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TRENDS IN PUBLIC SECTOR SAVING AND
INVESTMENT #

A striking phenomenon in recent years noticed by many is the
high rate of saving and investment achieved in the economy. Since this,
however, is unaccompanied by a correspondingly high rate of growth of
national output, which in fact has slowed down considerably since the
mid-sixties, some have questioned these estimates themselves, while

others have tried to explain this phenomanon]./

In India, as in most developing economies, which have followed
a capitalist path of development through active State intervention in
the post-Independence period, a large part of this investment is accoun-
ted for by the public sector. It is well known that the State invested
heavily in building up the infrastructure and heavy industry base which
were essential for rapid indugtriglisation of the economy. In this
paper we attempt to study long term trends in public sector saving and
investment estimates of which are relatively less questionable and have
also shown a Substantial increase in recent years. We wish to highlight
the changes that have occurred in their magnitude and pattem since the

beginning of planned economic development.

The paper falls broadly into three parts. Section one deals
with capital fomﬁtién in the public sector and its break up into various
components - type of authority, assets, and industry of use. Savings
and its distribution by type of authority are discussed in section Wo.

The main findings are summarized in section three.

*The author is grateful to A.Vaidyanathan and R. Nagaraj, for very helpful
comments on a first draft.
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Sources of Datg and their lLimitations

The earliest and various attempts at estimating saving and capital
formation in the eccnomy and their limitations have been well~documented
by Bl:dra.g/ The major source of official estimates from 1950-51 used in
this study is the National Accounts Statistics (NAS) brought out by the
Central Statistical Organisation. Gross (Net) Domestic Capital Formation,
GDCF (WDCF) is defined as gross (net) additions to 1) construction{exclu~
ding militery installations); 2) machinery and equipment (excluding durable
goods in the hands of households and war equipment) and 3) change in .
3tocks or inventory accumulation (excluding changes in stock of war mate-
rials). The first two components constitute gross {net) fixed capital

formation (GFCE/NFCF).

The public sector in our study refers to the totality of government
activity. Tt includes (a) Govei.ment administraticn (GA), covering,
Central, State and Iocal Governments; (b) departmental wndertakings (DUs),
such as railways, posts and telegraphs, navigation, drainage and power
projects, and (¢) non-departmental undertakings (NDUs) which are mainly
organised as companies and a few as statutory co'fporations. Most official
documents also classify the public sector in a similar manner in view of
the variety of functions it performs and differences in organisational
structure within it. Difficulties, however, still exist in defining it

¥

in certain cases.



Bstimates of GDCF of Government administration and departmentel
undertakings are made by taking from these sources, outlays on physical
a9sets, excluding land and purchase of fimancisl assets. In case of
administretive departments, since expenditure on maintenance is trested
as an item of current repairs and not as depreciation, NDCF is the same
as GRCF, In DUs, NDCF is estimateiby deducting provision for depreciation
and raintenance from GDCF. In respect of non-departmental undertakings,
GDCF is measured as value of gross additicns to fixed assets (excluding
land } and change in the value of inventories during'a year. Deduction of
depreciation on fixed assets from these estimates gives us net investuent
in Wb0s, Several problems - like evaluwation of work~in-progress end its
treatnent as construction, machinery and equipment or stocks; varying
conzents of depreciation; differences in acecounting year etc. - have been
avintad out in the estimation of capital) I'ormation in the public sector.
In rzcent years, especially, therc has been a rapid increase in 'expendi-
ture during construction' and 'espital worlsein-progress! in the non-
depertuental undertakings and it is not very clear from the official stati-

stice themselves, under what asset they have been -classified.y

Another problem arises on account of the possibility of leakagge o
foaitlosse
funds especially at the congtruction stage. Evidence shows that infru-
(o P}

ctuous expenditure in the case of some public sector projects has been

very idigh which pushes up their investment costs., This coul® be a possibie
source of overestimation of capital formetion in the public sector.s/
However, much more systematic date have ‘o be collected in this regard
before we can assess its significance, in particular whether the extent of
leekages has increased over. time, which would affect the rete of growii

of public sector investment and not merely its level.



A rmzjor limitation of our study which has to be kept in mind is
that the whole analysis i3 in terms of current prices. The NAS gives
total capital formation and its asset wise break up at constant.prices
but similar data for the wo sectors, public and private, are not availa-
ble. It is not possible to use these implicit deflators for deflating
public sector investment since a) the method of estizating total capital
formation ig different from ite sector-wise estimationé/ and b) the asseh-
mix for the total etonomy on the one hand and public Sector on the other
is nct the sa.me.y Since, however, these problems appear to be less
severe for the component, mechinery and equipment which includes a wide
range of essets, we have constructed a constant price series for it using

the above mentioned implicit deflator.

L1 these limitations have to be kept in mind while studying trends

in cagpital formation in the public sector.

Egtimates of CF in the Public Sector

Yearly figures of gross and net domestic @pital fomation as a
proportion of gross and net domestic product for the public sector and
the total economy at current prices and their five year averages are given

*
in Table 1.

As can be seen from the table, the ratio of GDCF/GDP in the public
sector has increased significantly from 2.7 per cent in 1950«51 to ahout
10 per eent in 1978+79. A closer look at the five year averages however,
brings out & fact already known, that most of the increase in investment

occurred upto the mid sixties period, that is roughly the end of the

*¥/31 tables are given at the end of the paper.



Third Plan period, when the ratio rose to 8.0 per cent. BEven within
these years the increase was very sharp between 1955-60. The share of
the public sector in total GDCF in the economy started rising from the
8econd Plan period and by the mid sixties was about 46 per cent,

However, since 1964~65 we find an actual decline in the proportion of
GDCF/ GDP in the public sector during which period (DCF in absolute temms
fell in certain years, It declined to 6.1 per cent by 1969-70, rising
to a little over 7.0 per cent by the early seventies. Since 1973-7/ the
rate of investment started rising again and by the end of the last period
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 sector in tota_‘L
GDCF which had declined to about 40 per cent in the post mid-sixties period
almost reached its earlier 46 per cent level by 1975-79, even though the
rate of capital formation in this sector had risen to a higher level. This,
it may be noted is on account of the behaviour of private sector investment
during this period, In the post mid-sixties period when the rate of
public sector investment declined, the overall rate for the economy increased,
from about 17 per cent in 1960-65 to 19 per cent in 1970-75 and further
to 22 per cent by 1975-79. This requires a detailed study of the behaviour
of private investment in the post mid sixties period especially since this
was also & period of a sharp deceleration in the rate of growth of industrial

output in the economy.g/

In terms of net investment though trends in the public sector remain
the same as above, its share is much higher in total NDCF and in fact was
as high as 66 per cent during 1960-65. This is obviously because the share

of depreciation in GDCF is much lower in the public sector than the private



sector. To a large extent this is on account of the larger initial
stock of capital in the private sector as also the fact that government
capital on average is more long lived in which case the share of the

public sector in NDCF exceeds its sghare in GDCF.S/

The compound growth rates for GDCF, NDCF in the public sector and
the economy as a whole are given in Table 2. In this table we ha@ divi-
ded the whole period into two sub-periods to bring out the deceleration
iﬁ"ﬂle rate of growth of public sector investment in the post mid sixties
period as was indicated in Table 1. (The period after 1973-74 when public
sector investment started to rise again is too short for estimating growth
rates). The rate of growth of GDCF (NDCF) in the public sector is as high
as 17=18 per cent upto the early half of the sixties; subsequently the

rates declined to around 14 per cent.

How Car these trends in aggrogate capital formtion are maintained in
real terms, in particular the substantial increase in recent years, and
what are the concrete forms of capital formation, are matters of major

concern which we deal with now.

GDCE/GDP by Type of Assets

In Table 3 we give asset wise break-up of the rate of gross public
investment at current prices. For machinery and equipment alone a consten®
price series is given. Of the total investment of 3.12 per cent (average)
in the early fifties, 3.0 per cent (that is, almost'97 per cent)
was on account of GFCF (that is, construction and machinery). By the
end of the period, GFCF accounted for 8,68 per cent in a total of 9.84 per-

cent, its share having declined to 88 per cent. This is on account of the
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behaviowr of stocks. The share of the latter though erratic showz 2
sharp increase from about mid-seventies onwards accounbing for
almost 1% per cent of the GDP by 1975-79 as against 0.1 per cent in

the early fifties,

Within GFCF the two components beliave differently. Inbially,
congtruction accounted for elmost three~fourths of CDCF in the public
Sector = 24 per cent of the P in 1950-55 - which increased to over 5
per cent in 1960-65._ During this period machinery and equipment which
constituted 0,64 per cent of the GDP in the fifties rose to 2.34 per cent
havirg increased its relative share during this period. However, since
tie nid . sixties there was a sharp decline in the rate of capital forma-
ticn in corstruetion which fell to 4.25 per cent by 1574~75 rising
r2rrinally to 4.65 per cent by:1575-79. On the other hand, the rate
of copital formation stognated in machinery -and equipment but showed &
ehr. ro increase from the mide-seventies onwards, Trom an average of 2.39
por cent in 1970475 it rose to 4.04 per cent in the last four year
period, How far is the behaviour of the rate of capital formation in
machiznlery ant equipment real? Due to the fact that prices of capital
fools in the years prior to 197C-71 increased at a rate lower than that
of the general price level, the rate of capital formation in machinery
ol constant 1970-71 prices is higher than at current prices during that
period. However, since then the situation has changed and in rocent
years, when it is well known that prices of capital goods Tose very
rapidly, the increase in inves;bmmt in machinery and equipment at
constant prices between 1970-75 and 1975~79 is only marginal - less than
half per cent compared to an increase of over 13 per cent at current

prices (see statement below, col.3),
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e CGDCE/GDP in_the Public Sector
5-year  at currcnt  FESAIST "Changs | Total | Total GFCR/ GDP
average prices uery in @ cur- @ con- @ constant!
equipnent : - :
- e ~=="& constant Stocks rent stant! prices
Con- Machinexy rices prices prices
stru~ & equip~ O °C° '
ction ment

1975=79 465  4.Ch 2.22 1.30C 9.84 8.17 6.87

Source: Derived from Table 2.
Note: !'Constant! prices means Construction & Change in Stocks

@ current prices and machinery & constant prices.
From columns 5 and 6 we can see tlat almost 75 per cent of the increase
in investment at current prices is on account of the rise in pirices of
machinery and equipment alone. If we alsc exclude inventories which
have incleaseG very sharply in recent years then the rate of real fixed
capital formation during 1975~7S is 6.87 per cent (Ses col,7), which is
'lower than the level of 7.54 per cent rcached in the mid-sixties (see
Table 3)., It is howover, higher than the rate in the post mid-sixties

period which was a little over 6 per cent (average) during 1970~75.

GDCF by type of authority

Year wise figures of GDCF in Government Administrabion, Departmental
Undertakings and NoneDepartmental Undertekings and five year averages of
their relative shares in total GDCF in the public sector are given in

Table 4. The relative shares as between the three sub-soctors has changed



very substantielly during this period. At the time of Independence,

most of the public investment was in railwayspublic buildings, and to
some extent in irrigation. Gofernment companies or corpormtions were very
few; the Reserve Bank was nationalised in the late forties and the
Damodar Valley Corporation was set up in 1948.19/ Hence departmental
undertakings accounted for about 65 per cent of GDCF almost upto the late
fifties but since then their share has fallen very sharply even during the
period when total public sector investment was increasing rapidly. The
share of GA remained almost the same at about 25 per cent upto 196065 but
sincé then has fluctuated, declining to 20 per cent by 1970 and rising to
24 per cent in t he next five year, period. It then declined to 15 per
cent by 1975-79. The change in the share of NDUs has been most dramatic.
From a very low figure of Rs.15 crores in 1650-51, gross investment in such
undertakings has risen to Rs,56,97 crores, that is almost 6 per cent of the
GDP in 1978-7%. The increése was most rapid upto the mid-sixties, their
share riging from G per cent of total GDCF during 1950-55 to almost 38 per-
cent by 1960-65. Since then while the shares of the other two feil, that of
NDUs rose to about 46 per cent by 1960-70 at which level it stagnated till
the mid seventies after which it registereé a substantial increase to 58

per cent,

4 two way table by type of authority and assets brings out the differences
in the ralative importance of the three types'&f agsets under each authority
(see Table 5). These data in a revised form are gveilablc only
from 1960-61. Five year averages of the share of important components of
capital formation under each type of authority are given. In the case of GA

we take only construction, while for DUs construction and machinery and



10

equipment are taken; change in stocks is marginal for these two
sectors. We look more closely into the pattern of capital formation
in NDUs in which all three components are significant. In the last
two years, the two items expenditure during eonstruction' and ‘capital
works in progress' accounted for as much as 25 per cent of GDCF in
NDUs which needs to be locked into. The lower end of the table also
gives compound growth rates for the different components classified by

authorities, for the period 1960-61 to 1978~79.

As can be seen from the table, construction accounts for a larger
share of GDCF in GA and DUs while machinery and equipment constitutes
about 45 per cent of the GDCF in NDUs. However, even in the case of
construction the rate of growth has been higher in NDUs, 12 per cent
compared to about 10 per cent per annum in GA and DUs. The declining
share of DUs in total GDCF is reflected also in the rate of growth of
machinery and equipment in this sector which was 25 low as 8 per-cent
compared to a growth rate of 14 per cent per annum in NDUs. The rate of
growth has been the highest in respect of stocks in NDUs - 15.5 percent.
This accumulation of Stocks which has occurred primarily in the non-
departmental undertakings has cccurred in respect of foodgrains (held by
the Food Corporation of India) and manufactured products of which coal

shows a very sharp increase,

NDCF by Industry of Use

This andlysis, though limited by data which are available only from
1960-61 and by major industry groups, thross up some interesting trends
(see Table 6). It is not clear why capital formation by industry groups

is not available in gross terms,
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At the start of the planning pericd, community, personal and other
servicés which include public administration would have accounted for
the highest proportion of NDCF in the public sector. By 1960-61, the
secondary Sector dominates, contributing almost 36 per cent of the NDCF.
The share of services is about 25 per cent and of transport and communi-
cdtion about 20 percent. From these data and dividing the period broadly
into the pre mid-sixties, the post mid-sixties upto 1972~73 and 1973-74
onwards we estimate the increase in total .ND.CF for each period and its
percentage distribution over the various industry groups. This brings out

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

bélow ).
1960-61 % Dis.- 1965-66 % Dis- 1972-73 % Dis=-
to tribu~ to tribu-  to tribu-
Industry Group C1965-66 tion 1972-73 ticn - 1978-79 tion -
I. 1. Prima : i . : - x
! bining Sector incl. iy 42, 4315 30.1 #1343 23.6
2. Manmufacturing +179 18.9 64 6.1 +1540 27,7
a ) Departmental 4+69 7.3 =45 -4.3 +63 1.1
b) Non-departmental +110  11.6 +110 10.6  H477 26,0
3. Eectricity, gas, etc.+259 27.4 +208 19,9  +1208  21.2
II. Sub-Sector Sccondary  +457 8.3 RLT 23.6 #2860 50,2
4. Bailways +153 16,2 =21 -2.0  +128 2.2
5, Communication +18 1.9 70 6.7 -35 0.6
6. Trade, Hotels, etc. 8 7.2 «260 -24.8 +618 10,8
III. Sub Sector Transport, +271 28,6 <4ib -4t +930  16.3
Storage, Communications
7. Public Adminigtration
and Defence . +856 9,1 4410 39.2 +333 5.8
8, Other services +1% 2.0 #9 8.7 +197 3.5
IV. Sub Sector Finance,
Commuriity and Personal +110 11.6 4512 8.9 +558 9.8
Services
Total NDCF +46 +1047 +5691

Source: Derived from Table 6.
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Turing the period upto 1965 when the rate of capital formation was rising

in the public scctor, a large proportion of the investment occurred in manu-
facturing, clecbricity, geas cote. and to some extent in the primary sector
which muinly included irrigation works upto the carly sevemties. In manu~
facturing as is well known most of the irvestment was in steel from arownd
1955 and later in heavy machinery and chemicals; that is in building up the
irfrastructure and heavy industry-bése. ‘However, in the post-mid-gixties
period when there was a decline in public investment it was felt quite
severely in these basic and heavy industries.  There was a sharp dclcine in
capital formation in menufecturing which in fact was lower during this period
and was negative for the DUs, Net capital formation in railways also fell
substantially and was negative; electricity, gas étc., alsd showed a decline.
The increase in primary sector's contribution is ma:.nly on account of coal
nationglisation in 1572-72. It is not clear why there was such a large increase

in NDCF in public administration during this period,

In the third sub~poricd we find a substantial inerecsc again in invest-
ment in menufacturing, electricity, gas and mining (included ;in the primary
sector). However, within manufacturing NOCF in DUs is still very sluggish.

in this sector only hs.63 crs. was invested in DUs, A sector
Of a total increase of Rs.1540 croreg/in which capital formation has

inereased rapidly in trade, hotcls ote. which is a relatively new area into

which the public soctor is venturing in a big way.
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Estimates of Saving in the Public Sector

For government ad'ministmtive departments savings are estimated by
deducting current expenditures from current receipts. Items of expen-
diture include 1) consumption expenditure; 2) interest on public debt;
3) subsidies and L) current transfers; while receipts include
1) direct and indirect taxes; 2) income from property and enterprenucr-

ship and 3) miscellaneous.

Net saving of Government companies and statutory corporations inclu~
ding Peserve Bank and Iife Insurance Corporation is estimated from their
annual accounts. It is obtained as an aggregate of net trangfers to

Tegerves,

loe treatment of subsidies as well as accummulated losses of public
sector enterprises has been frequently discussed and still remain contro-
versial problems. Iuch of the disdussion has centred round the inappropria-
teness of the exdsting mothods of accounting for them, “the view being
cxpressed that certain impiicit subsidies, as for instance those arising
whir e output prices are deliberately kept low, should be explicitly taken
into account.Lz/

Savings as we know are an important source of finance. The First
Plan document had emphasised the fact that the State itself must raise a
considerable proportion of the savings required for its massive investment
programmes, However, trends in gross and net savings of the public sector
aré quite dismal. Unlike its performance in respect of capital formetion,

the public sector has contributed very little to total domestic saving.
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In this context, it may be pointe . out that some of the constraints

under which public sector wmits operate have not been sufficiently con-
sidered. Non-profit objectives form a much larger component of public
investments. The pricing of' public sector goods/services at subsidized/
controlled rates consistent with their social priorities, creation of
social benefits such as townships, development of backward areas, promo-
tion of ‘research and development, overstaffing etc. are factors which
reduce the ability of such enterprises to generate surpluses. Rather

than building them into the accounting procedures of public sector projects
and providing outer limite for their costs,these questions have been
discussed but left Vague.li/ However, it should not be concluded that
these factors are solely responsible for the losses made by some public
sector undertakings, since sufficient evidence exists suggesting operational

inefficiency and lack of financial discipline in certain enterprises.

Tablc 7 shows that net savin- in the public sector as a proportion of
NDP is still very small although it increased from 1.3 per cent at the
start to 2.6 per cent during 1960-65 afterwhich it declined to around
2 per cent rising to 3.7 per cent in the last period. The share of the
public sector in total Net Domestic Savings (NDS) has stagnated around
21 per cent and since the contributicn of the private corporate sector
is even smaller most of the savings have been generated in the household
sector. Compound growth rates for net and gross domestic saving in the
public sector and total economy are given in Table 2. Although the mate
of @rarth of NDS and GDS in the public sector for the period as a whole
has not been much lower than that of NDCF and GDCF there is variation bet-
ween the two sub-periods., In the first sub-period the rate of growth of

GDS was much lower than that of GDCF in the public sector so that the
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gap between saving and investment widened. In the post mid-sixties
period even though the rate of growth of net public saving had risen

to ailmost 20 per cent, while the rate of growth of GDCF had declined

it was not sufficient to support the higher level of investment. Public
sector saving then, has fallen short of its investment requirements

so that overall.this sector has emerged as a net borrower. Although

the proportion of investment financed from outside the sector has declined

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

5 year 1650-51 1955-56 1060-61 1065-66 1970-71 1975-76
average to to to to to to
1954-55 1959-60 1964-65 1969-70- 1974~75 1978-79

e em An em B e e ar G R E SR mm g em Ew pm am Am mm Pm Gm mm me MR wh SR mm WA P e e e S ae

1. GDY/ GDP-GDCF/

CDP
a) Public Sector -1.41 =4.18  =4.77 -4..71 4 b ~5.11
(45.48) (69.78) (58.62) (64.08) (58.68) (51.93)
b) Private’ 072 A.77 0 4115 42012 2,93 45.06
Sector
2. Foreign Capital
inflow (net) 40,69 +R.41 43.62 4R.59 #1.53 40,05

Source: DPerived from Tables 1 and 7.

Note : @lousehold sector is the net lender.
Figures in brackets refer to ratioc of the gap to total

public sector investment, i.e., proportion of investment
financial from outside the sector,
The statement gives sectorwise gap in saving and investment, the overall

gap being accounted for by net foreign capital inflow. It brings.out

a) the extent of dppendence of the public sector on saving from outside
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the sector for financing its own investment. It had increased to
almost €0 per cent by the mid sixties having reached a peak of 70 per-
cent between 1955-6C; and b) a ‘significant change in the pattemn of
financing public sector investmint since the mid sixties. TUpto this
neriod the larger part of the gap was supported by net foreigh capital
inflow which formed about 3.6 per cent of GPP.during 1960-65 or almost
three fourths of the total gap. Since.then the domestic household
sector has emerged as the single largest source ¢f borrowing for the
public sector, It supported mors than GO per cent of the gap in the

last four year period.

Savings by Type of authority

‘Before we sumarizes the main findings we also give a brief des-
cription of the pattern of public sector savings. Table 8 gives the
break up of NDUs by type of authority. Savings of administrative depart-
ments include operating surplus of DUs. The first year averages show
that the rate of saving was highor in GA & DUs (as also its rate of
growth) rising from 1,1 per cent in 1950-55 to 3.7 per cent in 197579,
while the ratio was as low as 0.1 per cent for MDUs in the initial
period and declined quite sharply in 1960-65, after which it rose very
targinally. Hence, the rate of savings and its growth was in fact
the lowest in the sector in which investment rese at a very rapil rats

especially in the earlier years.



The above analysis brings out the very high rates of GDCF and LD
in the public sector in the post-Independence pericd, at least upto tin
mid-sixties. At current prices the data indicate the existence of tir.o

phases in the behaviour of public secter investment since 195(-51:

I. ‘the early phase, upto the mid-sixties, of mnid growth in

[

capital formation with the lawnching of the Mahalanobis strategy of ¢sve-
-lopment, emphasising the need for:large scale investment in building =
the infrastructure and heavy industry base which were essential for
rapid self-reliant grovth. Given the capital intensive nature of 1.s
investment, there was a tendency for lovels of cepital foumation o be
high in the public sector. Tt has also been alleged sometimes that siice
much of the quipment required was procured againsﬁ aid, thare could ~rv2
been a tendency towands|overcapitalisation.12/ This of course nz:de

a deeper study.

During this period, thcre was an increase in capital formation in
both construction and machinery, though at a much faster rate in the
latter; +the share of stocks fluctuated at a relatively low level.

The fact that the undertakings in which most of the capital formation

occurred were organised as companies and a fow as corporatigns.lﬁﬁinge
out.a) the rapid growth of NDUs since the carly fifties and b) the
essentially capitelist character of stete intervention, in particular,
when members of the Board of Directors of these cdgpanics were drawm

15/

from the top echelons of the bureaucracy and business class.
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II. Since the mid sixties +he Government failed to sustain the
high rates of investment even though the base had certainly not been
laid for self sustained growth of the economy.w Despite this, the
State had to reduce investment in basic and heavy industries, the inci-
dence of which was severest on thie DUs especially the railways. An
enquiry into the reasons for this cut back in public investment is beyond
the scope of this paper but the fact that it occurred at a time when
there was an inflationary rise in prices suggests that a major considera-
tion must have been the fear of aggravating the price sitwation. It,
however, alsc points to the inability of the government to tax those
sections of the population who benefited most from this rise in prices,
in order to mobilise enough resources for sustaining its own investmernt
programmes,

III. An uvptum in the rate of capita.i formation in the public
gsector from around 19’73—74. Although it appears to be concentrated once
again in manufacturing, coal, electricity and gas, tlmt is heavy end basic
industries, one has to piche deeper to assezs the nature of this invest-

ment and its implications for the pattern of growth of the economy.

" The level of savings in the public sector, however, remains very
low especially in the NDUs in which the rate of growth of capital forma-
tion has been the highest. This raises doubts regarding the ability of
these enterprises to generate the high level of savings envisaged in the
current Plan programmes. The public sector still depends heavily for
funds outside the sector to support its investment outlays, though therc
is a grester dependence on internal borrowings now compared to the earlior

period,
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In real terms, to the extent that such an exercise is possgible,
the trends in public sector investment in the first two phases are maintained.
In the third period however, while the increase in the rate of capital forma-
tion at current prices is impressively high, at constant prices it does not
show any marked rise over the mid-sixties rate. A recent trend is the
increasing share of inventories in total GDCF; if inventories are exclu~
ded, the rate of GFCF in real terms is lower in. 1975-79 compareéd to the
mid sixties rate but higher than the rate in the post mid sixties period,
In conclusion then, it appears that the recent increases in public sector
seving & investment do indicate an upward trend. Perhaps only a few years
later, would it be possible for us to assess the nature, magnitude and dire-

ction of its impact.
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1 yotnotes

See among others, K.N.Raj, Prospective Changes, Seminar, Decomber
1979; S.L.Shetty & K,A. Menon, Savings and Investment without
Growth, Economic and Politiczl Weekly, 24 May 198C; N.A.Majundar,
ct.al. The High Saving thasc of the Indian Economy: 1976-79,
heserve Bank of India Occassional Papers, June 198C and A. Ghosh,
et.al., Trends in Capitel Formation, Growth of Domestic Product :
and Capltal-Outpu‘b Rztios, pager preaented at Indien fssocigtion for

Research in National Income and Wealth' § TaKNIW), Seminar in Pune,
January 1981,

A, Rudra, Sevings, Investment and Consumption, Data Bose of +he
Indian Eeonomy (ed. )}, C.R. Rao, Vol.I, 1972,

As pointed out in the IARNIW Seminer leport on Inter Sectoral Flows
and Financing of Capital Formation in India, Journal of Inicome and
Wealth, foril 1979.

For instance, if we add both the items to 'construction! or both to
machinery and equipment; or 'expenditure during construction' to
construction and 'capital works in progress! to machinery & equipment,
the resultant figures differ from the asset wise break up of GDCF in
the public sector given separately. 3See NAS, Jaruvary 1681.

This has been pointed out by Shetty & Menon, op.cit., and also talen
up in A. Ghosh, et.al. op.cit.

See, National fccounts Statistics, Sources and Methods, 198C, Central
Statistical Organisation.

Ibid.

S.1. Shetty, Structural Hetro: ression in the Indien Economy since the
Mid~Sixties, Economic and .P litical Heel February 1978.

L.G.licynolds, Public Sector Saving and Capital Formation, Government
snd Fconomic Development (ed. ), G. Ranis, Yale lhiversity, 1971.

See, L.K.tezari and A.1%.0za, The Public Sector in India, Economic

Devglopment, in South Agia, ( .) E.A.G. :obinson and M:;Kidron.

Leport of Committee on Control and Subsidies, Ministry of Finance,
May 1979,

Hazari and Oza, gp.cit.

Ibid.

Kthough the First Industrial Policy fesolution (1948 ) had very clearly
stated that the new undertakings in the public sector would be ofganised
as corporations, most of the units set up took thse form of compenics.
See, Report of the .udministrative Reforms Commission on Public Sector
Undertakings, 1967.

15/ P. Chattopadhyay, State Cepitalism in India, Montlily heview, March 197C.
16/ See, S.L.Shetty, op.cit.
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Table 1: GDCE/GDP gnd NDCE/NDF (@ Cyrrent prices) in Public Sector and
the Total Liconomy (in per cent

e -~ g am =

Public Sector Toteal
Year (DCE/@P NDCE/NDP GDCE/ GDP TDCE/TDP
1950-51 2.71 2.32 11.82 8.73
1951-52 3.02 2,66 11.59 8.31
1952-53 2.62 2.2 8.80 5,01
1953=54 2.79 2.43 8.26 4.70
;954-55 4o 50 4. 16 11.23 7.12
year average 3.12 2 10,34 6.76

(30.58)  _(42.67) ‘
1955-56 4.86 4.39 13.80 9.86
195657 5.64 5.26 16.01 12,40
1957-58 6.95 - 6.64 16.19 12.26
1958-59 6.06 5.79 12.92 8.66
1959~-60 6.44 6.19 15.12 1C.91
¥ yoariaverage 2.99 5:65 14.81 10,81

(40.58) {52.94)
1960-61 7.60 7.18 17.20 12.93
1961-62 - 7.18 - 6,70 16.78 12.32
1962-63 8.45 7.96 17.84, 13.11
1963=-64 8.55 8.10 17.95 13.55
1964~65 8.45 7.%4 17.65 13.48
5 year average 8,05 .- 7.58 17.48 13.08

. (45.97) (66.40) .

1965-66 9.19 8.74 18.36 13.98
1966=67 7.72 7. 19.22 14.91
1967-68 7.22 6.57 17.67 13.5C
1968-69 6.51 5.80 16.65 12.20
1969-70 - 6.13 5.36 17.57 13.06
5 year average . 6.72 17,89 13.52
D (41._03 (59.49)
1970-71 6.89 6.11 18.24 13.48
1971-72 7.30 6.47 194G 14.68
1972-73 7.54 6.67 17.82 12.96
1973-14 8.17 7.31 19.26 14.8S
1974=75 8.14 7.51 20.85 16.63
% year average 7.60 6.81 19. 11 14.52

(36.83)  (47.00)
1975-76 10.35 G. 74 22.13 17.63
1976-77 10.56 9,89 22.01 17.43
1977-78 8.21 7.34 20.44 15.78
1978~79 10.23 G.46 23.15 18.2
4 year average 21.93 17,21

9.84 9.11
(44.78)  (52,48)

Source: National Accounts Statistics, €SO, January 1978, October 1¢7%,

February 1980 and Janwary 1981,

Note : Figures in brackets are 5 year average shares of Public Sector

GDCF in total GOCF.

-
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Table 2: Compowid Growth hHates for GDCF, LEDCE GDS and DS

@urrent prices (in per cent )

Public Sgetor Total
1950=51 1656=-51 1965-66 165C-51 1950-51 1965-66
to to te to to to

1676=79  1564-65 1978-7Y

e — e e oy - eemm - = S

1. GOCF 13.51% 17.52 14.14

2. IDCP  13.49%  18.25  14.13

13.45 12.€1 17.79

13.26 13.07 19.57

1978-79  1664~65 197379

12.24 11.23  13.561
12.84 1¢.21 16,26
12.63 9.57 15.47
13.50 6.88  16.71

-

#¥Growth rate in the public sector for the whole period is lower

than the growth rate for thz two sub-periods because of the naturs

cf the slopes of the latter series,
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Table 3: GDCE/GDP in the Public Sector by T of Agsets @Current prices
z in per centj

Type Construc- Machinery & Machinery & GFCF Change in Total @
of 4sset tion Equipment Equipment at (1+2) stocks (445)

Year (7071 pri-
. ces) _
(1) (2) (3) (4) (5) (6)
1950=51 1.77 0.58 1.06 2.34 0.37 2,71
195152 '2.08 0.53 0.86 2.61 0.1 3.02
1952-53 2.36 0.52 0.76 2.88 -0.26 2.62
1953=54 2.5 0.62 0.85 3.3 -0.,33 2.79
1954~55 3.13 - 0.94 0.94 407 0.43 4.56
5 year average 2,37 0.64 . 0.89 3.01 0. 11 3.12
o (75.96)  (R0.51) (96.47) (3.53)
1956-5% 4.12 1.07 . 1,17 5,19 -0:33 4.86
1956-579 3.84 1.36 1.71 5.20 0.43 5.64
1957-58 412 1.24 1,70 5.36 1.58 6.95
1958-59 3.94 1.28 1.35 5.21 0.85 6.06
1959-60 3.87 2.45 2.63 6.32 ¢.11 6.44
5 year average 3.98 1.48 1.71 5.46 0.53 5.9¢
' (66.44)  (2L.71) (¢1.15) ( 8.85) ’
1960-61 450 2,52 2.58 7.02 0.58 7.60
- 1961-62 4.7 2.22 2.20 6.93 C.25 7.18
1962-63 5.33 2.34 2.38 7.67 0.78 8.45
1963-64, 5.82 2.13 2.10 7.95 0.61 8.55
1964-65 5,42 2.50 2,62 7.92 0.54 845
5 year average 5,16 2.34 2.38 - 7.50 0.55 8.C5
(64.10)  (29.07) (93.17) (6.83)
1965-66 5.71 2.77 3.02 8.48 0.71 9.19
1966=67 4,76 2.64 2.65 7.40 0.32 7.72
196768 3.86 2,37 2.41 6.23 ©.99 7.22
1668-69 3.60 2 Ll 2.48 6.34 c.17 6.51
1969-70 4.07 1.88 1.94 5.9/ 0.19 6.13
5 year average 4.db 2,42 _ 2.50 6,88 0.48 2.35
(60.68)  (32.93) (93.61) (6.53)
1970-71 3.84 2.20 2,20 6,04 0.94 6,89
1971-72 A 2,16 2.08 6.57 0.84 7.30
197273 5.07 2.63 2.34 7.70 =-(0,02 7.54
197374, 4.39 2.40 1.97 6.80 1.36 8.17
1974~75 3.56 2.54 1.62 6.11 2.60 8.4
5 year average 4,25 2.39 2.0/ .64 1,02 7.60
(65.92)  (31.45) (87.37) (13.88)
1975-76 3.87 3.78 2,12 7.64 2.80 10.35
1976=77 4,65 4.17 2.25 8.82 1.80 10.56
1977-78 L.72 ARVA 2.26 g.76  -0.29 8.21
1978-7S 5.36 415 2.15 9.51 c.88 10.23
4 year average 4,65 2.22 g.68 1.30 9.84

.0 \
(47.26) (441*762‘) (88.21) (13.21)

Notes: #Column 3 has been estimated by using the implicit deflator for mechi-
nery and equipment given in capitel formation estimates. '
@constant prices for the economy as a whole.
@he slight discrepancy between total as given in column 6 and the
total by adding up colums 4 and 5 is on account of exclusion of net
purchase of Second hand physical assets.

Figures in brackets refcr to 5-year average percentage share of each componecit

in GDGF



Table 4: GDCF. by Type of Authority !RS crores}
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_"Year Gé_ —_ DUs NDUs
1950-51 77 172 15
1951-52 104 183 17
1953-53 42 185 30
1953-54 4 203 49
1954=55 149 257 31
5 year average 83 200 28
(25.5) (65.1) (S.4)
165556 123 339 36
1956-57 182 413 71
1957-58 275 452 106
1958-59 197 IATA 204
1959-60 220 331. 348
5 year average 199 3% 153
(26.7) (54.4) (18.9)
1960-66 335 338 464
1961-62 274 451 bbdy
1962~63 349 592 523
166361, 348 691 632 -
1964-65 LT 762 711
5 year average 351 (24.2) 567(37.9) 555 (37.9)
196566 448 765 971
196667 345 751 1018
1967-68 539 A 1058
1968-69 340 746 1060
1969-70 509 728 997
5. year average 436 741 1021
(19.7) (33.8) (46.5)
1970=71 581 843 1349
1971-72 740 R 1431
197273 1014 1138 1455
1973-74 1325 1268 2221
197475 1080 1501 3083
5. year average 948 1149 1908
(23.8) (26.2) (46.4)
1975~76 1221 1733 4723
197677 1306 2019 5183
1977-78 1182 2238 3988
1978-79 1574, R728 5697
/, year average 1321 1744, 4898
(15:7) (25.9) (58:3)

Source: From.1) 1950-51 to 1959-60, P. Narain et.al.

Public Sector

Tnvestment and its Financing, The Journal of Tncome and Wealth,

Vol.3, No.1, 1978;

2) 19%0-61 to 1978-79, NAS, op.cit.
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Tahle 5: Share of &gg Component in GDCF by Type of Authority (in ooroznt

GA DUS NDUS @
Share QConstru- Co

ction nstru- Machinery & Constru- Machinery Expendi- GECF (henge

ction Equipment ction & Equlp- diture in
ment during Stock

- ———— Constmm.
1960-61 80,30 82.54 26.9 16.16 56.49 0.43 73.06 13,3C
196162 10L.74% 72.73 27.49 25.0 48.87 5.89 7¢.76 15.0%
1962-63 94,27 66.72 26.52 26.0 43.21 9.75 TR.G6 17,08
1963-64, 106.90 68.87 24,.68 25,6 36.08 20.57 8R2.%5 1L.35
1964-65 91,95 - 69.29 26.51 24,.97 48.80 19.13 t2.43 11.53
5 year av.95,63 72,03 26,42 23.54  Lb.68 11.15 81,29 12,75
1665-66  95.09 66.67 29.88 28.7 40.99 11.53  81.22 17.:0
1966-67 131,30 63.62 33.46 28.6 43.42 8.94 8C.96 20,62
1967-68 86.83 67.51 32,03 25.71 47.73 .47 3.61 25.9¢
1968-69 137.97 £3.50 31.10 23.68 51,04 5.75 8C..7 31,04
1969-7C  99.04 73.9C _27.75 26,98 45.24 17.45 8C.67 11,33
5 year «v._11085 68,04 30,84 26,73 45.68 8.83 81,24 1%.%4
197071  98.80 69.51 25,98 19,13 31.28 25.06  T5.47 27.50.
1971-72 106,08 68,21 25,15 23.27 32.35 19.78  P5.40 27.85
1972-73 102,06 72.23 22.93 25.84 47.01 21.86  94.71 L.54
197374  86.49 75.77 24,62 16.57 34.71 15.26  66.59 33.05
1974-75 82,38 69.09 27.51 1%4.66 33.96 9.50 58,12 4C.74
5 yearav. 95,16 70,96 25,24 19,89 85,86 18.29  T4.S4 £6.34
1975=76 80,43 66,76 3C.76 11.75 36.23 1179 59.77 A0.78
157677 G2.34 76,40 26.13 1414 41.08 14.12  59.34 22,91
1970-78 118.95 76..56 24,13 26.16 55.32 24.S5 100.43° 2.73
197879 104.07 76.63 21,40 18.33 L0.86 23.87 83,06 18.7
5 yoar av.¥,95 73,84 25,60 16.1C 43.37 18.68 78,04 23.03
Compound
Growth
Rates ;
166061 10,19 9.75 8.57 12.19 14.07 n.e 1470 15,47
to 78«79

Note: 1) Shsre of each component is estimeted as a proportion of GBG in thrt

autho

n.,e.

rity.

- not estimated.

@ Not purchase of Second Hand Assets not considered.

¥More than 100 because change in stocks is negative.
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Table 7: GDS/GDP and NDY/NDP (@Current Prices) in Public Sector and
Total Economy iper cent )

Yea_,r blic Sector Total
Y @P NDS/NDP GDS/ GDP NDS/NDP

1950=51 1.76 1.33 10,20 7.05
1951=52 2.51 2.13 10,02 6.69
1952-53 1.49 1.06 8.26 bbb
1953=5/4 1.22 0.79 8.83 5.28
1954=55 1.56 1.08 10.88 6.76
5 year average 1.71 1.28 (21.09) _9.64 6.04
165556 1.68 1.06 13.94 1C.0
1956-57 1.95 1.42 13.53 G.82
1¢57-58 2.04 1.50 11.43 7.28
1958-59 1.69 1.20 10. 49 6.10
1959-60 1.69 1.21 12.63 8.29
5 year average 1.81 1.28 (15,99) 12.40 8,30
1960-61 2.83 2.16 13.74 9.29
1961-62 3.09 2.39 13.10 8,44
1962-63 3.31 2.52 14.48 9.54
1963-64 3.61 2.89 14.38 9.78
1964=65 3.55 2.79 13.61 9,23
5 year average 3.28 2.55 (27.56) 13.86 9,26
1965-66 3.36 27259 15.73 11.20
1666-67 2.41 1.55 " 16.31 11.85
196768 2.07 1.15 13.93 9.56
1968«69 2.58 1.65 14.12 9,52
1969-70 2.80 1.85 16.40 11.82
§ year average 2.04 1.76 (16.25) 15,30 10.80
1970=71 3.11 2.1 16.84 12.0
1971-72 2.95 1.86 17.30 12.45
1972-73 2.78 1.64 16.23 11.29
1973=74 3.07 1.93 19.33 14.95
1974=75 3.85 2,98 18.19 13.81
5 year average 3.15 2,10 (16.31) 17.57 12,90
1975-76 4.50 3.56 20,01 15.39
1976-77 5.12 413 22.¢1 17.43
1977-78 4u 53 3.44 21.61. 17.02
1978-79 477 3.65 23.93 19.21
/ year average 473 3,70 (21.51) 21.89 17.26

Source: Seme as Table I.

1

Note : Figures in brackets are 5-year average shares of Public Sector

NDS in total NDS.
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Table 8: NDY/NDP by Type of Authority ( in per cent)

Year GA® NDUs

1950=51 1.24 0.09

1G51-52 2.05 0.08

1952=53 0,92 0.14

1953-54 0.62 0.17

1954-55 0.86 C.22

5 year average 1.14 0.4

1955-56 0.85 c.21

1956-57 1.15 0.27

1957-58 1.14 0.37

1358:23 0.84 0.37

1959 0.83 0.38

5 year average . 0,96 0,32 f& %3’-
1960-61 2,03 0,08 i
1961-62 2,41 C.02 QMM
1962-63 2,52 0.00

1963=64 2,75 0.14 o
1964=65 2.73 0.06

5 year average 2,50 0,05

1965-66 2.37 0.22

1966-67 1.55 «0.00

1967-68 1.17 . =0.02

1968-69 1.72 =0.07

1969-70 1.79 0.05

5 yeur average 1,72 0,04

1970-71 1.93 0.18

197172 1.81 0.05

1973-73 1.50 0.13

197374, 1.72. 0.21

197415 2.35 0.63

5 year average 1.86 0,24

1975-76 3.2 0,32

1976-77 3.30 0.83

1977-78 3.01 0.43

1978~79 3.1C 0.55

4 year average 3.16 Q.54

Source: Same as Te;ble I.

* including operating surplus of departmental
undertakings.
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