
Chapter 5 

FISCAL POLICY REFORMS IN INDIA: EVOLUTION OF NORMS 

5.1. Fiscal Reforms and Consolidation in India 

There was a structural deficiency in that the capital budget in India financed 

part of the revenue budget. Revenues had been increasing, but expenditure 

including interest payments had been rising at a faster pace, thus exacerbating 

the imbalances. Interest payment on borrowings used for productive investment 

normally should not create problems, but an increasing portion of borrowed 

funds was utilized for meeting current expenditure which did not generate income. 

Experience of fiscal adjustment programmes in various countries showed 

that efforts at expenditure compression in order to reduce budgetary deficit proved 

difficult in most cases and remained largely unchanged on account of certain 

factors : (a) expenditure on government personnel in most countries tended to 

be excessive - thanks to general environment upto the seventies of increasing 

state intervention - and efforts to curtail the same, as also reform its structure, 

met with marginal success; (b) difficulty was experienced h1 cutting military and 

unproductive expenditure and interest charges on borrowings; (c) there was 

escalating demand on the budget for social welfare services such as education, 

health, maintenance of infrastructure and public services, and providing 

employment and incomes to the poor, due to rising population; (d) financing of 

losses of public sector enterprises absorbed part of funds in certain countries. 

Inevitably, therefore, the reduction in budget deficit was effected through 

a reduction in capital outlays and purchase of goods and services to levels lower 

than programmed, thereby adversely affecting growth. The experience in India 

over the first two years of reform in this regard has been largely in consonance 
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with the general trend in other countries. 

The essential features of the Central Government's overall fiscal strategy 

for controlling the budgetary deficit comprises: (a) Increase in revenues through 

tax reforms and widening tax base; (b) Expenditure compression; (c) Reduction 

in subsidies; (d) Reduced budgetary allocations to public enterprises; (e) 

Rationalized administered prices. Some of these measures were reflected in the 

Budgets for 1993-94 and 1994-95. 

5.2. Deficits despite Buoyancy in Tax Revenues 

During the last five years, taxes have been further reduced; however, revenues 

have increased substantially. As shown in Table 5.1 the aggregate increase amounts 

to 190.5 per cent in the case of Corporation Tax, 151.3 per cent for Income Tax, 

42.9 per cent for Customs Duty and 74.5 per cent for Excise Duty over the five 

years. The overall Gross Revenues are envisaged to increase from Rs. 57,576 

crores in 1990-91 to Rs.1,03,762 crores (B.E) in 1995-96, which works out to an 

impressive increase of 80.2 per cent over this period. Reduction and rationalization 

of taxes and Modvat have contributed to, rather than detracted from, increased 

revenues. 

Revenues may be considered in relation toG D P. (Vide Table 5.2) Central 

Government Revenues have declined from 10.8 per cent of G D Pin 1990-91 to 

9.9 per cent in 1995-96 Budget. This has occurred despite the fact that the share 

of Income Tax has increased from 1.0 per cent to 1.3 per cent and that of 

Corporation Tax has risen even more from 1.0 per cent to 1.5 per cent in the 

respective years. The remarkable point is that increase in direct taxes has occurred 

despite reduction in tax rates, of which more later. 

The reduction in revenues as percentage of G D P is attributable to a 

perceptible decline in Excise Duties, and even more so in Customs Duties. Excise 

Duties have gone down from 4.6 per cent of G D P in 1990-91 to 4.1 per cent in 

1995-96 and Customs Duties from 3.9 per cent to 2.8 per cent. During 1994-95 
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and subsequently, there has been boom in production and imports have sizeably 

increased, reflecting increased industrial activity. Yet Customs Duties have not 

correspondingly improved as percentage of G D P. 

Liberalization has released hidden sources of energies and given a fillip to 

industrial activity and productivity, resulting in higher exports, despite inflation 

continuing to range around 8 per cent. We feel that the strengthening of the 

external sector, consequent upon liberalization, in the form of increase in exports, 

improvement in the balance .of payments and above all, accretion to foreign 

exchange reserves which have touched U.S. $ 20 billion, is a very bright feature, 

and nothing should be done which would jeopardize the maintenance of increase 

in exports. 

The share of direct taxes toG D P has increased from 2.1 per cent in 1990-

91 to 2.9 per cent in 1995-96 (BE), while the share of indirect taxes to-G D P has 

declined from 8.5 per cent to 7 per cent in the respective years. Direct taxes as 

percentage of Gross Revenue rose from 19.1 per cent in 1990-91 to 29.2 per cent 

in 1995-96 (BE), while correspondingly the share of indirect taxes declined from 

78.9 per cent to 70.6 per cent in the respective years. This is commendable and 

reflects the developments in the economy during the Reforms period. In developed 

economies, the contribution of direct taxes is much higher (Also vide Table 7.4). 

Table 5.4 shows the Central Government's fiscal deficit as percentage of G 

D Pin India. The fiscal deficit remained at a high level between 7.8 per cent and 

8 per cent during the period 1987-88 to 1989-90 and rose to 8.3 per cent in 1990-

91. The Government had been making active efforts to contain the fiscal deficit. 

It formulated a medium-term strategy to reduce Central Government fiscal deficit 

over a period of years. The deficit was reduced from 8.3 per cent of G D P in 

1990-91 to 6 per cent in 1991-92 and 5.7 per cent in 1992-93. Although targeted 

at 4.7 per cent in 1993-94, due to various factors, including loss of production 

and revenues on account of Ayodhya episode, internal disturbances and increased 
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expenditure, actual fiscal deficit amounted to about 7.4 per cent of G D P. The 

planned budget deficit for 1994-95 was 6 per cent of G D P; it actually turned out 

to be 6.7 per cent. For 1995-96, the fiscal deficit is targeted at 5.5 per cent of G 

D P, but is estimated to increase to about 6 per cent. 

5.3. Inducing Efficiency in Public Expenditure 

An analysis of the Union Budget 1995-96 showed that major subsidies, 

interest charges and defence accounted for nearly 72.7 per cent of Non-plan 

Expenditure in 1995-96 (BE), of which Interest was 42.1 per cent, Defence 20.6 

per cent and Subsidy 10 per cent. 

The total non-plan expenditure in absolute terms increased from Rs. 76,198 

crores in 1990:..91 to Rs.1,23,651 crores in 1995-96 (BE), that is by Rs. 47,453 crores. 

(Vide Table 5.3) Of this sum, Interest increased by Rs.30,529 crores. Thus out of 

the increase in the Gross Revenue of Rs. 46,186 crores over this quinquennium, 

66 per cent was absorbed by increase in Interest. Revenues are buoyant and have 

been increasing, but expenditure is rising at a faster rate. The ratio of taxes to G 

D P increased from 6 per cent in 1950-51 to 11 per cent in 1970-71 and about 16.7 

per cent in 1991-92 (R B I estimates). 

The White Paper on the Economy1 referred to the mismatch between revenue 

receipts and revenue expenditure. It stated that while the Centre's tax revenue 

was increasing by about 17 per cent annually on an average, its revenue 

expenditure increased by 18.4 per cent annually during the eighties. 

Consequent upon the macroeconomic reforms programme initiated in 

1990-91, total Non-plan expenditure as a part of total expenditure declined from 

72.4 per cent in 1990-91 to 70.0 per cent in 1994-95. Although it increased to 71.8 

per cent again in 1995-96 (BE), it was still lower than in 1990-91. Correspondingly, 

Plan Outlay as a part of total expenditure increased from 27.7 per cent in 1990-

91 to 28.2 per cent in 1995-96 (BE). 
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A comparison of expenditure during 1990-91 and targeted expenditure during 

1995-96 (BE) shows that Subsidies remained almost the same at around Rs. 12,000 

crores, despite inflation. Defence increased by about Rs.10,000 crores over the 

five year period. In real terms, allowing for the factor of inflation, defence 

expenditure has more or less been contained. Non-plan expenditure, other than 

Interest and Defence escalated by about Rs.6,600 crores, which is less than the 

proportionate rise in prices over the five years. Thus effort has been made by the 

Government to control and reduce administrative and other expenditure. The 

Finance Minister recently stated that government expenditure would be reduced 

by 2 to 3 per cent following reduction of government jobs by 30 per cent by the 

end of the decade. 

However it is seen that according to the Union Budget 1995-96, Interest 

payment would increase to Rs.52,000 crores (BE) from Rs. 44,000 crores in 1994-95 

(RE), and works out to about 50.1 per cent of Revenue Receipts. The Budget shows 

Revenue Deficit of Rs.35,541 crores, which would be financed by the capital budget 

out of borrowings et al. Thus Interest was a major component of the budget on the 

expenditure side and a legacy of the past. It was both the cause and effect of 

deficit financing, and was also responsible for the vicious circle of revenue deficits, 

higher borrowings, larger interest disbursement, leading to further budgetary deficits 

and borrowings. This cycle needed to be broken effectively; otherwise it would 

continue to vitiate budgetary exercises and perpetuate fiscal deficits. 

Reduction in interest burden would postulate sizeable reduction m 

borrowings, and in order to tackle the problem at its roots, the budgetary strategy 

needed to be revised: it was necessary to revert over a period of say three years 

to the formulation of a surplus budget on revenue account. A high powered 

Expenditure Commission to scrutinize government expenditure would also aid 

the process and appeared to be called for in view of the exigencies of the situation. 

The major subsidies were in respect of fertilizers, food and export promotion. 
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Export subsidies had been sizeably reduced consequent upon devaluation and 

abolition of C C S. Fertilizer subsidy and the concurrent increase in fertilizer 

prices had to be diluted due to pressure from farmers' lobby. The states were not 

enthusiastic about the scheme whereby richer farmers were to pay discriminatory 

higher prices, while the marginal farmers were subsidized. 

The Public Distribution System (P D S) was not only a bulwark against 

inflation, but an integral part of the overall scheme of social welfare. Subsidy in 

respect of foodstuffs, therefore, was difficult to eliminate, but could be restricted 

to the non-affluent. The Government was making efforts to reduce subsidies 

through increase in prices of com~odities supplied under the P D S. 

Another area of expenditure, in which effective cuts could be imposed was 

administration and grants. With a metamorphosis in policy environment, and 

dismantling of the network of controls, several officers in the relevant departments 

could be redeployed elsewhere, which would enable their experience and expertize 

to be put to appropriate use and increase their productivity. Besides, departments 

and grants whose utility was limited, could aiso be trimmed or even closed. The 

ministry needed to devote some time to micro-exercises in this direction. As 

regards defence expenditure, in the international environment that existed today 

and was envisaged in the near future, outlay was bound to be high and sizeable 

reduction was not practicable. 

What was of importance was effective utilization of money and resources 

in order that money reached target groups in substantial measure with smaller 

outlay. To illustrate : if benefit Z was received by target groups from public 

outlays 4 Y, the benefit Z in real terms could be delivered through better monitoring 

and utilization of money from outlays 3 Y. This could r~sult in saving of fundY. 

5.4. Pragmatic Fiscal Policy: Do We Need Balanced Budgets? 

Fiscal deficit was a double-edged instrument in the government's armoury 

and its effective management constituted a critical element of fiscal policy. 
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A pragmatic fiscal policy may be defined as one in which all the necessary 

elements comprising the budget such as revenues, expenditures, transfers, 

borrowings, interest on accumulated debts, and quantum of deficits are consistent 

with the macro-economic objectives: growth, control of inflation and allocative 

efficiency, provision of incentives for domestic and foreign investment, promoting 

equity and social justice, and maintaining external sector viability and international 

credibility. 

The manner of financing fiscal deficit - through private sector savings, 

foreign borrowing or creation of money- and its quantum, largely determined 

whether it would contribute to macro - economic imbalances or promote the 

basic objectives of fiscal policy. (Vide Table 5.5) While money creation beyond 

prudent limits resulted in inflation and current account (B 0 P) deficits, large 

foreign borrowings caused excessive indebtedness, and ultimate loss of foreign 

exchange reserves. 

An overview of the experience of developing countries showed that in 

most economies, domestic savings and borrowings were inadequate to meet 

burgeoning expenditure, consequent upon which government resorted to foreign 

borrowings and money creation. This resulted in macro - economic distortions, 

high inflation, dwindling foreign exchange reserves, large foreign debts, with 

inevitable effect upon growth and private investment. Heavy public sector 

investment also contributed to increased P S B R (Public Sector Borrowing 

Requirements), leading to fiscal deficits and money creation without adequate 

generation of profits: there was inadequate return flow of funds to the budget 

which exacerbated fiscal deficits. 

If a deficit is financed by creation of money, it would result in inflation in 

so far as it is in excess of the demand for money at the current level of prices. 

This could be partly neutralized by higher reserve requirements for the banking 

system, but this would lead to increase in interest rates, and dampen private 
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investment. Higher public borrowing from the banking system would crowd out 

private investment. The implication is that public borrowing has to be restrained, 

if the objectives of low inflation and stimulating private investment are to be 

realized. 

Efforts should be made to turn the primary deficit, which means fiscal 

deficit less interest charges, into a surplus so that public debt does not increase 

further, but is brought down. As emphasized earlier, fiscal and budgetary deficits 

constitute one of the principal causes of inflation. In many developing countries, 

continuous increase in money supply takes place largely to finance government's 

overspending. The resultant imbalance between money supply and output adds 

to the inflationary potential and leads to increase in prices. 

We are thus driven to the conclusion that India must eschew deficit financing, 

and opt for balanced budgets in view inter alia of the following factors: 

1) It is imperative to break the vicious circle of high borrowings, high 

interest charges, large deficits leading to further borrowings. 

2) There is a deficit on revenue account which is being financed by the 

capital budget. Borrowings are being used for current consumption. 

Compression of government expenditure, which is tending to be 

inelastic, and includes certain disbursements which are inessential, is 

necessary. 

3) Fiscal deficit has to be brought down to below to 2 to 3 per cent of 

G D P. Macroeconomic destabilization and crises are generally 

attributable to fiscal deficits leading to inflation, which also has its 

spillover effect upon current account (B 0 P) balance, through decrease 

in exports and increase in imports. It leads to deterioration in the 

external sector and subsequent devaluation. 

4) Despite good monsoons over a number of years and high agricultural 

production, inflation continues to be high, around 8 to 10 per cent. 
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5) There is vast accumulation of internal and external debts, which needs 

to be scaled down. 

The cumulative inflation that has occurred during the last three decades 

(1965-95) has very considerably eroded the purchasing power of money and 

resulted in great human misery. The theory that mild inflation upto 5 per cent 

per annum aids development has lost its relevance, considering that East Asian 

economies have developed rapidly while maintaining macro-economic stability. 

Actually, the latter, together with controlled fiscal and budgetary deficits and 

low inflation below 5 per cent strengthened the forces of high growth. Table 1.1 

speaks for itself. Except Hong Kong, South Korea, and Indonesia, inflation is 

below 5 per cent as on 31 March 1995 in the East Asian countries and developed 

countries. Japan has negligible inflation of 0.2 per cent. The rates of growth of 

G D P are between 6.5 per cent and 10.0 per cent (except Hong Kong 5.6 per 

cent), in the seven East Asian countries. 

Measures to control inflation inevitably result in recession and suffering, 

which according to Milton Friedman, are inevitable. Prevention is better than 

cure, and this aptly applies to inflation which is an inequitable economic 

phenomenon and fiscal policy must be attuned to avoid it. Internal debt and 

interest charges are becoming unsustainable. Unless borrowings are reduced 

through a reduction in fiscal deficit, interest charges would go on mounting. 

Already in the 1995-96 Budget, interest absorbs more than 50 per cent of revenue. 

If the present system of deficit budgeting is continued, a stage may come when 

almost the greater part of revenues may be absorbed by interest. The fact is that 

the internal debt situation is becoming unmanageable and unsustainable. 

Both with a view to restoring fiscal equilibrium and reducing inflation 

within 5 per cent, deficit financing should be eschewed or reduced to a minimum. 

Instead of having deficit budgets year after year, the authorities should opt for 

either a balanced budget or a sur:plus budget till such time as fiscal equilibrium 
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is restored. 

An analysis of the policies of H P A Es2 shows that maintaining low levels 

of inflation and efficiently managing public debt have been the key objectives of 

East Asian economies. Take the case of Indonesia. President Suharto's New Order 

Government, in 1967, in order to implement its commitment to the electorate to 

fight inflation (and develop infrastructure), passed a balanced budget law. It 

limited expenditure to the Government's domestic revenues plus foreign aid. 

Ministries have to justify expenditures in detail, while parliament's discussion 

on the Budget is confined by rules to broad policy issues. This restrictive budgetary 

framework has enabled the Government to create a 'macro-economic environment' 

in which inflation has been controlled at a low level, and growth has been 

stimulated. 

Thailand has established a Budget Bureau, which consults National Economic 

and Social Development Board about proposed public investments and the Ministry 

of Finance regarding estimates of revenue. It discusses with the Bank of Thailand 

- the central bank - as to the quantum of deficit financing the economy can: bear 

without fuelling inflation. The Bureau determines the aggregate expenditure and 

allocates it to various ministries. The budget formulated by the Bureau is generally 

endorsed by the Cabinet and Parliament. 

The basic point is that the Budget Bureau derives its powers essentially 

from the budgetary laws which (1) limit the budgetary deficit to a small percentage 

of the expenditure and (2) provide a ceiling - at present 13 per cent of the 

budget-that can be utilized for servicing the external public debt. Parliamentary 

rules also provide for control over excessive deficit financing. As a consequence 

of all these restrictive budgetary practices, inflation in Thailand has been generally 

below 5 per cent, except during periods of the two oil shocks. Low fiscal deficits 

and prudent debt management have resulted in the realization of high growth 

in an environment of macro-economic stability. 
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Recent accord in India between G 0 I and Reserve Bank to limit the issue 

of ad hoc Treasury Bills toRs. 6,000 crores in 1994-95 and phase it out completely 

by 1996-97, is commendable and in line with the historical accord of the Treasury 

Department with the Federal Reserve System in USA (1951).It should improve 

fiscal and monetary discipline and provide Reserve Bank with greater 

maneouvrability in regard to effective monetary management. This was also 

consistent with the Government's resolve to reduce fiscal deficit to 5.5 per cent 

of G D Pin 1995-96. Success in maintaining the accord however is possible only 

if the Government exercises control over its plan and non-plan expenditure and 

outlays. 

5.5. Evolution of Norms for Fiscal Policy 

The Indian Government as a matter of policy decided in 1950s to assign to 

the public sector commanding heights in the economy. As a consequence, the 

Government undertook the establishment of a large number of public enterprises 

without adequate regard to comparative advantage, having high costs and needing 

heavy protection. This considerably enhanced the Government's revenue 

requirements; and since the rate of growth of expenditure exceeded the rate of 

increase in revenues almost throughout the eighties, there was resort to large 

fiscal deficits and heavy borrowings. Non-plan expenditure also increased 

substantially. All these factors cumulatively resulted in (1) revenue deficits being 

financed by the capital budget from out of borrowings, which were partly for 

consumption; (2) fiscal deficit, borrowings and interest charges -the last amounting 

in 1995-96 Budget to 50 per cent of revenue -, mounted considerably; and 

(3) Accumulation of a large quantum of public debt took place. 

On the basis of the Indian experience, the policies and success achieved by 

East Asian economies, and the experience of other developing countries, certain 

norms for fiscal policy may be evolved and indicated: 
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(1) Norms for Fiscal Policy: Fiscal Discipline Imperative 

The Central Government budget should weave into a coherent whole the 

various expenditures and revenues, designed so as to secure that expenditures 

and outlays are in accordance with the broad economic and social goals of the 

government, consistent with available resources, and to effect this within a broad 

disciplinary macro-economic framework envisaged by the authorities on the basis 

of perspective (fiscal) planning. A proper and stable set of macro-economic policies 

would provide the right setting for other economic policies and for the private 

sector to exercise entrepreneurial initiative, effectuate capital formation and 

contribute to economic growth. 

Since expenditures in most countries rise faster than incomes, and mild 

inflation is regarded as a tool for stimulating investment and acquiring revenues 

in real terms through the 'inflation tax', most countries have run fiscal deficits 

and accumulated public debts. So long as they are within reasonable limits, there 

may not be cause for concern specifically on these accounts, but more often than 

not, with seigniorage money being available to the government through the central 

bank, expenditures tend to unduly increase far in excess of incomes, giving rise 

to fiscal deficits of large magnitude. If deficits are not adequately controlled, 

there may be excessive accumulation of domestic and foreign debts, leading to 

high interest charges and borrowings. 

Fiscal discipline should be the first priority of the Government. Fiscal Deficit 

should not exceed 2 to 3 per cent of G D P. Effort should be made to ensure that 

increase in money supply consequent upon fiscal deficit shall not increase aggregate 

demand to the point beyond what is warranted by the public demand for money 

at full resource employment. In case of recession or unemployed resources, fiscal 

deficit may be increased, but within limits. If inflation is utilized as a fiscal tool 

for promoting growth, it should be ensured that inflation does not exceed 3 to 

5 per cent per annum. 
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Fiscal control and discipline should extend not only to the Central 

Government's own activities, but also to those of public enterprises and state 

governments, particularly in regard to their borrowings, and expenditure and 

outlays in excess of revenues, loans and devo~utions from the Centre. The Central 

Government should maintain control over their access to central bank and 

international financial institutions and banks. 

(2) Current Account Surplus 

The need for fiscal discipline and control is imperative because financing 

budget deficits by monetization is often inflationary and excessive borrowing on 

a continual basis would result in accumulation of internal and external debt and 

high interest charge which enters into the revenue budget and vitiates it, 

necessitating further deficits and borrowing. Current expenditure should not 

exceed current revenue; the current account (budget) should always have a surplus, 

which finances part of capital outlays. 

(3) Limits to Fiscal Deficits 

Fiscal deficits should be limited to amounts which can b~ financed without 

(a) inflationary growth of money supply or excessive creation of credit, (b) 

inordinate increase in domestic borrowings, leading to high domestic indebtedness 

and interest charges or (c) high levels of foreign borrowings which ultimately 

result in large external debts, current account deficits, and ultimate loss of foreign 

exchange reserves. 

(4) Dimensions of Fiscal Adjustment 

While exercising control on overall fiscal deficits, changes in both the quantity 

of fiscal adjustment and the quality of fiscal adjustment ought to be kept in view. 

Quantity of fiscal adjustment refers to the actual reduction in the amount of 
'" 

fiscal deficit. Actually, fiscal adjustment cannot be regarded as being sufficient, 

if the primary deficit, that is fiscal deficit minus interest charges, does not turn 
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positive or is sizeably reduced. Fiscal deficits are often reduced by (i) cut in 

capital expenditure by the Government; (ii) reduction in availability of funds to 

public enterprises for meeting capital expansion and losses (in certain cases); (iii) 

reduction in outlays on social sector programmes; (iv) excision in overall Centre

state transfers, which would adversely affect state governments' budgets and 

their outlays for capital formation; or (v) decline in provision for infrastructure 

such as irrigation, power,railways, posts, electricity, water supply, and 

telecommunications. 

In India, during the first two years of the reforms programme, this had 

occurred, but subsequently in the three budgets for the years 1993-94 to 1995-96, 

outlays on social sectors such as education, health, programmes for poverty 

alleviation had all been sizeably increased. Allocations for capital expenditure on 

infrastructure had also been stepped up. Measures to encourage private investment 

had been implemented and increase in industrial production during 1994-95 was 

expected to be between 8 to 10 per cent, while the momentum of industrial growth 

was so strong that production was expected to further rise by about 10 to 12 per 

cent in 1995-96. 

It is possible that during the early stages of stabilization programme, there 

may be to an extent a trade-off between public sector investment and social 

sector programmes. Since poverty alleviation programmes are imperative, they 

have to be provided for. Shortfall in public investment should be compensated 

by upsurge in private investment. 

What is necessary is to improve the quality of fiscal adjustment by increasing 

government and public savings and this has to be effected through cut in revenue 

expenditure and increase in revenues. This would enable government to maintain 

public investment particularly in infrastructure and protect social expenditure 

also. While these aspects of cutting non-plan expenditure and effecting tax reforms 

are discussed in detail elsewhere (vide Section 3.3 and Chs. 7 to 9) it may be 
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pointed out that tax reform has to be directed to shifting towards a less 

distortionary structure of taxes, to widening the base of direct and indirect taxes 

and ensuring improved tax compliance. Besides, non-tax revenue should be 

increased by escalation in user charges in case of irrigation, power etc., making 

them commensurate with the services rendered, and reducing concealed subsidies. 

(5) Viability of Borrowings Programme and Fiscal Planning: A New Concept 

Governments ought to strive for formulating their borrowing programmes, 

both internal and external, on a perspective basis. The actual position is that 

even governments which have framed elaborate plans for development have not 

considered fiscal planning, and borrowings take place on an ad hoc basis according 

to expediency. Inevitably some countries land themselves in a debt trap, while 

others accumulate debts which are economically unsustainable. 

Interest payment on debt incurred for productive investment normally is 

not problematic. But in many cases, part of borrowed funds have been utilized 

in recent years for meeting current expenditure which does not generate any 

income. This leads to accumulated debts and high interest payments. 

Borrowing in foreign capital markets needs to be productively utilized so 

that it becomes self-financing and repayment of interest and capital are made 

from surpluses generated by such utilization. Since repayment would also have 

to be in foreign exchange, such funds must be largely invested in export-oriented, 

productive concerns. A separate cell should be constituted in the Ministry of 

Finance to guide and monitor both the raising of money in foreign capital markets 

and its proper utilization, repayment and servicing (S.S.Kothari 1991).3 

I MD Little et al (1993)4 endorse these ideas and state that 'the expected 

rate of return over the lifetime of an investment should exceed the expected rate 

of interest over the same period. The return must also be converted into foreign 

exchange for external debt service, which implies that extra investment should 

directly or indirectly earn or save foreign exchange. The Government should 
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ensure that it itself acquires the revenue and foreign exchange needed to service 

the debt. Investments need to generate resources for amortization payments 

also'. 

It is suggested that fiscal authorities should formulate five year borrowing 

programmes - both internal and external. The budgetary exercises should be 

extended to cover five-yearly periods and fiscal deficits and their mode of financing 

chalked out. The acid test of such programmes should be their viability. That 

situation and exigencies may arise which require additional borrowings is true,but 

such a programme would definitely contribute to effectuating a greater degree 

of fiscal discipline than the present uncontrolled and unplanned manner of 

borrowings and accumulation of debts that have occurred in many countries. 

(i) In effect, while formulating viable borrowing programmes, the 

fiscal authorities should take into account (a) implications of 

sizeable increase in public debt- domestic and external; (b) future 

government revenues; (c) the rates of interest and the burden of 

amortizing the loans and payment of interest thereon; (d) the export 

potential and prospects of growth of exports; (e) the return on 

investment made out of borrowings as compared to the cost of 

such borrowings and (f) cost-benefit analysis of projects for which 

investment is intended in the context of need to increase exports. 

(ii) Borrowings should not be utilized for public consumption, as the 

debt becomes dead weight and amortization and interest payment 

present great difficulty. 

(iii) Short-term borrowings should not be used for long-term investment 

which do not yield returns in the short-run. 

(iv) The authorities should also monitor on a regular basis the maturity 

dates of borrowings, provide for them and ensure that external 

credibility is maintained. Commercial loans with higher interest 

rates should be repaid at the earliest as foreign exchange earnings 

and reserves improve. 

131 



(6) Maintenance of Healthy Investment Climate for Capital Formation . 

Imperative 

Since the modern state today has to be least interventionist in regard to 

physical capital investment (except infrastructure), it is necessary that growth 

takes place in private investment. Fiscal policy has an important role to ensure 

that adequate incentives for capital formation are provided, the financial sector 

is properly developed and attuned to raising of private long-term funds and 

provision of working capital for developing industry, and a healthy investment 

climate conductive to inflow of foreign direct investment and technology is 

maintained. 

(7) Rapid Export Growth and Outward-Orientation Imperative 

The experience of macro-economic reforms and structural adjustment 

programme during the last four years in India show that an important factor 

contributing to the success of reforms is the spectacular growth in exports, 

improvement in current account balance (B 0 P), and accumulation of foreign 

exchange reserves. The lesson is that export growth is vital to restoration of 

external sector viability, resolving multi-dimensional imbalances and economic 

recovery. Outward orientation greatly contributes· to the process. A stable fiscal 

policy designed to secure low inflation and a healthy environment and incentives 

for growth and exports, as in East Asian Economies, would ensure that increasing 

production and growth take place on a long-term basis in a sustained manner. 

(8) Catalytic Effect of Concessional Aid during Crisis 

Foreign institutional aid giving agencies should realize that during periods of 

crisis, concessional aid and loans, supplementing domestic adjustment programmes, 

could have a catalytic effect in eventuating a recovery and tiding over the crisis. 

According to I M D Little (1993),5 'the ability to obtain foreign aid, concessional 

loans, or debt relief at a time of crisis is helpful. This has certainly been true in a 

number of countries, notably Indonesia (1966-70) and Turkey (after 1980)1. 
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(9) Flexibility of Economy and Policies Vital 

Economies should also be flexible. The implication is that too much 

dependence upon imported raw materials, intermediates, and petroleum and oil 

products impart rigidity to the economy. In a crisis, it becomes difficult to cut 

imports without damaging exports and production. Labour mobility and wage 

flexibility are also desirable, but difficult of achievement. However, it is a fact 

that a flexible economy can adjust more easily in a critical situation than those 

with structural rigidities. Economic and fiscal policy should also be flexible and 

changes should be made expeditiously as considered· expedient. South Korea 

changed its policy of promoting heavy and chemical industries and providing 

them fiscal and other incentives, when it realized that they had not succeeded as 

envisaged. 

(10) Eternal Vigilance Necessary 

A lesson is that there should be no complacency and the authorities should 

be prepared for unexpected exogenous shocks and eventualities that may occur, 

such as the two oil shocks and deterioration in terms of trade. Vigilant authorities 

can anticipate or at least take expeditious remedial measures than those who are 

complacent. 

(11) Avoidance of Exultation under Favourable Conditions 

Sometimes exports increase considerably or export prices rise, leading to 

surplus on current (B 0 P) account and accumulation of unexpectedly large 

foreign exchange reserves. Besides, borrowing opportunities sometimes present 

themselves, or new resources may be discovered, or a series of good monsoons 

may boost agricultural production. At such times, countries must resist the feeling 

of exultation generated and not indulge in excessive imports, or inordinate 

borrowings. Mexico recorded high growth rates in the seventies; its exports, 

particularly of oil expanded considerably, and a feeling of undue optimism was 

generated. After 1977, it allowed its imports to increase very considerably. Large 
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current account deficits occurred, which were financed by additional commercial 

loans. The debt service. burden continued to rise. These factors rendered the 

economy vulnerable and when the oil shock occurred in 1979, followed by world 

recession (1980-82), the economy was engulfed in a serious crisis, with heavy 

flight of capital, including that by its own citizens. Despite devaluation, the rate 

of inflation increased from 28 per cent to 100 per cent by August 1982 (later 

reduced to 60 per cent in 1985). The lesson is self-evident. 

(12) Sick Public Enterprises and Renewal Fund 

Public undertakings which cannot achieve viability over a reasonable 

period ought to be wound up. If the fiscal deficit is to be sizeably reduced, the 

Central Budget cannot be expected to finance losses and expansions (with doubtful 

viability) of sick enterprises beyond certain limits. A Renewal Fund for instance, 

has been set up in India to provide help and training to retrenched workers of 

sick or closed undertakings. The commitment of State Governments to the reforms 

programme is also imperative for its success. The losses of state public enterprises 

contribute to the overall fiscal deficit. 

(13) Proceeds of Privatization to Reduce Debts 

Where privatization of public enterprises and sale of their shares yield 

funds, the proceeds should be used not for meeting current account or budgetary 

deficits, but to reduce accumulated public debt. 

Measures for macro-economic stabilization have a favourable impact upon 

growth, because they contribute to the creation of a favourable climate for 

investment, larger volume of savings,and an increased inflow of foreign investment 

capital. These factors stimulate the growth rate in the economy. An I M F study 

of a large sample of 1 0 1 developing countries shows that growth and measures 

for macro-economic stability are positively related. The countries with higher 

average growth rates over the period 1977-88 also tended to have lower average 
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rate of inflation, lower variance of inflation rates, better average fiscal positions 

and larger average depreciation of the real effective exchange rate. 

(14) Increasing Public Savings to Reduce Fiscal Deficit 

Where public savings are at a low level or minimal, as in India, it is 

imperative to reduce fiscal deficits of the Central and State Governments as also 

effectuate an improvement in the working and efficiency of public undertakings 

so that they generate surpluses. Reduction in fiscal deficit and increase in public 

savings would enhance the capacity of public sector to invest in infrastructure, 

which is vital for the sustenance of growth of private investment. Besides, 

investment in education, health, housing and social infrastructure is. necessary to 

reduce poverty and stimulate growth. This is borne out by the experience of East 

Asian countries. 

(15) Severe Monetary Constraint Not a Remedy for Fiscal Indiscipline 

High fiscal deficit inevitably leads to an inflationary rise in prices; the 

consequence is imposition of excessive monetary constraint by the central bank 

and rise in interest rates to control inflation. But if adequate funds are not available 

to sustain growth in industrial production, severe liquidity crunch leading to 

deceleration in industrial growth takes place. The country may be placed on a 

'lower growth trajectory'. 

(16) Fiscal Imbalances : External Sector Viability 

International experience shows 'that a strong fiscal position has a central 

role in managing effectively the capital and current accounts of the balance of 

payment'.6 

Non-plan expenditure, particularly interest charges, subsidies, defence and 

administrative expenditure have to be controlled, so that deficit financing and 

growth in money supply are restrained, and investment is matched by resources. 

On the supply side, adequate availability of goods has to be ensured. As the 
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World Bank stated, 'the quality and composition of public spending strongly 

influence development' and should improve. Improvement in the efficiency and 

effectiveness of public spending requires reform of fiscal planning, budgeting, 

implementation, and monitoring. The factors of production must be fully and 

efficiently utilized so as to achieve optimum productivity. This would reduce the 

capital-output ratio. 

The entire macro-economic policy framework should be such that adequate 

equilibrium is maintained over a period between money supply and aggregate 

output. Fiscal and other economic policies should also be so attuned that they 

have an anti-inflationary bias. Additional resource mobilization is necessary. 

Considerable incomes have gravitated to the rural sector; it is necessary that they 

also yield adequate revenue. Certain classes of persons, like those having large 

agricultural incomes, do not pay income tax. They should be brought within the 

tax net. Specific measures to control inflation are indicated in Section 3.6, and 

those to boost savings and give a fillip to revenues in Section 2.1. 

The conclusion is that countries which establish macro-economic equilibrium, 

maintaining a low rate of inflation, do not allow currency over-valuation and 

maintain fiscal discipline and control, also achieve higher long-run rates of growth, 

This is confirmed by the experience of the High Performing East Asian Economies. 

(H P A E s). 

5.6. Fiscal Dimensions of Internal and External Debt: Its Management 

The Indian economy has made commendable progress during the Sixth 

and Seventh Plan periods (1980-81 to 1989-90), in that the rate of growth of 

national income exceeded five per cent per annum in real terms, but certain 

structural imbalances emerged. Internal and external indebtedness, which has 

considerably escalated during the eighties, has assumed such huge dimensions 

that it threatens eventually to enmesh the country in a debt-trap. According to 

budgetary statements, the aggregate of internal debt, external debt, and other 
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internal liabilities (such as small savings schemes, provident funds, and others) 

amounted to Rs. 6,15,745 crores in 1994-95 (BE). (Vide Table 5.6). 

The large magnitude of indebtedness is revealed by the fact that while in 

1980-81, total liabilities were 45.5 per cent of G D P at current market prices, 

they increased to about 65 per cent of G D Pat the end of 1990-91 and 69.4 per 

cent in 1993-94 (RE). Since then, they have declined to 67.7 per cent of G D Pin 

1994-95 (BE). Besides, the interest charges payable by the Central Government 

increased from about 2 per cent of G D P expenditure in 1980-81 to 5 per cent 

in 1994-95 (BE). Borrowings are actually not harmful to the economy; they 

constitute, together with taxation, surpluses of public enterprises, balannce on 

current revenues (B C R), and limited deficit financing, one of the important 

instruments for the economic development of the country. But the success of the 

borrowing programme postulates: (a) that moneys are utilized for creation of 

productive assets of public utility and (b) the overall quantum of borrowings is 

within prudent limits. If the borrowed moneys had been productively used, they 

would have yielded adequate return which would have serviced the loans and 

covered repayment. If public enterprises, in which considerable moneys had 

been invested, yielded adequate returns on capital employed, the return flow of 

funds to the budget would have contributed to reduction of the deficit. 

If the structural budgetary imbalance of the revenue deficit being financed 

out of the capital budget, with consequent extensive recourse to borrowings and 

deficit financing, tends to become a regular feature of the fiscal system, severe 

macro-economic destabilization is inevitable. A large spiralling price inflation, 

high interest rates, and accumulation of public debts, not only adversely affect 

savings and investment, but also cause hardship to the vulnerable sections of 

society, leading to socio-economic discontent. Thanks to the linkage of internal 

and external stability, there would be a spillover effect upon the country's balance 

of payments also, with pressure on exports and spurt in imports. The high costs 
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of capital equipment and technological inputs would adversely affect industrial 

and agricultural progress. Devaluation of currency becomes inevitable. 

An important aspect is that in order to service the large accumulated debt, 

taxes have to be raised. These taxes are a dead weight burden upon the community, 

and currently no benefit is derived from them. Besides, as debt accumulates, the 

quantum of taxes needed to service the debt continues to grow. Increase in taxes 

beyond certain limits has disincentive effects, with consequent adverse effect 

upon savings, investment, and economic growth. 

An analysis of rising budgetary expenditure and the consequent exponential 

growth of public debt showed that the fiscal crisis occurred principally on account 

of three factors: (a) expenditure grew faster than revenues; (b) adequate return 

flow of funds to the budget from capital expenditure by the Government and 

funds made available to public enterprises did not take place; (c) consequent 

upon large revenue deficits, heavy borrowings and increasing interest charges 

occurred. If the current trend in fiscal deficits was not reversed, Indian public 

debt would become unsustainable. The Indian Reforms programme however, 

has been successful in reducing the annual increase in external debt. While in 

1990-91, external debt rose by about 8 billion dollars, the increase in 1993-94 was 

less than one billion dollars, and in 1994-95 external debt actually declined by 

more than 300 million dollars, Debt service ratio declined from 32.3 per cent in 

1990-91 to 24.8 per cent in 1993-94. 

The external deficit on current account was above 3 per cent of G D Pin 

1990-91; it declined to less than 0.5 per cent in 1994-95. If the growth in exports 

was maintained, and current account balance and invisibles continue to be healthy, 

the external debt position would further improve. 

As regards Internal Debt, the position is indeed difficult. It is imperative 

to reduce public sector borrowings through cut in fiscal deficits, so that the 

vicious circle of high interest, deficits and borrowings is broken. Table 5.6 gives 
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a broad picture of the overall debt position. Internal Debt during 1989-90 amounted 

to 54.6 per cent of G D P. Out of this sum, 16.6 per cent of G D P was due toR 

B I and 10 per cent to commercial banks. The Central bank is wholly owned by 

the Government, and the amount due toR B I is a debt due to itself. Borrowing 

from RBI is debt monetized and is equivalent to printing notes; it is seigniorage. 

The government is able to obtain money without incurring any liability, but 

interest is paid on such debt to R B I. As such, the amount due to RBI is also 

treated as public debt. 

Since the government has been incurring considerable amounts of 

expenditure out of seigniorage and market borrowings, it would be relevant to 

consider for what purposes debt financing of public expenditure is legitimate 

and justified. These are indicated : 

(1) Capital Formation: This may be financed out of debt where the returns 

on investment are sufficient to meet the interest charges on the borrowing 

component and provide over the life of the asset returns adequate for the 

amortization of the debt. These norms would also be applicable to investment in 

(a) equity and loans provided to public enterprises (b) investment in departmental 

undertakings and (c) financial investments. The acid test has to be the viability 

of the concern and its capacity to generate adequate profits. As exception, however, 

may be made in respect of lending to priority sectors at concessional rate of 

interest, particularly to export sector industries. But even in these cases, the 

venture has to be productive, capable of servicing and amortizing the equity and 

loan. 

(2) Social Sector Expenditure : East Asian experience and modern growth 

theories have laid considerable stress upon human capital formation and 

improvement in productivity through increase in education, skills and health. 

Female education also tends to decelerate population growth. Keeping in view 

these long-term benefits for economic growth and nation-building, a part of 
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such expenditure may be financed out of borrowings, even though they are 

essentially revenue in nature. But such expenditure should be distinctly recorded 

in a memorandum register and shown in the capital budget as Deferred Revenue 

Expenditure. It should be written off to revenue over a period of ten years. This 

is a new concept in public finance, but is found in corporate balance sheets. 

Since the benefits are spread over a number of years, the charge to revenue is 

also spread out. At the bottom of the annual budget, a note should be attached 

indicating Deferred Revenue Expenditure brought forward (amount not written 

off) and added, amount credited during the year by write off, and the balance 

pending amortization 

(3) Investment in Infrastructure : Economic growth postulates development 

in infrastructure such as power, water, railways, communication, as also irrigation 

facilities and services for agriculture. Actually, infrastructure must remain way 

ahead of the demands of growing industry, and industrial superstructure can 

only be built up on the basis of a sound infrastructural base. Most infrastructure 

facilities are of a capital nature, but the revenue component also exists. Besides, 

certain infrastructural facilities like roads, bridges, harbours and ports may not 

yield adequate return on capital employed to meet the interest charges on 

borrowings and provision for amortization. Yet such facilities are critical to 

development. As such, the revenue component of infrastructure, and capital 

expenditure thereon, may be financed out of borrowings. Good budgetary practice, 

however, would require that the revenue component in the case of infrastructure 

also should be treated as Deferred Revenue Expenditure and written off to revenue 

over a period of ten years, as indicated earlier. 

(4) Expenditure on Housing : It confers multiple benefits, both economic 

and sociaL Even though the return on capital employed may not be adequate, in 

view of its critical nature, debt financing could cover housing in national interest. 

(5) Unproductive Investment : Some lumpy investments, which are not 
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remunerative, may have to be made, and these may also be financed by debt, but 

efforts should be made to create depreciation fund over the life of the asset in 

order to amortize it over a period of years. Since financing such investment out 

of revenues may necessitate frequent changes in tax rates- which would cause 

distortions - it is best done out of debt. 

( 6) Emergency or War Expenditure : This may be financed out of borrowings, 

but efforts should be made to repay the debt as early as possible out of revenue 

arising from growth. 

(7) Surplus on Revenue Account : Current expenditure such as that on law, 

order and administration, defence, subsidies, transfers, expenditure on social 

overheads such as education and health, et al should, subject to what has been 

stated earlier, be met out of current revenues; interest charges are also a part of 

the revenue budget, and fiscal wisdom lies in ensuring that they are kept at a 

figure which is consistent with the overall viability of the revenue budget. Efforts 

should be made to ensure that the revenue budget shows a surplus which could 

finance part of the capital expenditure. In India, prior to 1979-80, the revenue 

budget used to show a surplus on revenue account. Thereafter the fiscal position 

deteriorated and a deficit on revenue account occurred, which has gone on 

increasing almost year after year. 

(8) Reduction in Inter-Sectoral Mismatch of Private Savings and Public Demand 

for Investment : We have emphasized (vide Section 2.1b) the vital necessity to 

keep this draft on private savings to the minimum. The quantum of domestic 

public borrowings should be regulated in such a manner that considering the 

overall rate of savings in the economy, the private sector is able to retain sufficient 

savings for financing its investments, and the public sector should limit its outlays 

accordingly. 

The above norms for debt financing constitute an essential element of the 

fiscal policy reform package. Correctly followed, this would ensure fiscal rectitude, 

limited budgetary and fiscal deficits, and avoidance of inordinate accumulation 
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of public debt. 

The various measures suggested for reducing revenue expenditure and 

increasing public saving would assist in reducing primary deficit or turning it 

into a surplus, But the interest charges can be brought down only if the debt 

stock is substantially reduced. This aspect may now be considered. 

(1) We have observed that the Government's liability to the R B I in 

the form of short-term Treasury Bills held by the central bank is in effect debt 

owed to itself. But the Government paid interest of about Rs.4,000 crores on 

about Rs.72,000 crores due to R B I out of Internal Debt of about Rs.2,60,000 

crores in 1990-91, being 28 per cent thereof. R. J. Chelliah7 states that 'it should 

be further stipulated that in future years, at least 80 per cent of the total 

additional interest payments to the R B I by the Government on Treasury Bills 

should come back as additional dividend, also to be used for retiring market 

debt'. As regards the interest of Rs.4,000 crores on the existing debt in the form 

of Treasury Bills, dividend out of this sum to the tune of about Rs.2,000 crores 

should be paid to the Government. R B I may restructure its activities and reduce 

the credit it gives to priority and other sectors of the economy. There is no 

economic logic 'linking <;:redit to particular sectors with the extent of government 

deficits financed by the R B I 'through money creation. 

(2) The Government has rightly commenced selling part of its shareholding 

in public undertakings. The sale proceeds however are being credited to revenue 

account in order to reduce budgetary deficit. Such amounts should be used to 

reduce debts. Privatization of certain loss making public enterprises should also 

be considered and the proceeds utilized to reduce Internal Debt. 

(3) The Government holds vast assets in the form of real estate and other 

assets. They should partly be sold, say to the tune of Rs.S,OOO crores per year, 

and the sale amount used for cancelling debts. 
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(4) Similarly, smuggled gold forfeited should be sold in the open market 

and the proceeds utilized. A reduction in the existing debt is necessary in order 

to reduce interest charges so that within a period of about five years, the revenue 

deficit is converted into a surplus. This is necessary so that the amount thus 

saved could be utilized for additional transfer payments for increasing social 

welfare, and building a proper infrastructure for growth. 
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Corporation Tax 

Income Tax 

Customs 

Union Excise Duties 

Other Revenues 

Gross Revenue 

Table 5.1 

Growth in Tax Revenues over Five years 
(Rs. crore) 

1990-91 1994-95 1995-96 
R.E. B.E. 

5335 13250 15500 

5371 11000 13500 

20644 26450 29500 

24514 36900 42780 

1712 2231 2482 

57576 89831 103762 

Increase in 1995-96 
over 1990-91 

(percentage) 

190.5 

151.3 

42.9 

74.5 

45.0 

80.2 

Source : Budget Documents 1995-96 & 1992-93 (adapted), Ministry of Finance, 

Government of India, New Delhi. 
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Figure 5.1 

Inflation - W P I and C P I 
(Percentage change over previous years) 
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Figure 5.2 

Growth in G.D.P .. (At 1980-81 Prices) and Industrial Production 
(Percentage change over previous years) 
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Figure 5.4 

Deficits of Central Government 
(As percentage of G D P) 
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Figure 5.6 

Individual Tax Revenues 
(As percentages of Gross Tax Revenue) 
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Figure 5.7 

Centre's Revenue Expenditure 
(Percentage Distribution) 
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Foreign Exchange Reserves (US $ Billion) 
(Exclusive Gold and SDRs.) 
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Table 5.2 

Tax Revenue of Central Government 
(As Percentages) 

1990-91 1991-92 1992-93 1993-94 1994-95 1995-96 

Tax Revenue as Percentage of Gross Tax Revenue 

Direct Taxes (a) 19.1 22.6 24.3 26.8 28.4 29.2 

Personal Tax 9.3 10.0 10.6 12.0 12.2 13.0 

Corporation Tax 9.3 11.7 11.9 13.3 14.7 14.9 

Indirect Taxes (b) 78.9 75.5 73.7 71.6 71.4 70.6 

Customs 35.9 33.0 31.9 29.3 29.4 28.4 

Excise 42.6 41.7 41.3 41.8 41.1 41.2 
...... 

I CJl 
w Tax Revenue as Percentage of Gross Domestic Product 

Direct Taxes (a) 2.1 2.5 2.6 2.5 2.7 2.9 

Personal Tax 1.0 1.1 1.1 1 .1 1.2 1.3 

Corporation Tax 1.0 1.3 1.3 1.3 1.4 1.5 

Indirect Taxes (b) 8.5 8.3 7.8 6.8 6.8 7.0 

Customs 3.9 3.6 3.4 2.8 2.8 2.8 

Excise 4.6 4.6 4.4 4.0 3.9 4.1 

Gross Tax Revenue # 10.8 10.9 10.6 9.5 9.5 9.9 

(a) Includes expenditure, interest, wealth and gift taxes & excise duty. 

(b) Includes other taxes and duties and service tax;# Includes taxes referred in (a) and (b) and taxes of Union Territories. 

Source : Economic Survey 1995-96, G 0 I, p 28. 



Table 5.3 

Non - Plan and Plan Expenditures of Central Government 1990-91 to 1995-96 : An Analysis. 

Percentage 
Budget Increase in of Non-Plan 

Actuals 1994-95 Estimates 1995-96 (BE) Percentage Expenditure 
1990-91 (RE) 1995-96 over 1990-91 Increase (1995-96) 

Interest 21471 44000 52000 30529 142.2 42.1 

Defence 15427 23544 25500 10073 65.3 20.6 

Major Subsidies 12121 12810 12401 280 2.3 10.0 

Sub- Total 49019 80354 89901 46882 83.4 72.7 
...... 

I (.)1 Other Non-Plan ~ 

Expenditure 27179 33157 33750 6571 24.2 27.3 

Total Non-Plan 

Expenditure 76198 113511 123651 47453 62.3 100.0 

(72.35%) (69.95%) (71.83%) 

Plan Outlay 29118 48761 48500 19382 

(27.65%) (30.05%) (28.17%) 

Total Expenditure 105316 162272 172151 66835 

(100%) (100%) (100%) 

Source : Budget Papers - 1995-96 and other years (adapted), Government of India. 

Figures in brackets in columns 2 and 3 represent percentage of total expenditure. 
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Table 5.4 

Deficits of Central Government 
(Figures and as Percentage of G D P) 

1993-94 
1990-91 1991-92 1992-93 (RE) 

Gross Fiscal Deficit 44632 36323 40173 58551 

8.3 5.9 5.7 7.4 

Revenue Deficit 18562 16261 18574 34058 

3.5 2.6 2.6 4.3 

I Budgetary Deficit 11347 6855 12312 9060 

2.1 1.1 1.8 1.2 

Gross Primary Deficit 23124 9727 9098 21051 

4.3 1.6 1.3 2.7 

Source : (1) Economic Survey, G 0 I 1994-95, 

Table 2.1 p. 15; Table 2.2 p. 16; table 2.4 p. 18. 

(2) Budget At a Glance, 1995-96, Ministry of Finance, Budget Division G 0 I 

p. 1; p. 13. 

1994-95 1995-96 
(BE) (BE) 

54915 57634 

6.0 5.5 

32727 35541 

3.6 3.4 

6000 5000 

0.7 0.5 

8915 5634 

1.0 0.6 

(Contd.) 
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Table 5.4 (Contd.) 

Note : (1) Figures in Second line show Deficits as Percentage of G D P. 

(2) Connotation of various types of 'Deficits'. 

(a) 'Fiscal deficit' measures the excess of total expenditure including loans, net of repayments, over revenue receipts 

plus certain non-debt capital receipts. This signifies the total borrowing requirements of Government from all 

sources. 

(b) 'Primary deficit' refers to fiscal deficit less interest payments. 

(c) 'Revenue deficit' refers to the excess of revenue expenditure over revenue receipts. 

(d) Budgetary deficit signifies the excess of total expenditure, both revenue and capital, over total revenue and capital 

receipts. This is generally financed by the issuance of 91 days Treasury Bills and drawing down of cash balances . 

These Bills include ad hoc Treasury Bills held by R B I. 



...I. 

()1 
--..1 

Table 5.5 

Financing of Centre's Gross Fiscal Deficit 

Internal Finance 
Year External 

Market Other Conventional Total Gross Fiscal 
Finance 

Borrowings Liabilities # Deficit$ (3+4+5) Deficit (2+6) 

1 2 3 4 5 6 7 

1980-81 1,281 2,679 1,862 2,477 7,018 8,299 
(15.4) (32.3) (22.4) (29.9) (84.6) (1 00.0) 

1990-91 3,181 8,001 22,103 11,347 41,451 44,632 
(7.1) (17.9) (49.5) (25.5) (92.9) (1 00.0) 

1991-92 5,421 7,510 16,539 6,855 30,904 36,325 

(14.9) (20.7) (45.5) (18.9) (85.1) (1 00.0) 

1992-93 5,319 3,676 18,866 12,312 34,854 40,173 

(13.2) (9.2) (47.0) (30.0) (86.8) (1 00.0) 

1993-94(RE) 3,837 17,692 27,962 .. 9,060 54,714 58,551 

(6.6) (30.2) (47.7) (15.5) (93.4) (1 00.0) 

1994-95(BE) 4,279 14,700 29,936 6,000 50,636 54,915 

(7.8) (26.8) (54.5) (1 0.9) (92.2) (1 00.0) 

.. 
RE : Revised Estimates; BE : Budget Estimates. 

# : Other Liabilities comprise small savings, provident funds, special deposits, reserve funds, 364-day treasury bills etc. 

$ : Defined as variations in 91-day treasury bills issued net of changes in cash balance with R B I. 

Note : Figures in brackets represent percentage to gross fiscal deficit. 

Source : Budget Documents of the Government of India; R B I Annual Report 1993-94 p 190. 
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Year Internal 
Debt. 

1 2 

1980-81 30,864 

(22.7) 

1990-91 1,54,004 

(28.8) 

1993-94 2,42,729 

(30.2) 

1994-95 2,77,561 

(30.3) 

Table 5.6 

Total Outstanding Liabilities of Government of India 
(Rs. crore) 

Total 
Internal Domestic External Total 

Liabilities Debt {2+3) Liabilities Liabilities 

3 4 5 6 

17,587 48,451 11,298 59,749 

(13.0) {35.7) {8.3) (43.7) 

1,29,029 2,83,033 31,525 3,14,558 

(24.1) (52.9) {5.9) (59.1) 

1,83,298 4,26,027 45,892 4,71,919 

{22.8) (53.0) (5.7) (58.7) 

2,05,984 4,83,545 49,508 5,33,053 

(22.5) {52.8) (5.4) (58.2) 

* At post-devaluation current year exchange rate. 

Source : Budget Documents of Government of India; R B I Annual Report 1993-94, p 191 

Note : Figures in brackets represent percentage of G D P at current market prices. 

External Total 
Liabilities * Liabilities. 

7 8 

13,479 61,930 

(9.9) (45.5) 

66,314 3,49,347 

(12.4) (65.2) 

1,27,798 5,53,825 

(16.3) (69.4) 

1,32,199 6,15,745 

(14.5) (67.7) 
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