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FINANCING OF CAPITAL FORMATION IN THE GOVEBNMENT
SECTOR IN INDIA ¢ 1950-51 to 1975«76

BY
K.Ke ATRI AND RANJANA 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 few studies
have been conducted_in the aréa of_capital_formatidn
in the public sector which plays an important part in
our national planninge The significance of the public
sector has been grouing‘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 hou it has been financede

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

of fimancing capital formation in the government sector.
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The government sector is generally defined to cover the
government administration and departmental enterprises
of the Central and State governments and the local
authoritiese. 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
governmentse The measurement of capital formation
remains outside the scope of this. papere It tries to
set-out, using a simple flow of funds approach, the
financial mechanism through uwhich savings of ot;er
sectors flow into the government sector to finance its
capital formatione 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
bamking and thé 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,_uhérein the inter-governmental
capital flows, particularly the capital transfers

from the Centre to the States, have been ihdicated.
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Je The trends in gross capital formation are
'm-eaenfaed briefly in Seotion II., The flow of fumds
to tle govermment sector and data sources are given
respeotively in Seotions III and IV, Finally, the
results are brought out in Section V. A note on the
mthdology is given in the Apvendix.

Ii.‘ TRENDS IN GROSS CAPITAL FORMATION

4, The sha.re of the public sector, (i.e., govern-
ment seotar plus non departmvntal entervrises) in the
eoonany's capital formation rose from 27.2 per cent in
1950=-51 to 44.7 per oent in 1960-61 and further to
5244 per cent in 1975-76. More than three-fourths

of the capital fomé.tion within the public sector was
~ made by the goverment sector prior to 1960s However,
the share of tiw goves suuit 'sector in the oapital
formation of the public sechor has been falling
gradually s:l.poe then, This fall is matched by an
increase in 'the share of non-departmental.enterprises
in the public seétdi"s oapital formation, The major
part of ospital formation in the public sector is now
accounted for by -the non departmental enterprises.
-11'1.1974-'75, fhe share of the goverrment- gector in

the total capital farmation of the public seotar
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was 44.3 per cent and in 1975-76 it w~c omlv 38,5

per cent.

5. Table 1 indicates the growth pates of capital
farmation in the various sectors of the econamy reck-
oned at current prices. It is seleri that the rate of
‘growth of capital formation is higher in the caée of
the econany (12.3 per oent) than in the case of the
goverment sector (9.3 per cent) reflecting the fact
that the rates of growth of capital formation by other
seetors have been higher. During the years 1964—65

t0 1969-70, a period when there was armed comnflict
with Pakistan and an econanic recession (1965-68),

the cap ital formation in the govermment sector (.GCFg)
was virtuaily stagnant around Rs.1000 ororss per annum.
(Strietly sneaking, there was slight dec-line of 1.3
per cent per anmmum ). Thc growth of GCFg in the first
half of seventies was 19 per 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 govermment sector,
the State goverments account far a substahtial portion
of capital formation and moreover that their share has

also been increasing steadily since 1960-61. They
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accounted for 55 per cent of govermment stctar's
capital farmation in 1675 =76. However, if we take
into account the massive transfers, both grants and
loans, made by the Centre for capital formation,
particularly to the States and nbn denavtmental
enterprises, then the share of the Cexntral govern-
ment in the public sector’s capital formation will

be mueh higher,

III. FLOW OF FUNDS TO THE GOVERIMINT SZCTCR

7+  The sources of finance for the govermment
séctor capital formation can be broadly grouped under
savings and borrowings.  Gross savings of this seetoe-
6 onsist of the current acoount su:—cplus of the govern-
ment adminis urat:\.on, retalned carinings of the depart-
mental enturorises and ﬂebrgclatlon 3rov:.smn by |

these enterprises. In srmbols,

GS =S _ +

g g -ﬂ‘d + Pd . * 0 ® o 09 (1 )
'where,
GS g = &08s savings of the goverment sector,
: S‘g = c.lrrent acoount surplus of the goverrmentector,
D, =

retained earmngs of the denartmental
enterprises, and - . :
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devrcciation provision nadéz by *lnc
ne o T Lbﬂta.a. QuG.[")I‘le.,,

Pq =

et savings of the .goverment scector may be defined as:

ITS ='G’S "CC soee0see (2
23 8 8 )
‘where,
NS g = et savings of the gowverment sector, and
CCg = capital consumption by the goverment sector.
8. The excess of capital formation over the savings

measures the incame defiecit of the soverment sector,
When this incame deficit is added, after adjusting
for net capital transfers, to the deficit arising out
of the govermment's net transactions in fimacial
assets such aé investment in sharces and loans, it
gives the gc>~ rwent's total reguirenents of financel/
This gap is m2t fhrou{;h horrowings wnich may be in
the form of either domestie logns or forcign loans

or capital grants fram sbroad. Deacstic borrowings
consist of the flow of funds from the Rescrve Bank of
India (RZI) and the other sectors of the econmye.

Resource traznfers fran the RRI concist of:

SE oo .

1/ Govermnnt of” IndJ.a,. IT:udJ.sfry of Pinsmce; An Beonamic
and Functional Class . Tication o~ the Central govern--
ment Budge ’ '




i) Loun~o<~tern loans (holdings of govermeuk
sccwrities), .- -

ii) Short~term loans which canprics:
nBI purchase of Treasurr Dills, -

Ways and Means advances and

withdrawals £fran casih balunecs, and

1ii) Other loans to the States, tirough channels
such as, the National Agricultural Trcdit
Fund of the RBI and thc Hational Coopera-

tive and Dewvelopment Corporation.

Resource transrfers fran the other scetors of the
econany cover market borrowings fram tiuc banking
sector (excluding the R3I) and the nor-banking private
sector as well as non—markét borrovisng fran the latter.
The nonebaniting private se;:t or incluc¢co the provident
fuﬁds, life insurance, small savir;‘:s 2::) other{resi-
duary) items which cover the remaini: - heais, such

~as the corporate sectors othér finanei .l'institutions,
€.g., the Unit Trust of India (UTI), Ipiustrial Deve-
lopment Bank of India (I5B1), -e'tc., various canital

receipts and receints frau gift tax and estate duty.

9. ~ The banking sector constitutesr an imoportant
source of finance for the goverrment sector., Funds
made available by the bamnks are in he farm of invest-

ments in goverment securities by the commercial and
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co-operative banks, securities bousznt by the B3I on
its own acoount and the shorteicrm crédi-h 217 other
t2rm loans given by the TBI, The following relations
deseribe tne mechanism of borrowings <1un the banking

sector,

Ry = Dga *HMep ;
Dgg = SCpp * Olepp * Mpap %
_ )
Mo = S0cpt~ SO0 (a1 ) g ceeee (3)
SChy = CBop + TBpp * Wipg %
Mrp = 5%mt ~ S%B(t-1) §
TBpp = TBrpt ~ TBRB(t-1) )
where,
R, = resources originating in ~tf=.j;\;f bYanking sector,

Doy = resources originating frcu the TBI,
borrowings from the commerci i and
Coesoperative banks, (Thes: arc adjusted
for shorteterm credit to ihie Tentral
goverment through investaonts in
treasury bills), '

CB

SCpy = short term crcdit given by tiie RBI. This
- is adjusted rfor funding of ad hoec treasury
bills,

Mpp = long term borrowings of the zovermment.
; fran the 3BI,

OISPB= otner loans given by the RBI to the
‘ ¥ State goverment,
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= seofrities owned by the comercial
and co~operative banks a+ ‘bne end
os 6urrent yeaxr, = .

SOCBt

SOgp (1) =s8eCuritics owned by the oammeroial
' and co-operative bani:c at the end
lo:f last year,‘
CBrp = withdrawals fran cash bala nces, -
TBpy = treasury bills .'4.ssu.ede ‘These are
a %sted for fu.ndj.ng of ad hoc treasury
8,
|

TBpp, = treasury bills held By the RBI at the
B,RBt eni of current yeg;r,

TBB.:B('!: -1) = treasury b.l.lla held by the RBI at
. the end of lagt year, ‘

VU;RB = ways and means advamnces and overdrafts
given by RBI in favour of State
goverments,

SOpp, = Seourities held by RBI on its own
account at.the end of current year, and

soR.B(t-ﬂ) = securifies held by RBI on its own
- aceount at the ead of last year.
Dpp in-equation (3) abow® could be interpreted as a
moasure of the extent of deficit financing by the
goveément sector which would indicatc the infla-
tionary or deflationmary impact on the econany (demand
for danestic output and imporths). |

10. sResou.roes qriglnatin,g m the non-ba.nka.ng
zivate sector nay be’ r«.preserrted by the following"

laﬁons,



RP =
P o=
T =
M=
Mpp =
where,
RP =
PP =
I =
My =
HSL =
59 =
OA..;, =
PR CR =
Upp =
S O].J % =

Do+ L+ S5+ 0 g
Fop * Hen %
My, * HgL e @)
5054 = SOn¢4-1) %
80524 = S0 (4-1) )

resources originating in the non-
banking private secctor,

resourcés originating fram the
provident funds,..

resources originating fram “the
Life Insurance Corporation (LIC),

markcet borrowings framn tiac LIC,

housing and other loans given by LIC
to the States,.

anall savings,

other (residual) resources Irom the
con=banking private scstor, -

capital reeccipts of thc govermment fram
the provide n‘taf unds,

market borrowings fran a1 nrovident funds,

sccuritics owned by the LiC at the-end
of cwrent year,

SOL(t-1) = sceuritics owned by the LIC at the

end. of last- year,

SOPF(t—ﬂ = sccuritics held by the provident

SOppy =

funds at the ¢nd of last year, and

securitics held by the provident furds at
the ecnd of eurrent yoar.
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Provident funds include State provident fund (act),
Public provident fud (net) and eoicial depocits of
~em-goverment provident funds (ne ). DT and S5
arc amons the major componcits of wiiunded govern-

maent debt, The markes borrouin ™ Trav thc ion-

banking private ssector iz given b,

b = }. + o0 0 ¢ ; 55 '
D i1 Mpp (5>
where,
iM = market borrowings fran the non-

banking private sector.

Borrowings fram the other finarneoial institutions and
the corporate sector such as the UTI, iD31, ICICI,
Jo:.nt Stock Ccmoam.us and trustc, in the form of their
ownership of govermmcnt sccuri‘tics, d1d not account
for any significant nortion cf ti1z vov«-;-r—all borrowingse.
Further', the information on this was also a0t availa-
ble uniformly Cor the required years. As such, they
have not been shown separat’clyiand hazve becen clubbed
with the other (residual) resources. To this extent,

Mp is slightly underestimated.

11. Resources fram the rest of the world include all

foreign loans and capital transfers, adjusted foi- loans



to forcign countrics nade by India including tomporary
trade crcdits arnd al so th. subseriptions to interna-
viiugl financial organisations, which awve in the
mature of canital transicrs. Thne TFlow of Tunds from

tac rest of the world can be dolined as Icllows,

ecoee (5)

t
]
b
<
+
by
(]
N NN NSNS

Tw T "

where,

Rr. = recsources from tnoe rost of vhae worid,

Lw = réeccints from the rest of thc world
in the form of granis amd loans,

Tw = capital treansiers tc the rest of the
world,

S35 = external deot net of reoayments of
Torcizm debt,

FG = Torzign grants,

r—.';t_’
i

loans to forcign ccmtrics incl uding
trade crecdits, =d '

S = subscription to int.rrationzl finan-
cial organisationc

12. The et borrowings of *the zover:mont scetor
represent the inercasc in its financisl liabilitics,

As amaiast this there ic invariabl s oo inercusc in its
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financial azs2ts rapresented kv the government sector's
lenaings and investments in share c<¢apitzl. etc. The
amount available.for finahc;ng capital formetion and
making capital transfers is equal to tha net borrowings
of the government sector minus che increase in its
financial assets. Thereforé, we have to set off gove
ernment sector's net lending against its net borrowings.
If net lendings can be broken down by th=2 éame 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 zach sector for financing capital
formation and capital transfers could be indicated.
However, in the present study, it hgs'not been possible
tO break cown governmeht's iending by sectors (except
for the foreig.. -=uiur). FHence, the picture presented

is as follovs:

(Rb + Rp) - Lgo + R = c'rg.a - (GCFg “;GSg)

or

.GCF_ = (GS_ + + R ) + R_ - (L + CT )
g g o p) < ( go go

GCE = GS_ + Ry + R, + R = R veeee  (T7)



wher =z,
2, = =l1 resources {loans pl.as capital tran-
J srers) flowing from the governmnent
sector to the other cactors of the economy.
13. Tn respect of the Centrsl covernmeant, net len-

~ding to thz State governuments bzcones an additional item
of firnancial investmz2nt. On ths otner hand. in respect
of the State governments, net borrowing from the Centre
is an cdcditional item of increase in finamcial liaki-
lities. To the extent that the State governments invest
in Central governmment securities there arises an adde-
itional item of lending in thei:r case. The picture

of financing capital formation for the ‘entrel and

State governments is shown as. ii0llows:

GCF_ = 35_ + R
GCF =\:7|..o *‘R +R +R - R o o e (:4

wilieL e,

GCF_ and GCFq agross capitel formetion by
B the Central government and

th2 States cnd Unio:1 territories,

GS and GSg gL 0ss savings Ly tre Central
g gcvernment »nd thz States ard

Union terri:ories,

rasources Irom the banking
g2ctor to wne Centrali gov-
ernment anc the States ‘and
Uailon terr:cerizss.

ad
R an RS

ck b
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iv.

resources from th: non-nanking
private sector to the Central
government and Stzt: «nd Union
territories,

flow of resources from the Centre
to the 3States an¢ Union terri-
tories, '

flow of resources from the Centre
to other sectors of tine sconomy,
and

flow of resources from the States

and Union territories t¢ other
sectors of the economye

DATA SOURCES

The major data sources are the Nacicnal Accounts

Statistigs of the Central Statistical Organisation

(CS0), RBI's surveys of "Ownership of Ceriral and

State governments' Securities" publichad ip various

issues of RBI Bulletins, Aconomic ard Functicnal Ciass-

ification of the Central Government Budg:: by the

Ministry of Finance, and the annual budc:t- ¢ the

Central and State governments. While th- nagures of

capital formation and net la:nding are mostly derived

from budgetary data, théifigures of flows of resources

from different sectors into the government sector have

had to be derived from oth:r sources. Tne d-ta taken

from these different sources do'not often tally and
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hence methods have had t¢ be evolvad wo raconzile the
Gilrferences. Though evary ezfort has oneen made in
this direction, some discrepancies still ramain. This
is refiected in the series on error terms T_, B and

o c
Es'giVen in Tables 2, 3, and 4. It mey be noted that
for some years the error terms are large. &4 further
difficulty faced is that even when informaticn on an
item can be gathered from the same scurce it is not
given on an identical basis for all th2 years covered
by the study. This leads to the limitation tha: in some
cases figures for different years are rot strictly com--
perable. In particular,the results f£or 1950-51 to
1959-60 are not strictly compecable:, th=2y have been

¢iven to convey some broad ideas oni:.

V. RESULTS

15. The sources of finance Giscuss.ad ia Secﬁion,III
above, the extent of their contributicn'td the “inan-
cing of gross capital formation in th: gavérnment
sector (GCF ) are shown in Table 2, Tables 3 and 4
describe raspectively the dctails for the Centfal and
State govarnments. Thesa two tables also indicate the

flow of resources from the Central government to the
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State governments and Union terrirories, (Rcs). A
detailed breakdown of these results .3 shown in the
statements presented in the statistical appendix..
These statements refiect the relative significant

of contributions made by the differen:c financial and
non--£f inancial séétors of the eccnemy in the fipancing
of capital formation in the government sector: The
cdnclusions that emerge from these tablzs andlstate-
ments are discussed in the following paragraphis. The

| percentage contribution of each sector will be indicated
in terms of its share in total finances available for
capital formation and for capital transfers and len-
dings to other sectors. This is because, as indicated
earlier, sector-wise break-down of lencing is not
aVailable except in the case of the foreign sector.
Tables 5, 6 and 7 show the relative shares of the diff-
erent sources of finance, namely, gross savings, and
resources from the banking sz2ctor, from the non-banking
private sector and from the reét 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 for 1960-61 to
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1975u7b. aAs such, we hav2 not incluc:d th: results

~f the dacade of fifties ‘n the discussion below.

16. | Table 5 sets out the relative importance of
the contribution of the different sources to the total
resources of the goverqment.sector and_thebstructural
changes therein. Grosé savings are becoming signi-
ficant in financing c#%ital fcrmation in the ¢overn-
ment sector. Their s‘ane in total resources has been
growing since 1960;6f. ‘A decline was, however , obser-
ved during 1965-66 to 196768 and during 1971-72 and
1972-73. This could possibly have beeﬁ ths result

of wars-with'Pakistan. The re;atiVe impo:tance,pf
‘resources from the rest of the world (R%).which.was
quite high from 1960-61 upto 1967-68 has grajually
come down thoughréfter the year;1974~75 this declining
trend of R.r was reversed. The proportion of resources
from the banking sector was the hiéhest durina 1971-72
to 1973-74. The spurt in th¢ flow of résourées from
the RBI to the government sector in tha form of deficit
f inancing éxplains the hiéh proéortion of éontr;bution
by the banking sector observ:d durinc the :ari; sevent ies.
It may be noted that the shcrt-term c:edit from RBI,

mainly to the Central government, was higher during 1971=72
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and 1972-73, while the long term credit from the RBI
to the Central government in.the form of ownership

of government securities showed an incrz2ase in 1973-74.
This would partly explain the ihflation exper ienced
in the Indian economy during the first half c¢f seventies
when there was also a hike in pricts of food, fuel and
fertilizers abroad. Resources.ofiginating in the non-
banking pfiQate sector have beeh fluctuating Between.v
23 and 32 per cent of total resoufces during'196ou61
to 1975-76 except faor the year 1973-74 whep there was
a sudden increase in receipts from sms.1: cavingcs along
with a large drop in receipts from rosidual resources.
within_the non-banking private sector, providant funﬁs
account for the major share followed'by emall savings,
LIC and other (residual) rescurces. I~ 1?75@76; pro-
vident funds, small savings. LIC anc cther {(residual)
resources accounted for 57.7 per cent . 30 per cent,
11.7 per cent and 0.6 per caat, rastc.tively; out of
the resources originating from the ncn-banking pri-
vate sector, compared to the composi- ion of 33.6 per
cent, 33.8 per cent, 19.2 per cent ad 13.4 p2r cen:

in 1960-61.
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17. It mey b2 noted, from Tuble ¢, that both the

i)

T 355 savings of the.Centr2 and the resources from the
rest of ehe world are impoitant sourc:c of finance

for the Centra. 1In 1975-76. *hesa two sources tcgether
accounted for about 65.6 per cent of £o£al finances
.available with the Centre.  However, over the period
1960-61 to 1€75~-76, the share of resouices from the
rest of_the'world has decreased while the Share of -
gross savings has increased. Thercontribution of the
non-banking private sector in the total finances_of
the Centre is becomihgvmore-significan:; .8ince 1970-71
it has been accouneing‘fof‘nearly ohe fourcth of the
total finances offthe Centre. Tha share of resources
from the banking sector has 5een fluctuating ovar
1960-61 to0°1975.-7%. These. fluctuatlone have alraady
been explained above. As of 1975 76 *he banking sector
accounts far 11.4”pef cent of total finances of the

Centre. *

18. It may be observed £rom Table 7 that gross
saving is: an important source of flna1ce for the States
and Union territories. Its share in the total resources

of thL States and Unlon ter*itorles has incrzeased from



26 per cent in 1960-61 to 48 per cant in 1975-22. Thepe
was a sudden drop in its share during 1961 -52 and 194568
when there were several disturbances in our zconomy.

Rescurces transferred from the Centre to th: States

and Ynion terrxtor:.es&were very significant up to the
e( X
‘beginnlng of the- seventles~ however,” thelr share has

fallen since then.- As of 1975-76 they acroﬁnt'for 22
per cent of tﬁe total resources of the States and Union
cerritories. In 1975-76, the share of the non-banking
private cectar in the total resources of the States and
Unich Larritories was éround 18 per gent“bnly as compared
to 38 per ca2nt in ;§60-61, This indicetes that the
Sigg;fiﬁancC of this sector ir the total resources qf-

the Stéﬁes,ald Uﬁién terr;torteé hes fallen. As regards

the banking sector:.it may be noted that its contribution
' v3jtal resource§ of tho States a~d Unipn’territeries

hés increased over 1960-61 to 1971-72. However, there

were fluctuationsvin_the share of the banking segtor

since 1972-73 onwards. This cbuld nc3s bly be duye ta

fluctuatlon» in borrcwxngs from the Rcserve Benk and

the rest cf the bankirg system duri
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Rates of Growth of tn= Cross Cuplial
Formation During 1960-%1 to 1975..76

. -

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 ¢

Sources of Finance - Their Prowort.orn in Tocal

Resources of the Government Sac:or (TR,)

=

(per canu of TRg)

Year cs, R R R Total
M850-51 105.2  46.2 -53.5 2.1 100
1955-56  69.1 =-26.1 40.2 16.8 100
196061 29.3 =5.7 30.2  46.2 100
1965-66  27.5  21.1 22.8 28.6 100
1970-71 33.2 27.4 31.8 7.5 100
1975-76  41.2  13.3 22.9 22.5 100




Sources of Finance .- Their Proportio:;:_:.n Total

_ABLE

6

Resources of ths Central Governmo:t (TR )

(Fer cent of TRC)'

Year Gch RCb ch Rr Total
1950-51 102.3 €68.9 =73 .9 2.7 .100
1955-56 24.4 36.0 30.5 9.1 100
1960-61 23.4 -9.1 19.9 65.8 100
1965-66 30.7 15.8 18f6 4.9 100
1970-71 24.0 29.5 3.7 10.9 100
1975-76 28.4 11.4 25.0 37.2 100
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TrELE

7

Sources of Fiaingz - Their Prooor: isn inTotal

Resources o Stat2s and l.:in; Ten

(Fer cart of TRs)

Year ‘Gssg Rsb P‘sp RC_.:S Total
1950-51 39.0 -12.3 7.0 66 .4 100
1955-56 15.3 2.1 24.3 53.3 100
1960-61 26.1 1.4 32.9 39.6 100
1965-66 5.0 17.3 16.6 60.6 100
1970-71 30.5 12.9 13.3 43.3 100
1975-76 41.7 12.6 17.7 21.9 100




STATISTICAL APPENDIX



METHODOLOGY

We have attempted to bring out the structure
of financing capital formation in the government sector
through a flow of funds approach. Trz cl:ssification
of the various sources of finance into dif{srent groups
has been explained in Section III. The basic equations

in our analysis are:

'GCF_ = GS + + R +R =R e
g g* R+ Rg* R = Ry (1)
GCF = GS ' - -
Fo g + Ry + ch + R (Rcs+cho) (2)
G = A 7 K -.-' . - R -
CF_ GsSg + R, + Rgp R.g ngo (3)

(The symbols have the same meaning as before)

The major limitatious in exptaining the compu-

tations of each of the items are z2lucidatad below.

The basic statistics compilez are presented in

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

Government Sector (Centre plus States)

I

_For the yecars 1950-51 to 1959-60, GCF has been
measured inclusive of local authorities (LA), due to the
non availability of separate.data on the gross capital

formation by the LA (GCF,). The inclusion of GCFp,
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for some of the years is not likely to substantially
affect our results as the GCFLA is not expected to

be very significant in these years. For the subsequent
period, 1960-61 to 1975-76, CCF, is =xcluded from

GCF _ .
g

GSg was arrived at by adding the net savings
of the government sector to "capital consuvaption" allow-
ance of depértmentél enterprisés. Sévings by LA for
the pericd 1950-51 to 1959-60 are adjusted with data
from RBI Bulletin (iarch 1960). GE, £or the remaining

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

The market Lorrowing figureé Of the Cehtral and
State governments., from the banking sector (RBI and
comnercial and co-operatcive banks), which ware derived
£rom data crasented in the R=L survev cn 'Ownership of
Government Securities', werc added togethar to arrive
at market borrowings for the govarament sector. The
short-term borrowings from the RBI weir2 worxed out by

aggregating the following:

a) withdrawals from cash balancc:
b) treasury bills; and

c) ways and means advances.



Data under items (&) Lo {¢) uiw culle out from the
budget documents. Ti:» =otal flow <f r-sources from
the banking sector were LE.....L\:‘Q by #gg z2gating the
market borrowings from th=z baukiig sscter, the short
term borrowings from the RBI and 'other loans' by the
RBI to the States !‘through channels s;uch as, the
National Agricultural Credit Fund of the RBI and

National Cooperative and Development Corporation).

The computation of the #flow of rasources from
“the non=panking private sectcr n,o ﬂ.w. gnvernment sector,
encountered several data gaps. For instance, data on
ownership of government securitice by Provident Funds
which reflect market borrowings from thewl are not
available separately for the period 1950-51 to 1956-57,
(they are clubbad with the 'other' (residual) sources)
these data also do not include Provident Funds of

LIC, I-ndustrial' Credit and Invastment Corporation

of India (ICICI), scheduled and nationia'lisea banks,
‘State electricity boards, seamen and Air India eﬁ\ployees
from 1970-71 orwards. The borrowings from insurance
companies, cocmprise the borroWings from the L'IC,'?General'
Insurance ‘and Bmployzes' State insurance Corporations .

- with the LIC accounting for the major share; data °



for the period commencinc 1971-72, how=aver, does not
include the borrowings from the General c:d EZmployee's
State Insyrance Cdrporationso To arrivz at the total
resources from the non-banking rrivate sector. Rp, we
aagregated the market borrowincs of the Central and
State,governments from the Provident Funds and LIC,
cépital receipts from the Provident Fund, housing

and other loans from the LIC to th=z States and other

(residual) resources of the Central and State governments,

While computing resources from the rest of the
wo;ld, Rr, we have netted out repayma2nts a:id capital tra-
nsfers to the rest of the world, from the recaipts
coming from the rest of the world, in the form of grants
and loans. Loans to foreign countries including trade
credits, have been added to subscriptions tc international
financial organisations, to yield capital transfers to
the rest of the world. The estimates of rectipts from
the rest of the world were arrived at by adding net
external borrdwings to grants-from abroad. ‘Securities
owned by non-residents could not be taken into account
beqause data were not available for the whole of the

period under study. To this extent, R_ is slightly



iy}

underestimated. Howaver, non-residrars ec-nunt for a
nagligible quaativm of investments ic covornment sec-
uritics.

Similarly, recources acing from the coOvernment
;sector t¢ the othor szorors of ths acomomy., Rgo' were
cafdul itea by adding the flow of rasources £rom the
Centre to others, and froa the Statzs to others, This

summing up, howovar, d2:S not ceflzir the flOW of re-

sources from the Centre <0 the Stuates

Centre

We have-taken the figura:= cf UCFC frem the 2co-
nomic‘classifiCaticn of the Central govoar-ment budget
.(EC), for the period 1990-51 tO 1959.60. and from the
National Accounts statistics (NAS), for tie period
1960-61 to 1975-.76.

GScg is comerisd of:'a) current zocount surplus
of the Centre, b) retainad =arnings of the cepartmental
enterpfises of the Central govermment, (D), and
¢) depreciation provision made by these DEs. Data on
capital conéumption of DEs were not z2vailable for all

the yrars co wae have used depreciation provision instead.
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Shor--tarm bo;:owxng: froa tae AT include with-
Grewals from cash balances and trzasury bhills, adjusted
Vfor funding. Because of the nor.avcilahility of syst-
ematic deta on break-up of ownership of tr.uasury bills
for the period prior to 1903-06, we had to assume that
during this périod all the tf;asury bills ware taken up
by the RBI; for the latter period, following 1965-66,
ad justmaents heve beern made for the'ownership of treasury

bills by ¢ther saectors. The data on ownership of

treésury pills arc taken from the RBI Bulletins.

The data on market borréwings frcm ﬁﬁé RBI and
other banks havé been derive¢ from REI's survey data.
The short term borrowingé from the RB1I, when added to
the market borrowings from the banking system as a while
yields total borrowings from th2 banking System, RCb'
The figures for 1974-75 and 1975-76 do not include
data of co-operetive banks. Tha market borrowings from
the commarcial and co-operative panks are adjusted for

short term credit to the Central government (through

investments in treasury bills).

Resources from the non~-banking private sector,

ch, were werkad out by adding capital receipts from

Providant Funcs (such as State PF and Public PF, deposits
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of ncon-governrent E7s); market borriwiag. rrxowm PFs and
LIC; receipts from sm¢ll cai1cs @nd otrer (residual)
resources, The maior limftafia;s 2f catae tavwe already
been highlighted while discussing Rp' abo&e. Th=
Central government's share in small saving: wes derived
by deducting State's share from the tdtal eolruing to
the government sector. We have clubbked = number of
items under the head, "cther (residuai)“ conrsis,  We
have added up mérket borrowings fron R3I whivh holds
securities on behalf bf the public, and'seCurities held
15&95yﬁial Finance Coryporatic., oint % rOCK companieé,
local cuthorties, irdivicuzis, Agiicult;:al kFetinance
Corporotlion, Ioh L;i»ﬁIiCitY Boaxde, IBI, ICICI, UTI,
Troects {(DUblic "ad Priwehs), oone-rs - dents and Previdene
Famds for the pwarg 1ua0-00 4 800,37, 'other capital
receipts' (whici ¢ 2ars 11 Acoousws % oan EC; 'mis-

cellaneous cepital receipts' new (w20 zpp2ars in Account

5 in EC) and revenue firom gift tar ina <state duties,

The flow of resources frocm the Certrie to the
rest of the «conomy was worked out I two parts -

(a) to States (Rc<) and (k) to othe:r .ectors of the

economy (Rbgo)' R, in€ludes granzs for capital for-
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mation, loans fér capital formation and oth=r loans,
from the Centrefto the States. The loan items are iﬁ
net terms, adjusted for repayments to the Cantre. R s
is also adjustad for net borrowings from ths States
(in terms of States owning Central government secur-
ities and States' investments in treasury biils), if
any. 'cho includes grants for capital formaﬁion to
LA, non departmental enterprises (NDE) and others;
" othar loars to LA, NDE and others (net of repayméhts);
investments in shares in financial institutions and
other government concerns and osther transfers from the
Centre, such as gratuities and commuted value of pensions
(Accdunt 3, Eci . |
States

We have deriveld GCFs by deducting GCFC from
GCPg for th2 period 1952-51 to 1959-60; for the remaining
years, namely, 1960~61 to 1575-7€¢, w2 have taken the |
data on GCFg from NaS. GCFg is iqclﬁsive,of LA for
the years prior to 1960-6l.

In the same way: GSSg, was derivad by deducting

GS from GS .
c g
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Ryp Was calculated by aading th= ghort term
pg;rowings from the.RBI i.2., withdravals trom cash
balances, plus ways and means advances (3s ;iVéﬁ“iA
budget dccuments), to market bcrfowings trea the RBI
~and other banks'(from R3I's survey daca) and 'other
ldénS"from the RBI. The figures for 1974-75 and

1975-76 do not include borrowing from co-operative

bankse.

| Rsp was‘“omputed in the same way as ch. The
sources of data in this case are the same and, therefore,
the limitatiors that have been pointed out earliesr still

remain. - Ir the case. 9§ Stete's shore 1a small savings,

ve took th~ data from RBI Bulletias. Other (rzsidual)
feﬁburces of th2 States incluaé norrowings from the
'Agricuitural Ref inznce Corporazion, state 2lzctricity
‘Boafdé, IDBI, ICICI, joint stock oorpanies, local autho-
rities; TrUSts (public and private), iadividuals, General
insurance,'Industrial'Finahce and Stat.. Financilal

Carporations.

We have added up loans given by the States to
loéal authorities, non -derartmental enterprises and
others, net qf revayments, to arrive at ngo’ These
figures are adjusted for transfers made by State
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governments such as, compenzation to “amindars and

appropriation to Contingency Fund.

In addition to the data limitati.:e nointed
out above, we would like to highlight & f&w more problems
of a general nature. The RBI survey déta on ownership
of government securities are not available for.1956-57.
The ownership of securities as at the =xd of March
1957 and 1958 aré not évailable° We have estimated
the relevant figures, such as tctal market borrowings
and market borrowings from the RBI, Lommercial abd |
Co-oparative banks, Provident Fuads, LIC and others
by interpelation. e have uszd the £following formul ae

for our estimation:

]

Dczember 31, 1957 -« (4 1 .
( nbx 1 7 (March 31, ;9562~x”12
21 s

+ March 31, 1956.

2.'Mafchm31, 1558

1]

(December 31, 195¢) . (Ddcember 31, 1957)y

12

3;

+ Deceinber 31, 1957.

MCP/Stish.
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