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FINANCING OF CAPITAL FORMATION IN THE GOV^jJNMENT 
SECTOR IN INDIA f 1950-51 to 1975-76'

BY

K.K. ATRI AND RAN3ANA GHOSHAL*

I. INTRODUCTION

It is only recently that several efforts are 

being made to construct a reliable series on capital 

formation in the Indian economy* Very feu studies 

have been conducted in the area of capital formation 

in the public sector which plays an important part in 

our national planning* The significance of the public 

sector has been growing rapidly since the onset of 

economic planning in our country. It is important to 

know not only the magnitude of capital formation in 

the public sector, but also how it has been financed.

2. The object of this paper is to study the pattern

of financing capital formation in the government sector.

The authors wish to acknowledge the guidance and 
comments received from Dr. R.3. Chelliah. They 
are also indebted to Dr. A. Bagchi and Mr. A.V.N. Iyengar 
for clarification of certain concepts and Ms. Vijaya 
Devi for computational assistance*

An earlier version of this paper was submitted to 
the Seminar on "Intersectoral Flows and Financing 
of Capital Formation in India: Structure and 
Changes Over Time", IARNIU, Trivandrum, 1979.
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The government sector is generally defined to cover the 

government administration and departmental enterprises 

of the Central and State g o v e r n m e n t s  and the local 

authorities* However, the local authorities have been 

excluded from this study; hence in this paper govern­

ment sector denotes the government administration and 

departmental enterprises of the Central and State 

governments. The measurement of capital formation 

remains outside the scope of this, paper# It tries to 

set-out, using a simple flow of funds approach, the 

financial mechanism through which savings of other 

sectors flou into the government sector to finance its 

capital formation* An attempt has been made also to 

capture the shifts in the structure of financing capital 

formation in the government sector over the period 

1950-51 to 1975-76* The relative significance of the 

banking and the non-banking private sectors has also 

been highlighted in this paper. The same analysis 

has-been carried out, taking the Central and State 

governments separately, wherein the inter-governmental 

capit'al flows, particularly the capital transfers 

from the Centre to the States, have been indicated.
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3« The trends in gross capital formation are 

presented briefly in Seotion II* The flow of funds 

to the government sector and .data sources are given 

respectively in Seotions III and IV. Finally, the 

results are brought out in Section V. A note on the 

methodology is given in the Appendix.

I I . TRENDS IN GROSS CAPITAL FORMATION

4« The share of the public sector, (i .e ., govern­

ment seotar plus non departmental enterprises) in the 

eoonany's ciapital foimation rose from .27.2 per cent in 

1950-51 to 44*7 per cent in 1960-61 and further to 

52*4 per cent in 1975-76. More than three-fourths 

of the capital formation vithin the public seotar was 

made "by the governaent sector prior to 1960* However, 

the share of fcovre*itiunt sector in the oapital 

formation of the public sector has been falling 

gradually since then. This fall is matched "by an 

increase in the share of non-departmental'enterprises 

in the public sector's oapital formation. The major 

part of ospital foimation in the public sector is now 

accounted for by the non departmental enterprises*

In 1974-75, the share of the governaent sector in 

the total capital formation of the public seotar
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was 44 .3  per cent and in  1975-76 it wc,c oriL̂ r 38 .5  

per cent.

5 .  Table 1 indicates the growth rates of capital

farmation in  the various sectors of the economy reck­

oned at current prices. It is  seen that the rate of 

growth of capital foraation is higher in  the case of 

the econcmy (12 .3  per oent) than in  the case c£ the 

government sector (9*3 per cent) reflecting the fact 

that the rates of growth of capital f  ormation by other 

sectors have been higher. During the years 1964-65 

to 1969-70, a period when there was armed conflict 

with Pakistan and an economic recession (1966-68), 

the capital formation in  the government sector (GCF )
&

was virtually stagnant around R s . 1000 or ores per annum. 

(Strictly  'speaking there was slight decline of 1 .3  

per cent per annum). The growth; of GC.T?̂  in  the first  

half of seventies was 19 p^r cent per annum. However, 

this was the time when inflation  was at its peak; hence 

the growth rate in  real terms was much lower.

6 . It may be noted that within  the government sector, 

the State governments account for a substantial portion 

of capital formation and moreover that their share has 

also been increasing steadily since 1960-61 . They



accounted for 55 per cent of government sector's 

capital formation in  1975 -76. However, if  we take 

into account the macsive transfers, both grants and 

loans, made by the Centre for capital foliation , 

particularly to the States and non departmental 

enterprises, then the share of the Central govern­

ment in  the public sector's capital formation w ill 

be much higher,

I I I .  FLOW OF PUHDS TO.THE GOVERiHnNT S3CT0R

7 ; The sources of finance for the government 

sector capital formation can be broadly grouped under 

savings and borrowings*' Gross savings of this ‘aeoitsrr 

consist of the current acoount surplus of the govern­

ment administration, retained earnings of the depart­

mental enterprises and depreciation provision by 

these enterprises. In  sm bo ls ,

GS_ = S ff + S , + P , ........... (1 )
g g d ci

where,

GS = gross savings of the government sector,
©

S^ = torrent acoount surplus of the government « c t a r ,
t> .

3^ - retained earnings of the departmental
enterprises, and
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P , = depreciation provision made "by the 
do vou kiontal enterprises.

ii'et savings of the -government sector jiay be defined as;

ITS = -GS - CC .............  (2 )
g g 8

where,

NS = net savings of the government sector, and
&

CC = capital consumption by the government sector,
O

8 . The excess of capital formation over the savings 

measures the incane deficit of the government sector. 

When this incaae deficit i3  added, after adjusting 

for net capital transfers, to the deficit arising  out 

of the government’ s net transactions i n f i n a c ia l  

assets such aa investment in  shares and loans, it 

gives the g:.-T:?r -tent’s total requirements of finance-^ 

This gap is  nut through borrowings which may be in  

the form of either domestic loans or foreign loans 

or capital grants frcm abroad. Dr-dotic borrowings 

consist of the flow  of funds from, the Reserve Bank of 

India (RBI) and the other sectors of the economy.

Resource transfers frcm the RBI consist of:

\ <>r. .• ̂ " — - * * - > jrjr

1 /  Government of "In d ia . OTjjii'sfry ~ o± finance ̂  An -^concmic 
and Funatio^al Class-fication of the Central govern­
ment Bud’geTT^
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i )  Loner-torn lo&nq (holdih^s of go-v'emnpiifc 

securities), „ 

i i )  Short-term loans which canprii.-J^

PlBI purchase of Treasury H ills ,

Uays and Means advances and 

withdrawals frcn cash balance s, and

i i i )  Other loans to the States, through channels 

such as, the national Agricultural ’Credit 

Fund of the RBI and the National Coopera­

tive and Development Corporation.

Re source transfers fran. the .other sectors of the 

economy covor market borrowings frcci cVio banking 

sector (excluding the R 3 I)  and the nor-banking private 

sector as well as non-market borrowing frcm the latter. 

The non-banking private sector incluooa xhc provident 

funds, life  insurance, small saving:: and other{resi- 

duary) items which cover the remain!-;" heals, such 

as the corporate sector; other f  inane i i  institutions, 

e .g . ,  the Unit ?rust of India (U T I), Industrial Deve­

lopment Bank of India ( ID 3 I ), e t c .,  various capital 

receipts and receipts frcfo gift tax and estate duty.

9 . The banking sector constitutes an important 

source of finance for the government sector. Funds 

made available by the banks are in  the form of invest­

ments in  governnent securities by the commercial and
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co-operative banks, securities bought, by the RBI on 

its own acoount and the short-term credit arc. other 

term loans given by the TIBI, The ioilowing relations 

describe the mechanism, of borrowings f  r :rx the banking 

sector.

V - = ^ 3  +1AC2

^RB - scr b  + o l sr b  + MRB

m cb = S0CBt" S0CB(t-1 )

SCRB - cbr b  + TBRB + ™ R B

m r b = .S°RBt * S0RB(t-1 )

t b rb "  *^RBt ** TBRB(t-1 )

(3 )

where , 

R
b

^RB

MCB

a resources originating in  the banking sector,

» resources originating frc-i bh  ̂ n.ol,

» borrowings frcm. the camaerc and 
Co-operative banks, (These arc adjusted 
for. short»terin credit to the Central 
government through investa 3 :rts in  
treasurjr b i l l s ) ,

SCL^ = short term credit given by the R B I. This 
is  adjusted for funding of ad hoc treasury 
b il ls ,

HRB
= long term borrowings of the governaent. 

from the h B I ,

Olbp-o- other loans given by the RBI to the 
State government,
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SOnBt *  securities owned by the commercial 
and co-operative ‘banks at the end 
of Current year,

s0CBft-1 } “ ^ ^ c u r it ie s  ovtned by the o.anmeroial 
v J  .and  co-operative banka at the end.

J of last year,

CB̂-g « withdrawals fran cash balances,

TBp-o * treasury b ills  issued. These are
adjusted for funding of ad hoc treasury 
b i j l s ,

*  i;r0asi*r‘y  b il ls  held by the RBI at the
en$ of current ye^r,

TBp«/+ - \ = treasury b illq  held by the RBI at
"   ̂ • the end of lagt year,

« ways and means advances and overdrafts 
given by RBI in  favour of State 
governments,

SCLg. « securities held by RBI on its  own
account at.the end of current year, and

SCL-,. 1 x = securities held by RBI on its own
account at the e.id of last year*

in e q u a tio n  (3 )  abo^fc could Le interpreted as a 

moasare. ccf the extent of deficit financing by the 

government sector which would indicate tfafc infla­

tionary or deflationary impact on the econany (demand 

for domestic output and Imports).

10# TResouroes originating in  the non-banking

Z ivarte sector may be ropresented by the following 

lations,
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Rp = PI1 + L + S3 + Op )

p]? = '^'CR + h p? )

L = Ml  + HsL ) .........  (4 )

M 1  =  S 0 L t  “  S ° L ( t - 1  )  )

Mpp = S0??t "  S°PF (t-1 ) ^

where,

v = resources originating in  the non-

"banking private sector,

pp = resources originating frcm the

provident funds,.

L = resources originating frcm the
Life Insurance Corporation (L IC ),

Mt = market borrowings from the LIC,
L

H L = housing and other loans given "by LIC
. s to the States,..

SS . = small savings,

0-.-, = other (residual) resources from. the
i.Gn-banking private sector, "

p p _  = capital receipts of the government frcm 
the provident funds,

= market borrowings frcm the t>rovident funds,
' PP

S0T+ = securities owned "by the LIC at the-end 
of current year,

S0T /+ - n = securities owned by the LIC at the 
' end. of last year,

S0P /̂-+ 1 'i = securities held by the provident 
 ̂ . funds at the end of last year'/ and

S0pp-fe= securities held by the provident funds at 
the end of current year*



PvoVidont funds inclu.dc State provident fund (net), 

Public provident furtcl (not) and special deposits of 

.•~on-govcrnmont provident funds (neJ; )• ^3

are am.oil" the major components ox uniunded govern­

ment debt* The market borrowin'? '’rai tiie non- 

hanking private sector is given "by,

«p = MI * «SP • • • • '  (5) '

where,

'' Mp = market "borrowings frcm the non- . 
banking private sector.

Borrowings frcm the other finanoial institutions and 

the corporate sector such as the TJTI, 1D31, IC IC I,

Joint Stock Companies and trusts, in  the form of their 

ownership of government securities, did not acoount 

for any significant portion of tiu over-all borrowings. 

Further, the information on this was also not availa­

ble uniformly for the required yearr. As such, they 

have not been shown separately and have "been clubbed 

with the other (residual) resources,. To this extent, 

Mp is slightly underestimated.

11 . Resources from the rest of the world include all 

foreign loans ana capital transfers, adjusted far loans

- 11 -
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to fo re ig n  countries made by India  including temporary 

trade credits and a lso  the subscriptions to interna- 

fin a n c ia l  organisations, which are in  the 

nature of capital transfers . The flow  of funds frcm 

the rest of the world can be do.: ire cl as fe llo w s ,

= L
w

- T
w

= 2D +

Tw
=

%
+ S

w

where,

T?
r

(5)

resources from the rest of the world,

Lw = receipts from the rest of the world

in  the form of grants and loans,

T = capital transfers tc the rest of the
world,

dl) = external debt net of repayments of
foreign  debt,

FG- = foreign grants,

L„ = loans to foreign  countries including
x trade credits . ?::d

S = subscript ion to i:rf . r m t  ional f in a n ­

c ia l  organisations

1 2 , The net borrowings of the government sector 

represent the increase in  its  financial, l i a b i l i t ie s .

As against th is  thwro is  invariably an incre-se in  its
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fin a n c ia l  assets represented by the government sector 's  

ienaings and investments in sh^re cap ital, e tc . The 

amount available  for financing  capital t or mot ion and 

making capital transfers is e q u a l  to the net borrowings 

of the government sector minus cha increase in  its  

fin a n c ia l  assets . Therefore/ we nave to set off gov­

ernment sector ’ s net lending against its net borrowings. 

If  net lendings can be broken down by the same sectors 

as in the case of borrowings/ then borrowings net of 

lending from each sector could be derived and the net 

flow  of resources from each sector for  financing  capital 

foi'mation and capital transfers could be indicated* 

However, in the present study, it h«s not been possible 

to break dcw-'n government's lending by sectors (except 

for  the foreign  o^u\_or).- Hence, .the  picture presented 

is as follow s:

(R. + R ) - L + R = CT. . ,«■ (GCF GS )
b p go r go g g

or

GGF = (GS + R +  R ) + R ~ (L + C T )
g g d  p r gc go

GCF = GS + R. + R + R - R . . . . .  (7)
g g d  o r  go
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where..

= » l i  resources (loans pl-ia capital tran- 
srers) flowing from the government 
sector to the other sectors of the economy.

1 3 . In  respect of the Central cover nment, net len­

ding to t.hi State governments becor.ss c-n additional item 

of financia l investment. On tru' other hand, in respect 

of the btate governments, net borrowing from the Centre 

is an additional item of increase in fin an cia l l ia b i ­

lities-  To the extent that the State .governments invest 

in Central government securities  there arises an add­

itional item of lending in their  case. The picture 

of financing  capital formation fo r  the v'entre.1 and 

State governments is shown as irolicwsj

GCF = GS + R , + R + R — v.R -> R ) . .  (8)
c eg cb c:p r r-.s ego

GCF s vu + R , + R R R • • • •  v- <■'
s sg sb sp cs sgo

\vutdJ. & /

GCF and GCF^ = gross capital formation by 
s th'j Central government and

tha States c.r.d Unioi terr ito ries ,

GS and GS = gtoss savings Ly the Central
eg sg

government and the States and 
Union te rr ito r ie s ,

R . and r  = resources .Jrom the banking
c e ;ctor to  -tne Central gov­

ernment anc tho States and 

Union territories-
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and R^ = resources from th~ non-banking 
°  private sector to the Central 

government and Statj tnd Union 
t e rr ito r ie s ,

= flow  of resources from the Centre 
to  the States and Union t e r r i­
to r ie s ,

= flow of resources from the Centre* 

to other sectors of the economy, 
and

= flow  of resources from the States 

and Union territo ries  to other 
sectors of the economy*

IV . DATA SOURCES

1 4 # The major data sources are the National Accounts

Sta tistic s  of the Central S ta tistic al  Organisation 

(C S O ), R B I 's  surveys of "Ownership of Central and 

State governments' Securities " published in various 

issues of RBI B u lle t in s , Economic and Functional Class­

ifica tio n  of the Central Government 3ucq.; ; by the 

M inistry  of F inance , and the annual bucitvt of the 

Central and State governments. While th i n u r e s  of 

capital formation and net lending are mostly derived 

fr<*n budgetary d a ta , the figures  of fla-’s of resources 

frcm d ifferent sectors into the government sector have 

had to be derived from other sources. The d.'ta taken 

from these d iffe ren t  sources do not often t a lly  and

R
cs

ego

sqo
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hence methods have had to be evolved to reconcile the 

d ifferen ces . Though every effort  has oeen made in 

th is  d irection , some discrepancies st ill  remain. This 

is reflected in the series on error terms 0 , H and 

E given in Tables 2 , 3 , and 4 . It  moy be noted that
o

for  some years the error terms are large. A further 

d if f ic u lt y  faced is that even when infornation on an 

item can be gathered from the same source it is not 

given on an identical basis  for  all the years covered 

by the study. T h is  leads to  the lim itation  chav, in some 

cases figures for d ifferen t  years are rot str ictly  com­

parable. In  p a rt ic u la r ,the results for 1950-51 to

1959-60 are not strictly  comparable, chey have been 

given to convey some broad ideas only.

V . RESULTS

15 . The sources of finance discussed in cection I I I

above, the extent of their contribution to the finan ­

cing  of gross capital formation in th. government 

sector (GCF ) are shown in Table 2 , Tables 3 and 4
g

describe respectively  the d eta ils  for the Central and 

State governments. These two tables also indicate the 

flow  of resources from the Central go v ern m en t  to the
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State governments and Union t e rr ito r ie s / (Rc s ^* A 

detailed  breakdown of these results  *3 shewn in the 

statements presented in the statistical appendix..

These statements reflect  the relative  significant  

of contributions made by the d iffe ren t  financia l and 

non-financial sectors of the economy in the financing

of capital formation in the government sector. The
i

conclusions that emerge from these tables and state­

ments are discussed in the follow ing  paragraphs. The 

percentage contribution  of each sector w ill  be indicated 

in terms of its share in total finances available  for  

capital formation and for capital transfers and len­

dings to  other sectors . Th is  is because, as indicated 

e a r lie r , sect or-wise break-down of lending is not 

available  except in the case of the foreign  sector. 

Tables 5 / 6 and 7 show the relativ e  shares of the d i f f ­

erent sources of finance# namely/ gross savings/ and 

resources from the banking sscto r / from the non-banking 

private sector and from the rest of the world* The 

results  are given for  a few selected years during  the 

period 1950-51 to  1975-76. It  has been mentioned 

earlier  that the results  for 1950-51 to  1959-60 are 

not strictly  comparable to  the results  fo r  1 9 6 0 -6 1  to
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1975-75. As such, we have not in d u c e d  thi results  

,;.f the c’ecade of f i f t ie s  7 n the discussion  below.

16. Table 5 sets out the relative  importance of

the contribution of the d ifferen t  sources to the total 

resources of the government, sector and the structural 

changes th erein . Gross savings are becoming s ig n i­

ficant  in financing  capital formation in the. govern-
' I

ment sector. T heir  sjiare in total resources has been 

growing since 1960-61. A decline .was, however, obser­

ved during 1965-66 to 1967-68 and during 1971- 72 .and 

1972-73. This could possibly have been the result 

of wars w ith  Pakistan . The relative  importance of 

resources from the  rest of the world (R_) which was
.u

quite high from 1960-61 upto 1967-68 has gradually 

come dcwn though after the year 1974-75 this declining  

trend of R^ was reversed . The proportion of resources 

from the banking sector was the highest during 1971-72 

to  1973-74. The spurt in the flow of resources from 

the RBI to  the government sector in the form of d e fic it  

financing  explains the high proportion of contribution 

by the banking sector observed during the -arly seventies. 

It  may be noted that the shcrt-term credit from RBI, 

mainly to  the Central government* was higher during 1971-72
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and 1972-73/ w h ile  the long term credit from the RBI 

to  the Central government in the form of ownership 

of government securities  showed an increase in 1973-74. 

T h is  would partly explain  the in flatio n  experienced 

in  the Indian  economy during the f ir s t  half of seventies 

when there was also  a hike  in prices of food, fuel and 
*

fe r t il iz e r s  abroad. Resources originating  in the non­

banking private sector have been fluctuating  between 

23 and 32 per cent of total resources daring 1960-61 

to 1975-76 except for the year 1973-74 when thore was 

a sudden increase in receipts from sms, I-'ravines along 

w ith  a large drop in receipts from residual resources. 

W ithin the non-banking private sector/ provident funds 

account for  the major share followed by s m a l l  s av in g s , 

LIC and other (residual) resources, I 1975-76, pro­

vident funds , small savings, LIC  anc ether (residual) 

resources accounted for 5 7 .7  per cent. 30 per cent,

1 1 .7  per cent and 0 .6  per cant , respectively °ut of 

the  resources originating  from the non-banking pri­

vate sector^ compared to  the composi- ion of ? 3 .6  per 

cent/ 33*8  per cen t , 19*2  per cent aid  1 3 .4  par cen : 

in 1960-61.



~  20

17. It  may be notad, from "c b lo  6 , that both the

. g ross ’ savings of the/Centre and the r-isources from the 

rest of the world are important sources of finance 

for the Centre. In  1975-76. these tvo sources together 

accounted for about 6 5 .6  per cent of total finances 

available  with the Centre. However, over the period 

1960-61 to 1975^76 , the share of resources from the 

rest of the world has decreased w hile  the share of 

gross savings has increased. The contribution of the 

non-banking private sector in the total finances of 

the Centre is becoming,more s ig n ific a n t . Since 1970-71 

it has been accounting for  nearly one fourth Of the 

total finances of the Centre. The share of resources 

from the banking sector has been fluctuating  over 

1960-61 to  "1975.=76. These fluctuations, have already 

been explained above. As of 1975- 76, the banking sector 

accounts for 1 1 .4  per cent of total finances of the 

Centre. v

1 8 . It  may be observed from Table 7 that gross 

saving is an important source of finance for the States 

and Union t e r r ito r ie s . Its  share in the total resources 

of the-States and Union territo ries  has increased from
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26 per cent in 1960-61 to  48 per csnt in 1975- j^. The*e 

was a sudden drop in its  share durino 1963--62 and 1 

when there were several disturbances in our -economy. 

Resources transferred from the Centre to  tha States

and ynion territories^w er^ very, s ign ificant  up to the
V , x

beginning of th e -seventies? hcwever/ the i f  shafce has 

fa lle n  since then. As of 1975-76, they account fear 22 

per cent of the toted resources of the states and Union 

te rr ito r ie s . In  1975-76, the share of the non-banking 

private sector in the total resources of the States and 

Union territo ries  was around 18 per cent, only as compared 

t o  3S per cent in 1960-61. This indicates that the 

s ignificance  of thio sector ir the total resources of 

the States a.\d Union territo ries  hoS fa l le n . A? regards 

the banking sector, it may be noted -chat its contvibutiop 

v-’tal resources of the States and Union territo ries  

has increased o^er 1950-61 to 1971-72., However# there 

were fluctuations  in the share of the banking segtor 

since 1972-73 onwards. Th is  could possibly  be dye t® 

fluctuations  in borrowings fjpom the Be serve Bank aind

the rest cf the banking syst€
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Rates of Growth' of t h Cross C0p:lval 

Formation During l!6c> 61 to_ i.975v7 6 _

Sector Compound rate of

growth 
(per cent per annum)

Gross capital formation in the

- economy 12 .3

- public sector 11 .5

government sector (Central
and State government) 9 .3

- Central government 7 .0

State government 11-4

- Local authorities 10 .3
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* TABLE 5

Sources of Finance - The ir Pro;x3x t .or in Toial 

Resources of the Government Sector (TR^)

(per cant- of TR ) 
<3

Year GS
g *b

R
P

R
r

Tati

\S50- 51 1 05 .2 4 6 .2 -53.5 2 .1 100

1955-56 69 .1 -26-1 4 0 .2 1 6 .8 100

1960-61 29 .3 -5.7 3 0 .2 4 6 .2 100

1965-66 27 .5 21 .1 2 2 .8 2 8 .6 100

1970-71 3 3 .2 2 7 .4 3 1 .8 7 .5 100

1975-76 4 1 .2 1 3 .3 2 2 .9 2 2 .5 100
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.ABLE

.^ovrces of Finance - Their Prouori-. i ■ ; :.n Total 

Resources of tha Central Government (TR )

(Per cent of TR ) 
__________________ c

Year GS
eg cb cp

R Total

1950-51 1 02 .3 6 8 .9 -73.9 2 .7 100

1955-56 2 4 .4 3 6 .0 3 0 .5 9 .1 100

1960-61 2 3 .4 — 9 e 1 1 9 .9 65 .8 100

1965-66 3 0 .7 1 5 .8 1 8 .6 2 4 .9 100

1970-71 2 4 .0 2 9 .5 3 ^ .7 1 0 .9 100

1975-76 2 8 .4 1 1 .4 2 3 .0 3 7 .2 100
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: / r LK 7

Sources of Fi-.v.■n.co Their  Pr ororti ^n in Total 

Re sour ce s  o ;:  States a n d  • 1. ■ j i  o : T  r? r  ^  i_ c o r i s s  ('RRs)

_____________ (Fer

Rsb Rsp
Year GS„

sg

1950-51 3 9 .0

1955-56 1 5 .3

19 60-61 26 .1

1965-66 5 .0

1970-71 3 0 .5

1975-76 4 / . 7

-12.3 7 .0

2 .1 24 .3

1 .4 3 2 .9

17 .3 1 6 .6

12 .9 13 .3

1 2 .6 1 7 .7

cent of T R s)_________

Rcs Total

6 6 .4  100

5 3 .3  100

3 9 .6  100

6 0 .6  100

4 3 .3  100

2 1 .9  100
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'METHODOLOGY

We have attempted to brine out the structure 

of financing  capital formation in the government sector 

through a flow of funds approach. The cl - 's ifio a tio n  

of the various sources of finance into different  groups 

has been explained in Section I I I .  The basic equations 

in our analysis are:

GCF = GS + R. + R + R - R (l )
g g o  p r go

GCF '= GS + R . + R + R - (R +R )-<2)
c eg cb cp r cs ego

GCF = GS + R . + R - R - R -- (3)
s sc sb sp cs sgo

(The symbols have the same meaning as before)

The major lim itations in explaining  thf* 

tations of each of the items are alucidated below.

The basic  s ta tistics  compile:- are presented in 

self-explanatory Statements 1-10 at the end of the appendix.

Government Sector (Centre plus States )
i

For the years 1950-51 to  1959- 60, GCF has been
9

measured inclusive of local authorities (LA) , due to  the 

non a v a ila b ilit y  of separate,data on the gross capital 

formation by the LA ( G C F ^ ) . The inclusion of G C F ^
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for some of the years is not lik ely  to substantially  

a ffect  our results  as the GCFIA  is not expected to 

be very s ignificant  in these years. For the subsequent 

period / 1960-61 to  1915- 16, C C F ^  is excluded from 

GCF .g
GSg was arrived at by adding the net savings 

of the government sector to "capital consu-nption" allow­

ance of departments 1 enterprises . Savings by LA for 

the period 1950-51 to 1959-60 are adjusted with data 

from RBI B ulletin  (March 1 9 6 0 ) . GS^ for the remaining 

years 1960-61 to 1975-76 are exclusive, of savings by LA.

The market borrowing figures of the Central and 

State governments/ from the banking sector (RBI and 

commercial and co- operative b ank s), which were derived 

from data presentee in the RBI survey on 1 Ownership of 

Government Securities ' f were added together to  arrive 

at market borrowings for the gcvarnment sector, The 

short-term borrowings from the RBI wer.; worked out by 

aggregating the follow ing :

a) withdrawals from cash balance;

b) treasury b i l l s ;  and

c) ways and means advances.



Data under items (a) to (c) - culled out from the

budget documents. TLo total flow of. r-sources frgm 

the banking sector were dez'ived by eg a  seating the 

market borrowings from the banking sector , the short 

term borrowings from the tel and 'other loans' by the 

RBI to the States (through channels such as , the 

National Agricultural Credit Fund of the RBI and 

National Cooperative and Development Corporation).

The computation of the f J ow of resources from 

the non-banking private sectcr to ti.^ government sector, 

encountered several data gaps. For instance, data on 

ownership of government securities by Provident Funds 

which reflect market borrowings from the'.a are not 

available  separately for  the period 1950--51 to 1956-57, 

(they are clubbed w ith the 'other' (residual) sources) 

these data also  do not include Provident Funds of 

L IC , Industrial Credit and Investment Corporation 

of In d ia  ( I C I C I ) ,  scheduled and nationalised  banks,

State e le c tric ity  boards, seamen and A ir  India  employees 

from 1970-71 onwards = The borrowings from insurance 

companies, comprise the borrowings from the L IC , General" 

Insurance and Employees' State Insurance Corporations, 

w ith  the LIC accounting fcir the major share; data



fo r  the period commencina 1971-72/ however, does not 

include the borrowings from the General cr,d Employee's 

State Insurance Corporations. To arrive at the total 

resources from the non-banking private sector, R , we
r

aggregated the market borrcwincs of the Central and 

State governments from tha Provident Funds and L IC , 

capital receipts from the Provident Fund, housing 

and other loans from the LIC to the States and other 

(residual) resources of the Central and State governments.

While computing resources from the rest of the 

world/ Rr , we have netted out repayments and capital tra ­

nsfers to  the rest of the w orld / from the receipts 

coming from the rest of the w orld , in the form of grants 

and loans. Loans to foreign  countries including trade 

c re d its , have been added to  subscriptions to international 

fin an cia l organisations/ to  y ield  capital transfers to 

the rest of the w orld . The estimates of receipts from 

the rest of the world were arrived at by adding net 

external borrowings to  grants from abroad. Securities  

owned by non-residents could not be taken into account 

because data were not available fo r  the whole of the 

period under study. To this* extent, Rr is s lig h tly



vmaejnestimated<• However, non-residen-:3 p.cr^unt for a 

negligible  quaatvm of investments it cover nnent sec­

u rities  .

S im ilarly , r^eourcef going from the Government 

sector to thii other succors of th£- ec^iomy/ R / were
*

calculated by adding the f l o w  of resources from the 

Centre to  others, and frcx.n the States to others# This 

summing up, however, dp.;S not reflect the flow of. re­

sources from the Centre to the States

Ce ntre

We have taken the figures  cf GC? frcm the eco­

nomic c la ss ific a t io n  of the Central government budget 

(E C ), for the period 1?50-51 to 1959-60. and from the 

National Accounts statistics  (NAS), for  tv j period 

1960-61 to 1975' 76 .

GS is ccmccisjjd of: a) current account surplus 
eg

of the Centre, b) retain3d earnings of r.he departmental 

enterprises of the Central government, (D2) , and

c ) depreciation provision made by these DEs. Data on 

capital consumption of DEs were not available for  all 

the years d o  we have used depreciation provision instead*
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Short-term borrowings fru,i the liBI include w ith ­

drawals from cash balances and treasury b i l l s , adjusted 

fo r  funding . Because of the r.co-aw.ilaoility of syst­

ematic dc'ta on break-up of ownership of treasury b il ls  

fo r  the period prior to l965~o&, we had to assume that 

during th is  period all the treasury  b il ls  were taken up 

by the RBI; for  the latter period , following 1965-66, 

adjustments hdve been m^de for  the ownership of treasury 

b il ls  by other sectors. The data on ownership of 

treasury b il l s  are taken from the RBI B u lle t in s .

The data on market borrowings frcm the RBI and 

other banks have been derived from R I I 's  survey data .

The short term borrowings from the RBI, when added to  

the market borrowings from the banking system as a while 

y ields  total borrowings from the banking system,

The figures for 1974-75 and 1975-76 do not include 

data of co-operative banks. The market borrowings from 

the commercial and co-operative banks are adjusted for  

short term credit to the Central government (through 

investments in treasury b i l l s ) .

Resources from the non-banking private sector, 

Rc p , were worked out by adding capital receipts fran 

Provident Funcs (such as State PF and Public PF, deposits
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o f  non-govemrrent PFs) ; marke-u borr: -'-inc.: from FFs and

LIC ; receipts from sir*' 11 c.d-yi no;.-3 a ad otr.er - (residual) 

resources. The major line tat_ ons of oata have already 

been highlighted while discussing Rp, above. The 

Central government's share in  snail saving.: wls derived 

by deducting S t a t e 's  share from the total accruing to 

the government sector. We have clubbed * number of 

items under the head, "other (r e s id u a l )"  s o n c s s . We 

have added up market borrowings fron RSI- which holes 

securities  on behalf of the pub lic , and securities heid 

by IrAlsisvrial Fin<inc<? Corpora tic j i nc a voc'k companies, 

local authorities , .individuals , A^ric'ilturs.1 Refinance 

Corporation., Stc-.-to IHVsctrieiry Board;-., 1X31, IC IC I , *JTI, 

Tr^::ts (Public nd , con-n id^nta and Provident

Fond? tor the ye u rs I-?;:0~ t- 1 9 j C .57; ' nther capital-

rec e ip ts1 (Whicn ;.^ .:^as n  Accou.'ri 5 ir  E C ;; ’ mis­

cellaneous capital rec&ipto ' nav ( ch appaars in  Account 

5 in  EC) and revenue from g ift  tax &no m state duties .

The flow of resources from tv*e Cen.txe to the 

rest of the economy was worked out- in two parts - 

(a) to States (RCe,) ^nci (b) to o the ̂  ec to re of the 

economy (R ) . R includes' grants for capital for-
C QO Co
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mation/ loans for  capital formation and othor loans, 

from the Centre to  the States . The loan items are in 

net terms, adjusted for repayments to the centre. R
cs

is also adjusted for net borrowings from the States 

(in  terms of States owning Central government secur­

ities  and States ' investments in treasury b i l l s ) ,  if

any. R includes grants for capital formation to 
J ego

LA, non departmental enterprises (NDE) and others; 

other loar.s to LA, NDE and others (net of repayments); 

investments in shares in fin an cia l institutions and 

other government concerns and other transfers from the 

Centre, such as gratuities  and commuted value of pensions 

(Account 3 , E C ).

States

We have derived GCFs by deducting ^CF from

GCF for the period 1950-51 to 1959-60; for the remaining 
<3

years, namely., 1960-61 to 1S75-76, we have taken the 

data on GCF from NAS. QCFs is inclusive of LA for 

the years prior to  19 6 0 -6 1 .

In  the same way/ GS=„ /  was derived by deductingsg

GS from GS . 
c g
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Rsb was C«1 e l a t e d  by acidinc the short terra 

sorrowings from the RBI i . e . ,  withdrawals iron  cash 

balances, plus ways and means advances (as given-'in 

budget documents), to market borrowings iron  the RBI 

and other banks (from R B I's  survey iaca) and 'other 

lo an s1 from the RBI. The figu res  for '1974-75 and 

1975-76 do not include borrowing from co-operative 

banks.

R was computed in the same way as R . The 

sources of data in th is  case are the same and, therefore, 

the lim itations that have been pointed out earlier  still  

remain. • Ir. the c a s e . of S tate1 r share in small savings, 

v;e took tlv data from RBI Bui let i a s - Other (residual) 

resources of the States incluae borrowings from the 

Agricultural Refin*.neo. Corporation, state E le c tr ic ity  

Boards, IQBI. , IC IC I , Joint stock companies, local autho­

r i t ie s , Trusts (public and p r iv a t e ) , ind iv iduals , General 

Insurance, Industrial' Finance and stet... Financial 

Corporat ion s .

We have added up loans given by the States to

local a u th o rities , n o n ’departmental enterprises and

others, net of repayments, to  arrive at R . These
sgo

figures are adjusted for  transfers made by State
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governments such a s , compensation to '•a’ru.ndar.i and 

appropriation to Contingency Fund,

In  addition  to the data 1 imitat*i-ais oointed 

out above, we would lik e  to h ighlight & -.’raw more problems 

of a general nature. The RBI survey data on ownership 

of government securities  are not available for 1956-57.

The ownership of securities as at the end of March 

1957 and 1958 are not av ailab le . We have estimated 

the relevant figures  /  such as total market borrowings 

and market, borrowings ‘ from the RBI, Commercial and 

Co-operative banks, Provident Funds, LIC and others 

by interpolation . We have used the following formulae 

fo r  our estim ation:

1 . iiarch 3 1 , 1S57 - (December 31 , 1957) - (March 3 1 , 1956)

21

+ March 3 1 , 1956 .

2 . March 3 1 , 1 9 5 8  - (December 3 1 , 195B) ~ (L>afaember 31 , 1 9 5 7 )

12

+ December 3 1 , 1957 .

12

X 3

MCP/St is h .
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