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INTRODUCTION 

I, the Chairman of Estimates Committee having been authorised by the 
Committee to submit the Report on their behalf. present this 12th Report 
on the Ministry of Finance (Department of Economic Affairs)-Fiscal 
Policy-Management of Deficit-External and Internal Debts. 

2. The Committee, inherited the subject from its predecessor Committee 
which had taJ<.en up for the examination the subject in May. 1990. 
Considerable ground-work had been done and evidence recorded in 
February. 1991. However. the Ninth Lok Sabha was dissolved in March. 
1991. 

Meanwhile momentus developments on the economic front have taken 
place. The Government have introduced sweeping economic reforms with 
the result that much of the worJ< already done became outdated. However. 
taking note of tre~endelUs importance of the subject and its unquestion-
able topicality the Estimates Committee (1991-92) decided to examine this 
subject de nove. Despite the shortage of time available. the Committee 
a~rded the top priority in the examination of the subject. The CQmmit-
tee nevertheless wish to place on record their appreciation and thanks to 
the Estimates Committee 1990-91 for considerable effort they had put in 
doing the useful' ground-work on the subject. 

3. The Committee considered the detailed written notes and other 
information furnished by the Ministry of Finance (Department of 
Economic Affairs) to the Committee and took evidence of the represen-
tatives fo the Ministry of Finance and the Department of Public Enter-
prises on 11th and 12th December. 1991 and 6th January. 1992. 

4. The Committee wish to express their thanks to the officers of the 
Ministry of Finance as also the Secretary. Department of Public Enter-
prises for placing before them detailed written notes on tbe subject and for 
furnishing whatever information was desired of them in connection with 
the examination of the subject. The Committee also wish to place on 
record their appreciation for the frankness with which the officials of the 
Ministry / Department shared their views. perceptions and constraints with 
the Committee. The Committee also wish to express their gratitude to the 
National I~'ti.tuti of Public' "'ina~ce and Pplicy. New Delhi for furnishing 
valuable information and assistance rendered by the Director of the 
Institute on the subject. 

5. The Report was considered and adopted by the Committee on 26th 
February. 1992. 

(v) 



('-" 
6. The Report seeks to examine the three inter-related areas of public 

finance viz. fiscal deficit, internal debts and external debt. While dealing 
with these subjects the Report alsQ dwells upon the reforms initiated by 
the Government in relation to the management of public finances. 

7. The Committee have stressed, illler alia, upon the need to ensure 
d~h~itional clarity in regard to depiction of deficit in the Budget 
dotumt:nts as lack of such clarity in the past, in their opinion had led to 
soft focussing of the burgeoning gap between revenue receipt and revenue 
expenditure. The Committee in their Report have, therefore, called for 
depiction of deficit in all its connotations viz. fiscal deficit, primary deficit 
and monetary deficit. 

8. While generally welcoming the economic restructurmg and' other 
measures aimed at restoring financial discipline in' the Government 
expenditure and fiscal balance the Committee have in their Report also 
given the expression to the apprehensions being felt bY't~e citizens of the 
country in regard to actual implementation of these measures. fiey would 
like the ieast necessary burden to be thrown on the common man and 
maximum effort made to tone up the productivity of Government 
expenditure. In this context, they have cautiol1t;d the Gowrnment against 
hasty and indiscriminate measures to cut eXp'cnditure'or raise revenue and 
have called for a balance between measures for economic restructuring, 
expenditure' contraction and ~evenue augmentation. 

9. The Report also focusses on the dangers of inflation and unemploy-
ment which together can obliterate the possible. benefits of economic 
restructuring ~s levels of public dissatisfaction rise. The Committee have 
cautioned the Government against abrup~ly doing away'\vith such subsidies 
as affect the poorest sections of the s()ciety \ncluding small farmers and 
people living in remote, hilly and tribal regions. In this context, they have 
called for better targetting of subsidies on food as well as fertilizers. 

10. In relation to Defence expenditure the Committee have drawn 
attention to various areas of saving the income generation and have called 
for an early action on the recommendations of the Arun Singh Committee 
Report on the Defence Expenditure. 

11. In the same context. ease by case approach in closing unviable public 
sector units has been recommendea. The need for adequate social security 
to the affected employees and workers has also been underlined. 

12. The Report also underlines the need for wider acceptance of 
financial discipline in the entire public sector of the economy including 
State Governments. The Committee would like the Government to actively 
work in this direction. 
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13. In relation to borrowinRs the Committee have expressed Mtemselves 
in favour of a ceiling on borrowings and called for a flexible approach in 
determining the figure at which such savings should be imposed year after 
year after due discussion and voting in the Parliament. They have also 
called for depiction of debt service payments as well as payment of 
prinicipal in the expenditure budget in absolute terms as well as in relating 
to total revenue receipt. 

14. In regard to revenue augmentation the Report calls for widening of 
the tax base and a comprehensive approach to the problem of unaccounted 
income and wealth. 

15. In regard to public debt the Repon comments upon the inefficient 
use of .foreign debt by the Government hithertofore. The Committee, 
therefore, calls for a conservative approach to commercial borrowings 
abroad and would like the existing debts on this account to be redeemed as 
early as possible. 

16. The Committee in their Report have also desired that in pursuing 
the new economic policy the Government should give the highest priority 
to creation of employment opt><>rtunities giving greater importance to 
agriculture, development of small scale industry and encouragement to 
constraction activity. They also would like the Government to closely 
monitor the actual implementation of economic reforms to ensure that 
these do not work in the reverse gear resulting in loss of domestic lIrarlt'ts 
without any accretion to the existing export markets fOI the indigenous 
industries. 

17. For facility of reference the recommendations I observations ot the 
Committee have been printed in thick type in the body of the Report and 
have also been reproduced in the consolidated form in Appendix of the 
Report. 

NEW DELHI; 

February 27, 1992 

PIuIlglUlll 8, 1913 (S) 

1216LS-3 

MANORANJAN BHAKTA 
Chairman 

Estimates Committee 



I. FISCAL POLICY 
SignifICance in Macro Economic MaMgement 

1.1 The Central Government bas been incurring deficits righ\ from 
1947. 

1.2 Throughout the policy of Government bas been to contain budget-
ary deficit and debt burden wi~ manageable proportions. Successive 
Finance Ministers bave felt that within these parameters certain amoUDt 
of deficit financing was inevitable given the circumstances. 

1.3 In a note submitted to tbe Committee, Director, National Institute 
of Public Finance and Policy, New Delhi, stated: 

"Public,debt in India bas registered sharp growth in recent years. 
This has given rise to concern about the viability of the present 
method of financing government expenditures aDd stability of the 
economy." 

1.4 Explaining the present Fiscal Policy of the Government the FlIUUlCe 
Minister, wbile presenting Budget for 1991-92 said "[n the macro-
management of tbe economy, over the medium term, it should be our 
objective to progressively reduce the fiscal deficit of the Central Govern-
ment, to move towards a significant reduction of tbe revenue deficit, and 
to reduce the current account deficit in the balance of payments. It is 
only such prudent management that would enable us to curb the 
exponential growth in internal and external debt and limit the burden on 
debt servicing, for the Government and the country, to manageable 
levels. Indeed, we must make a conscious effort to reduce the internal 
debt of the Government and the external debt of the nation, so that we 
rely more and more on our own resources to finance the process of 
development. " 

1.S During evidence before the Committee the Finance Secretary 
stated: 

"When I say that Government is borrowing it means that amoUDt 
of money is made available for expenditure. The goods equivalent 
to tbat amount are not basically available .... Then import of 
various items becomes necessary. The trade deficits crosses the 
bar. It may arise from profligacy of excess expenditure in the 
8<?vernment account. It is, therefore, necessary to try to control 
the fiscal deficit. This itself would become one of the instrument 
for correcting the imbalance in the economy." 
He further stated: 
"Out of Rs. 37,000 crores' borrowed Rs. 24,000 crores went into 
investment; the rest of it went· into revenue expenditure. If 
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whatever we borrow we spent on our consumption we cannot 
generate any income. The Secretary, Economic Affairs, added: 
"One of the problems that ~s arisen in the last several years is 
that we have been resorting on an increasing sealQ, to revenue 
deficit and it is really because of this that we have been forced 
to borrow not only for current expenditure but also in order to 
meet investment expenditure. I think this is one factor that 
indicates that the deficit is really too high on the internal front." 

Deficit: Definition, Scope and Magnitude 
1.6 It has been observed that discussions on the implications of deficit 

financing and growth of public debt are not always very well informed. 
Probably more uninformal statements have been made on the issue of 
Public Sector debt and deficits than over any .other topic in macro-
economics. However when deficits are incurred to finance expenditures 
which do not help to augment real output by putting to use idle 
resources there is reason to worry. Moreover deficits financed by bor-
rowing from public and those by borrowing from RBI have different 
implications for the economy. Any enquiry into the sustainability of debt 
and deficit financing the~efore should look not merely into the size of 
the debt and deficits but also into the composition of expenditure and 
the sources of borrowing. However one must start with a clear defini-
tion of 'debt' and 'deficit'. 

1.7 In this context the Ministry in a written note stated: 
"'The term 'Overall deficit or Budgetary deficit' represents the 
excess of aggregate disbursements over aggregate r~ipts, both 
capital and revenue. This conventional definition of the deficit 
depicts only a part of the resource gap in current fiscal opera-
tions and is financed by net issue of 91 Day Treasury Bills and 
running down of Government's cash balance with the Reserve 
Bank of India. 

The concept of 'fiscal deficit' used internationally refers to the 
excess of all expenditure both ·revenue and capital plus net 
lending, over total revenue receipts and external grants. This 
concept has been adopted in the Budget documents of the 
Central Government and indicates the total resource gap or the 
overall financing requirments in the Government's fiscal opera-
tions, and hence reflects the total borrowing by Government. 

However, the gross fiscal deficit does not necessarily reflect 
the extent to which current discretionary fiscal actions improve 
or worsen the Government's net indebtedness. In particular, 
interest paymepts in the current period are obligatory but reflect 
past budgets. 

The concept of 'Primary deficit' indicates the precise extent to 
which current fiscal action affects the indebtedness of the Cent-
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ral Government and it is measured by gross fiscal deficit minus net 
interest payments (viz: interest payments-interest receipts). 

The term 'monetised deficit' represents the changes in the 
borrowing of the Central Government from RBI; hence it captures 
the monetary impact of fiscal operations. This is given by net 
increase in the RBI's credit to Central Government which is 
arrived at by taking into account claims of the RBI on Central 
Government and adjusting it for changed in Central Government's 
deposit with the RBI. Movements in the RBI's claims on Central 
Government which represent the quantum of credit extended to 
Government by the RBI arise from variations in its holdings of ad-
hoc treasury bills, changes in its portfolio of rediscounted treasury 
bills, changes in its holdings of other securities and variations in its 
holdings of rupee coins and notes. 

The phrase 'deficit financing' refers to the borrowings from the 
RBI by net issue of 91 Day Treasury Bills. This is not synonumous 
with borrowing from the RBI. The term 'monetary deficit' repre-
sents the cbanges in the borrowing of the Central Government 
from the RBI. 

Prudent level of deficits 
1.8 The Director, National Institute of'Public Finance and Policy, New 

Delhi in a note submitted to tbe Committee stated that economic theory or 
Experience throws lillie light as to at what point public debt becomes 
unsustainable. To quote another renowned theorists: 

"Past experiences of debt accumulation are varied in their eventual 
outcomes. There are important cases of painless re-entry to a more 
normal sitpation, mostly in Anglo-Sax on countries; cases in which 
the overhailg of a high debt stock became a primary cause of 
instability, leading eventually to inflation, which in turn provided a 
drastic remedy to the orisinal problem by curtailing the real value of 
the outstanding debt, .. in France in the 1920s; cases in which a high 
debt stock was one of many factors producing conditions of hyperin-
flation, as in the Republic of a Germany and many other countries 
after the first world war; cases of forced loans, wealth taxes, or 
forced consolidation, as in Piedmont in the early nineteenth century 
or in Mussolini's Italy in tbe 19205. The one safe lesson one can draw 
from both facts and· theory is that it is meaningless to look for a 
critical value of the ratio of debt to GDP beyond which the system 
breaks down and traumatic sohltions become necessary; after all, the 
ra~io was lower in France in the 19205 than in the United Kingdom 
between 1790 and 1840." 

Tbis is not to suggest that deficits or debt do not matter but only to 
point out that financing of government expehditures through borrowing is 
not necessarily an evil in all circumstances or that growth of public debt 
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inevitably spells disaster. Where there are large unused resources and 
expenditure programmes can be suitably designed to increase output of 
basic and essential commodities within a short period, financing of 
government expenditure by borrowing has its utility . But where deficits 
are incurred to finance expenditures wbjch do not help to augment real 
output by putting to use idle resources (e.g., giving higher emoluments to 
tOOsting government employees or development programmes where: 
leakages are high and no worthwhile productive assets are created), there 
is reason to worry. Moreover deficits financed by borrowing from the 
public and those by borrowing from the RBI have different implications 
for the economy. Any inquiry into the sustain ability of debt and deficit 
financing therefore should look not merely into the size of debt and 
deficits but also into the composition of the oxpenditute and the sources 
of borrowing. 

Consequences of Deficit:!l 
1.9 In the context of steep increase in the deficits particulary from 

mid-eighties, the Ministry of 'Finance, in a written note, stated that the 
potential· consequences of the increasing budget deficit would depend 
primarily on the mode of its financing and the ultimate use of the funds. 
If the deficit is financed by extending RBI credit to Government, the 
reserve money created in the process would lead to monetary expansion, 
thereby accelerating inflation. Recourse to external financing would 
aggravate the pressure on balance of payments through the enhanced 
debt-service burden 

To the extent borrowing is used to lower the revenue deficit it would 
be increasingly more difficult to service the public debt. '-. 

Factors Responsible for Growing Deficits 
1.10 The increase in budget deficit is mainly a reflection of the 

increasing gap between revenue receipts and revenue expenditure. The 
share of tax revenues retained by the Centre feU sharply, due to the 
recommendations of the Seventh Finance Commission when the States 
share of Central excise duties was increased from 20% to 40%. Eighth 
Fmance Commission further increased it to 45%.. Non-tax revenues did 
not grow much because of the poor returns from public enterprises; 
pegging dividend payable of the Railways at 6% pursuant to the tecom-
mendations of the Railway Convention Committee; subsidised rate of 
interest charged on loans to State Government, etc. 

On the other hand, there was a spurt in spending mainly on account of 
interest payments, subsidies, plan and non-plan grants to State Govern-
ments and OJ) defence. While the revenue receipts grew at an average 
rate of 16.7 per cent per annum during 1981-82 to 1991-92, revenue 
expenditures increased at an average rate of 17.1 per ftCnt per annum. 
Because of the negative balance from the current revenue, additional 
borrowing hl'd to be resorted to for financing plan and non-plan expendi-
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ture. This has resulted in further outgo by way of __ • payments and 
repayments of principaJ 

Magnitudinal Profile and Trends 
1.11 'The foUowing Table indicates the secular trends in the deficits of 

the Central Government from 1981-82 to 1991-92 tBE): 
Revenue Deficit. Fiscal Deficit. Monetised Deficit. Primary Deficit .. nd Budgetary DefICit 

Revenue deficit Fiscal Deficit Moneti • .ed Primary deficit Budgetary 
Year deficit deficit 

(Net RBI cr to 
Central Govt.) 

2 3 .- S 6 

1981-82 396(.25) 8668(5.4) 3207(2.0) 7688(4.8) 1392(0.9) 
1982-83 1310( .73) J(1625(6.0) 3368(1.9) 9539(5.4) 1656(0.9) 
1983-84 2540(1.2) 13030(6.3) 3949(1.9) \0903(S.2) 1416(0.7) 
1984-85 4225(1.8) P416('Z..5) 605S(2.6) 15405(6.7) 3745( 1.6) 
1985-86 58118('2.2) 211157(8.3) 6190(2.4) 18940(7.2) 531S(2.0) 
1986-87 7TI6(2.6) 26342(9.0) 7091(2.4) 22449(7.7) 8261(2.8) 
1987-88 9137(2.7) 27044(8.1) 6559(2.0) 21548(6.5) 5816( 1. 7) 
1988-89 10515(2.6) 30923(7.8) 6503(1.6) 23626(6.0) 5642(1.4) 
1989-90 11912(2.6) 35630(8.0) 13813(3. I) 26361(6.0) 10592(2.4) 
1990-91 (RE) 17585(3.4) 43331(8.4) 15374(3.0) 31054(6.0) 10772(2.1) 
1991-92 (BE) 13854(2.3) 3TI27(6.5) 7719(1.3) 21286(3.7) nt9(1.3) 

Note:-l. Figures in brackets are percentages to GOP at current market price. 

2. GOP for 1990-91 and 1991-92 are cstimatcd< to grow at 16 per cent and 13 per 
cent respectively over the preceeding year. 

1.12 The Ninth Finance Commission in its Second Report presented in 
March. 1990 had made an analysis of the trends in revenue and 
expenditure and observed: 

"Incurring of revenue deficits on a large scale year after year implied an 
infraction of one of the fundamental principles of sound public finance in 
any economy. particularly in a developing economy." 

j"jscal ~orrec'~n 
1.13 During evidence the Finance Secretary informed the Committee 

that a fiscal correction can be done through two ways. One is to augment 
the revenue over and above the normal level. 1)1e second is contraction in 
expenditure over the given normal growth 

In a written note the Ministrv stated that: 
"The Union Budget for 1991-92 presented to the Parliament on 24t1l 
July, 1991 is a first step in the direction of correcting the fiIcal 
imbalance arising out of growing fiscal deficits. As indicated in the 
Fuuance Minister's Budget Speech, in tile macro-management of me 
economy over the medium' term, the objective should be to 
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proareaaively reduce the fisc:aJ deficit of the Central Government 
IIlCi move towards a $igDificaot reduction of the revenue deficit. The 
Union Budget for 1991-92 programmed a reductiOn in the fiIcal 
deficit by two perc:entqe points of GOP, which implies a fiscal 
correction of nearly RI. 12,000 crores. The Budget has souPt .to 
reduce non-plan expenditure excluding interest payments by almost 
15 per cent in 1991-92 in relation to what would have had to be 
provided in the absence of colTectives." 

1.14 In this context the Finance Secretary during evidence before the 
Committee stated: 

"This year the Government of India is borrowing about Rs. 37,000 
crores. Ideally speaking this much of borrowing in itself is no(bad. If 
entirely utilised for very high productive purposes within a period of 
about 5 years it will yield results. 

GDP Approach 

1.15 During evidence the Finance Secretary of Ministry informed the 
Committee that "in the current year the fiscal correction being effected by 
the Government is from an actual level of 8.9% last year to 6.5"0." 

1.16 The Finance Secretary further informed the Committee that this 
would go down further to 5 or 5.5% in the susequent year. 

1.17 Asked how accurate was the GOP figure in money terms, the 
Finance Secretary stated: 

"GOP will fluctuate. I have talked of the limit of 6.5 percent. When 
it is translated into operational documents you will 110t find 6.5% 
anywhere ... What goes to the Budget Document is not 6.5% of the 
GOP but the specific Iimij in respect of market borrowings, external 
assistance and so on. These figures are capable of being controlled 
and regulated." 

Deficit in the Public Sector 

1.18 During evidence the Finance Secretary further stated:-

"We would like to bring within the fiscal deficit criteria the 
performance of the public sector as well as Centre and the States. 
This year we are reducing centre's fiscal deficit by 2 percent. The 
chances are that the total fiscal deficit of the system as a whole-
-Central Govemment, State Governments, State Undertakings etc. 
will be less than 10% : 6.5% for the Central Government alone and 
3.5% or a little less than that for the rest of the system. The figure 
was a little less than 12% last year. The total needs to be controlled. 
We cannot let loose t~e public sector and the State Government to 
borrow. This matter of fiscal contraction requires from-
hard decisions. We will talee the State Governments into confidence." 
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Monitoring Deficits and borrowings of State Governments 

1.19 In a written note the Ministry informed the Com'mittee that 

"Under the Overdraft Regulation Scheme of Reserve Bank of India, 
no State can remain in deficit of more than the ways and means limits 
permitted by the Reserve Bank of India, beyond 7 working days. For 
all the States (excluding J & K aDd Sikki~ which do not bank with 
the RBI), the total ways and" means limit (and the limit on their 
deficits with RBI) is presently Rs. 953.66 crores. 'Ibe ways and means 
position of the States are monitored on daily basis and timely releases 
and advance releases of entitlements are made to enable the States to 
clear their overdrafts. 

(2) The loan component of Central assistance, market bOrrowings, 
etc. are allocated by the Centre as part of the States Plan funding. 
Further, under the provisien of Article 293(3) of the constitution, a 
State Government which has outstanding loans from the Central 
Government, cannot raise any loan without the consent of the 
Central Government and under Article (4) ibid, Central Government 
while giving the consent is empowered to put such condition as it may 
think fit. 

(3) Total quantum of market borrowings, out of which States are 
allocated a share, is determined keeping in view the ,likely growth in 
market resources, expansion in money supply and expected growth Qf 
outp'ut. The ·Present restrictions on Reserve Bank's credit to the 
States and the relatively small size of the deficits of the State 
Governments, moderate the effect of these deficits on the rate of 
inflation and impart monetary discipline." 

Role of RBI 

1.20 During evidence the representatives of RBI informed the Commit-
tee, as follows:-

"We take into account the totality of the borrowings of the Centre, 
State Governments and the public sector undertakings. We do 
monitor it closely in this regard. But by taking the totality of the 
States and the public sector undertakings~ the figure. does not get 
doubled. There are a large number of institutions which the Centre 
gives loans to. All those come into the total picture." 

1.21 In reply to a question, he· further stated that State Governments 
borrowings from the market was included in the total deficit. In this 
connection, the Finance Secretary added: 

"We have been monitoring and we have been seeing the numbers. 
We have not taken corrective action in the past. This year, for the 
first time, we are taking corrective action for the Centre. 
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All these things have been brought out in the last Finance Commis-
sion's Report also." 
Need for Fiscal Discipline in the Public Sector of Economy 

1.22 The Committee enquired what corrective measures for ensuring 
fiscal discipline for a stable fiscal policy and economic development, were 
being initiated with particular reference to the State Governments. 
Explaining the position the Finance Secretary during his evidence before 
the committee stated: 

"When we talk in te .. ms of fiscal discipline, we have to take into 
account the entire thing which we call as 'General Government' 
which included the Central Government, all the State Governments 
and the public Sector undertakings under the Centre and the States, 
because, it is a combined borrowing of all these organisations that 
effect the total fiscal discipline. It is our estimate that the total 
combined borrowing of all entities was close to around 12 per cent of 
the GOP last year that is around Rs. 65,000 crore. 
"Since we are starting an experiment in the country for the fir6t time 
this year, we have limited it to the Government of India. But the 
intention is that, next year, we will tackle the problem of the Public 
Sector undertakings and the State Governments. The instrument for 
this is the annual plan, through which we do transfer a lot of money 
to the States every year". 

1.23 He added: 
"Because of the inability of the Government of India to make . "-
available larger and larger resources, because we ourselves will be 
under fiscal discipline, we will have to control our expenditure. If 
States went to have larger plan outlays, either they have to raise 
more resources and increase their productivity, price their goods and 
services cor-recdy or economise their expenditure; In the discussions 
which we will have with States, we will tell them that we are not in a 
position to give them more." 

1.24 The Finance Secretary further stated: 
"The Central Government has been borrowing more and more not 
only because of the undertakings but also because of the general 
deficit. 

The State Governments and the Central Government have diffe-
rent political compulsions. It is not necessary that all the State 
Governments will be taking a uniform stand. But this has to be done 
through the NOC when all the Chief Ministers are present or the 
Planning Commission." 

1.25 In the context of different political parties in power at the Centre 
and in the States, the Finance Secretary added: 

"There may be differences in perceptions between one State and 
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another. But as far as the fiscal policy is concerned, that can still be 
pushed through." 

II. MANAGEMENT OF DEFICIT 
Non-Plan Expenditure 

1.26 Concept of Non-Plan expenditure as explained in the Expenditure 
Budget is as follows: 

"Non-Plan expenditure is a generic term used to cover all expendi-
ture of Government not included in the Plan. It includes both 
developmental and non-developmental expenditure. Part of the 
expenditure is obligatory in nature e.g. interest payments, pensionary 
charges and statutory transfers to States. Part of the expenditure is an 
essential obligation of a State e.g. Defence and Internal Security. 
Then, there are special responsibilities of the Centre like external 
affairs, and currency and mint, and co-operation with other develop-
ing countries. Expenditure on maintaining the assets created in 
previous Plans is also treated as Non-Plan expediture. Similarly, 
expenditure on continuing services and activities at levels already 
reached. in a Plan period is shifted to Non-Plan in the next Plan e.g. 
educational and health facilities, continuing research projects and 
operating expenses of power, stations. Thus as more Plans are 
completed a large amount of expenditure on operation an~ mainte-
nance of facilities and services created gets added to Non-plan 
expenditure, besides the interest on borrowings to finance the Plan." 

Growth of Non-Plan Expenditure 
Defence, Subsidies, Grants to States and Interest Payments 

1.27 Details of Revenue Expenditure on Defence, Subsidies, Grants to 
States and Interest Payments are given in the following table: 
Revenue Expenditure of the Centre on Defence. Subsidies. Interest Payments and Grants to 

States 
(Rs. Crores) 

Year Defence Subsidies Grants to (nterest 
States Payments 

1981·82 3849 (4334) 1941 2654 3195 
1982·83 4499 (5025) 2220 33911 3938 
1983·84 51~ (Sli31) 2749 4119 4795 
1984-85 63~4 (7061) 4038 48..'i1! 5974 
1985·1!6 7021 (19M) 4796 6612 7512 
1986-87 9179 (I04n) 5451 7199 9:!4fl 
1987·88 II8t\ I (11968) 59RO 11977 11251 
1988-89 95511 (13341) n32 91137 1~2711 

1989·90 10194 (144lfl) Iflhn 11445 InS7 
1990-91(RE) 1\012 (15750) 12111 121134 21RSO 
1991·92(BE) 11I39(1fl350) 103115 148117 2745() 

Note: Figures in brackets represent total Defence Expenditure. 
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Expenditure on police has increased from the level of Rs. 353 crores an 
1981-~ to Rs. 1758 crores in 1991-92 i.e. 398% for meeting requirements 
of internal security. 

In addition to the above, expenditure on pay and pensionary charges has 
also grown significantly, mainly due to implementation of recommenda-
tions of the Fourth Pay Commission. 

Further benefits extended to Defence pensioners bas resulted in large 
increase in pensions. 

Quasi-Subsidies and Financial Reliefs 
1.28 The Ministry in a written note has stated: 

"Apart from the explicit subsidies there are "Ouasi subsidies" 
consisting of postal deficit and net expenditure on certain other 
departmental commercial undertakings. There are "hidden subsidies" 
which .include 

(i) Non repayment of principal and interest dues as well as dividends"by 
Public Sector Undertakings and write off loans, and interest. 

(ii) Interest below current cost of borrowings charged from State Govern-
ments, NABARD, REC, Government servants, etc., and on recovery 
of fees I charges for services provided or charging concessibnaI'rates by 
educational institutions, hospitals, etc." 

There are no quantifications of the hidden subsidies. 
In addition to the hidden substance of the type indicated 'above some 

public sector undertakings have received other financial reliefs. The recent 
examples of such reliefs are as under: 

(a) Dues outstanding as on 31.J..1989 payable by DESU to Badarpur 
Thermal Power Station amounting to Rs. 1427.16 crores were 
waived. DESU has not made payment for subsequant billings also 
(around Rs. 290 crores per annum). 

(b) Outstanding interest of Rs.297.42 crores as on 31.3.89 from DESU 
to Central Government was waived. 

(c) Rs. 611.46 crores outstanding as on 31.3.86 agains,t'Delhi Transport 
Corporation (Rs. 277.27 crores by way of loans and Rs. 334.19 
crores by way of interest) were written off. 

(d) Rs. 109.06 crores outstanding as on 31.3.86 against Central Inland 
Water Transport Corporation (Rs. 51.60 crores by way of loan and 
Rs 57.46 crores by way of interest) were writte,n off. 

(e) Loans of Rs. 259.12 'crores and interest of Rs. 87.42 crores 
outstanding against Heavy Engineering Corporation were written 
off. " 

1.29 The Committee pointed out that ratio of non-plan expenditure 
component had not altered over the years even through non-plan 
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expenditure had grown almost four times. This showed either very 
little flexibility or very little discipline in the public expenditure 
programme of the Government. The Ministry of Finance, in lheir 
comments, stated as follows:-

"Interest payments as a percentage of total expenditure are 
increasing rapidly: This is a direct consequence of large borrowings 
made to finance Government expenditure, especially plan expendi-
ture in the past. As stated in Finance Minister's Budget (1991-92) 
speech. The exponential increase in interest payments can be brought 
under some measure of control. by 1994-95, only through a strict 
discipline on Government borrowing for a period of three years. The 
Union Budget for 1991-92 is the first step in the direction of reducing 
the fiscal deficit as proportion of GDP. Progressive reduction in the 
fiscal deficit will ensure that expenditure growth is controlled." 

Subsidised Rate of Interest charged on Loans to State Governments 

1.30 The Committee enquired whether a part of the deficit had been 
contributed by subsidised rate of interest charged on loans to State 
Governments, the Ministry of Finance in their written reply stated: 

"As against an average interest cost of around 11.50% on market 
loans raised by the Government in 1990-91 the rate of interest 
charged on plan and non-plan loans to State Governments was 
10.25%. It has been revised to 10.75% with effect from 1.6.19.91. It 
may also be mentioned that 30% of Central assistance to States (90% 
in respect of special Category States) is provided in the form of 
grants-in-aid, even though Central Government has to raise the entire 
amourtt required from borrowings. 

In respect of loans out of net collections of small savings, the 
interest paid by State Governments is 13.5% per annum The cost to 
the Central Government is however, much higher as the States repay 
the loans over a 25 year period with an initial moratorium on 
repayment of loan of five years, wl:tereas the Central government is 
required to repay the investors within approximately 6 years. Some of 
the popular small savings schemes also have higher rates of interest 
than 13%. It is, however. difficult to quantify the amount due to the 
subsidised rate of interest charged on smaU savings loans to State 
Governments. 

~ 

In the case of foreign loans passed on to State; (Jovernments, 
there is also the element of exchange risk which the Central 
Government bears." 

1.31 Justifying the subsidy on interest the Ministry of Finan£e stated that 
the interest subsidy was provide-'i to organisations. undertakings when it 
was assessed that it would not be economically viable (to the loanee) if the 
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normal rate of interest was charged. These arised at the time of initial 
advancement of the loan as we)) as due to capital restructuring of the 
organsiation. 

Non-Plan Expenditure 1991-92 
1.32 Important items of Non-plan expenditure included in the Budget 

for 1991-92 are indicated in the following paragraphs: 
1. INTEREST PAYMENTS (Rs. 27450.00 crores) 

These relate to interest on internal debt (Rs. 11582.44 crores) which 
mainly comprise market loans and discount on Treasury bills (Rs. 9588.44 
crares); external debt (Rs. 2680.41 crores), small savings deposits and 
certificates (Rs. 5704.65 crores). Provident funds including deposits of 
provident funds of non-Government employees (Rs. 7021.41 crares). 
Reserve funds of ,commercial departments of Government (124.23 crores) 
and other obligations (Rs. 336.86 crores) which include deposits of public 
sector agencies lodged with Government. 
2. DEFENCE (Rs. 16350.00 crores) 

This includes revenue and capital expenditure on Defence Services net 
of revenue receipts. The components are Army.{Rs. 8079.13 crores). Navy 
(Rs. 892.06 crores). Air Force (Rs. 2054.96 crores), Ordinance factories 
JRs. 112.63 crores) and capital outlay on all the above services 
\lb. 5211.22 crores.) 
3. MAJOR SUBSIDIES (Rs. 7824.00 crores) 
Food (Rs. 26()().OO crores): 

The Food Corporation of India purchases Joodgrains for the Central pool 
on procurement prices fixed by ~Government from'time to time. These 
grains are issued to (a) public through public distribution system (b) roller 
flour mills and (c) for rural employment programmes and other relief 
schemes at issue prices fixed by Government. The difference between 
economic cost and the issue price js reimbursed to the Corporation as 
consumer subsidy. The Corporation also carries buffer stock on behalf of 
Government and is reimbursed the carrying cost including handling. 
storage, interest and administrative cbrges. 
Indigenous Fertilisers (Rs. 2900.00 crores):-

A retention price scheme for indigenous fertilizers is in operation since 
1977. This scheme is intended to make fertilizers available to the farmers 
at reasonable prices and give producers of fertilizers a reasonable return on 
their investment. The fertilizers are sold at issue prices fixed from time to 
time. 

The retention price scheme allows a 12% return on net worth. The 
difference between the re·tention price so fixed less distrihution margin and 
the statutorily controlled consumer's price is allowed as subsidy. The 
retention price is fixed on each plant over the pricing period. Necessary 
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adjustments are, however, made during the pricing period on account of 
variation in the prices of major inputs. The quantum of subsidy, therefore. 
depends on the retention price, the consumers' price and the level of 
production. lit addition, the manufacturers are also allowed freight subsidy 
for movement of fertilisers from factory to delivery points. 

Imported fertilizers (Rs. 1100.00 crores):-
As indigenous production is not adequate to meet the demand for 

fertilisers, imports are arranged to make up the shortfall. Mainly, three 
varieties of fertilizers viz. Urea. Oi-ammonium phosphate and Muriate of 
Potash. are imported. The estimates are based on the likely imports. 

Export promotion and Market Development (Rs. 1224.00 crores):-
This comprises market development assistance in the form of supplemen-

tary cash compensatory support in lieu of duty drawback for deemed 
exports (Rs. 998.00 crores). export credit faciLities to provide subsidy of 
1.5% in interest ~hargcs on export finance provided by banks to eligible 
institutions (Rs. 200.00 crores) and grants-in-aid to export promotion 
council etc. (Rs. 26.00 crores). 
,Debt Relief to Farmers (Rs. 1500.00 crores):-The subsidy is towards 
providing debt relief to borrowers of eligible loans under the "Agricultural 
and Rural Debt Relief Scheme. 1990". 
Interest subsidies (Rs. 315.55 crores):-

In~erest Ott loans sanctioned by tho Government is normally payable at 
the rates prescribed from time to time. In specific cases where a concession 
is allowed in the rate of interest to a party or where the loanee is 
exempted from payment of interest on the loans. subsidies are paid in lieu 
of interest. An amount equal to the subsidy is taken as interest receipt of 
the Government. 

Subsidised interest rates are allowed on loans for khadi and village 
industries. Interest exemption has also been aHowed· as a part of 
restructuring of capital base of certain pUblic enterprises like Steel 
Authority of India; Delhi Transport Corporation, and the Central Inland 
Water Transport Corporation. 

Details of interest subsidies are given in Statement No.5. 
OWr Subsidies (Rs. 755.03 crores) 

Two major items of other subsidies for which the provisions are made 
are explained below: 
(a) Railways (Rs. 314.11 crores) 

In terms of the recommendations of the Railway Convention Com-
mittee. the Railways have been given concessions in payment of dividend 
to general revenues on a number of items. These have been explained ia 
the Receipts Budget .. The dividend concessions. except that relating to loss 
in the working of strategic lines is provided to Railways in the form of 
subsidy from general revenues. 
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(b) Mill made and Iwndloom cloth (Rs. 24().00 crores): Under a scheme 
financed from the proceeds of additional excise duties levied in textiles and 
textile articles, the consumer is supplied mill made controlled cloth and 
also dboties and sarees produced in the handloom sector at subsidised 
rates. Provision for sulKidy on hand loom cloth is Rs. 205.00 crores. while 
that for mill-made cloth is 15.00 crores'. 
POSTAL DEFICIT (Rs. 243.00 crores) 

This represents the net deficit of the Postal services. Working expenses 
of the Department are estimated at Rs. 1203.00 crores and receipts at Rs. 
960.00 crores leaving a deficit of Rs. 243.00 crores. 

FisCIJI correction during 1991-92 
1.33 Indicating the measures taken to control Non-Plan expenditure 

during the Budget year 1991-92 the Ministry sta~d that the following 
correctives were applied: 

These corrective include: 
(1) Reduction in subsidies by increasing the prices of fertilize(S by 30 

per cent (except for marginal and small farmers) and increase in 
the issue price of sugar from Rs. 5.25 per Kil. to Rs. 6 per Kg. 

(2) Abolition of Cash Compensatory Support for exports. 
(3) A marginal increase .of 3.8 per cent in defence outlay. 
(4) Increase in the prices of motor spirit, domestic LPG and aviation 

turbine fuel by 20 per cent. 
(5) Changes in tax rates to yield a net additional revenue of Rs. 200S 

crores to the Centre. 
This is in addition to the directions to the Ministries/Departments to 

absorb, as far as possible, unavoidable additional commitments like 
expenditure on fresh instalments of DA, etc. against their approved 
Budget provisions. 

1.34 Summary of Expenditure Budget, 1991-92 is produced below: 

TOTAL EXPENDITURE 
Plan Expenditure 
1. Budget Suppon for Central Plan 
2, Central assistance to states & ur plans 
Non· Plan Expenditure 
1. Interest Payments 
2. Defence (includinl Capital outlay on Defence) 
3. Subsidies • 

Food 
~ertiliscr 
Export Promotion 

Actuals 
1989·90 

92906 
28401 
18159 
10242 
64505 
17757 
14416 
10677 
2476 
4601 
W89 

(Rupees in crores) 

Revised 
1990-91 
106717 
299S6 
17594 
12362 
76761 
21850 
157.50 
12121 
24.50 
4400 
2700 

Budget 
1991·92 
113422 
33725 
19015 
14710 
79697 
274.50 
16350 
lO395 
2600 
4000 
1224 
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Debl Relief 10 F~1'I 
OCher Subsidies (including mlereal subsidies) 

4. Pensions (including Freedom Fighler', Pension) 
S. Police (including Buildings for Police) 
6. Grants and Loans to Stale·4 UT Governments 
7. Non-Plan Loans to hblic Enlerprisel 
8. Gants 4 Loans to Foreign Governments 
9. Other Non-Plan Expenditure·· 

(Rupccs in crores) 

ActuaII Reviled 
1500 

1S11 ' 1071 
~13 2311 
1424 1829 
7960' 1028S 
1131 1070 
901 1460 

7926 10085 

BudFI 
1500 
1071 
2465 
2018 
9547 
632 

1214 
9626 

--Apan from salaries, administrative eltpenditurc, cte. this includes investments in defence 
PSUs, Postal deficit, net expenditure on dcpanmental commercial undertakings, Capital 
outlay on Coast Guards, Border Roads, non-plan outlay of C.P.W.D. etc. 

1.15 Referring to the preceding table, tbe FinallCe. Secretary d~ 
evidence stated: 

"The" contraction in expenditure has been achieved notwithstanding 
the fact that during the year under review we have had an increase in 
interest expenditure. We have not reduced the plan expenditure. 
Budget support for plan has gone upto Ri. 33,725 crore and interest 
charges by nearly Rs. 5,600 crore which ...... .is to be seen with 
reference to what it would normally have been because when you are 
talking in terms of fiscal correction, we are talking of increase in 
revenue. For Defence, we allowed only 3 per cent growth over 
Revise~ Estimate 1990-91. We fixed it as Rs. 16,350 crore. There is 
reduction in Defence expenditure from the projected demand. Even if 
inflation was to be neutralised, the outlay would have been much 
larger. 
In the normal course, the figure of Rs. 10085 crore would have gone 
up. But we find that the amount is only Rs. 9626 crores. This is where 
the major saving comes. We did announce in the Parliament there will 
be an extra expenditure of Rs. 8 crore towards fertilizer which we will 
~ve elsewhere. Bearing this, in the first supplementary. We did not 
ask for extra provision 
The revised estimates as finalised are below the original budget 
estimates ....... we are confident that this year, the final expenditure 
on petrol, electricity and telephone may ultimately lead to a saving of 
about no more than Rs. 50 crores or Rs. 100 crores. However, it is 
absolutely necessary to reduce expenditure in regard to austerity 
mf'asures in government". 

Limitation to Expenditure Control 
1.36 In regard to limitation to expenditure control accaunt"l on the 

management of deficit~ the Secretary, Finance explained that the sale 
price for all potash and phosphatic fertilizers is fixed. They are all 
imported. Supposing the import price is going up and we continue to sell it 
at the slIhsidized rates, then the deficit naturally goes up. We have a 
system which determines. t11e expenditure on a totally different basis and 

1216LS-~ 
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not on the basis of allocation. In our system, there are three to four areas 
for which expenditure is not determined on the basis of allocation but on a 
totally different basis. Those areas are fertiliser subsidy, food subsidy and 
technical credit. Defence is something like security oriented and I think we 
should not go into its details. So, these are the areas in which we are 
working various formulae and these things can be brought ulijier discipline. 
Barring these three areas, in the rest of the areas, we can say that we have 
a system of expenditure control and we tell them that we -cannot go back 
to the Parliament and if they want any additional provisions they can 
kindly surrender or cut their expenditure elsewhere. We have examined 
this aspect since three years and we have deficit indications and I am able 
to assure the Committee this much tltat we will end the year at 6.5 per 
cent fiscal deficit. And next year, we will go to give per cent i.e. 
contraction of about Rs. 9000 crores. 

He further added that "this year, export subsidy is the major element by 
which we will have about Rs. 3000 crores but having abolished it we 
cannot do it again in the next year ....... As interest cannot be reduced, in 
fact it would increase substantially, bPw? So, we are working on in the 
Budget in order to reduce the fiscal deficit." 

Revenue Augmentation 

1.37 In regard to bridging of revenue deficit the Committee examined 
various aspects including the position of tax revenues, augmentation of 
non-tax receipts, improving returns from public sector undertakings, etc. In 
a written note the Ministry stated: ,-

"The increase in budget deficit is mainly a reflection of the increasing 
gap between revenue receipts and revenue expenditure. The share of 
tax revenues retained by the Centre fell sharply, due to the recom-
mendations of -the Seventh Finance Commission when the States share 
of Cemral Excise Duties was increased from 20% to 40%. Eighth 
Finance Commission further increl\SCd it to 45%. Non-tax revenues 
did not grow much because of the. JX>t't return from public enterprises, 
pegging dividend payable of the Railways at 6% pursuant to the 
recommendations of the Railway Convention Committee; subsidised 
rate of interest ~harged on loans to State Governments, etc. On the 
other hand, there was a spurt in expenditure mainly on account of 
interest payments, subsidies, plan and non-plan grants to State 
Governments and on defence. WlUle the revenue receipts grew at an 
average rate of 16.7 per cent per annum during 1981-82 to 1991-92, 
revenue expenditures increased at an average rate of 17.1 per cent per 
annum. Because of the negative balance 'from the curient revenue, 
additional borrowing had to be resorted to for financing plan and non-
plan expenditure. This has resulted in funher outgo by way of interest 
payments and repayments of principal." 
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1.38 The following table indicates the position of tax receipts 
during the years from 1975-76 onwards: 

Year 

1975-76 
1976-77 
1977-78 
1978-79 
1979-80 
19f1).81 
1981-82 
1982·83 
]983-84 
1984-85 
1985-86 
1986-87 
1987-811 
1988-89 
1989-90 
1990-91 (RE) 
1991·92(BE) 

Gross Tax 
Revenue 

7fIJ9 
8271 
R8S8 

lOS25 
11974 
13149 
15816 
17696 
20722 
2347] 
28670 
32638 
37666 
44474 
51636 
58916 
68835 

(Ra. crores) 

Sta~' share; States' share 
in Central 11% of 

Taxes Oross Tax 
Revenue 

1599 21.0 
1690 20.4 
1798 20.3 
1957 18.6 
3406 28.4 
3791 28.8 
4274 27.0 
4640 26.2 
5246 25.3 
5777 24.6 
7491 26.1 
8476 26.0 
9598 2S.5 

10669 24.0 
13232 25.6 
14535 24.6 
16255 23.6 

1.39 The Ministry in a written note stated that 'as a result of 
implementation of the recommendations of the 7th Finance Com-
mission State's share in Central taxes and commodities increased signi-
ficantly from 18.6 per cent in 1978-79 to 28.4 per cent in 1979-80. 
However, it is apparent from the table given above that after 1981-82 
the State share as a percentage of gross tax revenue has continued to 
decline. obviously, as a result of relatively larger increases in the 
non-divisible tax revenues. 

Growth of Non-tax Revenue· of the Central Government 
1.40 The following table presents the growth of total non-tax 

revenue-interest receipts. dividends and profits from 1980-81 onwards: 

T ... : Growth or Non-tax Revenue or tbe Centra! Government 

1981- 1982- 1983- 1984- 1985- 1986- 1987- 1988- 1989- 1990- 1991· 
82 83 84 as 86 87 88 89 90 91 92 

(RE) {BE) 

1 2 3 4· 5 6 7 8 9 10 11 

Total NoD-Tax 
evenue of which 3493 4440 4270 SSIS 689S 8764 9022 9840 13947 13063 15029 
(i) ialerell 2215 2852 2668 

Rec:cipts 
3963 4595 5353 5755 6981 $466 9573 11009 
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1 2 3 4 6 7 8 9 10 11 

l'roqt State 
A. UT Gov-
ernments 

90S 1029 1264' 1616 1872 ~754 3158 3770 4424 5592 6808 

-00 Railway 
c.pitaI 

338 392 353 244 5S9 553 614 689 783 927 1037 

-<iIa Poall It. Telc- 52 71 97 135 170 211 o 161 180 204 225 
coin Capital 

-{)tbcr interest 917 1360 9S:4 1968 1994 1833 1983 2361 3079 2850 2939 
Receipts 

(ij) [ijvUiends and 321 419 451 407 515 SO? 605 475 715 779 967 
Profits 

-Profits from RBI 210 210 
-()tiler dividend 111 209 

reccpitl 

210 210 
241 197 

210 210 
305 297 

210 
395 

210 
265 

210 210 350 

505 569 617 

Tar exemptions to RBI, UTI, IDBI and Mutual Funds 

1.41 In a note on exemption to RBI, UTI, lOBI and Mutual Funds 
from payment of income tax to the Central Government, the Ministry 
of Finance have stated as follows: 

The profits of lOBI were exempt from income-tax right .from its 
inception in 1964, under section 35 of the lOBI Act. This section has 
been deleted with effect from the first day of April 1992 (brough the 
Finance Act. 1991. As -a result, IOSI has become liable to income-tax 
or any other tax in respect of the income, profits or gain accruing or 
arising to it. 

(2) There is no change with regard to the tax exempt status of 
Reserve Bank of India, Unit Trust of India and Mutual Funds. 

(3) The Reserve Bank of India functions as the country's 'Central 
Bank'. It is not engaged in commercial activity and is, therefore. not 
called upon to bear the burden of corporate tax. 

(4) The basis for exempting UTI from income-tax is'tbat it is only a 
conduit or an institutional arrangement of the nature of a Mutual Fund 
for investment of funds by small investors who do not have the time or 
expertise in this regard. The same rationale applies for providing 
exemption from income-tax to the Mutual Funds. 

1.42 The Committee pointed out that there were large variations in 
the dividend and profit payments to the Central Revenue in different 
yean, In this connection, the Finance Secretary stated as foUows: 

'" am afraid. I will have to look into it. But basically. this is 
something which t/'le Finance Commission has also drawn aUen-
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tion to. In all the investments, if we get a six per cent dividend, then 
we should at least get another Rs. 1700 crore in the kitty." 

Constraints on growth of tax and non-tax Revenues 
1.43 The Committee enquired about the constraints on the growth of 

tax and non-tax revenues. The Ministry of Finance in a written note 
explained: 

"The major constraints on the growth of revenue from direct taxes is a 
narrow tax base given the developing nature of the economy, low per 
. capita income of the population and the existence of a large informal 
sector. The possible adverse impact of higher rates of taxation on 
input costs and their' cascading effect on prices in general and 
regressive nature are among the main constraints in raising revenue 
from indirect taxes. 
(2) There is scope for raising non-tax revenue through recovery of 
cost of services. However, socio-economic considerations limit the 
scope and extent of this option." 

1.44 As regards the long term strategy being adopted for raising more 
non-tax revenue through recovery of cost of services, the Finance Secretary 
said: 

"There are two things. As far as Government of India is concerned 
the raising of non-tax r~venue is by way of payment of interest charges 
by the public sector undertakings on the loans taken by them and the 
payment of dividend. The Ninth Finance Commission had gone into it 
in great detail. They have observed that even if this particular activity 
is taken care of. we can generate an extra amount of Rs.1700 crores in 
the Budget. This year expect about Rs. 800 crores on this account. 
But we have to go a long way." 

Cost of Services 
1.45 In regard to cost of services rendered by Government through 

educational institutions. hospitals etc. during evidence Finance Secret-
ary said: 

"We spend a lot of money on JITS and AIIMS. Of course, the 
return for the services rendered will not be substantial. But the 
State Governments need to do a lot on this account. It would not 
mean charging from every village dispensary and every village 
school. But most certainly there is a case for charging 30% to 
50% for the services rendered in the field of higher education. 
higher medical facilities. We need to change for the facilities 
provided in term of irrigation system, road/transport undertak-
ings, electricity boards. All these matters have been taken up with 
the State Governments. The Planning Commission during the 
normal plan discussions with the State Governments. spend a lot 
of time on these aspects saying that your outlay would depend to 
the extent to which you will be able to minimise the subsidies. 
The scope is tremendous." 
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Tapping UMccounled Money 

1.46 In the context of Government's efforts to bring out black money 
for augmentation of tax revenues the Committee discussed the latest 
schemes brought out by the Government to mop up unaccounted money. 
In this context the Finance Secretary stated: 

"Under the National Housing Bank Scheme .... anybody can bring in 
bis money. We will retain 40% as levy to be used for slum clearance 
etc. and tbe balance 60% will allow him to use for any purpose he 
wants." 

1.47 Asked about the response had the scheme drawn, he added: 

"It has resulted in gettng about Rs. 1700 crores or so. But it will gain 
momentum towards the end of the SCheme .... We expect that the 
Scheme will be quite successful." 

Tax Reform 

1.48 Asked what reform were being made in the tax laws and structure 
in order to improve tax compliance, the Secretary Finance informed the 
Committee: 

"The Government is trying to restructure the system-both direct and 
indirect taxation-and remove unnecessary regulations in the system. 
The steps that can generate higher rates of taxation and encourage 
evasion of tax will be looked into." .. 

1.49 Amplifying his statement he added: 

"The number of the people who are on the tax net is only seven 
million and a good part of them are salaried-class. It is really not 
conceivable that in a country of 850 million people, only seven million 
are paying taxes to support the remaining population. Over a period 
of time all these people should be brought into the tax net." 

1.50 The high-level Committee of experts headed by Dr. Raja J 
Chelliah, to examine the structure of direct and indirect taxes, had recently 
submitted its report to the Minister of Finance December, 1991. 

Explaining the position the Finance Secretary said: 

"Dr. Raja Chelliah Committee Report has been received. It is being 
processed as part of the Budget exercise. If the suggestion about 
excise and customs is made public at this stage, it will lead to a 
situation where lOme people may take advantage of this and think of 
whether to import it earlier or later. So I would seek the indulgence of 
the Committee in not discussing this at this stage. 
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1.51 Commenting about the broad findings of Dr. Raja Chelliah 
Committee Report the Finance Secretary said: 

"I would seek the indulgence of the Committee for not discussing this 
at this stage. But, broadly I would say that the report is in two parts: 
The first part deals With income tax to a large extent, and customs and 
excise to S9me extent. The Second part covers not only the corporate 
and excise taxes, but it would cover the cleaning up of the entire tax 
structure. Dr. Chelliah Committee would address itself to the cleaning 
it up totally and restructuring it in a way that it leads to stricter and 
easier tax compliance." 

Realisation of Arrears 
1.52 Referring to a large amount of arrears the Committee enquired 

about the efforts being made for realisation of arrears. The Finance 
Secretary stated: 

"The total amount of arrears under dir~t taxes is close to around Rs. 
6500 crare. The total arrears under the indirect taxes will be a little 
less than Rs. 3000 crare. Our analysis shows that a very good part of 
that is tied up in various Court proceedings. Basically, therefore, if 
you want to collect the arrears, YOIl have to do two things. Firstly, 
take it as a missionary zeal, as an objective and go heavily on 
defaulters. Secondly, expedite the ·Court cases. 

As far as tint is concerned, necessary directions have already been 
given to both the Boards. We 8(e launching a major drive ...... Nearly 
Rs. 1,OOO/-crores will be collected by the end of March, 1992. This is 
the target that has been set internally for the two Boards." 

Arresting Revenue Shortfall 
1.53 In regard to the impact of revenue shortfall- on tbe position of 

deficit, the Finance Secretary intormed. 

"The total shortfall in revenue is not likely to ~ more than Rs. 2000 
crares. We have reviewed the whole budget. There has been some 
significant imporvement. The fiscal deficit we will manage to keep at 
the earlier estimated figure. There will be further tightening of the 
expenditure. We are going to take stringent action." 

1.54 On being pointed out that there had been a report that there were 
shortfalls of about Rs. 4,000 crares in the excise duty because of import 
restrictions. To this, the Finance Secretary said. 

"In the current year, hopefully under the income tax, corporate tax, 
and the excise duty the final collections wiU be higher thAD the budget 
e!4imates figures as given in the statement. Two steps have been taken 
to retw:e the Ihortfalla. One is regarding bonded ware-bouse facility. 
Earlier they were allowed to put it in the warehoWiCI duty free for 
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90 days. They requested the Government that this facility may be 
extended for one year. Now, we allow them to keep their goods in the 
warehouses for a period of three months. That will be reduced to one 
month; and even the party should pay 50 per ceilf to start with. We 
have launched a drive for expediting clearance in all the customs 
airports. These two processes, I think, will give substantial additional 
revenue." 

1.55 It had been reported in Press that Government intended to reduce 
customs duties under the new economic policy. The Committee enquired: 
Will it not necessitate lowering down existing rate structure of the Central 
excise as well? And if so, what will be the impact of revenue realisation 
and the management of deficit? Explaining the position, the Chief 
Economic Consultant stated as follows: 

"Actually, we are not convinced that reducing tariff rate means 
reducing tariff revenue. Suppose our imJ)Qr-ts 8re doubled next year, 
the tariff revenue could still go up at lower tariff rates. As far as 
revenue implication is concerned, I would like to say that lower Jariff 
rates could lead to lower tariff revenue. It is also possible to reduce 
tariff rates and at the same time reduce concessions and still set a 
higher revenue. I would like to say that this would not necessarily 
come from excilc. It COuld come from direct taxes." 

Zero Base Budgeting 

1.56 At the instance of the Committee, the Ministry of Finance 
furnished a note on application of Performance Budget and 'Zero Base 

"-Budgeting' for checking unproductive inefficient use of funds and the 
degree of success achieved in this respect. The Ministry explained the 
position as follows:-
Performtlnce Budget 

All Ministries/Departments in charge of developmental programmes 
are preparing and presentjng to Parliament Performance Budgets in 
pursuance of recommendations of the Administrative Reforms Com-
mission on 'Finance.. Accounts illld Audit'. The Performance Budget 
presents the budget of the Ministry I Department in terms of functions, 
programmes and activities liS pel' format prescribed for this document. 
Performance Budgets are meant to serve the management as l tool of 
administrative and financial control in the implementation of develop-
mental programmes. 

Performance budgeting comprises three essential ingredient!; viz. (i) 
indentification of functions and objectives of various departments of 
Government (ii) recasting the aa;ounting structure to reflect the 
functions and programmes of Government and (iii) evolution of norms 
or standards of performance so that targets can be scientifically set 
and performance measured - leading to a correlation of inputs and 
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outputs. Of these the first two stages have been accomplished. The 
third stage of eVQlution of nonns has run into difficulties owing to the 
vast spread of Government expenditure, the diversity of operations 
and practical difficulties in standardisation and correlation. 

Zero Base Budgeting 
In the Chapter on Frame work of Economic Policy included in the 
~eventh Plan it had been recommended that as one of the means of 
achieving expenditure control the principle of Zero base budgeting 
should be introduced and that it should be applied not only to non-
development expenditure but also to development expenditure. The 
main thrust of zero base budgeting is to replace the conventional 
incremental budgeting and bring about a fresh look at the contents, 
strategies structures and mechanisms of Governmental operations to 
ensure and optimal allocation of resources available. ZBB requires 
identification of each of the activities presently undertaken in such a 
manner so that it can be evaluated and ranked against activities 
competing for limited resources. 

The Central Ministries/Departments were advised in 1986 to adopt 
Zero base budgeting in their area of operation. The Ministeries/ 
Departments were required to rank various programmes. A Model 
questionnaire was also cirulated to the Ministries for this purpose. 
This evpked little response and the Ministries filled the questionnaire 
in a routine manner. 

The need for Zero base budgeting was once again impressed on the 
Ministries/Departments in 1987. They were asked to draw up a time 
bound programme for review of all the programmes and activities, to 
be completed over a period of 3 years by covering 1/3 of the budget 
each year. In so far as Plan schemes were concerned Planning 
Commission was to be associated in the review. 

Even this did not evoke a satisfactory response. When the Ministries 
were asked ~r a report about completion of the review, many 
Ministries merely reported that they have completed the review 
without any result. Certain others said that all their programmes were 
equally important and nothing can be given up. 

In July 1991 the Ministries/Departments have again been requested 
to make an effort to prioritise the activities and schemes both on Plan 
and Non-Plan side and identify those schemes and activities which can 
be CJliminated or reduced in size. 

1.57 The Committee during evidence: observed tbat while the Ministry 
of Finance was itself convinced about the benefits of the system of Zero 
Base Budgeting, it had not been able to persuade other Ministries and 
Departments in this regard. However, the response of other Ministries 
have been routine or lukewann. In this contest, the Committee desired to 

1216LS-6 
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1mbw as to, 9.!hy 'PP !Serious ~fforts had been made for adoption of the 
system. Admitting tlul faiJlJTe,. the Finance Secrotary submitted as follows: 

"I mus~ franklr: lJ4~~t that' it has not been, a ~.uccess ~t ~1I. I~ 'fa~ a 
number of Ministrie~, 't'pich have taken the ~ro-baseb~<!g~jting :~ry 
seriously and drafted schemes here and there, ,is IV~~ ~ittlc. Ea~'~er 
they could come and weep before the Government and s.omehow 
money will be provided to' them. But now we are telling t'hem that we 
have a bottom line and we have a commitment to Parliament and our 
deficit is so much and we cannot pay you more, and ask them to set 
their house in order. We only say that there is the cloth and cut your 
suit according, to it. I expect that from now onwards there will be 
incentive (or, each Ministry to check it very seriously because the 
penalty for not doing so at the end of the year will be severe. I do 
hope that at least from' now onwards this concept of zero-based 
budgeting, pruning of expenditure will be taken seriously. This 
exercise has, therefore, been again taken up by the Cabinet Secretary. 
He has already had very .major disc,:!ssions on two issues-Industry and 
Commerce, where maximum d}ire~ulatiori has to be done. He has 
al,eady given directions in respect of these two Ministries. 

In respect of other Ministries also, it is now being told to them for 
the first time. But I must admit that all these years it has not been a 
success. It has been a failure." 

Return on lnvestme.nts in Public Sector Undertakings 
'--1.58 The Ministry in a written note stated. "The overall return on 

investments in the N)lic Sector Undertakings computed on the basis of 
ratio of net profit to capital employed is 4.5 'per cent for the year 1989-90. 

(2) Capital output Ratios are used to.,·,estimate the amount of 
investment needed to achieve certain rates of .growth of economy. The 
Incremental Capital-Output Ratio (ICOR) measures' the extra output 
obtained from an extra unit of capital. Commonly, changes in capital stock 
are related to changes in output 'ovithout any reference to other inputs, 
thereby, assuming implicitly that the other factors always maintain 
optimum technical relations. Even when capital output ratio is measured in 
this limited sense, two important factors are required to be taken into 
account, viz., gestation lag between investment and production and 
evaluation of capital stock and output generated therefrom. 

(3) The Planning Commission, in its technical note, on the Sixth Plan, 
had worked out the leORs for 14 different sectors for the Sixth Plan 
Period (198().85). No exercise has been made by the Planning Commission 
to work out the leORs for the Public Sector and the Private Sector 
separately. The ICORs for the Seventh and the Eight Plan periods have 
not been worked out in respect of different sectors of the economy." 
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1.59 As regards the steps taken or proposed to be taken'" improve the 
use of Government funds and the productivity of Government investments, 
the Ministry of Finance in their note stated as follows. 

"At micro level. the administrative Ministries/Departments take 
appropriate steps to improve the functioning of the public sector enter· 
prises under them and also to improve the productivity of Government 
investments in them. 

(2) On a general basis Government has taken several steps to improve 
the performance of public sector enterprises, some of which are mentioned 
below: 

-organisational restructuring through formation of holding co~· 
panies, 

-mergers, 

-introduction of the ~ncept of Memorandum of Understan-
ding(MOU), 

-improving monitoring and, information system, 

-increased delegation of power to facilitate fast decision making, 

-induction of professionals and specialists in the management of 
public sector enterprises and provision of longer stability of tenure 
at the top level, 

-linking of price fixation of certain essential products with the long 
term marginal cost, 

-introduction of voluntary retirement scheme to reduce the surplus 
staff etc. and 

-streamlining the procedures for gr!lN of approvals by the Govern-
ment. . , . 

• < . 
(3) In the Industrial policy Statement Of 24th Juty,: 1991 and the 

announcement made by the,' 'Finance Minister in his Budget Speech. the 
policy thrust is on performance improvement I;>y- 'w . 

, 11:;' I .',,'. 

Rationalising Portfolio-' ,i :, " Jil; It I I 
~Reduction iJl re~&B~!. (~~ t1~'~~ 8 industries 
-Competition even in f~~~r~ed areas 

~lUQ ' 
-Board of PSUS to be strengthened and professionalised, 

Dealing with chronically sick PSUs through-

-Reference to BIFR or 

-()ffer to workers' Cooperatives 



26 

-Partial Disinvestment to raise resources and broaden ownership 
base. The relevant extracts from the Industrial Policy Statement are 
given in the Annexure. 

(4) In addition to the above, other steps taken to improve the 
performance of the public sector enterprises are : technological upgrada-
tion, renovation and modernisation, introduction ~f better management. 
practices changes in product mix, provision of captive power plant, quality 
control, cost control laying emphasis on market competitiveness, etc." 

Annexure 

Relevant portions of public sector policy which is part of New 
Industrial Policy Statement of 24th July, 1991 are. given as under:-

PUBUC SECTOR 

(i) Portfolio of public sector investments will be reviewed with a 
view to focus the public sector on strategic, high-tech" and 
essential infrastructure. Whereas some reservation for the public 
sector is being retained there would be no bar for areas of 
exclusivity to be opened up to the private sector selectively. 
"Similarly the public sector will also be allowed entry in areas 
not reserved for it. 

(ii) Public enterprises which are chronically sick al)d which are 
unlikely to be turned around will, for the formulation of revival I 
rehabilitation schemes, be referred to the Board'1or Industrial 
and Financial Reconstruction (BIFR), or other similar high level 
institutions created for the purpose A social security mechanism 
will be created to protect the interests of workers likely to be 
affected by such rehabilitation packages. 

(iii) In order to raise resources and encourage wider public participa· 
tiOIl, a part of the Government shareholding in the public sector 
would be offered to mut~al funds, financial institutions, general 
public and workers. 

(iv) Boards of public sector companies would be made more profes-
sional and given greater powers. 

(v) There will be a greater thrust on performance improvement 
through the Memoranda of Understanding (MOV) system 
through which managements would be granted greater autonomy 
and will be held accountable. Technical expertise on the part of 
the Government would be upgraded to make. the MOU u~gotia­
tions and implementation more effective. 

(vi) To facilitate a fuller discussion on performance. the MOV signed 
b~tween Government and the public enterprise would be placed 
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in Parliament. While focussing on major management issues, this would 
also help place matters on day to day operations of public enterprises in 
their correct perspective. 

1.60 In this connection extracts from Monograph on the Performance 
Status of Central Public Sector Enterprises are reproduced as Appendix. 

Appendix 
As on 31-3-1990, there were 244 Central Public Sector Enterprises 

(PSEs) owned by the Government of India with a total investment of 
Rs. 99.315 crores. 60% of this investment is in the core sector 
industries. Total profits.of these enterprises increased from Rs. 1172 
crores in 1985-86 to Rs. 37&2 crores in 1989-90 and the percentage of 
net profit to capital employed increa~ from 2.73 to 4.48 per cent 
during this period. While the oil group of enterprises increased their 
net profits from Rs. 1651 crores in 1985-86 to Rs. 2900 crores in 
1989-90, the non-oil group of enterprises showed marked improve-
ment by changing over. from a net loss of Rs. 479 crores in 1985-86 
to a net profit of Rs. 282 crores in 1989-90. These enterprises employ 
about 23 lakh people and generate value a~ded worth Rs. 29,000 
crores a year. 
(2) The disaggregated analysis indicates that during 1989-90, a total of 
131 enterprise earned and overall net profit of Rs. 5741 crores and 
98 suffered a net loss of Rs. 1959 crores. It is notworthy that 85% of 
the total capital employed in these 131 PSEs is giving a fairly 
reasonable rate of return ...... 
(3) Based on a bench mark of 8% rate'of return ...... 84(64%) of the 
131 profit making PSEs, whose cpntribution to total net profit is 
about 34% still show room for increasing their profitability. This is 
the thrust area for MOV policy, since a 5% improvement in cost of 
production could result in an additional gain of about Rs. 5000 crores 
for the economy without further investment. 
(4) The main reason for poor overall performance of the public 
enterprises can be traced to the loss making PEs to tailing 98 in 
number. They are numerically large but account for only 14.5% of 
the capital empioyed and about 35.6% of employment in the public 
enterprises ..... These 98 enterprises are inefficient in more than one 
sense. First, all these 98 enterprises have shown negative profits in 
1989-90. Secondly, they have total accumulated loss of the order of 
over Rs. tO,OOO crores which account for 78% of the accumulated 
losses of all public enterprises. It may be mentioned that in this 
group 15 enterprises are monopolies while 83 enterprises are operat-
ing in competitive markets ...... The 15 monopoly public enterprises 
are functioning in core sectors of economy such as Steel, Coal,. 
Mines, Shipyards, Transportation Services like DTC, Indian Airlines, 
etc., and essential trading services such as Food Corporation of 
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India. Solutions to their proble'Ms have to be found within the Public 
Sector system. It is, however, obvious that any policy for reorganisation 
and restructuring of PEs has to be directed first towards findings solution 
to the loss making public enterprises in the competitive sector. 

(5) 83 public enterprises operating in competitive markets are the 
ones who have mainly contributed to the accumulated loses of the 
public enterprises, their share being 79.3% ..... 
(6) Of these 83, 32 are taken over enterprises from the private 
sector ..... 
(7) Employment in the taken-over loss making enterprises was 2.04 
lakhs in 1989-90 as against that of 3.75 lakhs in all the 83 loss making 
competitive enterprises. The capital employed in taken over loss 
making enterprises was of the order of Rs. 648.48 crores whereas the 
total capital employed in all the loss making enterprises was 
Rs. 2357.40 crores. Thus the taken-over loss making enterprises 
accounted for a little over 54% of the employment and about 27.5 pec-
cent of the capital employed in the 83 loss making enterprises. The 
taken-over enterprises represent mainly those units which were 
rendered sick earlier by the private sector, and they were taken Qver 
by the Government mainly to protect employment. However, these 
units have continued to incur losses over a number of yeaps. Efforts 
made in the past to improve the performance of these taken over 
enterprises have not produced the desired results so far, it does not, 
therefore, stand to logic to perpetuate such losses in the"-future as 
well ..... 
(8) The annual loss per employee of the 58 chronically sick loss 
making enterprises worked ~ut to Rs. 38714 in 1989-90 the capital 
employed per employee in these enterprises was of the order of 
Rs. 13093 and the accumulated loss per employee as on 31-3-90 was of 
Rs. 2.09 lakhs ...... 
(9) While enterprise-specific causes of sickness are given in Volume 
11* of this monograph. the two main causes in most oj these 
enterprises are out moded technology and over employment ..... Being 
in the competitive sector many of the loss making enterprises would 
have low priority for fresh investments which would naturally flow 
towards core and socially more ·relevant sectors. 
(10) In Volume-II, -detailed analytical performance of loss making 
public enterprises with diagnosis, steps taken/proposed, various 
options with cost and benefits, market structure etc .• against each PSE 
are given for finding appropriate solutions. 

Impact on.?t~qrkers 
1.61 The Committee pointed out during evidence that "actually in view 

of the present changes in the economy and the current fiscal 
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policy, since unemployment is likely to increase. How are you going to 
correct' it? ;How do you propose to attned to the growing needs of the 
country?" 

With regard to the review of Central Publit Sector enterprises perform-
ance as contained in the Monograph on the Performance Status of Central\ 
Public Sector enterprises circulated to the Mem~e'rs of Parliament for 
discussion in the House in December, 1991, the Secretary, Department of 
Public Enterprises during evidence said: 

"The monograph contains specific proposals in regard to 58 companies 
which we consider sick according to the definition under the Sick 
Industries Act. If you were to add up all the proposals that have been 
made in it for revival and rehabilitation, the amount would come to 
Rs. 15,600 crores. If yO'J were to take all the loss making companies, 
whicH were 98 in number, this figure goes up to Rs.' 24,OOOcrores. In 
fa.::t, you should not bother about these 98 companies. You should 
worry about Rs. 15,000 crores. For new industries, licensing require-
ments have been taken away and all investments can take place. Our 
estimate is based on the capital required for creating employment and 
Rs. 15,000 crores will thereby provide employment to 15 lakh people. 
Look at the equation. You are protecting four lakh people. By 
reviving whereas with the same amount you can give employment to 
15 lakh people. It is a question as to how you are going to deploy 
your finance? We have to judge everything in this context.·' 

He, however, added, 

"The Public sector policy of the Government still remains to be a 
policy for improving the performance of public ~ctor and nothing 
more. There is no privatisation policy; there is no closure policy. You 
cannot have them as ideology in this country. When you look at the 
performance improvement concept, you will hllVe to know whether 
you are competitive or highly protected. A question arises as to how 
you would reduce your reserve list of public sector frQm 17 to 8. If 
you have a nature industrial sector, which ill both in the public sector 
and in the private sector it should be possible to open up public sector 
to become more competitive." 

1.62 Referring to another exercise in the Department "f Public 
Enterprises, the Secretary (Public Enterprise) further stated: "When we 
take decisions in regard to increasing competitiveness of public sector 
enterprises there is bound to be some impact on the labour. It cannot 
remain in the same form. It requires to be retrained where it is possible. 
Where there are too many people and you require less, then those people 
will have to go out. 
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Disinvestment 
The other part is the dis-investment part. What we are trying to do is 
to distribute the equity, the ownership of the public sector in the 
public. There is a mis-conception in the minds of some of that this 
disinvestment is in favour of some industry. It is not so." 

1.63 Enquired as to whether the profitability of some public sector 
enterprises was due to higher administered prices, the Secretary (Public 
Enterprises), stated as follows: 

"No, that is not true: Out of 131 companies which made profit, 76 are 
in the competitive sector and they are doing well. Therefore, to think 
that the public sector does Nell ollly with the administered price is 
wrong. This is the perception I want to correot." 

Sickness 
1.64 The Committee pointed out that sickDess ·of an undertaking did 

not come all .of a sudden; it took quite some time for the sickness to grow. 
As the Government do have periodical reports from its representatwe as 
the Board of Directors of PSU, the Committee enquired what corrective 
measures were taken. The Secretary (Public Enterprise) submitted: 

"This is really the responsibility of the administrative Ministry and 
the Bureau of Public Enterprises does not deal with the operational 
matters. I can say that most of the sickness here has been the 
acquired sickness." 
In this connection, the Finance Secretary explained;, 
"As a Finance man, I was represented on the Board of Directors of 
the Heavy Engineering Corporation some years back, In each one of 
our reports, 1 was submitting to the Government that this organisa-
tion is' sick and various decisions will have to be taken. As Secretary 
(Expenditure), I used to get the reports of the Additional Secretary 
and the Financial Advisers of the Commerce Ministry and the 
Textiles Ministry that the following units of the NTC are sick." 

1.65 In response to a query, the Finance Secretary clarified: 
"1 would not go to the extent of saying that the finance representa-
tive on the Board of Directors is always very good. But mostly he 
will do exactly what he is supposed to do and will submit hi! report, 
which may not be palatable to many. 

I will give one example. I will not name the industry. One Units 
was sanctioned in 1971, it should have been completed in 1975; b\lt. it 
was completed .in 1981; and from 1981 till todate 'his partirular . unit 
bas not produced a single tonne or a single unit of anything. In the 
meantime the workers have not only been paid sala~ but also 
overtime and canteen allowance. Such things become major issues. 
The finance man bas to give his report in such a,way only." 
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1.66 The Finance Secretary further stated: 

"The basil point tllat comes out invariably is the assessm.cnt that has 
been made that' this sickness has to be removed and the basi~ 
restructuring is necessary. There is a large surplus manpower, for 
whatever reason. We will have to shed it. The huge investments will 
have to be out. This is where you found the Government are 
generally not able to either thin the staff requirements or get rid of 
surplus manpower. It is not a sudden finding that the manpower is 
excess. The Chari Committee report, presented then years ago, is 
there. It says that in Eastern Coalfields alone 70,000 people are 
exccess.' TheiC assessments are made periodically and repeated. Then 
the Chairman-cum-Managing Directors do their assessment. Then the 
bottom line is arrived at." 

Loans advanced to State Governments and amounts written off 

The Ministry of Finance at the instance of Committee furnished a note 
on details of loans advanced to State Government and amount of loan 
written off on the basis of the recommendation of Finance commission, 
stating the pOsition as follows: 

Loans advanced 

The information regarding total Plan and Non-Plan loans advanced by 
the Central Government to State Governments from 1985-86 to 1991-92 
(BE) is given below year wise :-

1985-86 .................................................... . 
1986-87 ................................................... .. 
1987·88 ................................................... .. 
1988-89 .................................................... . 
1989-90 ................................................... .. 
1990-91 (RE) ............................................ .. 
1991-92(BE) ............................................. . 

WRITE OFF OF CENTRAL LOANS 

(Rs. crores) 
9907 
7685 
9388 

10017 
11279 
14393 
14993 

2. The amounts of outstanding loans to State Governments which have 
been written off on the basis of recommendations of the Finance·Commis-
sions (Sixth Finance Commission onwards) are given below: . 

A. On the recommendation. of Sixth Finance 
Commission 

B. On the recommendation of Seventh Finance 
Commission· 

1216LS-7. 

(Rs. crores) 
22.19 

938.61 



32 

C. On the recommendation of Eighth Finance 
Commission: 

(!l) Amount w,ritten off in respect of repay-
ments to be made by State Gover,nments 

(b) Loans for relief and rehabilitation of dis-
placed persons, repatriates: 

D. On the r~mmendation ~f Ninth Finance 
~mmission (2nd Report) 

(a)-;Loan Liabilities of erstwhile Union Ter-
ritories-Arunachal Pradesh, Goa and 
Mizoram as on· 31-3-1990 

(b) Drought loans to States advanced dUring 
1986-89 (outstanding as on 31-3-1989) 

(c) Entire Loans for relief work relating to 
Bhopal-Gas Leak Tragedy advanced during 
1984-89. 

324.16 

132.33 

355.22 

519.57 

91.62 

1.68 The Committee pointed out that some States may have already 
reached the debt trap situation, and enquired as to how many States are" 
in such a situation and whether there was a way out for them. To this 
the Secretary, (Expenditure) stated as under: 

"It is true that States' debt liabilities, are increasing. In a recent 
assessment made by us we found that as high as 70% to 80% plus 
of the total plan outlay of the States is financed by fresh borrow-
ings. Further, when we did in analysis we fouqd thaJ some States 
have reached a level where fresh borroWings equal tll.~ir plan 
outlay. There are two or three factors for this. One basic malady 
is which the Government of India has started correcting as its 
budget position is that the revenue account of the State Govern-
ments is progressively falling into heavier and heavier deficits. With 
the result that for meeting even their normal salary type of 
requirement, they have to rely on borrowings. These borrowings 
are once in one year. 

Suppose a State requires Rs. 1()() crores in ilddition to capital 
investment for their salary, next year apart from Rs. 100 crores 
plus the original cost requirement, they will have to borrow more 
00 interest. SO, a vicious circle is there and the State is unable to 
come out of it." 

1.69. On being pointed out that if the States have no resources how 
will these can overcome the debt situation, the Finance Secretary stated: 

"Basically the States in. the North-East have this problem where 
the resource ba~ is extremely weak and over a long period of time, 
the Government of Indla is funding both plan and non-Plan for the 
special category States including States like Assam, Jammu and 
Kashmir, Himachal Pradesh and Sikkim." 
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1.70. What was the solution then, the Committee asked? The Finance 
Secretary informed: 

"The Planning Commission has set up a Committee. I expect they 
will come .with a formula." 

1.71. On the question of writing off State Governments loans, the 
Finance Secretary explained the position as follows: 

"We do not ourselves write off any amount. These write offs are 
based specifically on the recommendations of the Finance Commis-
sion. 

The Finance Commission assessed the totality on the' receipts, 
expenditure and the deficit position of the various State Govern-
ments. They feel that in their assessment, these are the gaps in the 
variDus states and fdr filling up the gap, they make various recom-
mendations. One of the recommendations is that of write~ff." 

Manpower Restrwlur;ng 

1.72. In relation to pruning the size of the Government Departments 
tho- Committee observed that if a fiat is put on creation of new posts or 
filling up of vacancies that might arise might result in some savings but 
will, at the same time create social tension. They desired to know whether 
the Government would be able to control such tensions and how it was 
proposed to be done. The Finance Secretary in his reply said: 

"Being a finance man, I will be happy, if the expenditure goes down. 
The attitude of the Government of India is now known and now 
there are about 55 lakh people in the Railways, Telecommunications, 
Defence Production and Defence Services and in the normal course 
not even one single person out of these essential services is going to 
be sent home. What will happen in the process of sqeezing will be, 
some reduction in the annual replacement which is about three per 
cent or one {and a half lakh people. But on account of the Union 
Territories like An(iaman & Nicobar Islands and Delhi and the Police 
much additions take plaCe. The net reduction may not, therefore, be 
much. Some reduction may be there here and there but I do not 
think 'even one per cent will be sent home even within the 
Government system. 

He further explained: 
"You have about 22 lakh employees in the public enterprises. They 
have again identified 50 units or so where the employment is over 3 
lakhs. To make these units viable we require Rs. 13,000 crores. If 
yqu really can save and invest in new viable units you will create 
another 13 lakh jobs. The question is if you do not have the money 
what is to be done, In the public sector where you have a scheme of 
golden handsake not all will accept it. 
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There is a !!Cheme called National Renewal Fund to be introduced in this 
year and it has been given a final shape and will be given effect shortly. In 
the public sector a certain number of people are going to be given golden 
band shake scheme. That number will not be four or five lakhs. It may be 
about 15,000 or 14,000." 

1.73. The Committee enquired whether by not filling up the posts may 
be a disruptive step as demand for employment would rise. The Secretary 
Finance replied: 

"I am only pointing out that if the Government acts only as an 
employment agency the economy goes down and our policy to create 
jobs ten times more in the distent future becomes zero. Afterall 
against 5.5 million people in Government public sector takes care of 
2.2 million and other industries and banks care of one million. If the 
objective is to maximise employment then this old structure needs to 
be changed and you may ultimately reach the growth rate of 6,7 or 8 
'per cent. If you could remove the Land Ceiling Act then the' 
construction economy in this country could have grown dramatically. 
If you can do away with rent control and land ceiling then you may 
see that construction will increase. The real role of the Government 
we should need to think of a free development economy as a whole. 
If we make Government itself a sick unit how is it going to build the 
economy." 

Controlling Inflation "-. 

1.74. During evidence, the Finance Secretary stated: 

"When we accepted certain limits of fiscal deficit reductIon we also 
try to put down certain limits to. the inflation. For instance in the 
current year we had thought thjlt inflation will not be more than 9 
per cent." 

1.'75. The Committee during evidence pointed out that on account of 
Inflation the savings were getting eroded and enquired as to what would be 
its impact on the direction and thrust of the fiscal policy and the impact on 
generating investments. The Secretary Finance explained: 

"Total savings for investment purposes are around 23 to 24%. Out of 
this we have been about 12 to 13% thro~glr fiscal deficit. As you are 
on the path <?f reducing fiscal deficit by definition more and more 
money is being released." 
He further explained: 
"The saving rate of 23 to 24% was after allowing for inflation and 
that the strategy of the Government was to maintain the planned 
growth at a healthy level and to come down inflation." 
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Credit Control 
1. 76 The Committee during evidence poil1ted out that over the years 

revenue expenditure had been . rising faster than revenue receipts. as 
suggested by the following table: 

(In crores or RI.) 

Year Receipts Increase over Expenditure Increase Revenue 
preceding year over the deficit 

(percentage) preceding 
year(per. 
centage) 

2 3 4 5 6 

198().81 
1981·82 
1982·83 
1983·84 
1984-85 
1985·86 
1986-87 
1987-88 
(Revised) 
1988-89 
(Budget) 

19394 
23703 
27558 
31333 
36261 
43468 
50332 
58070 

65167 

22.2 
16.2 
13.6 
15.9 
19.8 
IS.7 
15.3 

12.2 

21096 
23996 
28812 
33730 
39758 
49032 
57911 
66566 

75009 

13.7 
20.0 
17.0 
17.8 
23.3 
18.1 
14.9 

12.7 

1702 
290 

1254 
2398 
3498 
5565 
7579 
8496 

9842 

Source: Union Government Finance Accounts for the year 1980·81 to 
1986-87 aand Annual Financial Statement for the year 1988·89. 

1. 77 The Finance Secretary in his reply stated: 
"Controlling credit to the public and the liberal spending by the 
Government are basically related to inflation. The expenditure by the 
Government ultimately is an income for various other people. If 1 am 
spending on consumption expenditure, it is inflation. Likewise if the 
credit expansion also takes place beyona limit, it is inflationary 
because there is no corresponding production. You have to reduce 
the borrowing of the Government to control inflation. It is not very 
material which particular item of borrowing is reducing. 1he total 
borrowing is to be reduced. Secondly, we try to control monetary 
expansion to control inflation. It will have an impact. When you try 
to control the monetary expansion, my ability to borrow money from 
the RBI gets limited." 

Expenditure on Account of Rupee-Rouble Trade 
1. 78 During evideace the Finance Secretary stated that "I would like to 

place before you that most of the expenditures are under control. But 
there are certain items of expenditure where the writ of the Finance 
Ministry will not run. For instance, one item is trade with what used to be 
the USSR, now the Russian Republics. Normally whatever we purchase 
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from that part of the world, we pay for it in rupees. We also do the 
repayment of the past loans. These things add up and they use them for 
purchasing from India. These to parts should balance. Last year, there wu 
imbalance of Rs.l600 crores which had to be provided by the Government 
of India out of its Budget as technical credit. Why? It was because we 
were not able to stop exports to Russia as that country was going hungry. 
If the same thing had happened with countries like Germany, it would ~ 
have been outside our account. Normally, we see to it that there is a 
balance and it does not affect our Budget. But trade with Russian system 
alone ultimately reflects as a deficit in our Budget. Last year, the 
Government of India had to provide a credit of Rs. 1000 crores and the 
same phenomenon is noticed in the curren~ year also. Our imports from 
Russia have slowed down for reasons which are known to every body 

hereas their purchase in India is not under control. This is one of the 
Items where we need to bring some control. When we calculate the fiscal 
deficit, we may put a definite figure down but ultimately it may end up as 
to a large minus figure." 

Rouble-Rupee Trade 

1. 79 With regard to rouble-rupee trade, the Finance Secretary 
informed the Committee the present position as under: 

"Rouble-rupee trade is totally in an anomalous position. We find now 
tIftlt one dollar gets even 200 roubles. One dollar in the black market 
may go upto Rs. 30 and never beyond. So, it should be 61;2 roubles 
to a rupee and not 30 rupees to a rouble. We Hav_...posed this for a 
discussion. Unfortunately, because of the developments in what was 
knov.:n as the USSR, there has not been any possibility of having a 
meaningful dialogue. In the prescDt situation, with whom are we to 
have a debate? You can always have a cross parity with reference to 
dollar. That is not important. The important thing is about' the 
accumulated debt, delt incurred when the rouble was Rs.10 or Rs.11. 
In rupee terms, the accumulated debt is about Rs.35,000 crores. The 
question is whether this will be for men at Rs. 35,000 crores and the 
new Republics will be allowed to buy goods in India worth Rs. 35,000 
crores or, will it· be converted at the rate of Rs. 38 per rouble or at a 
much more favourable rate. This is not economics. This is politics. A 
political dedsioD has to be taken at the highest level.· At the 
bureaucratic level, we will arrive at an answer and it is not difficult. 
1lle final decision has to be 8 political one. A final political picture is 
emerPtg in Moscow. We are awaiting a signal for a high level 
meeting. The most important thing is the problem of the accumulated 
debts. I can assure you that both these things are engaging the 
attention of the Government at the highest level and we will be 
persuading tbe authorities in Moscow to come 10 a reasonable 
settlement. " 
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III. DEBT POSITION OF THE GOVERNMENT OF INDIA 
1.80 "the outstanding internal and external debt of the Government of 

India at the end of 1991-92 is estimated to amount to Rs. 354901.12 
crores, as against Rs. 311059.21 crorres at tbe end of 199Q.91(RE). The 
details are as follows: 

Internal debt and 
other liabilities 
gxternal debt 
Total 
A • INTERNAL DEBT 

As on 31 March .. 1991 As on 31 March,1992 
279228.27 319778.70 

31830.94 
311059.21 

Definition 

35122.42 
354901.12 

1.81 Internal Debt cO""flri~d loans raised in the open market, special 
securities issued to ReseJ \ I;! Bank, compensation and other bonds, etc. It 
also includes borrowings through treasury bills issued to Reserve Bank, 
State Governments, commercial banks and other parties, as well as non-
negotiable, non-interest bearing rupee securities issued to international 
financial institutions viz., the International Monetary Fund, International 
Bank for Reconstruction and Development, International Development 
Association, International Fund for Agricultural Development, African 
Development Fund Bank IIld Asian Development Bank. 

In addition, Government is liable to repay the outstanding against the 
various Small savings schemes, Provident Funds,' Securities issued to 
Industrial Development Bank of India, Unit Trust of India and national-
ised banks, deposits under the Special Deposit Schemes and depreciation 
and other interest bearing reserve funds of departments like Railways and 
Telecommunications and certain other deposits like deposits of Income-
tax, super Tax, etc., deposits of local funds and civil deposits-. 

Legal Framework for Bo"owing 
1.82 Under the existing legislative framework, the Central and State 

Governments have been empowered to borrow under Articles 292 and 
293 of the ·Constitution of India. While Article 292 empowers the Central 
Government to borrow (and to give guarantee) on the security of the 
Consolidated Fund of India within such limits, if any, fixed by Parlia-
ment, Article 293 confers similar rights to State Governments on the 
security of the Consolidated Fund of the States. State Gove~ments are, 
however, prohibited from raising loans in foreign countries' as foreign 
loans is a subject over which the Central Government has exclusive 
jurisdiction. 

1.83 Under the Reserve Bank of India Act, 1934 Reserve Bank acts 
as a banker to Central Government statutorily and to State Governmc!nts 
through Agreements with the Reserve Bank. RescfveBank is also 
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Trusted with the responsibility of management of the public debt of 
Centra} and State Governments. 

1.84 The Comparative picture of the Central Government internal 
liabilities during the last ten years is brought out in the table given below: 

(Rs.. Clores) 

Table: Total InlernnJ Liabilities of Centrnl Government 

Year internal D.:bt. Small' P.rovident Other R~serve Total 
cad (March) Savinp Funds Accounts Funds & In.ma1 

Deposits Liabilities • 

2 3 4 5 6 1 

1981 30,864 1,976 2,645 3,332 3,634 48,451 
(63.1) (16.5) (5.4) (6.9) (1.5) (110) 

1986 11,039 21,.w,J 4,629 10,181 11,433 1,19,331 
(59.5) (18.0) (3.9) (9.0) (9.ly (100) 

1989 1,14,499 33,833 1,950 26,152 20,92 9,2,04,026 
(56.1) (16.6) (3.9) (13.1) (10.3) (100) 

1990 1,33,193 41,191 9,676 35,597 19,593 2,39,850 
(55.S) (17.4) (4.0) (14.9) (8.2) (100) 

1991(RE) 1,51,352 49,011 11,575 45,633 21,891 2,79,528 
(54.2) (11.6) (4.1) ( 16.3) (1.8) (100) 

1992(BE) 1,69,584 56,281 13,635 54,411 24,162 3,18,073 
(53.3) (11.7) (4.3) (17.1) (1.6) (100) 

elac:ludet R. 300 crores atributable to the share of Pakistan on acci>unt of prepartition debt. 

NOTE: Figur. in brackets indicate percentage to the respective.: Totals. 

1.85 In this context, FinanCe Secretary· during evidence said: 
"This year, it would be araUnd Rs.43,OOO crore to Rs.44,OOO crores. 
The transfers are Finance Commission grants, and plan and non-Plan 
grants. The States themselves do not have unlimited borrowing 
power. Under the existing arrangement, the Government of India can 
have access to the an udimited extent to the Reserve 'Bank of India. 
The States' total borrowing from the Reserve Bank is limited to only 
the ways and means advance which is pre-determined by the Reserve 
Bank of India." 

Factors Responsible for growing debt burden 
1.86 The Ministry in a written note stated: 

"The increase in debt burden, both internal and external, in a 
reflection of the larger fiscal and external imbalances. High level of 
fiscal deficits tend to spill over and contribute to high current account 
deficits in the balance of payments. The rise in debt burden is the 
result of widening of the savings-investment gap which is largely 
attributable to deterioration in budgetary savings. 
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The current ac:count deficit exerts pressure on the country's foreign 
exchange reserves and leads to an accumulation of external debt. In 
recent yean, the share of external commercial borrowings in the total 
external debt has risen. These factors along with increasing amortisa-
tion requirements of past accumulated debt have resulted in increasing 
the debt burden on external ac:count. 

There are a number of factors which have led to increase in internal 
debt burden. Expenditure has outpaced receipts mainly due to larger 
budget support to Central Plan; assistance to States for their Plans and 
expenditure on maintenance of completed Plan schemes; internal and 
external'security; subsidies, debt servicing charges and larger order of 
resources transferred to State under successive Finance Commissions' 
awards. 

Various decisions of Government taken in a number of spheres 
influence the revenue receipts and expenditure of Government. For 
instance, taking over of sick industrial units and poor performance of 
various other public enterprises have led to larger expenditure with 
very little or no return to Government revenue. The policy to promote 
exports involves larger expenditure on export subsidies. The policy to 
restrict imports reduces receipts by way of customs duties. 

A number of factors are kept in view while taking policy decisions. 
While the impact of Budget is one of them it cannot be the only one. 

1.87 The Committee referred to more than 400% increase in the total 
internal liabilities of the Central Government from Rs. 48,451 crores in 
1981 to Rs. 2,75,025 crores in 1991 (BE) and asked the Ministry of 
Finance to comment upon this increase. Explaining the poSition, the 
Ministry stated: 

The total internal liabilities of the Central Government at the end of 
1991-92 (BE) are estimated at Rs. 317774 crores, which represents 
increase of 472% over the level (Rs. 55557 crores) at the end of 
1981-82. 
(2) The total internal liabilities estimated at the end of March, 1991, 
includes outstanding liabilities on account of small savings schemes 
amounting to Rs. 56281 crores of this loans to State Governments up 
to the end of March, 1992 against net small savings collection are 
estimaged at Rs. 38955 crores. The increase in the overall internal 
debt liabilities is largely due to larger borrowings necessitated by 
recurring Revenue deficits, which increased from the level of Rs. 296 
crores in 1981-82 to Rs. 13854 crores in 1991-92. 
(3) The widening gap between Revenue receipts and Revenue 
expenditure is due to a steep growth in the Revenue expenditure 
mainly in the following areas: 
(i) Interest payments (Rs. 3195 crores to Rs. 27450 crores, i.e. 
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759% Hhe increase is a natural conaequence of the large borrowings 
required to finance Plan expenditure. 
(ji) Defence (RI. 3849 crores to RI. 11139 crores, i.e. 189%Hl\e 
increased expenditure has been necessitated for our Defence prepared-
ness. 
(ill) Subsidies (RI. 1941 crores to RI. 10395 crores; Le., 436%Hl\e 
ioaeasc is mainly on account of food, fertilizers and export promotion 
subsidies. 
(iv) Police (RI. 353 crores to RI. 1758 crores, i.e. 398%)-the 
increaac is for meeting requirements of internal security. 
(v) Grants to States (RI. 26S4 crores to RI. 14887 crores, i.e., 
461 %)-the increase is mainly due to the payments under the Fmance 
Commission's recommendations besides assistance provided for natural 
calamities and Plan expenditure. 
(4) In additiori to the above, expenditure on pay and pensionary 
charges has also grown significantly mainly due to implementati.n of 
recommendations of the Fourth Pay Commission." 

1.88 the foIlowiD& table hvlicatOl the poIition of outao OD account of 
interest payment iUld debt repayments, lDdUC1mg mtorestpayment as a 
proportion to the total reveue of the Central Government during the last 
ten years: 

Yur 

1 

1981-82 
1912-83 
1983-84 
1984-85 
1985-86 
1986-87 
1987-88 
1918-89 
1989-90 
1990-91 (RE) 
1991·92 (BE) 

(Ita. CnnI) ....... ...,..... ~tol.,. 
IIItereIt pIJIDIID. • • pcoportioll to... &terul debt 

the total reftllue A 
("'aae) 0IMr UbiIides 

, 
l 3 • 

3195 21.25 6U862 
3938 22.S6 75783 
4795 24.33 113266 
5974 25.46 139565 
7512 26.80 148352 
9246 27.95 167943 

11252 30.38 1!10887 
14279 32.76 91776 
17757 33.95 136707 
21850 38.08 119491 
27450 40.65 116745 

Reasons for rise in interest burden 
1.89 The Committee enquired what were facton responsible for rise in 

the interest burden and to what extent it was due· to growth in the 
quantum of public debt and how far it was attributable to rise in the rates 
of interest. 
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The Ministry of Fmanc:e in a written note explained: 
"The main reason for the rise in interest burden on the budget is the 
increase in debt liability. To some extent it is also due to revision on 
the rates of interest. In the recent past the rates of interest on market 
borrowings by Central Government were revised in 1~, and again 
in 1991·92. Upward revision has also been made in the rates of 
interest in respect of certain small saving investments. The present 
rate of interest (at 12% per annum) for State provident funds, public:: 
provident funds and special deposits of LIC, GIC, etc. were fixed in 
1986-87. The present rate 'of interest for non-Govemment provident 
funds, superannuation and gratuity funds (at 120/0 per annum) was 
also fixed in 1986-87 . Part of the internal debt liability . represent 
borrowing from Reserve Bank of India through low cost treasury bills, 
which is constant at 4.60% per annum for many years now. 
(2) It is not feasible to quantify precisely the effect of the interest rate 
variations on the interest burden. 
(3) The real rate of interest may be defined as the nominal (Money) 
rate of interest less the rate of change in the general price level. For 
example, if the rate of interest is 12 per cent and annual rate of 
inflation as measured by Wholesale Price Index is 9 per cent, the real 
rate 01 interest turns out to be only 3 per cent." 

Justification for prevailing ratu of interest 
1.90 In regard to prevailing rates of interest, the Ministry of Finance in a 

written note stated: 
"The rates of interest on Government securities, treasury biDs, special 
deposits, small savings instruments, etc. which account for the bulk of 
funds borrowed by Government are all administered. Details are given 
in Appendix. 
(2) The cost ()f money to the Government cannot be unrelated to the 
bonowing rates obtaining in the Financial market. Investors have to 
be assured a minimum positive real rate of return in order to ensure 
that financial sector savings instruments are not squeezed out of their 
portfolios. The Committee to review the working of the monetary 
system (Chairman: Prof. S. Chakravorty) had recommended that 
rationalisation of the interest rate structure should be· attempted with 
reference to long term prime rates (OTPR) of 2 to 3 per cent more 
than the expected inflation rate on 20 years Government securities. 
This would ensure a small but positive real rate of return to the 
investors. A similar short term prime rate (STPR) can also be applied 
to . a short term transaction which would at least cover the expected 
inOation rate. 
(3) Thus, LTPR was estimated at 11 to 12 per cent after allowing for a 
positive return of 2 to 3 per cent over the long term inflation rate (9 
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per cent). The short term }lr1me rate was estimated at 9 per cent to 
cover the expected inflation rate. 
(4) Applying the yardstick of LTPR, the existing rates of Govern-
ment's dated securities are reasonable. The rates of interest on 
National Savings Scheme. Public Provident Fund (11 to 12 per cent) 
are also in line with L TPR while Kisan Vikas Patra and Indira Vikas 
Patras offer higher implicit interest rates of 13.43 per cent and 14.87 
per cent respectively. But they are without fiscal privileges." 

Appendix . 
Interest rates on major Sources of Government borroWings 

(i) Market Loans: 
(a) Government Securities of 5 

years maturity 
(b) Government Securities of 10 

years maturity 
( c) Government Securities of 15 

years maturity 
(d) Government Securities of 20 

years maturity. 
(ii) 182 Day Treasury Bills 
(iii) External Debt 
(jv) Small Savings Schemes 

(a) Post Office Savings Accounts 
(b) pom (1 Year) 
(c) rom (2 Years) 
(d) pom (3 Years 
(e) pom (5 Years) 
(f) Post Office Recurring Deposit Ale 
(g) Post Office Monthly Inc:ome AI c 
(h) National Savings Scheme 1987 
(i) NSC VIII Issue 
G) Indira Vikas Patta 
(k) Kisan Vikas Patra 
(I) Public Provident Fund 
(m) Deposit Scheme for Retiring 

Government Employees 
(v) State Provident Funds 
(vi) Special Deposit Schemes 

Other than UTI 
Unit Trust of India 

Rate of interest 
(per annum) 

10.75 per cent 

11.00 per cent 

11.50 per cent 

12.00 per cent 

Around 10 per cent 
Varying rates , 

5.5 per cent 
10 per cent 
11 per cent 
13 per cent 
13.5 per cent 
13.5 per cent 
12 per cent 
11 per cent 
12 per cent 
14.87 per cent 
13.43 per cent 
12 per cent 
9 per cent 

12 per cent 

12 per cent 
13 per cent 
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1. 91 With regard to a suggestion for lowering interest rates so as to 
reduce interest burden, the Finance Secretary expressed the following 
view: 

"As far as borrowing is concerned, in fact there is a persistant 
pressure for upward increase, not for downward revision. They say 
that the rate at which we are borrowing from the Reserve Bank is 
very low. My deficit rate is very low. Open market borrowing is 12%. 
It is the rate at which the banks are subscribing to Government banks. 
The banks say wby should you pay 12%. Why don't you pay 15%? 
The fiscal deficit is Rs. 37,700 crares. The pressure is for increasing 
rates. Government borrowings are traditionally at lowest rate. As far 
as the Government is concerned, if the interest rates are properly 
adjusted, the net impact will be a fairly larger increase in the interest 
outgo and not a reduction. This is the factual point. But this does not 
mean that there is no room for reduction in the interest rate. As far as 
Samll Savings are concerned, it should come down. That is also the 
objective." 

Small Savings 

1. 92 There was a newspaper report that two Chief Ministers had written 
a Jetter to the Government of India stating that small savings which have 
been used to support the State Plan had dropped by 36% and the States 
would, therefore, be facing a lot of financial constraints. Explaining the 
position in this regard during evidence, the Finance Secretary said: 

"As far as the Small Savings are concerned, theso.are totally protected 
because of the tax concessions and exemptions that we give. It is a 
very peculiar arrangement whereby we have a tax rate going up to 56 
per cent. Mostly people are tempted to avoid payment of tax. In order 
to encourage savings, we give various kinds of exemptions. Certain 
things were removed last year as far as Small Savings were concerned. 
That is why it is stated that West Bengal is affected .as far. as 
foUections are concerned. They say the collections IuIve gone down. 
They have gone down much more in the case of West Bengal then in 
the rest of the country. We tried to examine that. We wanted to know 
wby this aberration has taken place. 

Secondly, the reason for the shortfall in the Small Savings is due to 
the entry of UTI. A lot of money was put by UTI in the Indira Vikaa 
Patras, Kisan Vikas Patra. We used to give 7S per cent of this to Stato 
Governments. Today, UTI is in a difficult position. They canndt put 
in any money. It has mulled in a shortfall. When we talk of Small 
Savinp we talk in terms of ,eouine SPlall Savings. un investment is 
not termed as Small Savings." 



1.93 TM F"UUUtCt ~cntIITY fiu1Jter SltJted: 
"Basically, it will facilitate more money into the Small Savings. It will 
result in the States getting 75 per cent as loan. It is going to impose I 
much larger burden on the part of Government of India. Let us also 
take the case of National Savings Schente and National Savin. 
Certificates VII 8r. VIII series lot alone the other Small Savinp. 
Government has to repay the investors in six years. There is also the 
obligation to pay full interest with whatever incentives are there and it 
may come to 17-18 percent. If we link this to fixed interest rate of 13 
per cent charged on loans given to the State Governments witb 2S 
yean period giving five years moratorium, the picture will be 
different. The more Small Savings ooUoetien under this kind of 
arrangement the better is the inflow of money for the States, much 
more ia the burden for the Government of India. 

1.94 He tIIlMd: 
'~epayment of inflows on interest and loan is not keeping pace with 
our own borrowing. It is very revealing. We discussed this subject 
with the Finance Secretaries of all the States last year. We proposetl 
to start a National Bachat Bank. A part of the inflow on savinp will 
be passed on to the State Governments. But most of the States did 
not welcome it. We persuaded them to accept it as an experiment. 
We are further examining it. If I take a ten year period. the tranlfers 
recommended by the Finance Commission increase from Rs. 4.100 
crores to Rs. 19-20,000 crores, which is nearly a five fold increase. 
This is all the tax money that is under transfer. There is no loan 
component in this. The plan transfers. have also increased"in the ten 
yean· period from Rs. 4,000 to RI. 19,000 crores, 70 per cent of the 
money in respect of the non-spccial category is as a loan. The total 
transfers have increased five times that is from Rs. 10,000 to RI. 
50,000 crores. On the other hand, the repayment tbat I get as 
recovery of loan has increased from Rs. 1,900 to RI. 410,000 crore., a 
little bit more than twice. But if you take the total transfers yet to 
recoveries and interest put together, this has increased from Rs. 7,000 
to as. 35,000 crores. On the otner band, loan increases are very 
large. I submit to the Committee that this is my answer to the 
question as to why is that a loan outstanding haa gone up so sharply, 
interest expenditure has increased sharply but the recovoms are not 
showing the same increase." 

1.95 EnqJlired whether Government could conceive of a s)'ltem under 
whicb the Scates have their own Savin. Certificates, the Finance Secretary 
.. ted: 

"They do not want it because the small savins collections arc routed 
through the Govornment of India. They 'got it at a fixed intereat of 13 
per cent. The same thing if they collect, tho repayment will havo to 
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be in six yean and the interest chargcs and the COIlcdiODS will work 
out to 17 per cent. There arc of course certain pluses and minuses. 
But this is one of the major hwdlcs and this is under discussion." 

Inter-Relationship between Deficit and Public Debt 
1.96 There is a close inter-relationship between deficit budgeting and 

public debt. To the extent revenue receipts, both tax and non-tax, are 
not sufficient to meet expenditure of Government, there is need to 
borrow, giving rise to public debt in a larger SCDJe. 1n this sense, 
public debt includes not only market loans and treasury bills but also 
non-marketable debt viz. deposits and quasI-borrowings like small 
savings, provident funds, etc. The commonly used international 
measures of budget deficit is the difference between Government 
expenditure and net lending on the one hand and current revenues 
and grants on the other. The u>ncept of budget deficit, as used in this 
country, is rather restricted, in that it refen only to the net increase 
in trCUUl)' bins issued by the Government to finance its expenditure. 
Though treasury bin can be subscribed to by anyone, by and large 
they are held by the Reserve Bank. Treasury bill borrowing, 
therefore, generally means borrowing from the Reserve Bank of 
India. (Besides, a part of the market loans is also held by the 
Reserve Bank). Net reserve Bank credjt to Government is an 
important source of reserve money. Thus, if Government expenditure 
cannot be met from revenue it leads to borrowing and a part of the 
borrowing has to come ncccssarily from the Reserve Bank of India. 

Budget deficit is thus directly related to the internal debt burden of 
the Government. Budget deficit rose from Rs. 2576 crarcs in 1980-81 
to Rs. 10,n2 crores in 1990-91 (RE). 

1.97 The Finance Secretary, during evidence, stated that' "Central 
Government has been borrowing more and more ...... because of revenue 
deficit." 
B. DTEIlNAL DEBT 

OutsttUldins Liability 
1.98 The estimated total external debt outstanding as on March end 

1991 is Rs. 99485 crares. This includes debt outstanding on Government 
Acx:ount, Non-Government Acx:ount, IMF borrowings and External Com-
mercial Borrowings. 

The comparative positive during the past 10 yean is as foUows:-
(Rs. Crorcs) 

At the end of (at the prevailing exchange rates) 

1980-81 
1981·82 

18400 
21374 



46 (Ra. Crorea) 

At the end of (at the prevJilinl exthanac rates) 

19/a-83 
1983-84 
1984-85 
1985-86 
1986-87 
1987-88 
1988-89 
1989-90 
1990-91 

25892 
30459 
35725 
39691 
48348 
54650 
69383 
80135 
99485 

Major Sources of Externlll Borrowings 
1.99 The country has been borrowing from the foUowing four 

categories:-
(i) Loans from foreign Governments and international institutions 

referred to as loans on Government Account. The bulk of the 
borrowings by India have been from multilateral and billteral 
sources on Government Account. Major bilateral donon are 
Belgium, Canada, Denmark, France, F.R.G., Italy, Japan, 
Netherlands, U.K., USA, U.S.S.R., Saudi Fund, Kuwait Fund 
and Iran. Major multilateral Institutions are I.B.R.D., I.D.A., 
I.F.A.O, ADB, IMF and OPEC Fund. 

(ii) Loans from foreign Governments and International institutions to 
term lending institutions in India with Goventment of India 
guarantee for onward lending to private sector in India referred 
to as loan on Non-Government Account. 

(iii) Drawal from IMF under its standard facilities. 
(iv) Commercial borrowings and suppliers credit resorted to by the 

public sector units in India with or without Government guaran-
tee and by private sector in India with no Government guarantee. 
Major source of commercial borrowings are syndicated loans, 
export credits (buyers/suppliers credit) and capital market instru-
ments (fixed/floatins bond issues etc.) 

Foreign Investments 
l.l()() The Committee observed that in recent years Chief Ministers 0/ 

different States had visited foreign countries, particularly Western countJUs, 
to promote foreign investments in their f't:spective States. In this context they 
also observed that in course of time such a trend would have serious 
repercussions on the economy. In his comments the Secretary, Economic 
Affairs gave the foUowing rationale for inviting foreign investment into 
Indian economy: 

"That is basically ct)"tct. It is the policy of the Government to keep 
the total volume of external borrowing within limit. Our current 
account deficit, which has remained generaUy smaUer than th~ tTatk 
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deficit is met either by foreign investment or by reducing reserves or 
borrowing. Temporarily you can use reserves. But no. country uses 
reserves to meet the cuI'(ClDt account deficit. The foreign 'investment 
in our case is very small. So, the bulk of the source of financing for 
the current account deficit has been external borro" ing, 
So we give a priority to long term borrowing from the multi-national 
institutions. That L" much cheaper. Then, the commercial borrowing 
is the biggest dram on the debt service. It has to be rcpaid within 
seven years with market interest. Every year we try to keep the 
commercial borrowing at a reasonable level and the debt service ratio 
remains within a tolerable limit." 

ComTMrcioi Borrowings 
1.101 The debt outstanding in respect of External Commercial Borrow-

ings is estimated to be Rs. 26706 crores as on 31.3.1991. 
1.102 The comparative position of debt outstanding in respect of External 

Commercial Borrowings and International financial institutions like World 
Bank and IMF is given below: 

(Rs. in Crorel) 

31.3.88 31.3.89 31.].\}(J 3U.91(Est) 

External Commercial Borrowings 
IBRD (Government Account) 
(Non-Qovt. Account) 

12876 
4280 
422 

13881 
4348 
478 

1H034 
7362 
656 

HI47H 
3347 
365 

22(Jii5 
')75:!-. 
1)74 

21055 
2362 

164 

26706 
12033 
1486 

2S4S7 
4389 

I.D.A. 
IMF (EFF) 
Trust Fund 

1.103 
(i) 

(ii) 

(iii) 

Guarantees 
Government guarantees are provided in the following cas~s:­
For repayment of princip&l and payment of interest. cash credit 
facility, financing seasonable agricultural operations and for 
providing. worki~g ~apital in respect of Companies. Corporations, 
CooperatIve SocIetIes and Co-operative Banks to Reser\~ Bank 
of India, other banks and financial institutions. 
F~~ repayment of share c~pital. payment of minimum annual 
d"'ldend and repayment of bonds/loans/debentures isslh:u/raised 
by statutory corporations and financial institutions. 
In pursuances of agreements entered into by the GovcrnJ1l~nt of 
India with international financial institutions. foreign lending 
agencies, foreign Governments. contractors. consultanh. etc., 
towards repayment of principal. payment of interest/commitment 
charges on loans etc. given by them and payment HI.~ainst 
agreements for supplies of ·material and equipml-nt on cr~'llil- basis 
to companies, corporations. port trusts." etc. 

1216LS-9 
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(iv) Counter guarantees to banks in consideration of the banks having 
issued letters of authority to foreign suppliers for supplies/ 
services made/rendered by them on credit basis in favour of 
companies/ corporations. 

(v) To Railways/State Electricity Boards for due and punctual 
payment of freight charges/ dues by Companies and Corporations. 

(vi) Performance guarantees given for fulfilment of contracts/projects 
awarded to Indian Companies in foreign countries. 

(vii) Performance guarantees given for fulfilment of contracts/projects 
awarded to· foreign companies in foreign countries. 

1.104 The details of guarantees provided by the Government, both in 
respect of internal and external borrowings. during 1985-89 are as under: 

At the end 
of the 
period 

1984-85 
1985-86 
1986-87 
1987-88 
1988-89 
1989-90 

Maximum amount of 
guarantee for which 
Government have 
entered in agreement 

~ 
23906 
32358 
34014 
40743 
60917 

(RI. in crores) 

Sums guaranteed 
and outstanding 

17460 
20420 
26646 
27944 
33240 
54537 

Source: Finance Accounts of respective years ....... 
1.10S Asked about the instances when Government had to uphold the 

guarantee on account of default by the guaranteed party. the Ministry of 
Finance provided the details of following payments made: 

(Rs. in crores) 
(i) 1984-8S Ministry of Railways 0.17 

Ministry of Industry 19.50 
(ii) 1985-86 Ministry of Transport 0.14 

Ministry of Industry 17.13 

(iii) 1996-~7 Ministry of Railways 1.97 
Ministry of Industry 17.()4 

(1\ ) 1987-88 Ministry of Railways II.O:! 
Ministry of Industry 13.56 

(v) 1988-89 Ministry of Railways 11.O:! 
Mjni~try of Industry :!J.()~ 

(vi) 19H9-9() Ministry of Railways 0.02 
Mini!;try of Indl.\stry 6.% 

1.100 The Ministry further stilted that the payments made Of' Ministry 
of Railways are in pursuanc~ of contracts entered into with certain private: 
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Railway companies during 1916-1923 to make up the net return as per 
the agreement. The payments made by Ministry of Industry are under 
the credit guaranteo scheme for small scale industries. 

1.107 Enquired as to whether guarantees given by the Government 
of India had any bearing on deficit/debt servicing, the Ministry stated: 

"These guarantees issued by Government do not have a direct 
bearing on deficit/debt servicing. These constitute only acontingent 
liability on the Consolidated Fund of India. In cases where these 
contingent liabilities materialise, these are included in the estimates 
of Expenditure of the respective years and as such affect the deficit 
to that extent only in these years." 

Current Account deficits in Import-Export Trade 
1.108 The following table indicates the position regarding india's 

trade balance: 

Particulars 

Exports 
Imports 
Trade Balance 

1989-90 1990-91 (Prov) 

28235 
41174 

-12939 

(RBI Data) 

33178 
48320 

-15142 

(Rs. in crores) 

April-August (Pro,,~ 
1990-91 1991-92 

(DGCI & Data) 

12374 
15515 
-3141 

15040 
17108 
-2068 

1.109 The 1990-91 provisional estimates are given by the Reserve 
Bank of India and the latest available estimates from DGCI&S on trade 
balance for April-August, 1991. During the current year the available 
information from DGCI&S for the period April-August indicates a 
reduction in the level of trade deficit over the corresponding period of 
last year. 

1.110 During (1990-91 the trade deficit increased over the previous 
year mainly because (i) there was a sharp increase in the petroleum oil 
and lubricants (POL) iinport bill consequent upon the rise in prices after 
the Gulf crisis. and (ii) exports could not maintain higher growth level 
as there was a global slowdown in world trade following the recessio-
nary conditions in industrialised countries. The reduction in the level of 
trade deficit during the first five months of the current year over the 
corresponding period last year is fndicative particularly of import com-
preS-ilion and to some extent export promotion measures. 

1.111 To meet the overall balance of payments situation and finance 
the trade deficit. the basic approach is as follows:-

(i) in the short term, continue the import compression measures, 
accelerate the utilisation of already committed ·external aid 
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and explore additional financing facilities including the use of 
I MF facilities. 

(ii) in the medium term, reduce the trade gap through more 
vigorous export promotion measures, augment net invisible 
receipts through increased receipts from services including 
tourism receipts; and increase capital flows consistent with 
financial prudence and their productive use. CoAsistent with our 
overall economic policies. measures to attract foreiJn direct 
investment as well as to encourage capital inflows from non-
resident Indians are also proposed to be taken. 

N RI Deposits 
1.112 There are two types of deposits Non-Resident (External) Rupees 

Accounts [NR (E) RAJ and Foreign Currency Non-Resident Accounts 
(FCNRA). Deposits in both the accounts are repatriable; in the case of the 
former. the exchange risk is borne by the depositor while in the case of the 
latter, the exchange risk is borne by the Reserve Bank. These deposits get 
repaid from general resources as and when repatriations are to be made'. 
In addition. the State Bank of India issued NRI-Bonds first in 1988-89 and 
another in \990-91 on a non-repatriable basis. The first issue of NRI bonds 
netted $ 92 million and the second about $ 258 million. 

1.113 The table below indicates the extent of NRI deposit liabilities: 
(Rs. Crores) 

Year NR(E)RA FCNR .... Total 
(March end) Accounts· Accounts·· 

1985 2HM 955 3819 
1986 3461 2189 5650 
1987 .nJ6 3511 7847 
1988 5107 4947 10054 
1989 5X1J9 8255 14154 
1990 (Dec) 7067 13;252 20754··' 
1991 (March) 7WJ .f3405 20319 

• Inclusive uf accrued interest 
•• Do not include accrued interest 

... Provision .. 1 

Priority fol' utilization of External Borrowings 
1.114 The Committee desired to know the purpose for which foreign 

borrowings should be utilized, Secretary (Economic Affairs) in his reply 
said: 

"Whatcver d,eht we have incurred have been utilized alrea~y. 
Howevcr. it is the Government which decides as to how to use those 
loans. It is decided as per the plan priority. For example, t~e right 
now as the Plan is being formulated, the first priority for utilisation of 
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external assistance will be infrastructure sector, viz. the core sectors 
like power. Apart from multi-lateral assistance, we also utilise some 
external commercial borrowings in the Ministry of Finance. Cur-
rently, we are preparing a set of guidelines for the next few years. 
This will enable us to prioritise the allocations of these commercial 
borrowings. Once again, this will reflect the national perspective of 
what is priority. In the liberalisation of industrialisation, the whole 
strategy is this. If you bring in your own foreign exchange, you can 
finance capital goods. If you want to borrow. you have to come to 
the Finance Ministry and the Ministry in consultation with the other, 
works out the priorities. Infrastructural sectors such as power. 
railways, etc. will have first priority in allocation of foreign re-
sources." 

Commitment Charges 
1.115 IDA credits carry no interest· charge but a service charge of 

0.75% is levied on the disbursed position of the credit. Commitment 
charges on undisbursed balances are fIXed every year with a maximum of 
O.~. The commitment charges for the Bank's current year beginning 
1st July, 1989 has been set at Zero per cent. The commitment charge for 
IBRD loans on undisbursed balance is levied and the present rate is 0.25 
per cent. 

1.116 The Ministry in a written noie informed the Committee that the 
commitment charges paid on the unutilised portion of external assistance 
are as under:-' 

Year 
(IU. in crores) 

Commitment charges 

1987·88 
1988·89 
1989·90 
1990-91 

81.91 
95.37 
81.37 
62.73 

1.117 The Committee enquired how the Ministry of Finance reconciled 
the external market borrowings with uautililed assistance froOl donor 
countries. The Ministry explained the position as follows: 

"External assistance is preferred source of borrowing compared to 
external commercial borrowings as the former is concessional. How-
ever, external assistance from multilateral as well as bilateral sources 
is normally tied to projects/programmes and often to sources of 
procurement also. The projects specially the big ones have long 
gestation periods and thus have a phased requirement of funds. This 
results into a gap between total commitments and utilization thereof 
in short periods. Also the problems of local cost funding, finalization 
of contracts, and other physical as well as procedural constraints tend 
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to slow down the utilisation of committed assistance. Thus under 
utilization of commitments are partly inherent. 

External commercial borrowings on the other hand are not project 
tied or source of procurement tied and therefore can be drawn 
without any time lag. These are in fact undertaken to meet the 
current account deficit when it may not be possible to meet the same 
through any other low cost source of financing. 

Thus for the purposes of reconciling the external market borrow-
ings with UDutilised assistallCe, the fact that the former are sup-
plementary to assistance, needs to be kept in view." 

1.118 The Ministry of Finance furnished the following details of 
committed but unutilised external assistance indicating, inter alia, 

(a) the annual spread of such assistance; , 
(b) projects for which it sanctioned/committed; and 
(c) measures for non-utilisation. if any. 

Details of committed but unutilised externtll loans 

Year Total Commitments Disbunement Percentage Unutilised 
at the beginning of durina the year of col. 3 commitment 
the year col. 2 over end the end of 

of the year 
year 

total 
at 

the 

-------- --- ,Filurcs RI. in Cr.} 
1985-&> 13136.42 2426.10 18.47 20251.37 
1986-87 20251.37 3022.17 14.92 20411.26'-
1987-88 20411.26 4306.30 21.54 23472.87 
1988-89 23472.87 4385.42 18.68 36594.33 
1989-90 36594.33 4757.02 13.00 43028.61 
1990-91 43028.61 3638.58 13.10 S0551.19 

Dt:ttIiIs of committed but unutilised external grants 

Year Total Commitments Disbursement Percentage Unutilised total 
at the beginning of during the ~car of col. 3. commitment at 
the year over col. 2 the end of the 

1985-86 722.50 4f17.69 56.43 725.91 
1986-87 725.91 391.74 53.97 983.26 
1987·88 983.26 406.56 41.35 1676.02 
1988-89 1676.02 495.85 29.58 1905.67 
1989-90 1905.67 664.70 34.88 2632.96 
1990-91 2632.96 530.32 20.14 3237.87 

Most of' the External assistance is tied to specific projects and the 
disbursements are therefore linked to the project impl~mentation schedule. 
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The pace of actual implementation varies from project to project. 
However the loan amount not utilised during a particular financial year 
does not normally lapse and is carried forward for utilization in the 
subsequent years. Government have taken a number of steps to accelerate 
the implementation of externally aided projects and the utilisation of 
external assistance. These include simplification of procedures for release 
of foreign exchange and tender evaluation. Monitoring of externally aided 
projects has also been intensified. . # 

System for Budgeting External Debt 

1.119 In a written note the Ministry stated: The External Debt 
budgeting is done in two parts viz. (a) Formulating Receipt Estimates and 
(b) Formulating Debt Service Payments Estimates. 

The estimates of external aid receipts are framed taking into account 
data furnished by the project implementing authorities and the various 
credit divisions concerned. With the projects receiving external assistance 
debt service payments estimates are framed in accordance with the 
amortisation schedules of each loan and other payments falling under these 
loans and keeping in view the anticipated disbursements. 

In response to a query the Ministry stated that there ha!: been no 
difficulty in framing the receipt and debt service payment estimates. The 
existing system of framing the estimates is by and large adequate. 

1.120 The following table illustrates the estimates and actuals for the 
period of 1988-89 to 1990-91. 
(a) Receipts: 

Year BE RE 
1988-89 4526.00 4079.47 
1989·90 41!O8.10 4867.39 
199().91 5641.73 6241.49 

(b) Debt Service Payments: 

Year BE RE 
I'IIIII·X'I 
Principal l.'KHfl 157J.05 
Interl"t Il57.1\5 l~h\.::!1'! 

1'11\'1-'111 
Prinl'ipal 1820 . .12 1878.'14 
1 nlal')\ I44Klj~ 1""'X.71 ._-_ .... " 

.~. -.----

ACTUALS 

4385.43 
4766.77 
5638.58 

ACfUALS 

1553.57 
1244.10 

11'110«1.'111 
IhllUN 

(Rs. in crores) 

"foale of variation w.r.t. 

BE RE 

3.00 (- )7 
0.8 2.0 

0 9.6 

% age of variation w. r.1. 

BE 

(-)12 

( -13 
(-)11 

RE 

() 

\I 
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Figures Rs. in Cr.) 

1990-91 
PriDcipal 2122.43 2257.28 2233.59 (-) 5 1 
Interest 1651.51 1836.29 1863.36 (-)12 (-)1 

1.121 Clarifying the variations between the estimates and actuals during 
the years the Ministry stated that these were attributable to exchange 
fluctuations during the period as well as fresh receipts under new loans not 
contemplated at the time of framing the estimates and less receipts than 

! anticipated due to factors which affect project implementation. 

Effect of Debt Servicing on Balance of Payments 

1.122 In the written note to the Committee the Ministry stated that the 
debt servicing of external debt constitutes repayment of principal and 
payment of interest on external loans and credits contracted. Whereas 
repayment. of principal affects the capital account (Gross Disbursements-
Repayment = Net Disbursement), interest payments enter the current 
account of BOP. The impact of higher debt servicing would be to increase 
the country's current account deficit and on the capital side lower net 
disbursements from external loans and credits. Failure to match the higher: 
current account deficit by higher capital inflows or reserve drawn down 
would necessitate contractionary adjustment in the economy. Thus, a high 
debt servicing burden restricts t~e scope for manoeuvre in the economy by 
preempting its resources. 

1.123 Commenting about the adverse balance of payment situation 
being faced by the country in recent years the Ministry stated that the 
balance of payments situation has remained under pressure particulafly 
during the second half of 19805. Several adverse factors have eontributed 
to such a situation. These includf increase in trade deficit, steady erosion 
of the surpluses in the invisibles account, unfavaourable climate for 
concessional assistance and debt servicing on past borrowings. As an 
increasing part of trade deficit had to be financed by external commercial 
borrowings the medium term external liabilities both on account of 
repayment as well as interest payments increased sharply. Thus repayment 
of principal increased from Rs. 1503 crores iQ 1985-86 to Rs. 5553 crores in 
1990-91. During the same period intere .. t payment increased from Rs. 1618 
crores to Rs. 4046 crores. Total debt service as per cent of ex~rts and 
gross invisible earnings increased from 16.30% in 1985-86 to 20.9% in 
1990-91. Even though the overall external debt as well as debt servicing 
ratio has risen in recent years, the present level 'is within manageable 
limits. The Government is conscious about keeping our debt servicing 
obligations as well as the levels of fresh borrowings within prudent limits. 

Debt Service Ratio 

1.124 Debt service ratio is normally computed on the basis of debt 
service payments as a percentage of current receipts, i.e. exports of goods 
and gross invisible earnings. On this basis the debt service ratio. i.e. 
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Repayment of Principal and payment of interest as a percentage of exports 
of 80005 and srou invisible receipts durins the last 10 yean is Jivell below: 

Year Debt Service Ratio 

1 2 

1980-81 9.3 

1981-82 9.' 
1982-13 9.9 

1983-84 11.6 

1984-8!5 12.3 

1985-86 16.3 

1986-87 21.8 

1987-88 23.3 
1988-89 22.5 

1989-90 21.4 

1990-91 20.9 

1.125 In the PrelimiDary Material submitted to the Committee the 
Ministry had submitted that ''The Government is conscious about keeping 
our debt serVicing obligations as well as levels of fresh borrowings within 
prudent limits". Asked how "prudent limits" were established and what 
was the actual debt servicing ratio at present, the Ministry explained as 
follows: 

"Prudent limits of debt servicing as well as levels of fresh borrowings 
depend on factors such as the overall magnitude of the debt and debt 
servicing, the size of external sector in economy, capacity to 
repay the debt obligations and' ~pacity to eam foreign exchange aod 
credit rating of the country in the international capital markets. In 
addition, maihtenance of minimum level of expenditure and plan 
investments also decide the level of expenditure and the level of 
borrowings. 

Debt'~rvlce payment (i.e. repayments of Principal and payment of 
interest) as percentage of exports of goods and gross invisible receipts 
is estimated to be, 21 per cent during 1990-91. According to the 
World Debt Table 1990-91 (supplement), India's debt service ratio 
for 199o'is estimated to be 22.9 per cent. Against this ratio, the 
(average) debt service ratio for Severely Indebted Low-Income 
'Couhtdes is 28.2 per cent, for Moderately Indebted Low-Income 
Countries Is'·28.3 per cent and for All Debt Burdened Countries is 
27.1 per' cent." 

1216LS--I0 
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Debt Trap Situation 
1.126 The Committee pointed opt that the debt serviCing ratio in 

respect of external debt had registered a sharp rise in recent years, rising 
from barely 9 per cent in 1980-81 to the present which some assert was 
close 30%. AU· this had given rise to concern about the viability of the 
present method of financing government expenditures and stability of the 
economy. 

1.127 In this context the Committee enquired if the country was getting 
into a debt trap. The Ministry, however, stated that the level of country's 
external indebtedness and the likely burden of debt servicing are constantly 
kept in view to ensure that they remain within purdent limits .. It has been 
the policy of the Government to accelerate exports and to ensure efficient 
import substitution so as to reduce dependence on external debt. 

1.128 It may be mentioned that against India's debt service ratio for 
1990 at 22.9 per cent as per the World Debt Table 1990-91 (Supplement) 
estimates. the same ratio (average) for Severely Indebted Low-Income 
Countries is 28.2 per cent, for tdoderately Indebted Low-Income Countties 
is 28.3 .per cent and for All Debt Burdened Countries is 27.1 per cent. 

1.129 Dwelling upon the question of debt trap, the' Secretary 
(Economic Affairs) elaborated during evidence: 

"The only way of determining whether one is in a debt trap is to look 
at what is internationally regarded as an acceptable level of borrow-
ings which the international financial world is willing to support. I 
think, from that point of view; there is no doubt that we- have been 
resorting to too much borrowing in the past few·years. But, I do not 
think, that the debt situation India is one which indicates that we are 
in the debt trap. Unlike the debt of those countries which are 
described as being in the debt trap, if you look at our debt position, 
the position is not so unfavourable. In fact after 1987-88 actuaUy the 
debt service ratio has been coming. down 16&hUy I would stiD say 
that the ratio is high dismal. In ·the last few years we have been 
pushed into more commercial oo~rowings. But the total debt struc-
ture is no so unfavourable. It certainly does not mean that we can 
carry on doing any amount of borrowing. But I do not think that it 
would be correct to say that we are in the debt trap." 

1.130 In response to another query the Secretary (Economic Affairs) 
said: 

"In last year we had a small problem on liquidity. But it is very 
largely due to collapse of international confidence. This took place 
possibly because of the internal developments, the short-term impact 
of the gulf crisis etc. Which suddenly made people to think that India 
would not be able to manage its affairs. But in the actual fund~en­
tals in terms of debt service ratio-GOP ratio there is no big 
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deterioration nor are we in the same position that is typical of other 
developing countries who have a debt problem. For example, this 
ratio for other debt-ridden countries (Latter American and African 
countries) would be well above 30 per cent. In many cases it would 
be S4 per cent. By and large, if the macro economic stability, which 
the Finance Secretary mentioned, is restored and with the interna-
tional confidence being restored the debt service ratio of India would 
be 21 per cent and it would not be regarded as indicating a debt 
trap." 

1.131 The Committee drew the attentiori of Secretary, Economic 
Affairs, to debt service ratio of the order of 33 per cent as reported in the 
newspaper which was very alarming and asked its reason. Clarifying the 
position, the Secretary (Economic Affairs) stated: 

"It is true that very often higher numbers are quoted and actually, 
the higher number that has been quoted was probably a calculation of 
debt service as a per cent of export earnings. Now the normal and 
conventional way of calculating it is as per cent of goods and services. 
So the figure that was quoted in the papers which is around 21 per 
cent, there the debt service was divided by the total current receipts. 
These are in every sense, '. real earnings of the economy. And 
internationally, now-a-days, the comparative figures of other coun-
tries have also been calculated on the basis of expOrt of goods and 
services. The higher figure really reflects that. Sometimes, people just 
divide it by exports and that is not right. Otherwise; there is no real 
difference. Y would not like to say is that India's debt service is not a 
cause of concern. What I am trying to say is that it is not correct to 
say that we are in a de.t trap." 

1.132 Enquired as to what were the conditions which constituted debt 
trap, the Secretary (Economic Affairs) in this evidence stated: 

• "I would say that there is no magic number which you can call the 
debt trap. But I would certainly say that our object~ve should be to 
keep it below 2S per cent. I would think that it the debt service ratio 
was above 30 per cent, then we are in a serious position. There are 
various ways of measuring it. But according to this measure, it is total 
debt service divided by total current account receipts." 

1.133 In this connection, the Secretary (Economic Affairs) referring to 
the importance of rule of 'export performance' in the debt service ratio, 
stated: 

In 1980 or so, India's exports and China's exports, in dollar terms, 
were same. But today China exports three times more' than our 
exports. The debt service ratio depends not on whether you borrow 
or not but more on whether you are exporting enough for paying the 
borrowings. 

The less debt service ratio of some of the Asian countries is not because 
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they have not borrowed but because their export perfol'lD8DCe is very 
good." 

1.134 In' reprd to debt device ratio which may be considered measur-
able, the Secretary, Economic Affain, during evidence, informed the 
Committee that a ratio upto 25% was tolerable. The Committee desired to 
kno\rt the basis for considering 25% as a tolerable ·limit for debt service 
ratio. The Secretary (EA) explained: 

"20 per cent used to be the magic number. I am not withdrawing 
from the magic range because I have myself said that 20 per cent is 
comfortable, and upto 25 per cent you are not in serious difficulty 
and above 30 per cent you are in a very bad shape. The main reason 
is that the world has become over-borrowed. What has happened is 
that world has become much more integrated. People are used to the 
idea that certain parts of the world will be deficit and other parts of 
the world will be surplus. The people are interested not so much how 
much you have borrowed but are you able to service your debts. So 
the definition has changed basically refleaing. changes that have ,taken 
place in the international financial world and also in the world 
economy, but the basic concept is the same." 

The Committee drew the attention of Secretary, Economic Affairs, to 
debt service ratio of the order of 33 per cent as reported in the newspaper 
which was very alarming and asked its reason. Qarifyiog the position. the 
Secretuy (Economic Affairs) stated: 

"it is true that very often higher numbers are quoted and actuaUy, .... 
the higher number that has been quoted was probably a: calculation of 
debt service as a per cent of export earnings. Now the normal and 
conventional way of calculating it is as a per cent of goods and 
~rvices. So the figure that 'was quoted in the papers which is around 
21 per cent, there the debt service was divided by the total current 
receipts. These are in every sense, real earnings of the economy. And 
internationaOy, now-a-days, the comparative figures of other coon ... 
tries have also been calculated on the basis of export of goods and 
services. The higher figure really reflects that sometimes, people just 
divide it by exports and that is not right. Otherwise, there is no real 
difference. I would not like to say' that India's debt service is not a 
cause of concern. What I am trying to say is that it is not correct to 
say that we are in a debt trap." 

1.135 In regard to borrowings in recent years Secretary (EA) 'added: 
"Now we have used up all the slack. Today the situation is one where 
if the economy is well managed-and it looks as' if everything is under 
control-and we achieve what tbe Finance Secretary described as an 
important reduction in the fiscal deficit, I don't think the world will 
view India as not creditworthy. The moment it looks things are out of 
control, people will say, well borrowing is not going to be desirable 
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or possible. This bas bappened last year. The commercial banks were 
DO longer willing to lend. But unlike in other countries wbere the 
debt burden is no large tbat it really cannot be accommodated and 
tbe countries are continually forced to default on their debt; we are 
not in that position. 

I think that for India to make a correction of two. per centage points 
of GOP in tbe fiscal deficit is not an impossible thing. Countries are 
tbere whicb ran into the debt trap. They have been forced to make 
corrections of 6% to.7% of the GOP in one year. The fiscal·deficit in 
Mexico which is the country which ran into a debt trap bad reached 
almost 12% to 13% of GOP." 

1.136 Referring to steps that are considered necessary to improve tbe 
situation, tbe Secretary (EA) stated: 

"We sbould do many sucb things where we can finance our imports 
from our own exports. Today 1 would say that the current account 
deficit in India bas now reached about 2.5% of GOP. I think it 
should be our objective to bring it down to around 1 % of GOP 
within a couple of years. But the turn-over change that would be 
needed is only 1.5% of tbe GOP wbich is not a difficult one. It 
means gaining around 8000 to 9000 crores of rupees in foreign 
exchange. But it is not an impossible task because given our 
productive capacity I don't see any reason wby on the export front 
we cannot do much better than wbat· we bave been doing. This is tbe 
main thing." 

Short-term Credit LiDbility 

1.137 Newspapers reported recently some reduction in the sbort-term 
credit liability of India. In this ecntext, the Committee enquired wbether in 
view of impr:oving reserve position of foreign exchange some of the short-
term credits could be wiped out and pressure on fiscal plans could be 
eued. Explaining the position, the Finance Secretary said: 

"Our foreign exchange reserves are to the extent of about Rs. 9400 
crores and this figure looks very respectable, But even today, I 
maintain that it is not a healthy one. TIris reserve is because of the 
loans that we bave got from the IMF, World Bank and otber external 
assistance. This balance will go down because of import Iiberalisation. 
We are trying to liquidate part of the short-term credits but it is too 
early to say to what extent we can do it. If the situation deteriorate," 
again, then the confidence in our country will be shaken and we 
cannot afford it. Today, it is not as 'if everybody is convinced that 
everything is OK and that they can invest in India safely, Everybody 
itt watching the situation." 
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1.138 Asked to clarify further he added: 
"they will. be watching tbe situation as to whether there will be policy 
changes, whetber the bank credit will be available easily, whether the 
interest rates will come down, whether the foreign exchange position 
will continue to be balanced or not and so on and so forth. It will be 
premature at this stale to feel very confident:" 

1.139 As regards pledging of gold and public outcry it aroused the 
Secretary (EA) gave his assessment as foDows: 

"I think it is true that if one bas gold and one is drifting to a position 
where one has no alternative, it is better to utilise the gold to avo;d a 
default. Any economist or any Government would do tbat only as a 
last resort. Therefore, olle should not take the use of gold tightly 
because the rest of the world will know that as we are using gold, we 
have really been pushed towards the wall. It is better to use it than to 
bave a d.ault. It means that you are giving a signal that you are 
pinned down to the last penny. 

RescMduling 0/ Loans 
1.140 Enquired whether there could be rescheduling of loan to 

decrease debt component, the Finance Secretary Itated: 
"Internationally, we would not like to seek any major rescheduling; 
internationally, we would continue to maintain the record for prompt 
payments. The situation is not that bad. It is not something that we 
have attempted at this stage. Many of the countries have done it 
when thinp have really gone out of their bands. There is bo otber 
way. You have to raise money for' payment." 

1.141 Reacting to the crit~sm that the country was taking loans to 
repay past loans, the Finance Secretary said: 

"Every time we are taking loans we are paying loan. It is true for 
ev~ry country at any point of time, It can be arJUed because it is a 
dynamic situation. Borrowing by itself is not bad so long as borrowed 
money has been spent for productive return." 

Statutory Limit on Borrowing 
1.142 Enquired what were the: reasons which prevented Government 

frOm approaching Parliament for a ~tatutory limit on the magnitude of 
borrowinp as envisaged under Article 292 of' the Collltitution. The 
Ministfy of Finance in a written note stated: 

"the statutory limit on borrowinp has not been favoured by 
Govornment in the past for the following reasons:-

A ceiling under Article' 292 can cover only loans flowing into the 
Consolidated Fund and not quasi borrowing. like small savinp. provident 
fund etc. which flow into the. Public Account. 



61 

In respect of Consolidated Fund borrowings, a precise estimation on 
borrowings from the Reserve Bank of India through treasury bills is not 
possible. This varies markedly from week to week and month to month 
due to the fact that expenditure and receipt flows are not matched evenly 
through the year. As a result in certain years the mid year deficit has been 
more than twife as high as the year end figure. 

A limit on external borrowing may tend to hamper a negotiation and 
utilisation. 

Even in developed countries, a statutory ceiling is perceived as a rigid 
instrument leading to irrational cuts in expenditure and undermining the 
Government's ability to use fiscal instrum~nts to manage the economy. In 
India, a ceiling in Government borrowing would affect developmental 
outlays first; the burden of adjustment will fall on plan and investment 
expenditure. A ceiling would also undermine Government's ability to 
manage emergencies like a drought or an external threat. 

1.143 In a separate note furnished to the Committee On 'Invoking 
Article 292 of the Constitution to contain Centre's Deficits: The Pitfalls', 
the Director, National Institute of Public Finance and Policy, New Delhi, 
has inter alia brought out the following points: 

"Persistent deficits in the Government's budget and the resulting 
growth of public debt have led to suggestions for measures like 
imposition of a constitutional limit on the Centre's borrowings and 
invoking Article 292. The suggestion desires inspiration from the 
Balanced Budget and Emergency Deficit Control Act - better 
known as the Gramm-Rudman-Hollings Act-which was adopted by 
the US Congress in 1985. That Act required a steady decline in the 
Federal government's budget deficits so that the deficits were reduced 
to zero in 1991. Failure to adhere to the limits laid down would force 
spending cuts and/revenue increases and failing that, automatic, 
across-the-board cuts in expenditures. Some other countries too have 
attempted to force the government to observe fiscal prudence by 
laying down a "balanced-budget rule" (e.g., Indbnesia) but few have 
gone so far as the USA to have a legislative ceiling on the budget 
deficit. Although according to advocate of balanced budget, the 
Gramm-rudman Law has had some restraining influence on the 
growth of Federal government's spending, US experience amply 
-shows that implementation of a legislative ceiling on fOvernm~t's 
budget deficits is far from simple and is not a real remedy for the 
phenomenon of deficits. Many influential economists have also been 
of the view that any rigid rule limiting the government's ability to use 
the fiscal instruments for managing the economy is harmful and 
undesirable. 

• • • 
Although the need to contain budget deficits is well recognised, 
strong reservations have been expressed by many renowned econom-
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ists against any constitutional limit on the deficits Of mindless cUts 
in government spending. A constitutional cap on deficits not only 
undermines the potency of the fiscal policy for macromanagement 
of the economy but also weakens ibe ability of the government to 
face emergencies like external threat. 

Apart from its shortcomings from the macromanagement angle, 
proponents of constitutional 'limit on deficit tend to overlook the 
fact that all expenditures of the government have to be approved 
by Parliament and the government has to go to Parliament for 
any appropriation beyond the approved amount. Parliament, if it 
so. desires can apply the cuts when any such proposal comes up. 
The fact that the some legislators who would be expet:ted to vote 
for a limit on government's deficits plead for schemes involving 
large outlays shows that these inconsis~ncies seldom bother them. 
As John Rhodes, Co-chairman of a Committee for a Responsible 
Federal Budget in USA put it, the budget deficit problem we 
face today results from conflicting priorities and is compounded by 
an imperfect budget process. 

If the country and the Parliament really want to contain the 
deficits they should decide what are the priorities. It should also 
be recognised that the legislators cannot have spending program-
mes which benefit their constituencies 20 on and at the same time 
prescribe limits on deficits. 

This is not to deny that Gramm-Rudman has had some benefi-
cial impact. It has clearly slowed down the growth of government 
spending. It has generated some awareness of the need to observe 
revenue neutrality in major tax reform. But it also encountered 
acute . problems. In the Indian constitutional set-up the problems 
can be even more intractable and bring the functioning of the 
government to a halt, nor to mention tbe severe setbacks it may 
cause for development programmes. The budget crisis that over-
took the USA in the last few days bringing the government to a 
halt bears this out in a dramatic manner. 

The right remedy for containing the deficits thus is not a rigid 
constitutional rule but an awareness of the problem and a consen-
sus about which· items of expenditure can be cut. An acrose-the-
board cut in spending apart from being unworkable can speU the 
end of all development activities of the public sector for it is 
these outlays which will suffer the cuts in the first instnce and 
expenditures which benefit powerful community groups commuRity 
groups ,will almost certainly remain o\ltside the purview of the 
cuts. Experiences of several European countries show that such 
mindless cuts (which, take no account of the n~re of the prog-
rammes affected) do no! ultimately serve to contain the deficits 
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(as they slow down growth and thereby revenue accretion) and prove 
conterproductive. " 

1.144 In this context, the Finance Secretary during evidence, explained 
the position as under: 

"We have been examining this for the last two years. There are two 
problems which are very real. The Constitution talks in terms of a 
statutory limit on the Consolidated Fund Borrowing. When the 
Constitution makers made this prQvision, this ConSolidated Fund, 
accounted for almost the entirety of my Budget. Today, in fact, even 
the financial deficit comes outside the Consolidated Fund. Besides, 
the Employees' State Insurance Fund does not belong to Govern-
ment, the Provident Fund accumulation does not enter the Consoli-
dated Fund. These add on up to Rs. 12000 crores. Out of the Rs. 
37000 crores worth borrowing in the Government of India these are 
basically outside, that is, nearly one-third is outside the Consolidated 
Fund. If I am thinking of limiting it, it has to be in entirety as the 
provisions of the Constitution wanted it. 

The second point is the total lack of control. In the last 40 years we 
have got used to a different. system. Fiscal deficit as it is seen today, 
amounting to Rs. 37000 crores. is separate. It affects day to day 
management, For instance my Income-tax and tho corporation tax, 
advance tax collections will be paid to me on the 15th ·of December, 
On that day, in one day, I may get Rs. 500 crores, Even on the 14th 
I would have operated up to Rs. 400 crores. Between today and 25th , 
of December, I expect an inflow of Rs. ,5000 crores. Then my deficit 
will be reduced. But today my deficit is unduly high. In the totality 
the deficit may be 37,700 crores in the Budget. As the documents 
presented by the Government show, the total debt is about Rs. 
2,87.000 crores. or Rs. 3,00,000 crores. I cannot put a limit on day to 
day borrowing from the Reserve Bank in this borrowina. One thing I 
would say that I put a cap on the fiscal deficit at Rs. 37,700 crores. 
Which we have assured Parliament through the Finance Minister, 
through the Prime Minister that we will not exceed the fiscal deficit, 
and we will have internal discipline as well as external discipline. If I 
put this kind of discipline for a couple of years, I will be in a better 
position to say that the Budget deficit is Rs. 7,200 crores." 

1.145 In this connection. the Secretary (EA) added: 
.. All the countries which have achieved successful conservative 
management, it has not come because of statutory limits." 

GDP Approach to ceiling on Borrowings 
1.146 As regards the need to limit foreign borrowings to a nominal 

percentage of GOP, the Secretary (EA) expressed his views as follows: 
"We believe that borrowin~ should be limited. In fact, I mentioned a 
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figure that the current .(:count deficit was a little o.r 2. S pOI' "nt 
now. I felt that it sho~ld be brought down in a few years to around 1 
per cent." 

1.1J7 Asked as to why Government should not bring out a White 
Paper on the Country's total debt liability, the manner in which foreign 
loans had been utilised so far and how the Government planned to repay 
them, the Secretary (EA) replied: 

"As far as the total liability is concerned, the factual position has 
been stated in Parliament on very many occasions. So, I shall 
respectfully submit that probably there is no need for additional 
documentation. 

On the question of White Paper on how loans have been utilised, if 
you are thinking back over the last ten yean, it virtually becomes an 
analysis of the budget every year. Most of our external borrowings go 
through the budget into the Government or into the Public Sector. I 
do not think, it would be possible to analyse point-by-point what the 
impact of each borrowing for each project is on the total economy. It' 
would amount to a review of our overall economic management in 
the last ten years." 

1M F CondilioMlitits 
1.148 The Committee desired to know from Chief Economic Consul-

tant the Ministry his opinion about the conditionalities of I.M.F. The 
representative stated: 

"I was not involved in negotiating the IMF conditionalitiet.; I have 
only read them since I joined. I have also not seen officials of the 
bank. I think, our negotiators, the Ministry of Finance and the 
Government faced very difficult conditions in June when they finally 
negotiated this loan because our balance of payments situation was 
very difficult. Let us say that even if we negotiate then today again, 
there may be some small changes. In my view we could have 
developed a slightly different package. The point is that when they 
give us a loan, they look for an assl1rance that we wUl be able to pay 
back and that means that we would be able to improve our balance 
of payments enough and we would be able to improve our budgetary 
balance enough to be able to repay the loan. There are two possible 
approaches. One is that we might assure them that we will reach 
certain quantitative targets; we can reduce the fiscal deficit to 6.S per 
cent etc. this is one quantitative target. The other possible .ar-proach 
i~ that we might say that we are going to d*nge our system of 
controls in such a way that we will be in a better position to repay 
the loan. Coming to the point, I would say that we were in a great 
hurry; they were in a great hurry. Possibly, we have negotiated 
""Jets which are extremely harsh. I understand that for this year we 
will meet the targets and I expect and hope that we will continue to 
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meet the targets. But in a continuing relationship with the IMF. we 
should look for solutions where we accept the conditionalities based 
on what we consider we can do, what we consider is in our self-
interest and this m"ans that we should give more thought or more 
study to what systemic changes we need to make in Governmental 
procedures, in economic controls we should emphasise these things 
more than the quantitative targets." 

1.149 In reply to a query the Chief Economic Consultant further 
stated: 

"The first thing that we should try to ensure is that we do not have to 
borrow. Borrowing always carries certain conditionalities. So, our 
first attempt should be to ensure that we do not borrow. If we do 
boR'ow, then we must accept the conditionalities which are based on 
our own perception of self-interest. Therefore, we must ask ourselves 
all the time what is it that we are going to do. We should ask 
ourselves whether we should borrow with the conditionalities 
attached to the loan? We should as far as possible not to accept the 
conditionality which forces us into impossible circumstances. This is 
where one needs freedom, one needs time." 

1.150 explaining the position in this connection, the Finance Secretary 
said: 

"When you are talking in terms of conditionalities, you are not only 
referring to the IMF but also taking into account the World Bank. 
When you take a total package, one side relates to the fiscal deficit 
correction and the other side is about the structural reforms where 
you are talking in terms of trade policy, the monetary policy, the 
industrial policy etc. Both these things are aimed at correcting the 
economy. For any opportune money-lender, he would like to see that 
tbe money romes back. What Dr. Ashok Desai pointed out relates to 
the total package. When you mscuss the loan, you discuss it in its 
totality. When you talk in terms of fiscal corrections and structural 
corrections, it is possible that at a particular point of time, it will be 
more on the fiscal correction side and less on the structural correction 
side and vice versa. 'Ibis is an assessment. Whether the Government 
has to agree to a total 'package 'would naturally depend upon our own 
financial situation or stability to do it or it depends on our political 
courage. Ultimately, it flows down to the political-decision-making 
authority. it is a package wbere our perceptions could change 
periodically. Dr. Ashok Desai was referring to both aspects. Most 
certainly, if our financial situation improves, then we can say that we 
do not want the IMF loan at aU. He was putting it iil a broader 
perspective of having a total package where you can negotiate 
something more on the fiscal side and loss on the other side." 
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1.1 S 1 Clarifying the position further, the Secretary (Economic Affain) 
Slated: 

"I think, what happens with IMF or a World Bank institution is that 
when a country gets into the balance of payments problems, then 
these institutions say that they are prepared to assist under the 
charter. They say that they are authorised to provide the assistance 
provided we have a structural adjustment programme of our own. In 
fact, we have our own adjustment strategy which the Government 
outlined in the fint month after coming to power, When you have an 
adjustment strategy you ensure with the bank that this will correct the 
structural imbalance. The need to correct the fiscal deficit was 
identified by the Government as absolutely central for any strategic 
on restoring. macro economic balance. This is not something which 
the IMF authorities have told us. This is our own analysis.' Last year 
the fiscal deficit was 8.5 per cent of the GDP. It was 8.9 per cent of 
the GDP when the Budget was framed and then we decided to bring 
it down to 6.5 per cent level at the RE stage. IMF took that as 
Government's strategy and structured the conditionalities. For exam-
ple, our estimate is 6.5 per cent. But the IMF says that it cannot 
simply accept tbat. It will fix certain target for the month of October 
and certain target for the month of December which will be 
consistent with our achieving 6.5 per cent target. This becomes a part 
of conditionality in terms of fight quantitative monitoring. The main 
condition relates to number of fiscal deficits. As the Finance 
Secretary said the important part of the conditionality was the 
structural reforms in trade policy and industrial policy. these are not 
of a similar kind. We do not have month by month performance 
criteria but we have the general perception also. These con-
ditionalities are nothing but merely putting down these views in 
concrete terms about the Government's strategy." 

Curbs on Imports 

1.152 The Committee pointed out tnat repayment of external loans was 
mainly made from the country's export, and most of the exports were 
dependent on imports. Enquired whether import curbs enforced by R.B.!. 
would not affect the exports, the Secretary (EA) conceding the position 
stated as follows: 

"1 be import restrictions which had to' be enforced in the last six 
months, did have a negatIVe effect on industrial production and 
probably on exports as well. For this realOn, the Finance Minister has 
clearly said on many occasions that import restrictions by the RBI are 
to be enforced purely as temporary emergency measures. As soon as 
the reserves position improves. they will be removed." 



67 

1.153 The Finance Secretary added: 
"The import restrictions did affect imports. But, we had no option at 
that stage, if we had not done this, we 't'ould have defaulted, which is 
a very nice word for bankcruptcy. Now that the balances are good 
most of Athe restrictions have been removed by the Reserve Bank." 

Interest Rates for exporters 
1.154 In regard to questions of interest rates for exporters, the 

Secretary (EA) explained the position as follows: 
.. there is a lot of criticism on the decision to raise the interest rates 
for exporters. One of the points is that general tightening of the 
money markets was essential if we were to handle the foreign 
exchange situation and also bring inflation under control. There is no 
way of contPOlling inflation when it breaks out, which does not 
involve some tightening of the monetary situation. Domestically, 
tightening of money has been a very important factor in bringing 
money back into the country. The people who earlier had a tendency 
to hold back their export receipts they have been remitting these 
receipts. The improvements· that have taken place in the reserves in 
June-July are that from only Rs. 2300 crores, they have gone to Rs. 
8,000 crores. To a large extent it is because the earlier export receipts 
were not being remitted fast enough. Now, the export receipts are 
remitted fast. One of the reasons is that the domestic money situation 
is tight and people need money. .. .............. .It is true that the 
interest rate has tightened up the situation for exporters. Under the 
circumstances it is not a viable situation." 

1.155 In reply to a query, the representative stated that once the 
situation eases up, we shall certainly be able to relax the monetary policy. 

Foreign Exchange Reserves 
1.156 The Committee desired to know how ~uch foreign exchange 

rcseves had been built during the past months, how much of it was on 
account of IMF and ,other lending agencies and how much of it was due to 
NRI Scheme. The Secretary (Economic Affairs) informed the position as 
follows: 

"If we compare the position at the end of June with the position at 
the end of December" according to my figures, I think here we will 
count foreign exchange reserves in terms of millions of dollars--the 
position is as follows:-

On June 28th, the foreign exchange reserves were 1.125 billion 
dollars. 

On December 31, the foreign exchange reserves were 3.597 billion 
dollars. 

It is an increase of about 2.472 billion dollars. 
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From multilateral agencies during this period, from the IMF on the 
22nd July, 12th September and on the 16th November, we obtained 
drawings adding up to .976 billion dollars from the World Bani 
through these additional special disbursements that we have entered 
into this year in maintaining therr normal lending which goes on year 
after year of .44 billion dollars and 0.070 billion dollars from the 
ADB. That would roughly be 1.5 billion dollars from the IMF, World 
Bank and the ADB. For the remittance, there are two different 
schemes. One is the immunity scheme which is sometimes called the 
amnesty scheme. The position today is that we have 514 million 
doUars i.e. 0.514 billion dollars til) December end into Development 
Bonds which are not reflected in ~e foreign exchange reserves 
because they are bonds collected by the State Bank, they are outside 
this set up We have collected to date (till·December end) 382 million 
dollars or .382 billion dollars." 

Amortisation 

1.157 In regard to amortisation of debts the Ministry stated in a written 
note as under: . 

"Internal Debt: The repayment of principal on account of internal 
debt is met from fresh borrowings while payment of interest on the 
debt is met from Revenue receipts. 
Expernal Debt: The payment of principal and payment of interest on 
external debt is primarily made out of country's exports ,as well as 
invisible earnings. The Government have taken serveral steps to 
increase both exports as well as invisible earnings and a~ttempt is 
made to ensure that dependence on external financing is progressively 
reduced. The key elements of Government's policy for increasing 
foreign exchange ~ to ease. the pressure on amortization of 
external debt include raVid export growth, augmentation of tourism 
receipts, promotion of efficient import substitution, increasing dis-
bursements from committed external assistance, adoption of measures 
which offer incentives for larger remittances bom Indian nationals 
abroad and encouraging economy in the use of scarce foreign 
exchange." 

1.158 In this context the Committee enquired whether the Government 
were paying old debt throughfresb borrowings and if so, how such a 
vicious circle can be broken. 

The Secretary Economic Affairs in his reply said: 
"I do dot think it is correct to say that you are actually borrowing to 
make repayment. Somebody could say, you are borrowing in order to 
~pay. But what is really happening is, at any given time, the balance 
of payment is managed in such a way that there ill gross borrowing 
taking place which is now borrowing and from the available resour-
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ces, repayment of debt is simultaneously made. The net borrowing 
is the difference between the gross new borrowing and the repay-
ment of old borrowing that happens." 

1.159. On being pointed out that the representative was emphasising 
a point in a given time whereas the Committee wanted to know tbe 
position over a period of time, the Secretary (EA) stated: 

"In any stable, equilibrium situation, what would happen is that 
the ratio of debt to GOP or ratio of exports expressed to GOP is 
stabilised. Once it is stabilised, then every year your borrowing 
capacity always' increased and as your GOP increases, exports also 
increase. Every year, )Cour outstanding debt is going to increase. 
If the outstanding debt is. going to increase, it means that the 
gross borrowings have to be more than the debt repayment." 

In reply to another query, the representative submitted: 
"We are borrowing in order to finance developmental activity. 

As long as we remain a country that is trying to push for 
development, our total income grows." 

1.160 Enquired whether in actual terms country's borrowings during a 
particular year were nearby just about what was paid for by the outgo, the 
Secretary (EA) said: 

"if you will go back, you will find that in all these years, our 
gross borrowings were more than our outgo on the principal 
repaid. The entire resource transfer has generally been positive." 
The Finance Secretary further added: 
"Yesterday we spent lot of time worryidg about the fact that the 
debt service is getting worse. That is a very clear indication that 
the gross borrowing has been much higher. In fact, we would not 
have faced that problem. Our problem has arisen because the two 
are not matching. Borrowing is much in excess of repayment or 
servicing abil~ty." 

IV. ECONOMIC REFORMS 
1.161 The Committee enquired wheher the Indian economy was 

considered so strong as to be able to open up to. global competition 
and withstand it. Explaining the objectives of the reforms in economy, 
the Finance Secretary stated as follows: 

'''It is precisely because we are not that ftrong that we need to 
open up to competition. Over the last 40 years, we have started 
a large number of activities with the support of Government. 
Yesterday it was pointed out how in the North-East a number of 
pipes and tube units were closed down because th,. orders of the 
Government are not forthcoming. You are aware that the fer 
tiliser industry was started at that time. We fixed some norms. 
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We stai'ted 'Whatever you give in return, we will give you 12% 
return." 

The result is today we have reached a situation when in the 
Parliament the fertiliser subsidy was discussed, most of the Members 
were very critical. They said that it is not a subsidy to .the farmer but 
it is a subsidy to the industry that is inefficient. We protect a large 
number of domestic industries by enormous Customs tariff and 
through licensing mechanism. The classic case is that of our motor-car 
industry. Our cars are totally not fuel-efficient. The licensing mechan-
ism was used to see that more industries did not come up. The 
import tariff mechanism wanted to see that no fuel-efficient car came 
up. We have had to put up with this kind of fuel-inefficient cars for 
four decades. I would respectfully submit to this Committee that 
when we look at all these things, a certain amount of fresh air and 
competition is welcome. I think we should do that. We should do it 
in the interest of our own industrial activities. It will make our 
industries much more productivity-conscious; it will make them much 
more efficient. This is not to say that at the time of transition we 
should not be aware of the local problems. This is why our Prime 
Minister has repeatedly been saying that we have to give a human 
face to the problem. The workers should not be affected. That should 
be taken care of. If we do it, it will result in most inefficient 
industrial units closing down their operations. We have to see that 
the interests of the workers are not affected positively. 

- .... , 
The first part of the question which the hon. Member raised was 

whether we are that strong as too open up our industries for 
competition. My answer would be we are not that strong. That is the 
reason why we should oplen up our industries for competition. 
Certain amount of fresh air is necessary in the interest of our own 
industry. Its activities should become much more efficient. I would 
leave it to my colleague, that is, the Secretary, Department of Public 
Enterprises, to explain more whlt is it that the Government are 
thinking in order to protect the interest of the labour, how the 
industry should be managed. 

1.162 Admitting that Indian economy was not very strong, the Secret-
ary (Economic Affairs) stated as follows·: 

"I think, this is a very genuine concern which has come across in the 
public debate also. I agree that our economy is not very strong. But I 
do not think we should conclude that it is the weakest economy in 
the world. And yet the degree of protection we are giving is the 
maximum in the world. The first assumption is that we are under-
estimating the strength of the Indian economy and not the Indian 
industry. 
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Secondly, there is no doubt from the experience we have that in 
the areas where we have given our producers a fair deal of a 
competitive environment, they have shown the ability to compete 
effectively. Our exports are not zero. We are exporting S 18 billion 
worth of exports every year. Most of these export. are coming from 
middle and medium-sized firms but not from big firms. It is one of 
the interesting things of the economy that smaller and middle sections 
of our economy are internationally more competitive then the larger 
ones. And that is because we have created over a long period an 
industrial infrastructure where the larger units have been protected 
while the smaller ones have necessarily to be fairly competitive. 

Looking at the fact that we are not talking of throwing infants into 
competition, these are actually mature than men and women. They 
have enjoyed the benefits of protection for the last 40 years. Their 
brethern in the smalier and the middle units are already facing a lot 
of competition." 

1.163 The Committee pointed out that the representative was con-
tradicting the Finance Secretary, who told that: 

"really we are not so strong to enter into global competition." 

1.164 Oarifying the position, the Finance Secretary stated as follows.: 
"I may clarify that we are not strong to enter the global competition. 
But in the domestic sector, if I am nurturing a set of industries on 
crutches, it leads to inefficiency. It is good to throw it to certain 
competition ... 

1.165 The Committee observed: "the question now is about the 
economy of the country in general that it is not so strong to enter into 
global competition. When you have admitted, yes, it is not so strong, then 
my second question is have we taken appropriate steps to protect our 
economy?" 

In this connection;· the Secretary (EA) stated: "we have taken all 
appropriate steps. I would respectfully submit that what we have 
been doing in the past was over-protecting our industries and what we 
are now doing is introducing a gradual process of transition from 
what is today regarded as the most protected regime in the world to 
something more comparable to other industrially developed countries. 
There is no reason to believe that the rest of the world will think that 
we in India cannot do it and that will not be a compliment for 
ourselves. If you look at the experience of our neighbouring 
countries, you can find that the degree of protection given to 
industries is much lower. There is no doubt that the Indian industry 
will never be able to compete if it remains as protective as it had 
been in the past." 

1216LS-12 
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1.166 AI. regards the protective measures for certain industries, the 
Secretary (EA) informed: 

HIt iI DOt the policy of the Government to go laissezfaire. There uc 
critical areas like consumer goods which we are not thinking of 
opening up. But the present policy is, when it comes to capital goods, 
raw materials, components of industries, which are needed for 
production, we should have a more open economy. It should not be 
completely open but should be an open economy, If we look at the 
statistics, we can find that India's ratio of imports to the GDP is the 
best way of measuring how open we are. Our ratio of imports to our 
total GOP is one of the lowest ratios in the world." 

1.167 On being asked to justify the economy, entering the global 
comnpetition, the Secretary (EA) further stated: 

"I have absolutely however that for a transition of four to five years 
period will make our economy much stronger and secondly, all the 
evidences which we have had for the last 30 years show that wherever 
we have exposed ourselves, we have done better and we have gained" 
this experience from what is happening around the world. A 
comment was made yesterday that an economy like that of China, 
which was totally closed upto 1978, started opening up after 1978." 

1.168 The representative added: 

"It should be our objective to integrate the Indian economy into the 
global economy, if we want to be a major player in the world and if 
we want to stand up with other nations. Our objective is t~open up 
progressively as the world is becoming a global market increasingly". 

1.169 Clarifying the position in response to a query, the Secretary 
stated: 

"I am not suggesting that we should not enter into the global market 
but we should enter with adequate precaution and support which the 
industry requires." 

1.170 The Committee asked what 'lre the adequate precautionary 
measures needed? The representative replied: 

"Only certain areas can be opened up. For example, we cannot open 
up consumer goods but when we come to machinery, technology, raw 
materials and inputs, if we want the economy to ,be productive, then 
these things should be made available to the Indian producers at 
more or less the same price as they are available aU over the world. 
Unless we do this, the costs of production of India will be much 
above what they are elsewhere in the world. It means, we wiU not be 
able to sell, we will not be competitive and we will not be able to 
finance the imports we need. Then the only way is to rely on external 
aid. But I assure you, in the next ten years, external aid is going to 
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come down. The world is not interested in rendering external 
assistance to those countries who are not interested in improving their 
lot. And I do not see why we cannot have a export boom with 
corrective measures. Countries like Malaysia, Thailand and Indonesia 
which were for behind us twenty years ago, are today twenty years 
ahead of us. I am sure in ten years, we can catch them up." 

1.171 Explaining the perspective of recent changes, the Finance Secret-
ary stated: 

"The perspective is there that in the two or three. years there should 
be some changes, when we are talking of structural reforms and fiscal 
reforms. I know that the net result or aU those is to control the 
inflation. The interest rates are going up. You may look at it as a 
market phenomenon, but the curbing of imports and others are 
having some effect. The prices are in sOme respects, coming down. 
Earlier this year the rise was 15 per cent but recently it has been 
corrected. Now that is the pmblem. 

V. CONCLUSION/RECOMMENDATIONS 

Definitional Clarity 

1.172 To achieve objective of rapid economic and sodaI development f1I 
the country plannlna strategy over the successive Five Year Plans bas been 
billed on the concept of mixed economy in which the Government bad to 
play • IIplftcant role In mobilising resources to sustain the pllllUled levels of 
invelltment and economic growth. The Committee note that the polky of the 
Government bas been to contain 'budgetary deftdt' and 'debt burden' 
wltbln manaaeahle proportions. This, obviously implied certain measure f1I 
deftdt ftnanclng. However, the Committee are dismayed to nod that durllll 
the decade of eighties this cautious approach was abandoned as Government 
lIIIowed the public debt to 'register a sharp growth' from just 33 per cent of 
GDP In 1950-51 to 65 per cent towards the end of the eighties to meet the 
aroNa revenue expenditure without achieving higher levels of Investment 
wbUe revenue receipts did not rise at the same pace. 

1.173 The Committee are constrained to not~ that this unfavourable 
development has, to a substantial extent, been soft-focussed due to the 
.... biguous dennltion of denclt adopted by the Ministry of Finance in 
praentlng the ftnanclal picture of the Government before the Parliament 
and the public at large. The Committee, however, note with satisfaction tie 
correctives applied In the past year and the fact that 'deficit ftnandng' Is 
DOW being projected in realistic proportions thus reflectlng the correct levels 
of public debt, both internal and external, in conformity with the 
international practice. The Committee, however, would like to place on 
record their disapproval of approach adopted in the past. 
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Recommendation 
Tbq ...., recommend that while pl'e8elltlq the budpt deftdt In Its aU 

'*IIIOtatioas I.,. IIIcal deftdt, primary deftdt andmoaetised deftdt,sbouId 
be depicted III the bucI&et documeDts In order to easure deftaitlo_ darlty 
• created by avoidlna use of Imprecise terms such as 'budKetar)' cleftclt' 
aDd 'overall deficit'. 

Prudential Bo"owing 
1.174 WbUe public: borrowing Is a recopIsed aoun:e of public fhumce, 

tbere Is no plnsayinc the lact that borrowlnp o ..... t to be limited within 
pradeat limits. The provisions of Article 292 of the Constitution of India 
...... wbIcb the UDion Government bas been empowered to borrow (and to 
P paraatee) on the security of the Coasolklated Foad of lnella, stipulate 
borrowiap only within limits, II any, ftxed by Parliament, by law. Article 
193 coaIen IimIIar powers on State Governments to borrow within the 
c:oaatry on the llKUlity 01 the CoasoUdated Fund 01 the States. State 
Governments aft, however, probIbltecI from raIsIna lorelgn loans abroad~ 

It therelore 10000wi that whUe the debt positloa of State Governments caD 
be nplated by the Ualoa Government through overdraft limits with RBI, 
tile Union Govenunent's powers to borrow are virtuaDy unfettered In the 
aIJIeace 01 statUtory ceiling ftxed by the Parliament. The Committee, 
lIcnrever, DOte that precise determination of 'prudent limits' of borrowing Is 
...... y a matter of lubjectln judgement. There Is total ....,emeat between 
tile experts and the laymen 011 the fact that borrowing by Itself "a normal 
.... ndal activity 80 long It Is not DIed for meeting revenue expenditure and 
10 Ioaa It paerates sufftdeat returns to eDlUre smooth amortlzadoa of sucb 
debts and meets the cost of debt servicing. The Committee are unhappy to 
DOte that In recent yean the Government 01 IacUa have overlooked the 
..... wIIdom 01 cutting Its coat accordIag to its cloth. ThIs fact Is amply 
bone out rro.a para 8.8 of the Annual Report 01 RBI, 1990-91 whlcb states: 

"The growing IlabWdes accumulated In recent years at • rapidly riIIn& 
cost wbleb are IIIIOClated with a -.vldeaIng revenue .ccount gap and 
large absorption of resources by non-Plan expenditures sum up the 
ftac:aI .... 1._ facing the IadIan economy." 

FiMncial Discipline 
1.175 The CommlUee wish to remind the Government of India about the 

.... vlty of Its respoaslbUity In maintaining general ftnaadaI cllsdpline In tbe 
C8UDtry u • whole. ln this context they are disturbed to note tbe profligacy 
tbat bas cbaracterlsed the ftlUlDCiaI affairs of State Governments/Union 
Territories and the Public Sector Undertakings both at the Centre and in 
the States. They, however, hope that the acute realization of the importance 
of malatainlq ftaaaclal clIscipiine wiD fut percolate to all levels in aU 
IepleDts of the public sedor in the economy. 
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Rising Government Expenditure 

1.116 Any cUKu.ion reprding application of ftacaI correctives must be 
preceded by an lndIive 8IIIIIysIs of revenue receipts and expeadltare 01 the 
GovenuneDt. 

The Committee ftod that over the decade, total Govel'llllleDt expenditure 
.... IDcreued at a compound p-owth rate of 17.6 per cent, from RI.14,383 
CI'OI'eI in 1981-82 to Rs.I,06,717 crores in 1990-91 and is further estimated 
to reach RI. 1,13,422 crores by 1991-92. Tbrougbout the etpties, the 
tbare of non-plan expenditure bas continued to outstrip plan expenditure. 
Inter alia, three nuUor items interest payments, deffllCe and subsidies 
COIIItltute 68 per cent of non-plan expenditure. Defence expenditDre "bleb 
topped the lUt a couple of years ago bas now been relegated to • 
IIICODdary position due to alarming rise In the Interest burden. ThIs II 
...... y a CODJequence of buge borrowings resorted to ftllllJlCe the buraeon-
... non-plan expenditure including Interest on past loans. In fact tbe 
interest payments budged during the curreDt year from one-third of the 
non-plan expenditure and a quarter of the total expenditure. In effect a 
vIdous circle bas been created with borrowings and lDterest payments 
... atually reinforcing each otber. 

1.177 Apart from expUclt IUbIJdles on food, fertilizers and Interest 
rates there are 'quasi-subsidies' CODIlstIng of postal deftcit and net expen-
diture on certain other departmeDtai CODlDlerclal undertaldDp. 

1.178 Tbe Committee are gratUled to note abat with the Budget (1991-
92) an earaest beRlnnlDg lias been made lD restoring, In SOBle measure, a 
balance between the revenue expenditure and receipts. 

The Ministry of Finance In their wrlUen note as weD as lD exteaslve 
dIIc:uIIion beld during evidence with their representatives in December, 
1991 and January, 1992, have informed the Committee of • number of 
..... aimed at (a) maximising of revenue receipts and (b) reducina 
apeadlture. 

The ftacaI deftdt of the Union Government wbich meaIUI'e8 the differ-
eace between revenue receipts and expenditure bas been more than 8 per 
ceat of the GDP since 1985-86 as compared to 6 per cent at tbt beginni ... 
01 the eighties and 4 per cent in the mid-seventies. 

The Union Budget for 1991-92 seeks to reduce the ftacaI deftcit of the 
Centre by two percentage points of the gross domestic product from 8.5 
per cent of the GOP In 1990-91 to 6.5 per cent of GOP In 1991-92. This 
implies a ftacaI correction of more than Rs. 12,000 crores In 1991-92. The 
Committee aiso note that the further errort of the Government wlU be to 
bring down ftacaI deftcit gradua'ly to 4 per cent of GDP In 1994-95. 
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Recommmdation 
1.179 In this coatext the CoaImIttee would Uke to caudon Government 

....... any hasty 01' Indlscrlmlaate measure to cut npeadlture 01' raIIe 
I"IMMII'Ce8 In any manner which may further Itreqtbea lnftattoury 
pnIIUns oa the economy, Ieadlna to a fresh burden on the OOIIIIIIOD .... 

WhIle the Committee appreciate the compulsions within whleb the 
Government have committed themselves to a certain quaadtadve ftgure In 
reprd to 'fIIcaI delldt' they would Uke the Government to ensure that 
ecoDOIIIk restructuring and measures 101' expenditure contraction lUi well as 
reveaue augmentation balance each other as lar as possible. The Committee 
willi to express their deep anxiety at the poulbWty 01 both these stepI 
toptber breaking the back of the proverbial 'camel' resultlna In public: 
dllqulet giving way to despair wblch wUJ have lar reachln. and advene 
a.equences for the country. 
Recommendations 

1.180 The Committee recommend as follows: 
(I) The programme lor reduclnR ftIcaI defteit initiated this year may be 
coatlDued to achieve the desired level. 
(U) The Government should lay emphasis on the compledon 01 existing 
projects before starting new projects. 
(HI) Defence expenditure should be closely monitored, projects of quesdon-
able eeonomIc 01' social value eUminated and dmely execudoa of other 
projects ensured. 
(IY) Instead of an acJ'OII-the-board cut Ia expenditure tbe Government ftrst 
ldatlfy the areas of unproducdve expenditure wbUe taking steps to reduce 
Government spending. 
(v) Estimates of different projecta should be prepared In such a way that 
CGIt overrun does not exceed more than ten per cent of the estimated cost of 
the project in a speclfted period. 
(vi) Areas for public: investment should be redeftned. The public leCtor 
IIaouId Iaqely conftne Itself' to the core and infrastructure sector and 
C'OIIIIIIDer sector should be left to private entrepreneun. 

(vii) A major reduction in Government expenditure can be achieved by 
draIdcaIIy redudng Interest rates oa Government borrowinp. ThIs, In turn, 
wID aIIo help enhance industrial produedon. 

The Committee well reaHze tbe near impouibUlty 01 reducing biIh 
Interest rates currendy prevalllna. However, they desire tbe Govemment to 
devIIe a strategy to bring down Interest rates to • reallsdc level after 
InftatIoaary pressures un the economy ease. 

(YIII) The Committee are aware of the dlftlcultles in enlorclng ftnanclal 
dIIdpUne with uniform rtaours Ia the endre public sector 01 the economy, 
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....... In view the poUdcal and IOdaI plurality u aIIo the ecoaomk: 
dIIpIrIty In the country. They would, however, Uke Govenuneat or IadIa to 
detenaIne • let of IeIected parameters of fIIIandaI dlldpllne, aDd .... war 
tor Ita wide acceptance through consultation and COIIIeBAI. TbII would aIIo 
call for constant moaltorlna or these parameters u aIIo swift and 
detennIned action to cbeck .y deviation 01' llackeDina by any State 
Govenunent or any sepnent of Government of India itself. The Committee 
wOI Uke to be Informed of the progress achieved by the Ministry or FInance 
in this endeavour. 

(Ix) The Govemment should evolve an eIIIcient and effective evaluation 
and monitoring system to study the impacts of the various measures taken 
by them to contain budpt deftdta. 

Defence Expenditure 

1.181 The Committee beinl luDy conscious of the threat to national 
seauity expect the Govemment to proceed with caution in restrlctina 
defence expenditure. However, they are at the same dane of the view tbat 
there are several areas in the Defence Services EstIanates where either 
substantial savings are possible or substantial incomes can be generated. 
TheIe are inter alia I) rationalization of the ananpower structure throop 
reduced span of colour service; U) rationalization 01 the command structure 
In abe Armed Forces; ill) better utiUzatioo of manpower resourcesparticu-
iarly in workshops, repair, depots, dockyards; iv) partial privatiz8tlon of 
production of items In ordinance factories aDd defence related public sector 
units; v) better utiUzation of manufacturing capacity and repair I overhaul 
capadty through exports effort and by including the smaU scale sector; and 
vi) better utiUzation 01 defence lands. 

1.181 In this context the Committee desire the Government to take early 
action on the recommendations of Arun Singh Committee Report 011 
Defence Expenditure. 

Subsidies 

Fertilizer Subsidies 

1.183 The Committee ftnd that over the yean various types of subsidies 
have proliferated and constitute one of the major item of non-Plan 
npenditure. As experience 01 administering subsidies bu shown these 
paerate price distortions, corruption and IneIIIclency in the I118D81emeDt of 
economic activities whUe the beneftts derived therefrom are not commensu-
rate with the costs. Moreover all types of subsidies engender vested interests 
wldch endeavour to perpetuate the subsidies when these are DO loqer 
JuatUIed and even injurious to the economic health 01 the couatry. ~ 
Committee feel reassured by the growing realization within and outlkle the 
Govemment that subsidies, at the most, are only a mixed blessing and 
cannot be allowed on a perpetual basis. 
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WbIIe a substantive step towards rationalization 01 sublkUes .... already 
been *-ken with the abolition of export subIkIy and with the 30 per CeDt 
bib In the prices of fertlUzen durIDg 1991-92, a ..... t deal more II yet to be 
addeved in this reprd. 

Recommendations 
1.1M The Committee desire that keepiDg In view the Interests of farmers 

Mel lor maintaining the uptrend In agricultural pi-oducdon reduction of 
ferdUzer subsidy ought not only be, as much as possible, gnduaI but should 
aIIO be attOIDpanied by simultaneous revision 01 support prices In order to 
aare a fair and remunerative return for ~ qricultuni sector. 

1.185 The Committee also desire that smail and ............ farmen mat 
be liven due protection by continulna the subsidy for them. Govenunent 
Blust ensure that subsidised lertiUzen reach them In time ..... the beneftt of 
tbeIe subsidies ft8Ch only thole sepneDti 01 Iarmen lor whom it Is Intended. 

1.186 The Committee nod that loodgrains producen are not the only 
COIIIumtn 01 fertiUzers. Casb crop producen sucb as growers 01 tea, coffee, 
tobacco, fruits, suprcane and other cash crops also use chemical fertUlzen. 
In their opioon there Is no Justilkation for sale of fertlllzen at subskUsed 
rates to producen of casb crops. Immediate steps should therefore be taken 
to study this aspect and nod ways and means to ensure that subsidy on cub 
croptI is eHmlDated. 
Food Subsidy 

1.187 The Committe ftnd tbat food subsidy which has actually iDcreued 
tnRn RI. l450 crores to RI.l6OO crora In the current year is another meJor 
Item of non-Plan expenditure. While lood subsidies are man.lIestIy burdon-
1IOIDe, there are obviously no options before tbe Government but to continue 
them. However, there is a widely shared feeling that the benentB of food 
_badIes are belng ...... y cornered by the relatively well-to-do sections of 
lIOdety, both In the urban and rurai areas. Any attempt to UmJt the 
beaeftts, thou", desirable, the Committee anticipate, would run into all 
.... of problems at the Implementation stage. However, the Committee 
aumot but emphasize tbe necessity of provld.... foodgralns at subsidised 
rates In a poor and develop .... coun:ry Uke India with a view to fuJflIIIn& 
m,lnimun nutritional needs of the vulnerable sections 01 society especially 
thole below the poverty Une. 
Recommendations 

1.188 The Committee would bowever Uke to caution aplnst an lndeftnlte 
perpetuation of food subsidies for well-tb-do sections 01 the socJety. The 
CGDImJttee recommend that subsidJled foocllnJaa IhouId be restricted to the 
...." needy and poorer strata of the IOdety. Special attention sbouId be 
pIIId to people Uvlng In remote, tribal and blUy area and also to thole 
below the poverty 1iDe. They desire the Government to undertake periodk 
rnIew of the subsidy element to adjust It with ria.... iDeomes In the 
taqetted groups. For relatively well-to-do section of the society, the 
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Government should ensure avaUablUty of foodgrains through the Publk 
Distribution System at reasonable prices. 
Other Subsidies 

1.189 The Committee are unable to appreciate the necessity of continuing 
various other subsidies including quasi-subsidies which are being borne by 
the Government in respect of RaUways, Postal Services, operating losses of 
departmental undertakings and interest on loans to pubUc: sector uildertak-
lop. 
Recommendation 

1.190 The Committee desire that subsidies as such should be gradually 
done away with through improvement In emciency, discontinuance of 
uneconomic operations,reduction of costs and by cbarging realistic price for 
the services rendered except in respect of those meant for poorer sections. 
Ceiling on Borrowings 

1.191 It bas been pointed ou~ to the Committee thai a ceiling on 
Government· borrowinp would have three positive effects. Firstly, It 
would force the Government to scrutinise its borrowing plan much 
more carefully that at present. Secondly It would set oft' aIann bells 
lIS the Government approacbed a ceiling figure. Thirdly, it would allow 
other borrowers to know how much was available for them in the market. 
They, however, note that the Government is not in favour of a statutory 
Umit on borrowing. It has been agreed that a cemng under· Article 292 or 
the Constitution can cover only loans flowing into the Consolidated Fund of 
India and not quasi borrowings like small savings, Provident Fund etc. 
which flow into the . Public Atcount. Moreover, it also hamper aid 
aegotiatJons and its uUlisation. It has also been agreed that even In 
developed countries, a statutory ceiling is perceived as a rigid instrument 
leading to irrational cuts in expenditure and undermines Government's 
ability to use fiscal instruments to manage the economy. 

Any such ceiling, it has been contended, would affed developmental 
outlays and also undermine Government's ability to manage emergencies 
Uke a drought or an external threat. The Committee note this issue has been 
debated in the past extensively in Parliament and its Committee's 88 well as 
in public. 
Recommendation 

1.192 The Committee are or the view that balance of advantage lies In 
favour of a ceiling on borrowings. In their opinion, the dimculties pera:ived 
In baving a ceDing on borrowings can be overcome by adopting a flexible 
approach in determining the figure at whicb ceiling should be Imposed. Any 
such ftgure can be reviewed every year and adjusted in accordance with the 
l"fIquirements of tbe situation but only after a discussion and positive vote in 
the Parliament. The Committee feel that this· itself wiD act as a check 
apinst indiscriminate borrowings and its pernicious consequences. 

1216~13 
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Depiction of Debt Service payments 

1.193 At present the Statement or LiablliUes or the Central Governments 
in the Receipt' Budget shows the details of the outstanding Public Debt and 
other liabilities at the end or tbe financial year. 

Non·PIan expenditure under tbe Expenditure BUNet boldly show the 
interest payments during the year. However~ there is no mendon or 
repayments or internal and external debts and otber liabUities during the 
year. 

Recommendation 

I.M since repayment or PrIncipal constitute a major item or expenditure 
in tbeBudget and in order to have proper assessment or the magnitude or 
debt service payment (i.e. repayment or principal and payment or interest 
during the year, the Committee recommend that the item 'interest pay-
ments' in the Expenditure Budget should be replaced by 'Debt Service 
Payments'indicating separately the 'Repayment or Principal' and 'Interest 
Payments' in tbat year, both as a proportion to the totai revenue. ' 

Sick Public Sector Units 

1.195 The Committee are informed that of the 244 Public Secto,r Units, 
58 are chronically sick and that it would require Rs. 15,000 .crores to 
rehabilitate these units employing about 4 lakh workers. AcCording to the 
Government, the same amount of fresh investment can create IS lakh jobs. 
In the opinion of the Committee (:;overnment will find it nexl..to Impossible 
to mobilise huge funds for reviving the S8 sick public sector units while 
maintaining these at their present state of un viability would make poor 
economic sense. However, the possibility or investing Rs. 15000 crores in 
new enterprises is vague as no concrete plan exists ror that purpose. 

Recommendation 

1.196 The Committee are not convinced about realism ot' the equation 
put forth by the representatives of t!le Government. However, they are not 
averse to closure of units which are unable to become yiable. While 
cautioning against any generalization in the matter they desire that each 
unit may be dealt with on its own merlt'i keeping In view' its specific social 
purpose. They also desire that while closing an unviable unit sufficient social 
security should be provided to the employees and workers affected in the 
process. 

Workers Cooperatives 

1.197 The Committee recommend that where workers cooperatives are 
wBling to take over the management of sick public sector units, the same 
shOUld be encouraged. 
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Revenue Augmentation 

1.198 The lncreue in budget deficit is maJnly a retlection of the 
lacreIIIiDg gap between revenue receipts and revenue eXpenditure. Even 
thoqb the States' share In tax receipts has begun to decline since 1987-88 
tile fad that it went up from 18.6 per cent in 1978.79 to 28.4 in 1979-80 bu 
bad • Iignlftcant" impact on the revenue balance. However, the Committee 
are constraIDed to note that the tax effort of the Government has not, 
matched the drop In tax revenue and simultaneous increase in DOn-
productive expenditure. The situation has been compounded by slow growth 
Ia DOn-tax revenue. The Committee nnd that tax effort on the part of the 
Government suffers from handicaps like a narrow tax base and the 
complexity of tax law and procedure. They also note that the Government 
IDtend to reform tbe tax laws on the basis of Raja Chellaiah Committee 
Report. 

The Conunittee find It, highly disconcerting that country of india's 
naapitude should have as few as 7 mUIion direct tax payees. 

Recommendation 

1.199 The Committee, therefore, desire that vigourous efforts may be 
..... to widen the tax base by brinling within the tax net all tbose 
catepries of people who have hitherto escaped the tax-net. 

UNJCcoumea.. Money 
I.. The Committee are disturbed to find that Government's efforts, 

tbpe and again, Jo brin& unaccounted incomes and wealth within the tax net 
have faDed to achieve desired objectives as these have been characterized by 
.. doeist approach. 

Recommendation 

I.ltl The Committee urge a comprehensive approach to the problem of 
uaaexoun¥ lDcome and wealtb. 

Rece~t anmesty and immunity schemes was the fourth opportunity 
provided to tax-clodgers', in the past to 1.1_ their wealth through 
dlsdosure schemes which have not yielded tbe desired results. Therefore, 
there should be no hesitation on the part of the Government to take stern 
measures against hoarders, black-marketeers, smugglers and other habitual 
tax evaders to unearth the ill-gotten unaccounted wealth. This, in turn, 
would also help curb tnnation. 

Amtm 

Recomme"dalWn 
1.202 The Committee desire that effective steps should be taken to mop 

up maximum possible amount of tax revenue lying in arrears. 
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Foreign Debt 1.. India's total externa'l· debt iacreased from RI. 18,400 crores In 
1~1 to Rs. 99,485 crores in· 1990-91. Consequendy the debt servIclna 
obIipdons on account of repayment of principal and Interest also have lODe 
up manifold. Whereas repayment of principal is made from out of the 
capital account (Gross Disbursements-Repayment = Net Disbursement), 
laterest on account or external debt enter the current account of BaIanc:e of 
Payments. 

The World Debt'Table published by the World Bank appearing in the 
llilldu dated 11th February, 1992 is repreduced below: 

Year 
Debt Tables 

Repayment of 
principal and 

interest 

Fresh 
borrowlnp 

(bilUons of dollars) 

1 

1983 
1984 
1915 1_ 
1917 1_ 
1989 

~ 

4.4 
5.6 
6.3 
8.3 
8.9 
9.7 

10.1 

Source : World debt Table, 1990-91 

3 

7.6 
5.9 

lI.5 
13.2 
13.3 
8.9 

12.0 

Repayments 
expressed 

as % of fresb 
borrowinp 

! 

4 

58.9 
95.7 

" 55.2 
63.1 
66.9 

109.1 
84.8 

Note : FIpreIIn column 3 have been recomputed by equatina net now, 01 
debt with Increue In total debt. 

1.204 The Committee observe that. the annual debt service obUptions in 
respect or India have increased from $4.4 blUions in 1983 to $10.1 billions In 
1989. Repayments expressed as percentage of fresh borrowings increased 
from 59 per cent in 1983 to 109 per cent In 1988 and then slumped to 85% 
In 1989 which only shows the extent to which fr.esh botrowings have been 
materiaUsed by the mounting debt service obligations. 

The Committee further note that trade deftdt averaaed 3.4 per cent or 
GDP during the Sixth Plan Period (1988 85) and 3.2 per cent Or GDP 
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d ........ the SeveDtb Plan PerIod (1985-90). The CllJTeDt IICCOUDt deftdts weft 
1.3 per ceat .... 1.1 per ceat of GDP ........ SlDb Plan ..... Sev..u. ...... , 
nspedIvely. 

The a.bIaed effect of various fKton .... been that, over the yean, 
COUDtry'. debt crWs ............ to look like a debt trap. Uader tbeIe 
cinnDlltaDe.n, It appan doubtful whether any subltaatial IUDOUDts of 
eDerDaI borrowiDa bave been clwmeIized into capital developmeatal 
projects. 

Fulfilling Debt Servicing Obligation 

1.205 Recently the COUDtry faced an unprecedented situation in the 
balance of payments wheD access to short-term credit in contmerclal 
markets was becomiDg restricted as the international rating ageDcies 
lowered the credit ratings of India. The Committee note that GovernmeDt 
bad to take an exceptional step of pledging the gold (which bas subsequently 
beeD redeemed) to raise loans for meeting external payment obHptlons. It is 
a matter of considerable satisfaction that country's past record of always 
meeting Its debt servicing obligations has been maintained eveD under the 
most diftIcuIt circumstances and thus the international Conftdence In india 
restored. The Committee wish to commeDd the Government for this 
.achievement. 

1.206 In response to the rapidly decHnlog foreign exchange reserves and 
the balance of payments posItiOD worseniDg further, the country apart from 
taking extra-ordlnary steps like leasing loki (subsequently redeemed) to 
forelpl Banks to raise desired resources, had to approach multilateral 
agencies and donor countries lor financial support in DIBlntalning country's 
balance 01 paYlDent for meeting external debt obligations. 

Recommendllnons 

1.20'7 In view of the pre.eat balance of payment lltuaboD, 1IOtwIthstaDIt-
IDa receDt Improvements III the reserve ....,.au. oa ClllTeDt accounts, tbe 
CommItt.ee are IOIIIeWbat sceptical about tbe efIIdent Ole of foreign cItbt by 
the GovenuDellt. They are, therefore, of the vtewthat the Govenuneat 
IIIoaId have a rre.b look oa the COUDtry'. total exterDaI HabWty before for 
triIb borrowlap. 

The Committee would aIIo Hke to be 8IIIUI'ed that in the DBJDe of 
appwlatloa of ~, streJIItbeDlnI and enbandaa productioa bale, 
IIIftoaIItnic:t IIdor and mocIerDIsadon of the eeODomy ~ foreip 
........ wDI DOt be lIquudered to promote CODIumperiIm or elitism. 
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Commercial Bo"owings 
I •• De GoVenuDellt .pan from """"'lnl eDenaI alBlltaace from IMF, 

..... tIIatenI apades ad doaor couatries, oYer the yean, bas beeaftllOl"dlll 
011 aD IacreasiaaIY Iarp ICU, to commerdaI borrowiDp and IBRD faadI at 
IDIU'ket nteI to ftaaace the curreat KCOUDt ddldu and other dev ........ 
................ Out 01 total e:derDal debt 01 RI. 99,485 crora atenaI 
ronllnercial borro~ accouat lor Ra. 26, 706 ~ and IBRD ,...... 
accoaat '01" RI. 13,519 CI'OI'eI agreptIaa to Ra. 40,225 c:rores. 
Recommendlltions 

1.289 The Committee ...... a coauervatiYe approach towards conunerdaI 
borrowlnp and would Uke Govenunent to encourage direct lorelgn lay.· 
DleDt to not only restrict commercial borrowiDp but abo redeem 101M 01 
tbeIe debts to the exteot poaibIe. 

Reconcmendotions 
1.110 Re,.ymeDt of external loaDs Is maiDly made from the couatry'. 

exports which to a large extent are dependeDt OD imports. SiDce the loreip 
ncbaDae reserves have toucbed Ra. 9,800 crores In January, 199% the 
Committee recommead that import restrictioas imposed by RBI durlaa the 
last six months 8boaId be lifted immediately for alI thole items which form 
aa Input lor nporta. 

1.111 The Committee appredate that there are DO short cuts to a 
sltuatioa where expeaditure OD accouDt of Interest paymeDts are peaed at • 
reasooable level. However, they do desire the Govemmeat to repay short 
term debts, partic:uJarly conunerdaI borrowlDp from the ln~tioDaI 
money market, at the earliest opportuDity In order to reduce the Interest 
burcIeD. The Committee should Uke to be Informed, witbiD a reuoaable 
period DOt uc:eedIDl six months, about the detaUed plan 01 the Govermoeat 
to acbIeve"tbJs objective. 

Economic Reforms 
1.11l The Committee DOt Utat various other countries In Asia which 

sbared the same proWems iD their ecoDOOIk IJ'Owth bave, over the past lew 
yean, switched over to export.1ed growth and undertaken impressive strides 
In the economic field. It Is their ftrm belief tbat a country like india wbida 
is the eJevcath bqest iDdustriaU8ed nation and possesles the tbird ...... 
pool 01 techDicaI manpower In the world, caDDOl afford to ........ 
lDdIIfereat to • WDgiDI world. In their view the country wiD haYe to show 
due raUieDc:e IUId readjust its poUdes to achieve ec:oaomk viability. 

1.113 The Committee DOt with satisfactioD that the GovenuDeDt .... 
decided to COIlvert the preseDt cUfIkuIt ec:oaomic c:rbis Into an opportUDlty 
to carry out long-term reforms whldl ov,r a period are npected to improve 
\be productlflty of InVeltmeDt and make the economy dynamic. and 1IeII· 
l'eUaat. The Committee leel that Government's UberaUa.doa policies bave 
created • rlaht climate lor direct loreip Investment. 
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1.214 AI nprds the Implemeatatlon ~ a:opDOIDic refOl'lDl the CoauaIt-
tee would like to strike • note of caution that wbDe the Govenunent IDUIt 
lItIUe bard to Improve the buqe of india as a lDIlI'ket-driveu CODDtry aad 
CUt the DeW policy Is Irreversible the Commitee at the .... time aud that 
Ihe Dew policy Is Irreversible the CoauuIUee at the .... time would like the 
IOvenuaeat to DDderUue the uecealty of IIIIIIIiu& ~ public 01 its 
cletermlnatlon to keep in check the twin dauger or IDfIadou aDd unemploy-
meat wbkb are already c:oafronting the coautr)'. The Committee wish to 
eqnss their grave c:oucern at the uuabatiDg iullatiou wbIcb bas bit the 
CODIIIIOIl mao very badly. 

1.215 WhIle dwelUug UPOD the aspect or ecoaomIc reforms UDder the New 
EeoaomJc: PolIcy the Committee cannot emphasise what Is aU too obvious. 
WhIle tJUere Is DO painless way of masterlug a crisis created by too heavy a 
debt buntea yet the Committee feel that common man should not be called 
upon to pay too heavy prire for past sins or omissions and commissioDs 
wbleh can uagrudgingly be attributed to government/lD8II8pIIIeDt failures. 

At the same time the Committee feel that workers too must slowly but 
surely reconcUe themselves to the fact that the public sector bas ultimately 
to earn at least its own keep and bas to run itself professionally for a proftt. 
In that they must see the Imperatives or the ongoing economic: poUc:y 
reforms in economy with a view to ac:hieving objectives or improving 
produc:dvlty, eflkienc:y, employment opportunities, strengthening tedmoIogy 
base and boosting export perfonnanc:e for making Indlau economy dynamic, 
outward looking and a pwerful engine for growth and for raising the quaHty 
of liIe of the ordinary man in the country~ 

Recommendations 

1.216 The Committee recommend as follows: 

(i) The Govemment should ellSure that the capital and techuology Inflows 
sought to be fac:Wtiated by the new industrial poIky should not result in the 
loss of domestic: markets rather tbanin gaining export markets. India's 
priorities must be made dear. Conc:essions to IOreian direct inVestmeDt 
must be determined primarily by 1ndl8's own needs and priorities. 

(ii) The Committee also desire that c:reatlon of employment opportunities 
should rec:eive the bighest priority particularly in view or the structural 
adjustment wbkb might cause disruption in the employme'nt sithation in the 
short-term. 

(ill) With a view to stepping up employment generation, the Govemment 
should ac:c:ord primacy to agriculture, development 01 small scale industry 
and enc:ourage investment to boost c:onstruction activities. 

(iv) The Govemment should strive hard to disseminate information on 
about the new polic:ies and their impact in order to promote national 
consensus on the subject. 
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(v) The CoIDIDIUee would like to cautioa tile GoYel'lllDellt to take a 
...... note tbat IaIIatIoa IUId UDeIIIployment which accompuy derepIa. 
tIon of _y II likely to cause.1OdaI tension. 'flail can be avoided by 
ere.dDa awareDelS lIIIIOIII the people. 

(YI) The Govenuaent shODld take aU steps neceaary to firmly aDd 
effectively deal with the problems of indutrial producdoa and price rile In 
respect of Items of ...... consUmption. 

NEW QELHI; 

Febnuuy· 27, 1992 

PhDlguntl 8, 1913 (SakD) 

MANORANJAN BHAKTA 

(nairman, 
EstifTUltes (.omm;ttee. 



APPENDIX 
Statement of Recommendations 

SI. Para No. Recommendation 
No. 

1 2 3 
~----------------------------------------------------
1. 1.173 The Committee recommend that while presenting 

the budget deficit in its all connotations i.e. fiscal deficit, 
primlry deficit and monetised deficit, should be depicted 
in the budget doouments in order to ensure definitional 
clarity as created by avoiding use of imprecise terms such 
as 'budgetary deficit' and 'overall deficit'. 

2. 1.179 The Committee would like to caution Government 
any hasty or indiscriminate measure to cut expenditure or 
raise resources in any manner which may further streng-
then inflatioilary pressures on the economy, leading to a 
fresh burden on the common man. 

While the Committee appreciate the compulsions within 
which the Government have committed themselves to a 
certain quantitative figures in regard to 'fiscal deficit' they 
would like the Government to ensure that economic 
restructuring and measures for expenditure contraction as 
well as revenue augmentation balance each other as far as 
possible. The committee wish to express their deep anxiety 
at the possibility of both these, steps together breaking the 
back of the proverbial 'camel' resulting in public disquiet 
giving way to despair which will have far reaching and 
adverse consequences for the country. 

3. 1.180 The Committee recommend as follows: 
(iJ The programme for reducing fiscal deficit initiated 

this year may be continued to achieve the desired 
level. 

(ii) The Government should lay ~mphasis on the 
completion of existing projects before starting new 
projects. 

(iii) Defence expenditure should be closely monitored, 
projects of questionable economic or social value 
eliminated and timely execution of other projects 
ensured. 

(iv) lnste.ad of an across-the-board cut in expenditure 
the Government first identify the areas of unpro-
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ductive expenditure while taking steps to reduce 
Go\wament spending. 

(v) Estimates of different projects should be prepared 
in such a way that cost overrun does not exceed 
more than ten per cent of the estimated cost of the 
project in a specified period. 

(vi) Areas for public investment should be redefined. 
The public sector should largely confine itself to 
the core and infrastructure sector and consumer 
should be left to private entrepreneurs. 

(vii) A major reduction in Government expenditure 
can be achieved by drastically reducing interest 
rates on Government borrowings. This, in turn, 
will also help enhance industrial production. 

The Committee well realize the near impossibi-
litY of reducing high interest rates currently pr~ 
vailing. However, they desire the Government to 
devise a strategy to bring down interest rates to a 
realistic level after inflationary pressures on the 
economy ease. 

(viii) The Committee are aware of the difficulties in 
enforcing financial discipline with uniform rigours 
in the entire public sectors of the economy, 
keeping in view the political and social plurality' 
as also the economic disparity in the country. 
They would however, like Government of India 
to. determine a set of selected parameters of 
financial discipline, and endeavour for its wide 
acceptance through consultation and consensus. 
This would .. \so call for constant monitoring of 
these parameters as also swift and determined 
action to check any deviation or slackening by 
any State Govemment or 'any segment of Gov-
ernment of India itself. The Committee will like 
to be informed of the progress achieved by the 
Ministry of Finance in this endeavour. 

(ix) The Government should evolve an efficient and 
effective evaluation and monitoring system to 
study the impacts of the various measures taken 
by them to contain budget deficits. 
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4. 1.181 The Committee being fully conscious of the threat to 
national security except the Government to proceed with 
caution in restricting defence expenditure. However, they 
are at the same tinae of the view that there are several 
areis in the Defence Services Estimates where" either" 
substantial savings are possible or substantial incomes can 
be generated. These are inter alia (i) rationalization of the 
manpower" structure through reduced span of cOlour ser-
vice; (ii) rationalization of the' command structure in the 
Armed Forces; (iii) better utilization of manpower resour-
ces particularly in wOrkshops, repair, depots, dockyards; 

(iv) partial privatit'ation' bfproduction of items ~n ordnance 
factories and defence related public sector units; (v) better 
utilization of manufacturing capacity and repair I overhaul 
capacity through exports effort and by inclu(ling the small 
scale sector; aad (vi) better utilization of defence lands. 

S. 1.182 In this context the Committee desire the Government to 
take early action on the recommendations of Arun Singh 
Committee Report on Defence Expenditure. 

6. 1.184 The Committee desire that keeping in view the 
interests of farmers and for maintaining the uptrend in 
agricultural production reduction of fertilizer subsidy oUght 
not only be, as much as possible, gradual but should also 
be accompanied by simultaneous revision of support prices 
in order to ensure a fair and remuneratiVe return for the 
agricultural sector. 

7. 1.185 The Committee also desire that small and marginal 
farmers must be given due protection by continuing the 
subsidy for them. Government must ensUre that subsitlised 
fertilizers reach them in time and the benefit of lhese 
subsidies reach only those segments of farmers fo~ whom it 
is intended. 

8. 1.186 The Committee find that foodgrains producers are 
not the only consumers of fertilizers. Cash corp producers 
such as growers of tea, coffee, tobacco, fruits, sugarcane 
and other cash crops also use chemical fertilizers. In their 
opinion there is no justification for sale of fertilizers at 
subsidised rates to producers of cash crops. Immediate 
steps should therefore b~ taken to study this aspett and 
find ways and means to ensure that subsidy on cash crops 
is eliminated. 
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,. 1.188 The Committee wou,ld like to caution against an 
indefinite perpetuation of food subsidies for well-to-do 
sections of the society. The Committee reommend that 
subsidised foodgrains should be restricted to the reatly 
needy and poorer strata of the society. Special attention 
should be paid to people living in remote, tribal and hilly 
areas and also to those below the poverty line. They desire 
the Government to undertake periodic review of the 
subsidy element to adjust it with rising incomes in the 
targetted groups. For relatively· well-ta-do section of the 
socriety, . the Government should ensure availability of 
foodgrains throuih the Public Distribution System at 
reasonable prices. 

10. 1.190 The Committee desire that various other subsidies 
including quasi-subsidies which are being borne by the 
Government in respect of Railways, Postal Services, 
operating losses of departmental undertakings and interest 
on loans to public sector undertakings should be gradually 
done away with through improvement in efficiency, discon-
tinuance of uneconomic operations, reduction of costs and 
by charging realistic price for the services rendered except 
in respect of those meant for poorer sectionlt>-. 

11. 1.192 The Committee are of the view that balance of advan-
tage lies in favour of a ceiling on borrowings. In their 
opinion, the difficulties perceived in having a ceiling on 
borrowings can be overcome by adopting a flexible 
approach in determining the figure at which ceiling should 
be imposed. Any such figure can be reviewed every year 
and adjusted in accordance with the requirements of the 
situation but only after a discussion and positive vote in 
the Parliament. The Committee feel.that· this itself will act 
as a check against indiscriminate borrowings and its 
pernicious consequences. 

12. 1.194 Since repayment of Principal constitute a major item of 
expenditure in the Budget and in order to han: proper 
assessment of the magnitude of debt servicl! payment (i.e. 
repayment of principal and payment ot interest) during the 
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year, the Committee recommend that the item 'interest 
payments' in the Expenditure Budget sl)ould be replaced 
by 'Debt Service Payment' indicating &eparately the 
'Repayment of Principal' and 'Interest PaymentS:. in that 
year, both as a proportion ta the total revenue. 

13. 1.196 The Committee are not convinced about reaiildi of the 
equation put forth by the representatives of the Govern-
ment. However, they are not avetse to closute of units 
which are unable to become viable. While cautioning 
against any generalization in the matter they desire that 
each unit may be dealt with on its own merits keeping in 
view its specific social purpose. They also desire that while 
closing an unviable unit sufficient social security should be 
provided to the employees and workers affected in the 
process. 

14. 1.197 The Committee recommend that where workers 
cooperatives are willing to take over the management of 
sick public sector units, the same should be encouraged. 

15. 1.199 The Committee desire that vigorous efforts may be 
made to widen the tax base by bringillg within the tax net 
all those categories of peQple who have hitherto exaped 
the tax-net. 

16 1.201 The Committee urge it comprehensive approach to the 
problem of unaccounted income and wealth. 

Recent amen sty and immunity schemes was the fourth 
opportunity provided to tax-dodgers in the past to Jegalise 
their wealth through disclosure schemes which have not 
yielded the desired results. Therefore, there should be no 
hesitation on the part of the 'Government to take stem 
measures against hoarders, black-marketeers, smugglers 
and other habitual tax evaders to unea~ the ill-gotten 
unaccounted wealth. This, in' tum, would also help curb 
inflation. 

17. 1.202 The Committee desire that effective steps should be 
taken to mop up maximum possible amount of tax revenue 
lying in arrears. 
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18. 1.2ft! In. view of the present balance of payment situation, 
DotwUhstanding recent improvements in the reserve.. sur-
plus on current account, the Committee are somewhat 
sceptical about the efficient use of foreign debt by the 
Government. They are, therefore, of the view that the 
Government should have a fresh look oli the countrY's 
total external liability before going for fresh borrowings. 

The Committee would also like to be assured that in the 
!lame of upgradation of technology.. strengthening . and 
enJlancing production base, infrastructure sector and mod-
ernisation of the economy precious foreign exchange will 
not be squandered to promote consumerism or elitism. 

19. 1.209 The Committee urge a conservative approach towards 
• commercial borrowings and would like Government to 

encourage direct foreign investment to not only restriCt 
commercial borrowings but also redeem some of these 
debts to the extent possible. 

20. 1.210 Repayment ot external loans is mainly made from 
the country's exports which to a large extent are depen-
dent on imports. Since the foreign exchanBe .. eserves· have 
touched Rs. 9,800 crores in January, 1992 the Committee 
recommend that import restrictions imposed bf. RBI dur-
ing the last six months should be lifted immediately for all 
those items which form an input for exports. 

21. 1.211 The Committee appreciate that there are no short cuts 
to a situation where expenditure on account .of interest 
payments are pegged at a reasonable level. However, they 
do desire the Government to· repay short term debts, 
particularly commercial borrowings from the international 
money market, at th,. earliest opportunity in order to 
reduce the interest burden. The Committee would like to 
be informed, within a r~asonable period not exceeding six 
months, about the detailed plan of the Government to 
achieve this objective. 

22. 1.214 As regards the implementation of economic reforms the 
Connnittee would like to strike a note of caution that 
while the Government must strive hard to improve the 
image of India as a market-driven country and that the 
new policy is irTFversible ·the Committee at the same time 
would like to Govemment to underline the necessity of 
assuring the public of its determination to keep in check 
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the twin dangers of inflation and unemployment which are 
already confronting the country. The Committee wish to 
express their grave concern at the unabating inflation 
which. has hit the common man very badly. 

23. 1.215 While ftelling upon the aspect of economic reforms 
under the New ~conomic Policy the Committee cannot 
emphasise what is all too obvious .. While there is no 
painless way of mastering a crisis created by too heavy a 
debt burden yet the' Committee feel that common man 
should not be called upon to pay too heavy price for past 
sins of omissions and commissions which can ungrudgingly 
be attributed to government / management failures. 

At the same time the Committee feel that workers too 
must slowly but surely reconcile themselves to the fact that 
the public sector has ultimately to earn at least its own 
keep and has to run itself professionally for a profit. In 
that they must see the imperatives of the ongoing 
economic policy reforms in economy with a view to 
achieving objectives of improving productivity, efficiency, 
employment opportunities, strengthening technology base 
and boosting export performance for making Indian 
economy dynamic, outward looking and a powerful engine 
for growth and for raising the quality of life of the 
ordinary man in the country. 

24. 1.216 The committee recommend as follows: 
(i) The Government should ensure that the capital and 

technology inflows sougbt to be facilitated by the 
new industrial policy should Dot result in the loss of 
domestic market rather than in gaining export 
markets. India's priorities must be made clear. 
Concessions to foreign direct investment must be 
determined primarily by India's oWn needs and 
priorities. 

(ii) The Committee also desire that creation of 
employment opportunities should receive the high~ 
est . priority particularly in view of the structural 
adjustment which might cause disruption in the 
emplQyment situation in the short-term. 

(iii) With a vie", to stepping up employment genera-
tion the Government should accord primacy to 
agriculture,' development of small scale' industry 
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and encourage invesbnent to boost construction 
activities. 

(iv) The Government should strive hard to disseminate 
information on about the new policies and their 
impact in order to promote national consensus on 
the SUbject. 

(v) The Committee would like to caution the Govern-
ment to take a serious note that inflation and unemploy-
ment which acoompany deregulation of economy is 
likely to cause social tension-.. This can be avoided by 
creating awareness among the people. 
(vi) The Government should take all steps necessary 
to firmly and effectively deal with the problems of 
industrial production and price rise in respect of items 
of mass consumption. ' 
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