.7
1996-57 76 100.0 208 3.1 31 8.9 152 6.4 3% sh.1 177 07 190 330
1957-58 697 1000 233 334 56 B0 164 IS a6 kb6 185 2.5 278 183
1958-59 707 100.0 M4 IS 38 7.6 172 2.3 483 £5.5 143 0.7 313 843
1959-60 804 100.0 2% 3.3 107 13,3 149 i85 528 5.7 180 19.9 3l 44,9
196061 B9B 100.0 291 3.4 (il 2.4 167 8.6 607 AT.6 176 196 416 46,3
1951-52 1060 100.0 34 322 158 187 183 15.6 719 AT.B 2% 0.7 489 6.1
1962-63 1295 100.0 428 331 222 171 186 1.4 867 869 296 9.8 599 44.]
1963-62 1835 100.0 558 337 275 1.7 5% 157 1090 863 33 200 730 a4.4
1964-55 183 100.0 0% 2.9 313 1Tt 267 146 1230 8701 811 22,4 802 4307
1965-66 2082 100.0 404 290 305 184 272 130 M7 L0 355 267 B%B 4Lt
1958-57 2108 100.0 &6 8.5 129 141 309 1.1 isés Tl 607 261 103% 44,4
1957-68 597 100.0 &b 26.0 310 2.7 328 12.8 1888 A0 ST 2.1 1286 50.5
1958-49 2586 100.0 705 207 300 118 I7® 148 1880 F2I 482 189 1321 519
1956-70 2854 100.0 E38 29.2 393 12.% 848 (3.7 2020 0.8 994 15,9 1524 5L.¢
1970-73 1283 100.0 869 26.8 370 1.4 473 12 2374 L2 Se1 1.3 1799 982
1971-72 3906 100.0 1056 27.0 472 1.1 937 137 2850 73.0 2% 187 2061 S2.8
1972-737 4551 100.0 1252 27.5 558 123 430 138 3% 725 898 197 2024 5L

1977-74  S114 100.0 1391 272 SBG 1.4 742 145 1723 728 10N 0.3 28607 990.9
1972-75  A3B8 1000 143 2b5 710 111 BTE 1T 4714 780 1399 219 1230 S0.8
197575 7587 100.0 2205 .7 82 112 1213 15,8 9482 TLI 1398 195 IB49 50.0
1976-77  BI51 100.0 2348 8.1 984 1B 1194 133 8005 71.9 1636 19.6 4222 505
1977-78 70 100.0 26 .4 1221 12,8 1002 105 7183 P A 25,5 4348 4.0
1978-79 11709 100.0 2559 21,9 1252 10.7 177 0.1 91b 78.1 3408 0.8 5347 ¢3.8
1979-80 17158 100.0 2026 2.8 1392 113 1340 10.8 6942 92.9 3318 6.8 &011 .
198081 13357 100.0 3065 IS 13 9.8 1506 1.3 10347 77.5 IS8 26.8 6500 48.7
1981-32 15645 100.0 I8 3.7 1970 12,3 1476 9.0 128 763 4e98 28.0 7421 48,3
195383 1789 100.0 4152 232 5 1.2 1970 BB 134D 768 ST 297 8053 45.0
1991-3¢ 20934 100.0 513 ZL.b 2493 11.9 1699 Bl 15420 ?8.3 3795 2.7 10‘45’.‘ 4B.8
1998-85 23708 100.0 4814 0.3 Db 16,8 1978 B.1 188%% 79.7 7T¥ 307 115t 40
1955-85 28945 100.0 9857 19.5 285 9.9 K67 8.7 23’2’59 £0.5 9801 I13.% 12956 4.8
1986-87 12563 100.0 623 192 J180 9.7 2878 8.8 28327 B80.B 11807 J63 IMZO 44,4
1987-88 17171 100.0 6732 18l 3833 9.2 187 8.5 0619 BL® 1M25 LB ledlh 440
1988-99 44072 100.0 8824 20.0 4407 10.0 #2377 9.6 15248 80.0 16286 3.0 iBEM 42.8
1989-90 52017 100.0 16003 19.Z 4729 9.1 5008 9.6 42214 80.8 19308 17.0 22100 2.2
1990-61 57576 100.0 11024 19.1 s135 9.3 SIM %3 %952 BO.? 20634 1.9 24513 428
1991-97 67361 100.0 19200 20.8 353 11,7 6724 10.0 S2Mst 7.4 22257 1N.o ;I 47

1962-93278782  1060.0 18877 24,0 9200 1.7 8300 103 59905 76,0 29900 32.4 32500 MO

ees oae gage7 00,0 21261 .0 10500 12.4 900 11.2 8360 748 2772 327 33731 3.8

¢ lesues of Repart on Currency and Finance,

Nate : # RE Sgurce ¢ Variou

[



Appendix 11

€lassification of lncome Tax Payaple by Individuals

Range af net Number of Returns (°000)

ARnnual Income  mcmme e
{Rs. "000) B0-B1 B1-82 82-81 8I-B4 B4-55 895-B4 84-B7 87-88 88-85% B9-90

Taxable Level-20 950 913 730 1572 1627 237 778 g4a4 889 =57
0 - S0 I8 3aT 409 184 1a%s 1182 1408 (7O 17D 024D
3G - 100 g8 a7 81 124 267 294 611 793 889 o1

100 - 500 2 27 27 19 &8 7 85 121 162 o0

S00 1000 3 ! J 1 - 4 3 4 4 4 &

1000 & above 3 2 X I a 3 g

Total 1437 1399 1248 112t 3362 2449 lcge la°7 356%1 Ieee

Returned Income tRupees in Crores’

Taxable Level-20 1261 1254 10%% 857 2B 12467 1435 1557 1601 1034
20 - S0 108G 1080 1233 1140 3117 I472 S5G48 362 5217 TR
50 - 160 554 3BT 54 {0 1832 2043 4377 3605 £3%% 574w
100 - 500 333 319 S6B 353 1173 1301 1575 2225 28°C Igel

SCO -1000 71543 1603 1920 1742 272 7?7 241 259 2gs 449

1000 & above ) 3221 3529 7034 1001° g5 &798

Total 9011 SO3IC 3318 5018 14453 14112 19717 25122 T1IBT 25027

Tax Payable (Rupees !n crores)

Taxable Level-20 161 3G 87 9 127 50 22 23 28 <
20 - 30 173 1462 197 1'e 552 2480 528 SB7 b1k roe
50 - 100 133 131 116 i%6 480 8268 BC? 1096 1347 1141
100 - 5060 72 199 162 110 425 240 862 710 Q57 192

300 -1000 ) B&7 BZZ2 1014 BYO 120 74 94 o 114 178
1000 & above ) 227 3102 2917 1969 2155 A I

Total 1446 1348 1575 1813 4000 437 4845 5373 5317 5743

Source: EIS, CMIE, Basic Stats. relating to the ‘ngiran Ecomaomy, Vol. I @ Al

Nota

India, August 198%.

With effect from assessment year !9B4-B5, the compilation of these
statistics was changed over to “Returned Income" basis, instead of
Tncome" basis followed eartier. Therefore comparable dats for
earlier years prior to 1984-85 are not available. Prior to 1984-8%
claszificatton was foliows: 4 10, 10-15, 19-20, 20-25, 29-10, 20-34, Aac-
5¢, S0-70, 70-100, 100-200, TO0-300, I00-300, 300-500, 300 and atove, Sa

“Aggegsed

accordingly.
Definitions of terms wused: Returned Income =  Income returned by the

accessee namely, tne “Total Income” as given 1n the return (data has been
derived by additive method?.

Tax Payable = Returned lncome + Previcus years losses, etc. set of

deductions under Chapter VI A
Tax Relief = Amount for deduction x average tax rate.



Appendix 111

Government of India's Public Debt as Percentage of GDP

T T M MR e et S S e S S St il WY S —— . B w— o —— -

Year Total GBP (2) as %
Pub. ar Mkt of (I3

Debt. Prices

{Rs.1n {Rs.1n

7 Crores: Crores?
t1 (23 (37 (4)
1936-51 2B&D 29554 29 .96
1955-5¢ I509 10261 I4.20
125C-51 53448 193G18 43.57
1963-64 11329 249112 45.78
1970-71 1927 20283 48,12
197172 21007 43367 48,44
1972-72 236843 47919 49,47
1972-74 24276 58994 41.15
1974-75 25B3& 65674 IE.52
1973-76& I0421 74344 40.92
197677 3742 BO198 42.07
1977-7E 40203 8848 44 .75
1978-79 42482 Q7748 44 .48
1979-80 S0215 107542 45,69
1980-81 59749 135812 43.99
19891-87 £B8186 159420 a2 .77
1982-87 84872 1775€8 779
1987-54 P5261 206681 365.09
1584-85 113451 230591 45, 20
1985-E6 127484 262507 52.37
1986-87 1166346 293408 S56.78
1987-88 195561 330464 29.18
1588-89 229771 I3BERS £5.8B5
1 SB9-90 268913 342769 60.73
1990-51 314558 4726560 £6.33
—om I54662 S41888 £5.495
iziéﬁig 396492 627913 6£3.14

{RED

Source: Various icssues of Report on Currence & Finance.
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Gross Internal & External ti1anilities of Government of Indiga

Appendix

18%

{(Rupees 1n crores?

Extar-
nal
bebt

Liabi-
lities

Debt as

% of GDP

1950-31
1935-24
19LC-41
19463-66

lgﬂ'o_-v

1971 -

) -

4 o~y

O T
tQ. -

TN

15717

1974-75

1975-76
1976-77
1977-78
1978-79
197980

1920-81
1991-82
1992-82
1983-84
1994-85

1SE5-B6
19€4-87
1997-88
19868-89
198990

199651
1291-92

{Various

Source

T&bE
833
10197
rrie”
12370

121929
18340
159025
19853
2419¢

10868
19653
447939
S0se2
seslt?
T103e
Bl
28634
114498

1321592

134004
172104

Report an Lurrency and Fin

Bl
1068
1BCS
3329

e
Py

SBa:
&4
729

BCAS

B3
10807
12193
1825¢
15852

17387
20205
24251
29878
382467

48292
39935
73792
B9327
105033

122989
147975

ance

2883
1369
£349
113129

1937
21607
23684
2427

268346

30821

131732

35203
43482
50213

99749
£818B&
§ag?2
95241
113441

137484
1663544
1804671
229771
266785

16ee44
355201

10.07
16,40
16.0D
F.60
?.26

~
N (A ~d N LA
e O (4N

&.91
£.92
7.03
7 4G
&.03

364
10241
13618
28112

30263
33387
87919
58994
659678

74244
BU198
B9B48
7748
107542

133812
159420
177588
2046681
230391

262507
293408
130464
138854
472599

541888
331552



Appendix V

Interest Burden of Public Debt of Bovernment of India

vear Inte-  Inte- Ne't Net % of tax
rest rest Tax Int. used 1n
Recd. Paid Receipts Payment Fim.of

Imt.pay-

ment

(S5)/ ()
(1 (2 (2> {47 (59 (&2
1951-52 3 70 456 .99 27 5.87
1955-54 9& 87 411.487 I 7.5
1250-61 131 165 JI0.14 34 3.4565
19&5-58 08B =87 178462 -21 1.20
1970-71 5795 606 2451.30 I1 1.2&
1971-72 599 &70 292B. 10 7 2.42
1e72~73 713 776 I417.10 3 1.84
1972-74 72E 88C I899.80 147 I.7
1974-793 778 1001 5117.430 225 4.40
1975-7& @z =< &009.80 =95 4.91
1976-77 1105 1488 6581.10 IBZ 5.82
1977-78 14480 1636 TC60 .30 206 2.9
1978-79 1427 1964 85&E. 320 507 £.30
1979-80 J60 2210 8567 .80 850G F.92
1980-81 1785 2657 PIB7 .80 B&2 .20
1981-82 2215 3195 11572.00 B0 8.47
1982-83 2857 IeZ8 130546.40 1086 B.32
198Z-824 ChLEB 4795 15476.30 2128 12.79
1984-83 I9s2 5974  126%3.7 2011 11.3&
1985-86 4586 7503 21180.00 2917 19.13
1984-87 S3X9 23& 24220.00 3897 146.40
19687-88 5745 11236 28BC15.00 9491 19,40
1988~-8%9 &9732 14261 33I7S51.00 7Z8E 272.85
1989-90 8474 17710 3I8404.00 236 23.92
1990-91 8720 21850 4297B.00 13120 25.01
1991-92 10922 26583 S00OT0.00 13441 J1.24
1992-93 12437 I2500 5818B0.00 20083 34.30
(RE)

Source : As 1n Appendi1x



Appendix VI

(LS $ Mitlions?y

Year PDebt Long Pub.? Pvt.Non Use Short
Stock Term Public Buaran- af IMF Term
(EDT (DD Guaran-— teed Crecdit Debt
teed Debt
Debt
(DD
1970 TV TRV 7837 160 0 0
1971 BB g8<7z 8792 100 O G
1972 QS 805 705 100 0 O
19732 10581 10504 10387 129 73 O
1974 12278 11618 11251 z2&7 &£20 O
1975 12296 12448 12171 277 BO7Y G
1976 12998 13527 13232 295 471 0
1977 15529 14942 1446487 293 155 412
197E 16482 15831 15483 248 0 &51
197% 16856 16158 15823 32 o 558
19806 20561 18658 18322 I3 ST7 o4
1291 1106 18%92%8 180563 B73 F4L4 1764
1982 27ITE 22038 21009 1029 J44& 1891
1982 ISl 24542 =353357 11895 47132 28T A
1984 13857 26340 29203 1341 34546 2834
. 2924 I1827 1497 4832 I1z2°
;zgz igggi IG051 18572 1288 47?8 329?
1987 550348 574892 42640 1622 iOgZ :512
jega 57254 SQQ09 49436 13732 2973 I772
1989 52509 56253 54775 1478 15466 44689
2585 L1097 1488 2623 4208
ig:? ;?éé? :4;15 57842 1473 X451 3791



External Daebt Servicing

Appendix VIl

{(Rupees 1n

tBovernment and Non-Sovarnment)

crares?

159656467
196748
1968-69
196970

1970-71
1971-72
1972-72
1972-74
1974-75

1975-74
1976=77
1977-78
1978-779
1579-80

1980-E1
1961--82
1982-82
1°683-84
1984-85

1985-86
19e6-87
1987 -88
19868-89
1989-570

1990-91
1991-9¢

802.8
Ba9 .1
247 .9
1032.S
117&.0

1367.
2029,
26248,
2947 .
IEBE.C

o000

4282.0
&656.0

Amort)- Int.
zation Payments
(2 (3
129.7 114.8
21607 122,32
236.2 138.8
268.3 144.0
289.3 1650.3
29e.2 1BG.O
I27.0 180.4
Ige .9 123.°
411.0 2135.0
I95.4 205.32
428.1 225.8
3B7.56 241.5
524.7 271.3
502.8 296.7
518.0 J1t.1
587.1 260.4
£15.5 417.0
647 .0 5329.0
T5.0 591.0
117&.0 BSX.
1581.0 1043.0
1646.0 1301.0
1987.0 1699.0
2329.0 1953.0
3650.0 300&6.0
Gavernment of lndia - Economic Survey

Source

(Various lssues)



fAppendix VIII

Terms of External Public Borrowing

Year Camm: t- Avarage Average Average Fub.loans
ment Interest Maturity Grace with vari-
(m:lls rats {Years) Period able Int.
cf % A {Years: rates as
“ of pub.
dent
(1) (2) (3 (45 (53 (&)
1970 S5 4 2.5 5 8
1971 1199 2.1 38 5
19772 882 1.9 35 8
1973 1428 1.9 39 8
1974 2021 2.2 x4 8
19795 2423 2.5 29 7
1976 1047 2.9 z 4
1977 2019 3.t 35 8
197 2202 1.9 44 ?
1979 1614 4.1 36 8
1980 4902 5.4 =4 !
19891 3969 5.0 35 7
1982 1684 7.0 = ;
1963 1885 5.0 20 >
1984 3843 6.7 28 7 7.9
1985 5794 .8 < Z =
1986 5171 5.9 19 ; N
1987 B1E8Z 5.2 = . e,
1988 8785 5.3 20 .
1989 9211 5.8 < o (7.5
1950 6896 4.8 23 ’ :

o e - —————— o —— =

Source ¢ World Debt Tables.



Appendix 1IX

Gross Fiscal Deficit of the Government of India

(Rs. 1n crares)

Year Revenue Capifal Revenue Grants Gross
Expend:~ Disbursa- Raceipts Fiscal
turs ments Deficit

‘Rs.in (1y+(2
Lrores) -{33- (&}

(13 (2 (3 (4 (S (&)

19350-51 J446.6 128,56 3035.% 0.0 &G .3

193951-352 IB1. 4 193.3 S502.3 Ix.9 31.2

1952-52 180, 7T 2.7 425,54 4,0 -12.&

1esZ-34 1,3 1753 05,8 45.5 125.3

1954-55 416.4 394.9 449 .7 Ib61.4

1255-5S6 4407 373.5 481.2 3230

1936-57 472.8 492.0 563%.2 B4.1 I25.5

1957-58 6531.3 FAV AN &73.48 1148.4 S50 A

19259-460 673.5 750.8 778.58 &47 .7

1960-41 B2&.2 778.2 B77.9 T2H.T

196162 911.9 B8X4.2 103&.8 TCY. b

196£3-54 1638086 1Z41.0 18445, 1 1193.5

19&64-45 1806.7 15B&.7 20BQ.6 1312.0

1255-54& 2000, 4 161%.48 2XZ20.4% 1292X.6

19665467 2744.5 2297.0 2473.2 Z206B.3

1967 -48 24349.7 1&85.0 258G, % 1455.3

1948-46°9 z678B.9 1183.5 2759.9 1102.5

1269-70 2902.4 1201.4 IC27 .8 1076.2

1970-71 JI17B. % 15371.7 3341.%9 1408.7

1971-72  4127.9 1675 .6 4027 .9 1726.6

1972-73  4592.6 2164.5 3506.0 2251.1

1973-74 4835.9 196%.48 SC72.7 17I2.5

1974-75  S7EI.3 3067.9 6577 .6 2283.6

1975-74  71B89.5 I916.3 8079. 4 I02%. 4

1976-77  8440.5 3100.4 8738.9 195.0  3407.0

1977-78 9L 3 316%9.32 PYST.1 280.0 JAaZ%9.5

1978-79 10937.6 6001.2  11239.9 230 5485.%

1979-80 12033.6 $698.3  11339.9 I13.0 &079.4

1980-81 14543.6 7171.7  1282B.4 373.0 B513.7

1981-~82 158487 .6 8IX73.% 155374.2 I2C.0 B347.3

1992-83 19345.6 9511.8  18091.3 297.0  10865.1

1983-84 27890.7  11135.&6  204%2.6 281.0 13252.2

1984-85 27981.2  14289.4  24383.7 3I94.0 17392.9

{5985-86 3J4771.0C  13384.0  29206.0 488.C  1B4&3.C

1984-B7 42544.0 19014.0 I376B.0 43&£.0  ZLEIS5Q.0

1987-88 48129.0 18705.0  3899:.0 $92.0 27350.0

2 28658.0  959614.¢ S1T.0  IDEST.O

1989-90 5£&326.0 2

1990-91 77634.0 317951.0 5004%.0 49336.C

Same as Appendix 1.



Appendix X

Gross Primary Deficit of Government of India
{Rs. 1n crores?}

Year Gross Net Gross

Fiscal Interest Primary

Beficit Expend. Defic:it

(1 (2) (3 (1)-(2)
1970-71 1409 Z 1378
1®*71-72 1727 7 1&364&
1972-73 2251 x 2188
1973-74 1733 145 1527
1974-75 2284 228 2058
1975-76 I0Z% %95 27324
197677 3607 283 224
1277-78 3a3s 206 I223
1978-7%9 S4BS 557 459
1979-80 &LOT7C 512 9147
1SEQ-81 g5134 F01 TE13
1981-82 gI47 1045 7302
198°2-83 10446% 11564 ) 2313
19EX-84 1I252 2200 11052
1984-85 172122 2087 153046
1985-8B& 18778 2917 19598¢&1
19g&e~87 26334 3897 22457
1987-88 23170 5481 1768°
1988-89 25118 7288 12830
1989-90 34717 9045 25572
1990-91 445632 21498 23134
1991-92 TEIZ5 26363 9222
1997-93 ILFDY I2500 4221
(REY
Source Same as Appendix I

10



Appendix XI

Net Primary Deficit of Government of Ind:a

e gk e . Y P T ——— —— e, P W —— i ———— —— —— ——r. - ——o— —_—

Year Net Net Net
Fiscal Interest Primary
Defictt Expend. Deficit
(1) (23 (3) (1)-(2y
1970-71 779 31 748
1971-72 1217 71 1146
1972-73 1047 4 999
1973~74 772 146 526
1974-75S 84& 226 L£20
1975-76 1763 299 1068
19746-77 1377 83 994
1977-78 1573 206 1387
1978-79 1902 557 1345
1979-80 2820 932 1888
1980-81 5324 01 4423
1981-82 4272 1043 3227
1982-83 SB81é 1156 46560
1983-84 IS 2200 5192
1584-85 10949 2087 8852
1989-86& 1337 2917 10460
1986-87 16350 3897 12433
1987 -8E 17939 5481 12458
—~ 2083
198889 20171 7288 12883
1989-90 272807 9049 13762

Source : Same as Appendix 1
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11

fppendix Xii
Detatls af Subsidies of the Central Baveranment
{Rupees 1n Lrores)

70-1 71-72 7273 73-78 7A-79 79-76 78-77 77-78 7B-79 79-B0 BG-B1 Bi-62 82-B1 83-B4 B4-85 B5-BL BL-B7 B7-B8 58-89 89-%0 N-91 91-92 92-93 91-94

fRE; (RE)
MAJOR SUBSIDIES ST 108 179 MB 383 41t 835 1073 17287 1564 1554 1558 1791 2340 39547 4177 4eB3 5124 £787 %032 9981 BOT S4BL M
Food 18 50 117 292 2% 290 506 4BO  S70 400 850 160 Fit IS5 1101 1650 2000 2000 2200 2474 2450 2650 2BOO Y000
indigenous Fertilizers & 167 173 321 130 2Bt 550 9GO 12Gh 1AOG 1700 2050 JOGD X7 1236 1500 4BLG nGo
Isported Fertailizers 159 189 W2 1% 100 33 132 72 124198 e 200 7F 439 134G 100D 306
Export Promotioa & Marke!

Davelopaent 41 9% 82 bé BB 14)  26% 327 370 & IR9 477 477 4 91B EDY 7BO 942 1386 2014 2742 1734 BBO LG
DTHER SUBSIDIES S 12 20 n 4?7 98 107 124 208 478  3BY 471 409 491 A1% B BSY W49 1443 2977 2461 2828 1104
Railuays 5 &9 8 97 93 W0 128 1%¢ 173 M7 X 283 1Y I e
Mill made Cloth Keg 14 B & P 0 36 9% 73 3t 35 23 27 1 ih i3 13 130
kandioos Clath AT N 34 33 23 Bt 123 124 18 1Bt 1B 1B} 194 267
lmport /Export at Sugar,

Edble oiis, elc. 28 3 2?7 B f 1 S 78 9 &0

Interest Subsidies 9 i2 Joy O SRy 47 && BB 5% 92 233 > 217 1B 133 O™ 393 aoe BBY O 3F® Y6 11} 113
Uebt Relief to Farmers 1902 1425 1560 300
rssistance far

Ferfiliser Promotion 380
J7THER SUBSIDIES 34 15 2% 14 24 LN £ 17 BT 43 50 4 I 8 2 & 10 133 1% 137 218 X5 129 1B
TOTAL 183 205 362 827 482 979 1290 1473 1B2t 2028 1941 2263 2749 3038 4794 9451 9979 7732 10479 12158 12270 12108 8IS

+ Diher subsidies include subsidy to new 1ndustrial umits 1o backward areas (1979-807, subsidy to Bharat Gold Mines, subsidy Yo Shipping Carporation for acquisition of
ships {1978-7%) subsidy on mported cotlon 11976-774, subsidy on vegetable arls to NAWFED and other parttes, subsidy to SAIL for 1epart of steel (1978-79), subsidy
far transpart of caal and athers (1975-78}, includes 28 crores subsidy far shite printing paper tor educationa) purpose for the years 1987-BB to 1989-90 and Rs. 1D
crores subsidy for the same purpose in 1990-%1,

Sagpre ¢ Indi4 Data base @ The Ecanoey, Vol.l, H.t. Chandhoh and tha Policy Broup; L.M.Baoks, 1990, p.307, DRIE, Basic Statistics relabing to lndian Econowmy, Vol.l,
Indta, August 1993,



The Proportional Adjustment Method:

This
consists iNy]
ravanus a2ffazt

Methodology Appendix XIII

method was suggestad by Prest (19623, It
taking the government’'s estimate of the
2f a3 discretionary action inm the year in

which

the a3cvion was tasken and estimating the amounts of

Favanue 10 subsequent ysoars abtribubtapls to that action
an the assumption that the origimal resvepueg effact of
the change grew proporticnabtely with the yisild of  the
tav 1tsz21f, The sstimated amounts are then added to or
subptractad from the actual revenue s=sri2s £o opbtain the
"wleansd series’.

In Symbols:

1y T2...71 :  actwual Yaxw yield seriss.

Dys Do...Dq : amsbtimatad revaenuse eff2chts of discra-
tionary changes for the ye2ars 1n which
the =hanges were madsa.

th , Y b — _ —
T3 : ] year's a3ctual yi2id adjusted to the
’ tax struchture that ewisted 1n year 1.
{ ot tha rafarsnce year be when 1 = 1. Then Tq 1 Ty 2,
: evar
Ty.3 ve- Ta,y e Ti,n danocte the adjusted tax revenue
9

can be obtained 3as follows:

Ty,1 70
T}.,: = T:\ - D:‘
o - - Toy
71,37 71,27 il%---?j_-__g_ A
‘.l'_
o
= (T"_TJ - D‘-_‘:}
————————— - T1,2
T2
= Ta A
2D T2
T2



Im general,

Tl,_] =TJ_1,‘]
______ « T1.5-
-1
T 7
-1
= Tam1,g Ty-2,4-1 73,4 72,3
Ti-1 T;-2 T T>

Thus, the saries Ty 3 Ty, 2... T1,n 15 ocbtained
cleaned seriss may thenm be regressed on national
to obtain a measure of alashticihy.

I

Mote: This methodology has been drawn from A R

1962, "The Semsitivity of the Yield of
Incoms Tax 1n  the United Kingdom",
STE-TA.

=™

Journal, ¥ol. 72, pp.
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