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T N m S  m PUBUC, SEXlTOR MVmG AND 
nw- * 

A phexlorn-n in recent p m  noticd by many is the 

high rate of swing  and investment achieved in t he  economy. Since WS, 

however, is unaccompanied by a correspondingly high rate of growth of 

nat ional  output, w h i c h  in fact  has slowed down considerably since the 

mid-sixties, eoma have questioned theso e s t a t e s  themselves, while 

Y others  have t e e d  to m a i m  this phmmenon. 

31 mia, as in most devdopjng ecommies, which h v e  follawed 

a capitalist path of. developenk tbrough active Slab interrentLon in 

the post-Indepdace p e r i d ,  a Jmge prt of %s investment is accom- 

ted fo r  by the public sector. It is w e l l  known a t  the State invested 

hea.vil.y in badzng;  up the infmstrueture and heavy irdustry base which 

were essential for rapid indus t r ia l i sa t ion  of t he  econorny. 3n this 

paper we attempt to study long term trends in public sector s a a  and 

imestmwt e s t a t e s  of which a m  rebtivefy less questiorxtb1e a d  have 

a s 0  shown a subskmt ia l  increase in recent years. Me wish to 

the changss that bve occurred in their magnitude and pttem since the 

be-g & plamd economic d d o ~ * n B n t .  

The p p s r  f a l l s  broadly into three parts. Soctioa one deals 

w i t h  capital f o m t i o n  in the pub;Lic sector and i t s  b ~ a k  up into various 

- t n e  of aukhority, assets, and industry of use. Savings 

and its d i  stributian by type af authofity are discussed in eection 

The main findings are sunmfized in section three, 

--5 - -  
*Tbe author is gntefd. to A . V a i d p m t h m  and IZ. Nnmraj, for very h d p m  
comments on a first d W t .  



Sources of Data and their Xmitations 

The ear l ied  and various attempts at estimating saving and capi ta l  

formation in t he  economy and t h e i r  l imitat ions have been well-documented 

by Wra, The major source of o f f i c i a l  estinates f r o m  1950-51 used in 

this study is the National Accounts Statistics (NAS) brought o u t  by the  

C e n t r a l .  Statist ical  Organisation. Gross ( ~ e t  ) Domes t i c  Capital F o m t i u n ,  

GDCF (I\EW) is defined as groas (net )  additions to 1 ) conatruction(exc1u- 

ding m i l i t a r y  ins ta l la t ions  ); 2 ) machineq and equipment (excluding dulable 

goods in t h e  hands o f  households and w a r  equipment) and 3 )  change in 

stocks o r  inventory accumulation (excluding changes in stock of w a r  m t e  

rials). The first two components constitute gmss (ne t ) f ixed  c a p i h l  

f o m t i ~  ( W C F J N F ~ ) .  

The public sector i n  o w  study refers to t he  t o b l i t y  o f  govement 

activity., It includes (a) Govei.ment administratica (MI,  coveling, 

Central, Sta te  and Local Governments; (b) departmental undertakings (DIB !; 

such as railways, posta and telegraphs,  navigation, drainage and power 

projects, and ( c )  non-departmentalundertakings [NDUS) which are mh ly  

organisd as companies and a few as  s ta tu to ry  corporations. Most rrfficfal 

documents af so classify the public sector in a similar manner in view of 

the vai-i&y of functions it perf oms and differences in organisatiol'lal 

structure w i t h i n  it. Difficult ies ,  however, still &st in d e f i n h g  it 

in cer tab  cases. 2' 



d e P k k i n g s  a m  made by takfizg f m m  those sources, o-ys on physical 

s s ~ e t s ,  -1- hnd and Wchase of fioancial assets. 31 case ~f 

aMatzrst5ve departments, since m d t u r e  on maintenance is C m 3  

a8 an i t e r n  of c u m w k t  e r s  &.ld not rn depkedatiwl, NDCF is %he s m  

as &I DUs, NDm is e s e t a b y  deducting provision for depreciation 

and miatmmce fmm GDW, Jk respect of n o n 4 e p r h m W  wdeTt;dkir.a, 

WCF is measured as mue of grass additims to fixed assets (acLd5n.g 

land) and change in the -d.ue af inventofies dMng'a gar. Deduction of 

depr-thn on f- assets fmm tkgss estimates gives ua net iwostxent 

ia i9:Us. 5~rem.l problem Eke  evalmtion of work&-progm'5r.d 

trs%t:.~at DB constru&im, machinery and equipment or stacks; varying 

sos-r-,cnts of dgnreciat3ion; differences in accounting year etc, - ~ V B  becn 

3 ~ i n t ~ d  OIL* in t he  estimation of' capi-tnl I'ormation in tbs public ~octor. 

31 recent yar s ,  s a p e d d y ,  there hws be.m a rapid incrsase in expor.di- 

ture *.wing construct3.ont and w.pivkal wo5:dn-progmse.f 5n the non- 

d~mrL,nenW uride-djdchgs and it is not very cloa~ fmm ~e o;fficial stati- 

at-ics +hm8dves, tmd er w b . f  asset they have been classkfied. dd 

Anoth-er problem arises on accomt of the possibility of 1-6 of 
$* 

kUKts especially at the loonstruction stage. %dace ahme that hfm 
C-C -3 

- 
ctilouu eqtdture  5x1 the case of some public #chr projerzts h a  been 

7 r e r ~  ?dgh ~ M c h  pushes up W r  investment costs. Z'his cod& be a possLble 

source of avaresmQon of mpLM fozmtion in the public sector, Z/ 

Mowcver, much more p y d e m t i c  data have to be collectsd b US m k p ~  

before we can asses0 its s-ace, in garticar whe-kher Zha dm* of 

leakages has Fnc%sad over. time, which would affect the rate of gmi51 

of ~ i b L i ~  sector j n v e ~ w t  and not its level. 



A ~ a j o r  Umi+&tim of our s t t d y  whicl l  has to bo kept in is 

t h a t  the w w e  d y s i s  is in terms of c m m t  pacos .  'Tho PJAS gives 

t o t d  capi tal  fomauon m d  i t s  asset vise bx.-s& q at cona'hnt .prices 

but similar d a k  f o r  the  ?NO sectors, public and prLva.te, are not avaiia- 

b l e ,  S t i a  not  possible t o  ilse these  implicit deflators fordef la t ing 

pubfic sector investmerit since a ) the md210d of ,oatiaa'cing to-1 =pita1 

formation is d i f f e r a t  from i t c  sec tor-wise  estinrfiong and b) the  asset-  

n6x for the tota l ,  economy an the one h a d  and. public d s c t ~ r  on the o-I;iles 

is nct  *& same, 2/ Since, however, these problems a 2 p ~ a r  to be loss 

severe for the comporiznt, mcllinery a d  eqldpnent which 5ncluies a wide 

range of ~ssets; v& have constructed- a c o n s k t  price series for it using 

the above mentioned inrdicit deflator. 

A l l  Meso  UrL-t;et;j.ona mve to be kept in mind while akudying t m d a  

in ca@W formation in t h e  p ~ k i i c  sector. 

Ymrly .fi@lvon of gross ~ ~ l d  rret domestic mpiL&l fonmtion as a 

psoprbicm of gross and net domestTc ?mduct f o r  the public .sector and 

the -toA& ecowmy A t  cwrerit prices a d  thdr five year avomgea are @.vm 
* 

in Table 1. 

AS be seen f rom the table, the ratio of Cd3CF\CDF' in tll public 

sector k a  increase$ ~ i g d i ~ t l y  f m 2.7 per c m t  in 7950-51 to about 

T 0 per a m t  in 197'8-79. A closer look at t l ~  five p r  am-mges howmer, 

bango  out a fac t  already known, that most of the increase in investment 

accuned q t o  the nid sixties period, t b t  is roughly the end of the 

-- -. 

*iJJ *blca aro g i ~ m  a t  thc end of the papr ; :  



TMrd Elan period, when the rat io mse to 8,O per cmt . Even w i t h j n  

theae p r ~  the i n c m s e  was very sharp between 1955-60. The share of 

me public sector in total GDCJ? in the e c o m  started r i s i n g  fmm the 

& c o d  Phn period and by the mid sixties was about & per c a t .  

Hwever, &ce 1964-65 we find an actual decline in the proporbion of 

CiDCF..@P in the public sector dw5ng which p e a  GUCF in absolube tern 

fell in certain ;years. It declined to 6.1 per cent by 3969-70, r i s ing  

to a little over 7.0 per c a t  by the early seventies. h c e  197'3-74 the 

mte of imTe3tmmt startd r i s h g  again and by the ermd of the pekiod 

it had reached a level of 9.8 per cent (average) which is higher than the 

level reached in the mid sixties, The share of the public sechr h total 

WCF which kad. declined to abuh @ per cent in The post mid-sixties @od 

almost reached. its emliar 46 per cent l m d  by 1975-79, even  ugh +he 

rate of capital f o m t i o n  jn t h i s  sector had rim to a higher level. This, 

it- may be noted is on accol~llt of .the bsbaviour of private ssctar investment 

during this period, In the post mid-sixties periodwhen the rate of 

public sector hvestment d e e d ,  the w e d l  mte for the econolqy increased, 

f r o m  about 17 per cent in 1960165 to 19 per cent in 190-7'5 and further 

to 22 per cent by 1975-79. -8 mquims a detailed study of the behaviour 

US pr5mte investntent Jn the post m5d s a i e e  persiod especially &cs this 

was also a period of a sharp decderation in the rate of growth of i n d u a t M  

outgut in .the ecenomy. sJ' 

h terns of net investment though trends in the public sector ==in 

the same as above, its share is much higher in total NIKF and in fact was 

aa high as 66 per cent during 1960-65. This is obviously because t h e  share 

of depeciation in GDCF is much 1wer jn the publjc sector than the p ~ m t e  



sector. To a large extent this is on account of the Drger initial 

atock of capital in t h e  primte sector as also the faot +kt g o v s ~ e n t  

capital  on average' 5 s more 'long l i v d  in which cam the share of the 

public sectar i~ M W  exceeds its share in a@. g 

The compomd g m h h  I t i k s  for GDGF, NDCF in the public secbr  and 

the m o m y  as a w h o l e  cam given in Table 2. In t h i s  table we have divi- 

ded the whole period i n t o  two sub-periods to bring out the  decdera t ion  

in - the rate of growth of public sector iwves+tment in the  post mld sixties 

parj,od as was indjcated in Table 3 ,   he period after 3973-74 when public 

secfor hestmen% started to r i s e  again is too short f o r  estimating g w t h  

rates), The mte of growth of WCF (PIID@ ) in the public sectax is as high 

as 77-18 per cent upto the early Ralf of t he  sixties; eubsequmtly the 

= t e a  declined to around 14. per c w t .  

How .Car these trends jn agg:*r~gate c a p i w  f o m t i o n  are maintained iY1 

r d  terns, in p a r t i c a r  the mbstnntid incmse in recent years, and 

w h a t  are t he  concrete forms of cap i t a l  f o m t i o n ,  a re  matters of mjor 

concern which we deal w i t h  now. 

GDrn/GPP bv Tm, - e of Assets 

In Table 3 we give asset wise brdc-up of the rate of gmss public 

h v e  S a h e n t  at current prices. For machinery and equipment alone a const2 11% 

price s e d e s  is given. Of the tom investment of 3.12 ptr cent (average) 

in the early f i f t ies ,  3.0 per cent (that is, almoat.97 per c a t )  

was on account of GFCF (that is, construction and machinery). By the 

end of the period, GFW accounted f o r  $.68 per cent in a total of 9.84 per- 

cent, its share having declined to $8 per cent. m s  is on accomt of the 



b&%viour of stocke. The &are of t h e  latter though errrttic &!o~s n 

s k r p  i n c m s e  f r o m  abut mid-sevmces ~mards accounting f c r  

alnoat % per cent of t he  WP W 1W5-79 as against 0.1. per cent. ir; 

the  early fifties. 

Within WQ? the two coqnmts  helmye diff emt3-y. &&Mu, 
consi;ruc+ban accounted for  &ragst three-fourths of GDCF in the public 

s e c h r  - 2& per csnt  of the  Cd3P in 1950-55 - which increased to over 5 

pz r  c a t ,  in 7960-65. During a s  period machinery and equipment which 

c o n s t i t u t d  0.64 per csnt of the GDP in t h e  f i f t iea  rose ta 2.34 p r  cent 

haxdxg iucreasd its relative h r s  during t h i s  period. hever, s*ce 

tsic r:id sixties tncm was a sharp decline 5n %he mte of capital foma- 

t ion in ccrstruetiofi which f e l l  to 4.25 per c a t  by 1974-75 Tisixg 

:~zr~,;:raXly to 4.65 per cent; by% ?$75-79. Qn the other hand, the mte  

c:' z:litd formation etcgnated in mch5nery-and equipment but showed a 

cha inc.~-zase Eron the mi.d-swentios onwads. Prom an average of 2.39 

ps:- ccnt b- 1T0-75 it rose to 4.04 per cent  in the last four yeax 

5 .  Haw far is the bakaviour of thc rate of capital f o m t i o n  in 

rnar:Pi!.lery d. equipr~nt real? DIE to tk fact that prices of capital 

i;ooc's b ti.lc years 2rior k 157C-71 h L c ~ s c d  at a late lower than *hat 

cf the gene& price level, the rate of aCB.dtil fornation in machinery 

~ 1 ;  ~ : ~ ! n s k n t  1970-71 prices is higher tlm at current prjces during that 

pe16.od. hwevcr, since then the s i tuat ion has changed and in mcent 

ysars, wbn it is U e l l  hown that pf i ce s  of capital goods rose 

rapidly, the increase in investment in machinery and aqtlipmont at 

s m s t a n f  prices between 1VO-75 and 195-79 is only mr@l.lal. - less L w  

half per cmt compred b an increase of over % per cent at cux~ent 

pricss (sw s t a - t m t  below, co1.3 3. 



GKF,,WB ~ L I  the Public Sector - n ~ 6 E ~ - ~ ~ - - ~ T z y i ~ ~ ~ - r ~ -  IIIICCI-IIII.~~~~~ -- 
Clunge Tota l  T O M  

average p ~ c e s '  liery a in 8 cur- Qi con- 
*- -------- equipmcm t 

@ constank Stocks r a t  skntt  
Con- %shinm ~ ~ ~ r i ~ e s  pficcs pricas Am- % 2q-q-  

-1-1- rer---r 

W&JGDP 
d constant 
prices 

Sowcc: Derived from Tablu 2,  

Q~to: Constant' prSces neanc Construction &' &mge jn k c k s  
@ current pfices and mcM~sry & constant prices. 

P- c a m - s  5 a ~ d  6 we calx see tk t 75 por c e r t  of t he  b c r ~ a s e  

in jnvcstnlent at curxont pricea i m  on account cf tk r i s a  p.riccs of 

machinery m.d equipnent doom. If we ~ 1 1 s ~  axdud c i n ~ e : ~ t O r i l e ~  w h i c h  

hve *l1as& very skwy In r s c e ~ ~ l  p a r a  then ~ A C  ratc of B~KL fix& 

capi- fonoal-bim during 1575-79 i s  6,87 per c a t  (sea co1,7], which is 

~lwar than the level of 7.54 per cen t  m c h e d  5n the mld-sixties (see 

Tsblo 3). It is harmer, hlghcr'tlan the mfio in fhc post mid-sixties 

period whfch was a l i t u c  over 6 per ceqt (avemge) d u b g  TWO-75, 

Yeas wise figures of GDCF in Govemx~ent Rdministr>*bion, Deprtrnc?n-t;al 

WertakFrrgs a d  I i o n - D e p a d M  Underkkhga and five year czverqcs of 

their reLative shares in btd Cdlm fin the public sector a- give11 in 

Table iI., The rcslativo sllaros as between the %me sub-soc to~  has chr1gd 



very aubstan-tidly durjng t h i s  period. At the time of Independence, 

m o s t  of the public investment was in railwayspublic buildings, and b 

some extent in i r r iga t ion .  Govement companies or corpomtions were very 

fW; the Iiesorvc&mk was nationaliscd in the h t e  f o r t i e s  and the 

Damodar Valley Corporation was s c t  up in 19@. Hence departmental 

undertakings accounted f o r  about 65 per cent  of  WCF almost upto the la te  

f i f t ies  but d n c  e t h a  t h e j  r sha re has fallen very s harply evm durLng the 

p a 5 . d  when t o w  public sector investment was increasing rapidly. The 

share of GA rewined almost the same at about 25 per cent q t o  1%0-65 but 

since then has fl.uctua+,ed, d e c l i n i n g  t o  20 per cent by 1 9 0  and rising t o  

24 per cent in t h e  next five year, period. It then declined to 15 per 

c& by 1975-79, The change in t h e  share of PlDUs has been most dmmtic . 
From a very low f igure of Rs. 75 crores in 1550-51, gmss investment in such 

undertakings has risen to Rs.56,V crores, that is almost 6 per cent of th- 

@P in 1978-79. The increase w a s  most rapid u p b  the mid-sixt ies ,  &air 

share rising f r o m  9 per c a t  of t o t a l  CaCF du3ing 1450-55 t o  almost 38 per- 

cent by 1 NO-65, Since then while the s h r e s  of t h e  other t ~ o  f en, that of 

WUs rose to about 4.6 per cent by 3960-70 at which l eve l  it stagnated till 

the m i d  seventies after which it r a g i s t e r d  a substantial increase to 58 

per cent, 

A two way table by type of authority and assets brings out the differences 

in the rdakivo importance of the  -t;hree types of assets under each authority 

(see Table 5 ) .  These data in a revised form are amiLable only 

f r o m  1960-61. f i v e  year avenges of the  share of important components of  

c a p i k l  formation under each type of aubhofity are given. h t he  case of Gk 

we W e  orJy construction, w h i l e  f o r  DUs construction and mchinory and 



equipm=t are taken; change in l;tocks is m@nal f o r  these Wo 

aectors. Me look more closely i n t o  the pattern of capi ta l  formation 

in NDUs in which all three components are signif ic ant.  In the last  

two years, the two items expenditure dur5ng eonstnxcticn' and b a p i W  

works in progress1 accounted fo r  as much as 25 per c a t  of GDCF in 

NDUa wkck needs to be looked into, The lowor end of the  taUe also 

eves c o m p o d  growth rates for the different components classif i d  by 

authorities, for  the period. 3 960-63 to 3YS-79. 

As can be seen f r o m  the table, constnactim accounts for a larger 

share of @@ in and DUs w h i l e  mchjyLery and equipment constitutes 

about 45 per c m t  of the WCF in NDUs. However, even in tho  case of 

construction t h e r a t e  of growth has been higher in NDUs, 12 per cent  

comp~lred to about 10 par cent per mnm in GA and DUs. The declining 

shra of DUS i~ t o t a l  C;DCF is reflected also in the rate of growth of 

machine7 and equipment in this sector which was a s  low as: $ perh cent 

compared to a gram rate of 14 per cent per arrmrm in NlUa. The rate of 

grow-th kmas be= the h i g h s t  in respect of stocks in NDUs - 15.5 p r c a t .  

Thia accmdation of stocks which has occurred pemarily in the m- 

depart;men*d undolyl;akings has occurred an re~pec t  of f oodg-s (held by 

the Food Gorpoxation of I d a )  and nanufactwed products of which c o d  

shows a very sharp increase, 

NDGF by kdustm of: U s e  

T h i s  d y s i s ,  though l i m i t e d  by data which are avajlable o d y  f r o m  

196041 and by major indmtq  groups, thrcws up some interos-ting trends 

(see mble 6). It is not c ~ e a r  why capital  f o m t i o n  by industry g m q c  

is not nvai lal i le  in gross t ems , 



At the s t a r t  of the  planning period, commity, personal and other 

sewices  which include public administration would have acoounted for 

t h e  highest proportion of NDCF in the public sector. By 1960-61 , the 

secondary sector dominates, contribuLFng almost 36 per cent of the NDCF. 

The share of services is about 25 per cent a d  of trmsgofi and comwni- 

cation abed 20 percent. From these data and dividing the bmadly 

in to  the pre mid-sixties, the post  mid-sixties upto 1 y72-73 and 1773-74 

onwads we estimate the inercase in total.  NDCF f o r  each p e l i d  and i t s  

percentage distr ibution over the various i n d u s t v  groups. T h i s  brings out 

the changes in t he  pattern of investment quite sharply ( see statement 

------.----------------------------- 
196041 % D i s -  1565-66 % D i s -  1972-73 % D i s -  
to t~$.bu- to J;15bu- to t  rib^- 

hdustry Group 1965-66 %Lon 1~2-73 tier -- 1978-79 tion 

I. 1. Primary Sector h c l .  
w +717 

2. h u f a c t u r i n ~  4-1 79 
a) ~ e ~ r t m e r n n t a l  4.63 
b ) Non-dew rtmon tal $1 1 0 

3. Electxi city, gas, e t c  .+259 

11. Sub-Sector S c c o n d a ~  457 
4. Railways +I53 
5 .  Communication +-I 8 
6 ,  Trade, Hotels, e tc .  4 

111. Sub Sector Transport, &/? 
Storage, Communications 

7 .  Public Administration 
end Defence 486 

8 .  Other services 4-1 9 

TV. Sub Sector Finance, 
C ~ m m ~ ~ L t y a n d  Personal  +I10 11.6 +512 9 +558 9.8 
Services 

Tota l  M N ?  +9& +? a47 +5691 
--I--- . -Lle- -LYC-C--- -ee-- I ICYUC--CI- -C-- -  

S m c e  : Defivcd f r o m  Table 6 .  



bring thc 2er5od u2to 1965 whm t k s  rat@ of cap i ta l  fornation was rising 

in the pubUc sector, a 3 a ~ e  pmprt ion  of t h o  investment occurred in mu- 

fc.cturi.rg, ~ l s c t r j c . i t y ,  g;?e c t o .  and to some d m t  in the p h r y  sector 

uhieh included irripeon wo&s u p h  the early seventies. In m&lt~-  

facturing as is w e l l  knmm m o t  of the ixveatment was isl s t e d  'fm a m d  

1954 d l ~ t e r  in hwvy m c k e r y  4 chomicaln; t13a.t is in bailding x q  the 

irfmstmatlare and hea~industry.base .  h o v e r ,  in the post-mid-~LA&e~ 

p e d a d  wbn tllero was a decline ia public invostmcnt i t  waa felt quite 

B O V ~ T C ~ ~  in those h s i c  and hoay~ 5ndustriea. There was a sharp dd&o in 

cag i t . 1  f onnation in manufacturing whSch in fact w r a  lower  dULCicg this p a ~ i o d  

and was noet ive  for the UUs, Net capital  f o m t i o n  in milways also fell 

substantially d Was netgatim; d e c t r 5 ~ i t y ,  ~ a s '  ctc. , al~d showed a d ~ C l i ~ ~ .  

The increa'so in prdmry sector's cont~butiort is m w  011 aecotmt of coal 

mt,i0nalisetirm in 'I 52-73. It is not clear ww there was such a large incmse 

in EDCF in public admhi~tmtion' d,uring this pcr'iod. 

In the third s&-p~Tiod we find n subs-t~l i n c m s c  a e i n  in invest- 

m e n t  h m a r m f a c h A ~ ,  ~ f o ~ t r i c i t y ,  gas and xWmg ( i n c l a  +& p h r y  

occtor). flowcver, witkin mnuftctu,-i.ng l&CF in DUs is a t i l l  valy sluggish, 
in this sector m t ~ ~  Ie.6 crs. was +we+ in Dlk. PL wctpr 9 Of a. Fncrease of He. 540 croreqm whclh capitml fomahon has 

incsoasad sa@&ly in tmde, ho tda  ~ t c  . which is a r e h t i v d y  new area h t o  

whi& the public sactor is v m t h g  in a big way. 



Estimates of &v51~ in t h e  Public S e c t o ~  

For governman-t admbistrativc departmerrts mvings are esthatod bx 

dduct ing  current expenditures f r o m  curmnt ~ c e i p t s .  items of expan- 

diture i n d d e  1)  consmption expenditure; 2 )  interest on public debt; 

3 )  s u b s i d i e s  and 4 )  current tmnefers; while r o c d p t s  include 

1 ) direct and indirect  taxes; 2 1 income f r o m  property and enterpmmr- 

sh5p and 3 ) rniscdllaf?eous. 

N& saving of Gorr~l'llment ~ n p a n i o s  and statutory corporntions inclu- 

ding Reserve Bank 1md Ufc Iksumncc Corporation is est imted f r o m  t h e i r  

annual accounts. I* is obtained as an aggregate of net treulsfors t o  

?32 SLKC'VO~, 

The trmtmcnt of subsidies as w e l l  as accmmdated losses of public 

sector cntcrpfisea has been f reqmt1.y discussed &rid s t i l l  r emak  contm- 

~ c r e i d  problwas. iheh of the discussion 1.~3 centred round the imppropria- 

tuness of We existing mothods of accounting for them, the' view being 

cxpresaed that ccxt&~ i m p l i c i t  subsidies, as f o r  instance those arising 

w h g  c outD& prices are deliberat* kept l o w ,  s-d be expIiciUy bkm 

~ n t o  account. W 

k e g s  as we b o w  are an important source of fjname. The first 

Plan document had emphasis& tl1s fact  that the State i t s e l f  must raise a 

cansiderable proportion of the savings required f o r  its massive imstment 

progxmes, However, trends in gross and not s a ~ n g s  of the public sector 

are quite d i s m l .  W i k e  i t s  performance LI respect of capi'tal formtion, 

the public sector has contributed very litfie to t o t a l  domestic saving. 



31 -this cuntext, it m y  be point6 . out that some of +he constraints 

under which publjc sector m i t s  operate b v o  not been sufficiently con- 

investments. The pricing o r  public sector g o o d s / s e ~ c e s  at s u b s i d i 4  

controlled ra-ks consistent w i t h  their social p r io r i t i e s ,  creation of 

social benefits such as townships, development of backwad areas, promo- 

t i o n  of'res~arch and development, overstaffing e tc .  are  factom wh5ch 

reduce the abil i ty of such er~terprises to generate surpluses, Bather 

tm bUding  them into the  accounting procedures of public sector projects 

and providing outsr ZimIf,e f o r  t h e i r  costs, these questions have been 

di scussd but l e f t  vague, &waver, it shouZd not be concllded Wat 

these f a c t o r s  are 'solely responsible for tho losses made by some public 

sector underbkings, since sufficient evidence ex is ts  suggesting operational 

inefficiency and lack of financial discipline in certain enterpbses. 

Tablc 7 shows that net savin in the public sector as a proportion of 

NITP is st% very smal l  although it acreas& frsom T -3 per cent at the  

start to 2.6 per cent during 1960-65 afterwhich i t  declined t o  around 

2 per cent 15sin,- to 3.7 per cent in the last pefiod, Tne share at the 

public sector in t o w  Net Ibmeatic $zvtngs (NDs) has stagnated around 

21 per cent and since the contribzlt;i~n of the private corpomk sector 

is wen sm2LUer most of the savings have beexl generated in the household 

sector,  Compound growth rates for net a d  gmsrr domestic saving in the 

p&lic sector and total economy are given in Table 2, Although the mte 

of &M th of NIB and CDS in -the public sector for the period as a w h o l e  

has not been m u c h  lower than tht of NDCF and GDGF there is v a h t i o n  bet- 

ween the two sub-periods. In the first sub-period the rate of growth of 

GDS was much lowor than ?&at of GDCF in the public sector so that the 



gap betwcen saving and hvestme~1-F~ widened. 3-1 the pos t  mid-sixkies 

period even though the rate of growth of net public saving h d  r i sen  

to almost 20 per c a t ,  w h i l e  the rate of growth of GDCF kid declined. 

it was not sufficient t o  support, the higher level of investm=t. Public  

sector saving then, has fallen short  of i t s  investment reqdrements 

so that overall this sector has emerged as a ne t  borrower. Althowh 

the  proport;ion of investment financed f m m  outside t h e  sector has declined 

in recent years it is st i l l  more than 51 per cent (see statement below). 

5 year 1550-51 1955-56 1$40-6A 1%5-66 7970-73 795-76 
average t o  to to to t o  t o  

Savings 1954-55 1959-60 1964-65 1g69-70 7974-75 1918-79 

a ) Ptiblic Sector -1 -41 -4.18 -4.77 -4.71 -4.46 -&.I t  
(45.G (69.78 (58.62) (64.m ( 5 g . 6 8  (51 -93 

b) Pr iva te  
@ 

4.72 +'I .77 1 . 5  42.12 42.93 +5.06 
Sector 

2. Foreign Capital 
inflow (net ) 4.69 42.41 -+3*62 a . 5 9  +1.53 a.05 

Source : Derived from Tables 1 and 7 .  

Note : mousehold sector is the net lmder. 

Figures in bmckets refer to ratio of the gap t o  t o t a l  
public sector investment , i . e . , propof ion  of investment 
financial f r o m  outside the sector,  

The s t a t w e n t  gives sectorwise gap in saving and investment, t he  overall  

gap being accounted for by net foreign capi ta l  inf law. It brings. out 

a) the &ent of dppendence of the  puSlic sector on aaving f r o m  outside 



the aeebr for financing i t s  own imrestmnt. It had increased ta 

clmost per cent, by the x i 2  sixties having roached a peak of 70 per- 

cent Sctween 1555-.6C'; r?vd 3 )  a n i g i f i c % n t  change in the p t t e m  of 

fj.gccflCirg p d l i c  sector i2veatrn~:nt since the mi6 sixties. U p t a  this  

period the  largar pl-t, of the gap was supporbed by net forcigh c a p i m  

inflow wldch form& about 3.6 per. z m t  of GPP d d n g  1960-65 or almvst 

*llree fom%l~S of'.& total gap. Sinca.-t!m f&e dmestic huusekiol6 

sector has erilerged as the single largest somce cf borrowing fox the 

public sector, It supportmi mre b a n  $0 per cent of the  gap in the  

last four  y w x  poriod. 

Before we s m r i z e s  the  win f indings  w e  also g i w  a brief  des- 

cr ipt ion of tho pattern of public sector sadngs. Table 8 gives t k ~ e  

break up of NWs by type or" autho~ty. %vings of -inistl*~?tive depart- 

ment a i ~ ~ d u d e  opomtj,g susplus of DUs. The- f i rs t  year averages shoTd 

that the  rate of snviry: was highur in Ctll & DUs (as a lso  i t s  rat0 of 

r i s i n g  frorr, 1 ; I  ?er cant in 1950-55 to 3.7 per cent ih 1$75-75, 

w U e  the r a t i o  was as l o w  as 0.1 per c a t  f o r  NaUs in the initial 

p o r i d  and d e c l i n ~ d  quite sha qiLy in 1 960-65, after w hick it rose vcrf 

w@nal.ly. Ibnce, t h e  rato of swings and  it^ gmwth was in. f s c t  

t h e  lowest in the sector in w h i c k  investment m e at a very m i 4  r a t 2  

ospscially in the earlier p r s .  



T ~ E  above analysis brings out the v e ~ y  high ratcs of CDCF wd I.DI,T 

in the public sector t h z  pcst-Irdepmdence - p c d ~ d ,  at least upto -1.; 2 

mid-sixhies. At c u r r a t  pr ices  i h c  data ind ica te  ~a &atence or t-A:::; 

r,L'?a.scs in the  bchaviour of public occtcr investmcxlt sirice 155C-51 t 

I, lhe early plase, upto the mid-sixties, of m?id g l ~ t r ~  in 

cap i t a l  formation w i t h  the  l a u ~ c h i n g  of t l& m a n o b i s  ~ t m t ~ g y  of . ;i~..- 

lopment, emphsising the need f o r  l a rge  scale i n ~ ~ e s t m e n t  in build5nc -: 7 

t he  infrastructure and heavy industry k s c  wllich were cssmtial .f' qr 

rapici sclf -reliant g m ~  th. Gitrcn the c a p i t a l  intensive na turc  of L .,,r 

investnerlt, thc;re ~da  s a t~mdcncy for 1 ~ ~ 1 s  of c c ~ i t a l  f o  1:naticm to k , 

hi& in the public sackor. It has also been alleged sonctimos t lmt  2; ,LL 

m u c h  o t  the  quiprnent required was procurd. ngai l~s- t  a i d ,  t h x a  '?oult1 .:. J 

a dolzper study. 

During this period , thcre was an incrcase in c a p i t a l  formation in 

both constmct ion and mclfinery, though at a much faster rate in thc  

la t ter ;  the share of stocks f luctuatd at, a relatively low level.  

Tl?o fact that t h a  undertakings in w h c h  n~oot; of the c a p i t d  formaSion 
2d 

o c c w ~ d  were organised as c o q a ~ i o s  a d  a f CLJ as c o r p o r a t i ~ o .   bring^ 

0Vb a) rrt&id:gm&h of NDUs s h c o  the c x ~ l y  f i f t h s  a 6  b) the 

e s s w l t i a l h y  cnp i tz l i s t  chamcter of s ta te  irttcrvention, in p a r b i c d ~ ? ,  

vhcn m~mbers of the  %ard of Diractom of these coqpaxics were drawn 

f ron t h e  top aci~elons of the bureaucracy and bzsinesa class. w 



I Since the mid sixties +,he hvemment fai led to susta in  the 

x g h  mtes of investmat even though t h e  base had c e M y  not been 

laid fay self' Sustained gm- ih  of the economy. D e e t e  this, the 

h t e  had t o  reduce investment in basic and heavy industries, the inci- 

dence af which was severest on t l ~ e  DUs especially the reilways. An 

6nqui~y i n to  tho reasons f o r  t h i s  cut back in public investment is beyo~d  

the scope of t h i s  paper but t h e  fzct that ik occurred a+, a 'clime when 

there was an inflationary rise in prices suggests that a major considea- 

tion must have been t h e  fear of aggmvathg t he  price sitation, It, 

however, a l so  po in t s  to t h e  inab i l i ty  of the government ta tax ~ o s e  

sections of the sop l? , t i on  who benefited most f ~ o m  this r i s e  in pricee, 

in order to mobilise enough resources f o r  sustaining i t s  own investmmt 

pmgmmes, 

1x1. An u p t m  in the mt'e of m p i M  f o r m t i o n  in the public 

sector f r om amund 1 V3-74. Although it appews t o  be concentmted mce 

agaia in rnanufacturirx, c u a  , ~ i e c t r i c i t y  ,and gas, tIa t is heav  md basic 

industries, one has to pAoho deeper to asses3 +he nature of t h i s  invest- 

m e n t  and its implications f o r  the pattern of growth of the economy. 

The l e v d  of savings in the public asctor,  however, remains very 

Low especially in the -WUs in which the rate of grad of c a p i t d  f orma- 

tion h a  been taze fighest, This ra ises d o d t s  re@- the ability oT 

these enterprises to gaemte the high level of savings emisaged b tka 

current FTan progmmes. The public sector still depends heavily f o r  

funds outside the sector to s u p p o ~  ilts irnrestrnent ouuays, Vlouffh t h e r ~  

is a greater dependence on i n t e r n  borrowings now comprcd  to the earlier 



h real terms, to the &en% that such an exerdse is possible, 

the WS in public sector imestmnt 5n the first two phases are mainhind. 

h the .f;hird period -we, w h i l e  tRe Screase 5n the rate of =pi- f o m -  

tion at current prices is impmssi.mZky high, at c o n m t  prices it does no-k 

Show any miadid r i s e  over the mid-mies mte. A = c a t  t d  is tlze 

lYlcreersing share of 531ventories in -total a C F ;  if i m b r S e s  am mdu- 

ded, the rate of GFCF in & terns is lower in.lv5-79 CO-& to I ~ Q  

mLd s:ixtios rate but higher than the rate in the post midl  s ixhias  pefiod. 

In conclusion tha , it appmrs that the r ecent i n c  reaaes 5n public sector 

md,ng & h v e s ~ t  do indicate an ypmrd trand, Poflraps only a few years 

later, w o d d  it be possible for us to assew the nature, ma&t#ude and dire- 

ction, of its i m p c t .  
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Table 7 ?: ~~~~ MlCF/NDF (B Current ~r ice s )  ip N l i c  Sector 4 
the Tots? Economy (in per cent  - w--P---------e------- 

Public Sector T o w -  
k r  ~ c F , , G D P  lDP/IDP CFICF..faP I- 

- 

3 9 6 5 4  
1-7 
196748 
1 968-69 
1 %9-70 
5 year avemge 
7 ; 
1 TO-71 
1977-72 
1972-73 
1973-74 
1974-75 
5 year average 

1975-76 
1976-77 
1m-78 
19-78-79 
4 year average 

Source : N a t b m l   account^ Statat ics ,  CSO, Jan~*i&"g 1 m, Octaber 1576, 
Febrmry 1W0 and January f g l .  

Note : figures in brackets a= $ year avorage shares of Ptlblic &c+&r 
@CF in btd ma?. 



Tablu 2 : Comnouzd Growth itzitas for QICIF. UDCR GTIS and l \DS 
@current pricon (GI pcr cm+, ) 

*Growth rate in puSlic sactor  f o r  the wholo i ~ c r i o d  is lower 
th,m the gr~wbh mt.0 for tP:e two subpe15cils beausu of tho mtw?. 
cf the dopes of t h o  latter series. 



23 
Tablo 3: G%lCF/mP in the Public Sector by T m e  of Asmts @Current prices 

( in per cent  1 
*---------"*"--------"-"---------"-"----d--*---------------"--- 

Type Constmc- Machinary et %chiaery & GFCF Change in ToA& @ 

Year of Assst tion 4uiprnm-t quipmentat  ( I & )  stocks ( 4 6 )  
(7'0-71 @- 

ce.2 
-~lrr--rrr"~~~--.rr'-~-~1111-~1~1~ UIC.U---eL-~I--.-Cc-rIIL- 

C I  > (2 )  (3 1 (4  1 (5 1 (6) 
~"I-I---.Y---"I"I~I-----~----~------"-"--"-------- 

1950-5 1 1.77 0.58 1 .06 2.34 0.37 2 .?I 
1951-52 2 .08 Om53 0.86 2.61 0.41 3.02 
1 99-53 2.36 0.52 0.76 2-88 4 - 2 6  2.62 
1953-54 2*51 0.62 0.85 2.13 4 . 3 3  2.79 
1 95445 3.13 0 94 0- 94 4- 07 0.43 4.56 
5 year average - 2,37 a,61, O B  3-01 ~.11 3.12 

Iw.961 Can.511 196.47) (3.53 
1 956-56 4.12 1.07 1 .I7 5.19 - ~ , ; 3 3  4.86 
1 9 5 6 4  3 -84 1 -36 1-71 5.20 0.43 5.64 
1957-53 4.12 I 2 4  3 -70 5-36 1 .rS 6.95 
19%-59 3-94 1-29 1.35 5.21 0.85 6 . ~ 6  
7 959-60 3 ,87 2.45 z .  63 6.32 0.11 6 . U  
5 year average ' 3 . %  1.48 4,TF M W 

(66.44) ( 2 ~ . ? 1 )  (91.15) ( 8.85) 
w. 

1 960-81 4.59 2.52 2.58 7 02 0.58 7.60 
I 961-62 &a 7 1 2.22 2 .2O 6.93 C. 25 7.18 
1962-63 5.33 2.34 2.38 7-67 Q. 7'8 8.45 
1963-64 5 -82 2.13 2.30 7.95 0.51 8.55 
1 9W-65 5.42 2.50 2.62 7 - 92 0-54 8-45 
5 year average 5.16 ZJB 2,50 u.rT 8, Cb5 

(64. 10 > (29.m ) (93.17 3 (6.83 
1965-66 5.71 2.?7 3.02 8-48 0.71 9.19 
?96&67 4.76 2.64 2.65 7.18 0.32 7.72 
1 9674 3.86 2,37 2.41 6.23 C. 99 7.22 
1968-69 3.90 2 A4 2.G 6.34 C.17 6.51 
r 969-70 4. W r -88 7.94 5 94 0.19 6.13 
5 year average L.46 u2 2-50 6.88 u& u 5  

(60.e) (32.93 ) (93.61 (6.53) 
1 go-71 3 -84 2.20 2.20 6.Q4 0.94 6.89 
1 971 -72 4.Q 2.16 2.m 6.57 6-84 7-30 
1 972-73 5-07 2-63 2-34 7.70 4 .m 7.51, 
1 93-74 4.39 2.40 1 . T  6.80 1.36 
1 94-75 3.56 2 51+ 1.62 6, l r  Z.CO 8 -94 
5 year average U 5  iUL4 6 1-02 L60 

($5.92 1 (37 *45 1 (87.37) (13.88) 
3975-76 3 .&? 3.78 2.12 7.64 2-80 1 Q.35 
1974-77 .4.65 4.17 2.35 8.82 1.80 10.56 
I 977-78 4.72 4-04 2.26 8.76 -0.29 8.21 
1 978-79 5-34  4- 75 2.15 9.51 c.88 1G.23 
4 year average L.65 & 2.22 8.68 %& 

(47.26) (41.06) (tS8.21) (13.21 
. ~ l ~ ~ - e . ~ - - - ~ ~ . ~ . ~ ~ ~ . - ~ ~ - - ~ e ~ ~ ~ - ~ ~ - . ~ ~ - ~ ~ ~ c r - r r - - - u r r r r r r - - - u r r r r - r r * r - - ~ - r -  

Noka: W m n  3 has been e y t i r n a t d  by using the implicit deflator f o r  mcl?5- 
nery nvrd equipment given in capi4& f o m t i o n  asl5mtas.  

&onstmt prices for t h o  oconony as R whole. 
@The s l i g h t  discrepancy bekern  t o t a l  as given fn c o l m  6 a d  t h e  

tob-d hy adding columns 4 and 5 is on account of a c l u s i o n  of nt:t1 
Fwchaoo of Second hand physica3 assets. 

Flgures in bmckets r d c r  b 5-par average percenkga share of wc91 ~oqor,c:lt, 
4v.l ram 



TabLe L: WCF. by b e  of Authority ( ~ s ,  cmres) 

Y e a r  GA DUs I03 Us 
--I-I-I-~IIICY--~I-------UIII~~-.-.---.-.-.IIIU-I-~.~III~I-~CHI-~~- 

1 950-57 
a957 -52 
1 958-53 
1 953-54 
1 954-55 . 
5 year average 

795657 
1957-58 
1358-59 
7 959-60 
5 '  year average 

7960-66 
19614 
1 962-63 
7963 4 4  
1964-65 
5 ywr average 
t 965-66 
1966-67 
4 967-68 
19@-69 
7 949-70 
5- year average 

. . 

5 year average 

1 975-76 1 221 1733 4723 
1576-77 1306 207 9 57 83 
1977-78 7 182 2238 3%$ 
1978-79 1 574 27% 5@7 
4 year average 1321 7 74.4 a9 

(15-7) (25*93 (58;3 1 
e-1-U--31--L---I- -u3e--ll-----,-----*------ -'- 

Source : F'rqm 1 ) 1950-51 to 1959-60, P. Namin et .ale Public Sector 
Xnyestnent $rd its financing, 9 s  Journal of &om and R e d % ,  
vo1.3, Mo.1, 1978; 
2) 1%0-61 to 1978-79, NAS, p . c i t .  



-III--~H-CIII----.~----"I---~"~---------------~- 

~k DUS muse 
~--lrrr---,--r--r -------------------------- 

Shgl'c 
D o n s ~ -  Machinery & hmtm- L c ~ ~ r y  E b q d i -  W Ci?nga 
ctim w p m e n t  ctim & wutip- dit- in 

m m t  d U i ~  ,;f o& 

-II-CIICIII-- 
Constrn. --------------------------- 

1960-61 80.30 82.54 26.9 16.16 56-47 0.0 7 3 2 6  13,36 
1qB1-62 t &.74* 72.73 27.49 25.0 @ .87 5.85 79.76 1 5 . E  
1942-63 94-27 66.72 26,52 26.0 43-27 9.75 E . 5 6  17.6: 
1963-64 106.90 & .87 25.6 36. @ 20.57 82.73 1C.35 
1964-45 91 -35 69.29 26.51 24-77 a.80 19.13 52.43 11.53 
Tyearav.95.63 72.03 26.g  , &  1 1 . 7 5  M.22 IL,~/~'~ 

1565-66 99.W %.6? 29-88 s . 7  @-99 11-53 W.22 17.23 
1966-67 131.30 63.62 33.G 28.6 43.42 8.94 8c.96 23.62 
19674  86.83 67.51 32.03 25-77 47-73 G.47 73.97 25.99 
t9e-49 137.97' 68.50 37.16 23.68 51.04 5.75 8O.L.7 Zl.Gt$ 
I 964-79 99. G4 73 -4C: 27.75 2 6 . g  45.-24 77-45 87.67 17.33 
Syearm.?IQS5 69.U 3u4 26.73 45.e 8.83 e1.24 7T-':4 

1970-71 98.8Q 65.51 254% 79.13 31.28 25.G6 75.417 77.5' 
191-72 jC6.M 68.21 25.15 23.21 32.35 19-78 75,& ?7,&3 
1972-73 102.C6 72.23 22.93 25.84 47.01 21.86 94.71 2.54 
1973-74 86.49 75.77 24.62 16.57 34.71 15.26 66.59 33.05 
lW4-75 82.33 69 .W 23-57 - 6  33-96 .g.jO 59.12 4.71, 
5 y .  5.16  7C1.96 25.2_Ck %&2 &5..86 18.22 ?L.% 26.34 

Cnmpomd 
Growth 

Bete: 1 )  *,re of a c h  compor?ent is e ~ t j m t d  as a proportion of GDC in tll?:t 
authority. 

n.e. - not ostimted.. 

B Net purchase of &cord &sets not conddered. 

*&re than  100 -use e w e  in stocks is negative. 



$ cum- 
tc * 2 - r ~  

M * 

I I . ,  I 
~ F C U  I ~ C O  $9 s2 F - v' a r 3 - 19G1 $ x' r 1 2=' c? r 
4 %  4 





Table 7: QIgGDP and MDS/mP ( @ b r a t  P r i c e s )  in Public Sector and 
T o m  lkwmlg~ (per cent) 

Year PubJic Sector Total 
G D ~ G D P  NDSJPrnP Q3EyGDP ' WVMDP 

-- - - 

1 950-51 
195 1-52 
1 952-53 
1953-54 
1 9 5 4 5 5  
5 p a r  averago 

1555-54 
1 956-57 
l$57-58 
1958-59 
4 95940 
5 year average 

7960-61 
I q61-62 
796243 
1 963-64 
1 964-65 
5 year avelxge 

4 %544 
1966-67 
1947-68 
1 968-69 
I 969-70 
jpymr avemp 

1970-71 
1971 -72 
1 92-73 
1 973-74 
7 94-75 
5 year average 

1 975-76 
19'76-77 
r g77-78 
1 978 -79 
4 yar average 

Source: Sarns as Table I, 
Note : Figures in brackets are 5-year average silares of Public Sector 

NDS in t o m  m* 



Table 8 :  DS'mP by h e  of A u t b r i ! q  ( in per cent) 

T950-51 
1951 -52 
1952-53 
1953-54 
1 954-55 
5 year average 

196041 
'I 961 -42 
7 962-63 
1963-64 
1964-65 
5 year avorage 

1 970-7 1 
1 w1-72 
1 973-73 
1 93-74 
1 97445 
5 year avorage 

b e  as Table 1, 
* i d d i n g  operating 8wplw of deparbpcntal 

w 2 d e * s .  
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