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Chapter 1

INTRODUCTION

Public debt as an important instrument of public finance
policy is5 of a relatively recent origin but has already assumed
great significance. Though its origin can be traced back to war
finance, it has only recently become an integral part of the
fiscal and monetary policies of the developed as well as the
developing countries. The rising internal debt in the case of
most of the developing countries h;; given rise to a number of
growth related issues. Barlier, during the war years these
issues had assumed significant public importance in the leading
economies of the world. The reasons }or the rising importance of
internal debt in the present conditions are different from those
experienced by the war—ridden economies and so0 also are the
issues.

Public borrowing in India now is a recognised source of
public finance. Article 292 of the Constitution of India empowers
the Union Government to borrow upon the security of the
Consolidated Fund of India within such limits, if any, as may be
fixed by the Parliament by law. The provisions embodied in
Article 292 of the Constitution are permissive and not mandatory.
No ceiling on public debt has been prescribed so far. Under the
Publiec Debt Act, 1944, as amended from +time to time, the
responsibility of +the management of the public debt of both the
Central and State Governments rests with +the Reserve Bank of

India. In the Government of India, the Department of Economic



Affairs, Ministry of Finance deals with matters related to
public debt.

The public debt of the Government of India consists of
internal debt and external debt. Internal debt comprises loans
raised in open markets, Treasury bills, special securities issued
to Reserve Bank, Special floating loans and compensation and
other bonds. Besides these the Government. has other ]iahiiities
o aceount of  funds raisaed  through Small Savings Schemes, 5-
vear Tiﬁe Deposits, Provident Fﬁnds and Reserve Funds and
Deposits. External debt comprises loans and credits made
available on concessional, semi-concessional or commercial terms

by multilateral development banks, donor countries, bi-lateral

arrangements, speclalist United Natlions agencies, and by
commercial banks, either directly or +through syndicated
arrangements.

Total Internal debt of the country has risen from 67 per
cent of total debt in 1897€-71 to 82 percent in 1980-81 and 88 per
cent in 1987-88. The total internal debt of +the country is
nearly 68 per cent and interest payments on this debt about 4
percent of the National Income.  These ratios were 33 per cent
and ©.73 per cent respectively, when development planning was
initiated in the country. Interest payments on total Internal
Debt accounted for nearly 20 per cent of Revenue Expenditure and
was equal to 26 per cent of Revenue Recelpts during 1987-88. But
the significance of this fiscal instrument of debt has yet to be
systematically analysed both in composition and implications in
the context of Indian economy. )

The total internal debt of the Govermment of India has

risen from Rs.2,872 crores at the end of March 1951 +to



Rs.1,71,134 crores at the end of March 1888 and the interest
payment obligation has risen from Rs.64 crores to Rs.10,274
" crores over the same period. The dependence on debt has
perceptibly increased sinée 198@. The total internal debt has
grown more than fourfold over +the eight year period from
Rs. 40,2562 crores at the end of March 1984. The Fifth Five Year
plan proposed 39.1 per cent financing by domestic borrowings,
this rose to nearly '43.5 per cent for the Sixth plan and is
estimated at 48.4 pe£ cent for the Seventh plan. However, during
the first three years of the . Seventh Plan, domestic borrowings
accounted for nearly 65 per cent of the total ocutlay.

In India the rising total internal debt has initiated a
debate amongst the economists as to the virtues of public
borrowing and has led to the concern that the country may be
heading for an "Internal Debt Trap" i.e. a situation in which
borrowings may have to be increasingly resorted to ,to just keep
up with the servicing of debt. . A fear has been expressed that
given the current trends of public Dborrowing, by 1992-93 a
situation may emerge that the annual market borrowings may not be
even enough to meet the expenditure on the interest payments. The
Report of the Comptroller and Auditor General of India, for the
vear ended Maréh-31,1987 observes, "It is estimated that durihg
1988-89, the market borrowings of Rs.70@0@ crores would barely be
sufficient to meet the interest payments of Rs.7,827 crores on
Internal debt alone”. This seems to suggest that the country has
already stepped into the debt trap.

This study attempts to ' probe into +the subject of total
internal debt of India more closely. The objective of the study

is, in brief, to probe into the rising trend and the implications



that would .follow from such rapidly rising internal debt. The
objective can be more rigorously delineated as follows
(1) To define the dimensions of total internal debt and
its rising importance in the public finance éf the
country,.
(2) To determine the causes of this high growth of total
internal debt,
(3) To determine the composition of the total internal
debt and the emerging important components,
(4) To analyse the iﬁplicaiions of the owneréhip pattern
and the maturity pattern of total internal debt, and
(8) To determine the trend of interest payments on total

internal debt and its effect on the economy,

Scope of the Study

It is important to mention that the scope of the study is
restricted to the Total Internal Debt of the Central Government
only. This is because the Total Internal Debt of the Central
Government 1is very large, more than eight times the internal
debt of all the States and Union Territories, net of the loans
and advances received from the Central Government. Therefore the
exclusion of the States and Union Territories from the scope of
the study will not affect .the validity of the results and
conclusions of this stqdy. |

The study defines Total Internal Debt as qonsisting of

market loans raised in the open market, compensation and other

bonds, floating and other . loans issued to international
institutions, Treasury bills, special securities issued to
Reserve Bank of India, small savings, provident funds, reserve



/
funds and deposits and other accounts. This definition of Total
Internal Debt is more inclusive than followed by the Government
of India and the Reserve Bank of India who define InternallDebt
as consisting of market loans, Treasury bills, compensation and
other bonds, floating &and other loans and special securities
issued to RBI. Small savings, provident funds, reserve funds and
deposits and other accounts are referred to as ‘other
obligations’ and these along with internal debt constitute Total
Internal Obligations of the Central Goverﬁment. Our definition
of Total Internal Debt corresponds to +this classification of
Total Internal obligations. However, for +the sake of
consistency, the term ‘Internal\Debt’.as defined by Government of
India 1is also used in the study. The nomenclature ‘Total
Internal Obligations’ has been changed to ‘Total Internal Debt’
to emphasise +that these small savings, provident funds, reserve
funds and deposits and other accounts are as much a part of
financial resources mobilized ‘and obligations incurred, as are

the market loans or Treasury bills or compensation and other

bonds. In economic literature on Internal debt, these so called
‘other obligations’ of +the Government are included in the
concept of ‘Internal Debt’. Hence the usage in this study. Thus

for the purpose of +this study, Total Internal Debt is Total
Obligations of the Central Government net of external debt.
The period of this study spans over 38 years, from 19508-

51 to 1987-83.

Data BRase The study draws data from Reserve Bank of India’s
and Government of India’s publications. The major sources of

data have been Report on Currency and Finance, and Monthly



Bulletin, both publications of the  Reserve Bank of Indlia and
Finance Accounts, Government of India. In the case of data gaps,
othér sources like the Budget of the Central Government
(Explanatory Memorandum to the Budget), and _Economic Survey were
also referred. The data from +the Economic and Functional
Classification of the Central Government Budget, a publication of

Ministry of Finance, Government of India was also used.

Scheme _of the Study In debt management, it is important to

know not only the volume of debt but also the composition, the
ownership and maturity pattern and the interest burden of this
debt. The composition of debt reflects the absorptive capacity
~of the various investors to the various instruments through which
domestic borrowings 1is incurred. The composition and +the
ownership and maturity pattern are interrelated. Given the
composition, the different investors would hold different
instruments which would have different implications on the
monetary stability in the economy. Similarly, given the
composition, different instruments héve varying maturity patterns
which would again have implications on the monetary stability in
the country. But the ownership as well as the maturity pattern
is influenced by +the interest rates on various instruments.
Instruments with a short term maturity have lower rates of
interest whereas with longer - maturity have higher rates of
interest. The Government, according to its needs and its
expectation'of the absbrptive capacity of the market floats
various .instruments with varying rates of interest to mobilise
financial resources. Thus the composition, ownership and

_maturity pattern are inter-related and are influenced by the



interest rates offered on the instruments. The chapter scheme in
the study has accordingly been planned. Chapter 2,(Review of
Literature), provides an insight into'the various theoretical
issues pertaining to total internal debt and also sets a
theoretical perspective for the rest of the following chapters.
In chapter 3, total internal debt 1is defined and 1its trend
analysed vis-a-vis the national aggregates and other instruments
of public finance. A discussion on causes of rising expenditure
leading to a rise in internal debt follows. In chapter 4,
analysis of the composition of total internal debt is attempted
and the +trend for each component 1is separately probed. In
chapter 5, discussion of the trends and monetary implications of
the oﬁnership and the maturity pattern of +the total internal
debt are presented. The empirical analysis of the implications
of ownership pattern follow in chapter. 6. The rise in total
internal debt would logically lead tobrising interest payments.
The trends in the interest payments are discussed in chapter 7.
Chapter 8 presents summary and conclusions drawn from the study.
This study reveals that the total internal debt as well
as net +total internal debt has been 1rising at a high rate
especially since 1980. The increase in total internal debt is
due to the rising non-developmental and non-capital fofmation
expenditure unmatched by revenue receipts. The increased
requirements of funds by the Govermment led to increased
borrowings from Reserve Bank of 1India and the banking sector
over the time period, though increased borrowings did emerge from
sources like small savings and provident funds. Such large scale
borrowing has implications on the monetary stability in the

country. Our resulfs show that borrowings from +the Reserve Bank



leads to dincrease in money supply and price level where as the
borrowings from commercial banks primarily reallocates resources
between the Government and the private sector. Alsc, borrowings
from individuals in the form of small savings and provident funds
have a dampening effect on the price 1level and should be
encouraged as it mops up purchasing power from +the hands of the
public. But already, the interest rates offered on small saving
instruments are very high compared to other Government securities
and the need to rationalise these is being felt. The interest
burden is rising particularly since 1989-81 and does call for
remedial measures and rationalisation so that .flow of funds to

the Government comes from the public instead of the institutions.



Chapter 2

REVIEW OF LITERATURE

The important role of public borrowing in economic
development is a relatively recent phenomenon and has much to do
with the collapse of the principle of laissez faire, the rise of
modern welfare states and the imperatives of accelerated economic
development of a considerable part of phe world. (1)

This chapter reviews the literature on public debt. An
attempt has been made to analyse different aspects of public debt
viz. definition, classification and analytical issues like the
concept of burden of debt and the related controversy, effect of
debt on inflation and the limit of debt. The concept of burden
of debt and the related controversy has been discussed in detail
as this issue, probably, has been most widely debated by the
economists over the last two centuries. In addition, during the
course of discussion on the burden of debt many related issues

emerge which have been then considered.

Definition -

Public debt has been; variously defined but all
definitions converge to the view, that this is a fiscal instrument
required to bridge +the gap Dbetween the revenue and the
expenditure. Taylor defines public debt as, "Government debt
arises out of borrowing by the Treasury from banks, business
organisations and .individuals.i The debt 1is 1in the form of

promises by the Treasury to pay the holders of these promises a



principal sum and in most instances interest on the principal.
Borrowing is resorted to in order to provide funds for financing

&a current budget deficit.” '(2)

Classification of Public Debt -
Public debt has been classified in various ways. Some of
the important‘classifications are as follows:

t

Yoluntary and Compulsory:

A distinction is generally made between & voluntary and &
compulsory loan. In the case of the voluntary loan, as the name
implies, there is freedom to subscribe for Govermment securities
whereas in the case of compulsory loans there exists an element
of coercion. The voluntary loans may not be sufficient during
periaods of emergencies, wars, famines, etc. and theée situations
may  compel the Go?ernment to resort  to compulsory borrowing.
Compulsory loan 1is also known as ‘refundable taxation, because
like a loan, Govermnment promises to repay the sum of the loan
with little or no interest to the contributors and like taxation
it is compulsory contribution to the Govermment, which 1is fixed
by the law on the conditions which may not voluntarily be
acceptable to the contributors. Prof. Pigou also emphasised that
in the case of compulspry loan, the terms are arbitrarily fixed
embodying "a rate of interest substantially less than would be
required to secure a voluntary loan. This device is really a

Q
¢cross between a voluntary loan and a tax .... . More generally,
it would seem that, by a suitable combination of taxes and
voluntary loans, it must always be possible to achieve a result

substantially equivalent to that offered by a forced loan. There

10



is, therefore, nothing to be gained by resort +to that device
unless, indeed, public opinion, usually very hazy on these
matters, is of such a character as to make it politically

expedient”. (3)

Productive and Unproductive

This classification emphasised by Hicks 1s based on the
use of borrowed funds whereby public debt is categorised as, (1)
Dead-Weight debt arising in +the financing of such wasteful
expenditures, such as wars, which do not cause any increase in
the productive capacity of the community, (ii) Passive debt is
created in financing beneficial pubic works and services that
however do not return revenue or increase the productivity of
labour and capital,and (iil) Active debt in financing self-
liquidating and capital improvement projects, services such as
public education and health, | the development of natural
resources, which directly or ;. indirectly increase productive
resources and community income.(4), Accordingly, productive
debts are those which are incurred for such assets that yield
revenue to the Government. This revenue may be used to repay the
debt and therefore debt borrowed for such purposes is called
productive debt. Unproductive debts are those which are incurred
for purposes which do not yield any direct income to the
Government. :

This classification is not very popular as the Government
expenditure may not result in an income stream but can still
enhance the soclial welfare of the society. As Bhargava explains
"Sometimes expenditure +that does not produce revenue might be

more essential and productive of greater welfare, for example,

11



expenditure incurred to check epidemics or famine relief or tQ
fight a war to.defend the fréedom of the country. Public debt
incurred for financing expenditure of this +type is really more
productive of welfare....it is not correct to call public debt

incurred for these purposes as unproductive”. (b)

Redeemable and Irredeemable Public Debt

The maturity pattern of +the debt serves as a basis for
this classification. The redeemable debt, also called terminable
debt, envisages repayment of the principal amount on a particular
date. On the other hand, the irredeemable debt has the provision
of regular payment of interest for an indefinite period but the
repayment of +the principal amount 1is at +the option of the

Government.

Funded and Unfunded Debt

This classification is based primarily on duration of the
debt. Funded debts or long term debts are repayable after a year
or more, whereas unfunded debts are incurred for a comparatively
short term and must be repaid within a year. The unfunded debts
are generally used for +temporary purposes and permit the
Governments +to secure funds at low rates ‘of interest thus
reducing the cost of mobilizing funds.

.
Internal and External Debt

This classification is according to the place of
floatation of the loan. Internal Debt refers to public loan
which is subscribed entirely by the people of the country and the

repayment is also made in the domestic currency itself. The

12



Government can borrow from the central bank of the country,
commercial banks,  financial institutious and individuals.
External debt refers to borrowingsvin the foreign country from
individuals, Govermnments, financial institutions and‘banks with

repayments being generally made in foreign currency.

Analytical Issues

Three major analytical issues have been discussed. These
ére, firstly, +the burden of public debt and the related
controversy, secondly, the effect of debt on inflation and

finally, the limit of public debt.

A. The Burden of Public Debt Controversy

The burden controversy is amongst the oldest subject of
academic discussions on public debt. It pertains to the gquestion
whethgr the growing public debt is a net economic burden and can
this burden be +transferable. . The controversy seemed to have
reached its logical conclusion following the Keynesian revolution
but it once again arose in the 1960’s when controversial views
regarding the burden of debt were expressed. We briefly

summarise the controversy in the following paragraphs.

Concept of Burden of Public Debt

The literature on public debt generally revolves around
the concept of ‘burden of debt’. The term ‘burden of the public
debt’ is ambiguous, though attempts have been made to define it
by economists like Dalton(ﬁ), Buchanan(7), Bowen-Davis-Kopf(8),

etc. but stili there is no unanimity on the definition. The term

13



continues to be defined as per the requirement of one’s analysis.
Generally, a distinction is drawn between financial or primary
burden and real or secondary burden. The term financial burden
refers to the effects of the intéfest charges and the consegquent
increase in the level of taxation (9). The real burden refers to
the repercussions on the economy, caused by the rising debt, in
the form of adverse effects on the capacity and willingness to
work and save. As Lerner explains, ‘An increase in the national

debt can make the owner of Government'bonds less willing to work.

One of . the reasons to put away for +the rainy day is
weakened. .. .because there is more put away already for +the rainy
day".(1@)

The concept of burden of debt is also explained in terms
of abstinence and opportunity costs. When a loan is obtained by
the Government, resources are transferrred from private hands to
Government and those who contribute to Government locans abstain
from consuming current income. Thié may be called a burden
caused by the incurring of: ' public debt. On the basis of
opportunity costs, burden of debt is considered to be imposed
when Government raises loans and thereby prevents beople from
investing their financial resources into other purposes where the
marginal productivity might be more. However,if people
voluntarily contribute tb public loans then the concept of burden
based on the notion of abstinence and opportunity costs is not
acceptable.

In the case of internal debt, there is considered to be
no direct financial burden or benefit as éll the money payments
cancel out &as the debtors and creditors are within the sane

community. Hence, all transactions connected with internal debt

14



resolve themselves into a series of transfers of wealth within
the community. However, internal debt does involve direct real
burden or direct real benefit to the community, according to the
nature of the serieé of +transfers from +tax payers to public
- creditors depending on the fact that the transfers increase or
decrease the inequality in income distribution. This, however,
depends on the incidence of taxation on the one hand and

ownership pattern of the public securities on the other.

The Mercantalists and the Classical Views on the Burden of Public

Debt

In the eighteenth century, publlc debt was favoured by
the economists as they had great faith in the role of the State
in ecdnomic activities and their favourable attitude towards
public debt was a part of the Mercantalist doctrine. However, in
the laissez-faire state of +the nineteenth century and the early
part of the twentieth century, pnblic debt wés condemned by the
classi~al economists because of their lack of faith in the role
of the State. The State was expected 1o play the bare minimum
role of administratica, defence and management of currency and
the sice of the Government budget was preferred to be low. The
classical economists postulated that taxes had an adverse effect
on consumption as also on the =2ability and desire tb work, save
and invest while internal borrowing led to a reduction in private
capital formation. It may specifically be mentioned that the
classical economists, though severely opposed to increasing
public expenditure, make out a case for public borrowing only for
productive purposes and permanent improvements but not for

current consumption purposes. To quote Pigou "... for enterprises



that are not expected to yield a money return, loans should not

be resorted at all™.(11). Thus Bastable wrote, "Non-economic
(1.e.non-remanerative) expenditure is primarily to be met out of

income and unless it can be so0 dealt with ought not to be
incurred. Prudence séems, accordingly, to suggest that borrowing
shquld hardly ever bé adopted except fTor strictly economic
expenditure and then only when the extension of the State domain
is clearly advisable”.(12) This favourable attitude towards

public borrowing for productive purposes was because, firstly,

the improvements were considered to be extracordinary in
character; secondly, they were not expected to re-occur; thirdly,'
they seem to have no relation to the necessities of +the fiscal

vear in which they happened to occur; fourthly, the objects in
each case were tangible things and finally such expenditures are.
eXpected to benefit future generations as much as present
generations. Pigou suggested that during the war and other
calamities, resorting +to internal debt is .more useful than
imposing taxes. (13). Adam Smith, however, was against railsing
debt, even debt raised for wars>'and he believed that public
borrowing encouraged the sovereign to wage needless wars. On the
other hand, if taxes were raised to meet current coéts, "wars
would in general be more speedily concluded énd less wantonly
undertaken”. (14) . Q@her economists like Say(16) and Ricardo( 16)

were also vehemently opposed to debt. Ricardo stated in British
Parliament in June 1819, "National Debt was an evil which almost
any sacrifice would not be too great to get rid of.’’(17)

Similarly, subsequent +thinkers like Malthus(18) and Mill(19),

though liberal in their views about debt, opposed it on the

grounds that it was wasteful and unproductive. The classical
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cconnomists believed that debt burden could be shifted 1o ruture

generations.

The Modern View on the Burden of Public Debt

The position of public debt in modern finance shows a
radical departure from the laissez-faire notions of the classical
economists. The modern theory of public debt is the offshoot qf
depression finance or the Keynesian economics which brought about
a change in the role of public borrowing in the field of public
finance. Keynes held the view that increase in public debt
leading to higher expenditure by the public authqrities would
raise the national income through the multiplier effect. | Keynes
justified the actions of the Governments to borrow for all
purposes and malntain a higher level of expenditure so that
etffective demand in the economy may increase and thus employment
and output may also increase. Keynes observed, " I lay
overwhelming emphasis on the increase of national purchasing
power resulting from Government expenditure which is financed by
loans" (2@), He made mno distinction between productive and
unproductive expenditures and suggested. that +there may arise
sitdations where it may Dbe necesséry to even 1incur public
expenditure on unproductive activities simply to sustain or raise
the level of effective demand in the system. For Keynes,
borrowing for consumption was as desirable as borrowing for
investment in productive goods because increase in the
consumption expenditure could also induce investment to rise.
The traditional view was discardéd and public debt came to be
conceived as a national asset rather than a liability and it

began to be considered +that continuous deficit financing is
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essential to the economic prosperity of the nation.(81)
Harris(f8) observed that once unemployment was assumed and it was
agreed that Government expenditure could be productive, the case
for public borrowing was strengthened. Hansen (283) also declares
that public debt is an essential means of 1increasing employmént
and is an important instrument of economic policy . The
Keynesians’ also consider +that debt creation brings to the
Government, unutilized resources and the productive employment of
these resources leads to an increase in the national income. The
tax.payments necessary for servicing the debt are met out of the
increased income and hence there is no burden on the economy. As
Lerner explains, "Even if the interest on the debt is raised out
of current taxes, these taxes constitute only +the interest on
only a fraction of +the Dbenefit employed from the government
spending and are not lost to the nation but are merely
transferred from tax payers -to bond holders"(245. The notion
that debt can be inflationary, as the traditional economists
held, has been critised by Norman(26) who suggests that there is
no reason to be éoncerned over .inflation unless +the transfer of
available idle resources from private +to public user are not
easily accomplished.

The modern theorists believed +that burden is not shifted
to future generations, particularly the primary real burden
(burden in real terms) and that it involves a sacrifice on the
initial generation only (26). Buchanan summarises this view of
the modern theory as that real sacrifice of private goods and
services, (that 1s real income), occurs during +the initial

period, not from the debt per se but rather from +the decision of

the Govermnment to undertake public expenditure.He observes, "In
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this particular respect, the financing of a public expenditure by
borrowing is little different from financing it by taxation. In
either case, the real burden is borne currently and cannot be
shifted. " (27). Further it 1is also argued that public debt
incdrred in the curr%nt period leaves also a_ claim and not only
an obligation and the net of the two has to be considered. (28)
The advocates of the modern theory of public debt or the
;no—burden’ thesis also argue, that internal debt has large
advantages. Existence of public debt encourages the growth of
financial institution, like banks, stock markets, insurance
companies etc., curtail consumption and encourage savings; helps
central bank of the country in open market operations, etc.(28)
Their contention was that the internal debt is no burden on the
economy since, “"we owe it to ourselves” and that it is only a
transfer, from one group to another and hence cancels out as the
loss of one is +the gain of « another. This analogy has been

criticised on many grounds, the chief critics being Ratchford( 3@)

and Lerner(31).

The modern version of public debt became popular and was
widely accepted till +the publication of thev Buchanan’s book,
‘Public Principles of Public Debt’ in 1958. Buchanan tried to
disprove the modern theory. He :argued that if the loans are
subscribed wvoluntarily then there 1is no burden and hence
disagreed with the version of modern +theory that the burden of
debt is felt by the initial generation (32). Buchanan
distinguishes between citizens in their roles as tax payers and

3

as bond purchasers. He declares, "The tax payer in period ‘$o

19



dees not sacrifice anything since he has pald no tax for the
wasteful project. ’ The burden must rest, therefore,on the tax
payer in future time periods and no one else™.(33) Thus the tax
payer in future +time periods, that is, the future generation,
bears the full primary burden of the public debt™. He further
explains and also suggests +that in case the expenditure is on
productive work then the benefits of the future tax payers should
be compared with the burden so that on balance a net benefit or
net burden is suffered....future +tax payer 1is the only one to
whom such burden may be attributed” (34) Buchanans thesis was
severely criticized by Lerner(35), Peacock (36), Prest (37) and
Rolph (38). Later Bowen-Davis Kopf(38) , Modigliani (40) and
Musgrave (41) who were critical of Buchanan’s ‘transfer to future
generation’ concept, came up with their +thesis that debt burden
can be shifted.

However, a very enlightening discussion on +the concept
of burden of debt 1is found in Domar’s writings.Domar refuses to
accept the absolute size of any mnation’s public debt as a
reliable index of debt burden. In his celebrated article, “The
‘Burden of the Debt’ and the National Income”, Domar showed that
the problems of debt 1is mainly a problem of achieving a growing
naﬁional income. The faster the income grows the lighter will be
the burden of debt. In other words, one should not be concerned

with the absolute level of debt but its ratio to national income.

To quote Domar, "If all the people and organisations who work and
study, write articles and make speeches, worry and spend
sleepless nights -~ all for fear of the debt - could forget about

it for & while and spend even half their efforts trying to find

ways of achieving a growing national income, their contribution
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to the benefit and welfare of humanity and to the solution of the

debt problem - would be far greater”.(42)

There is not much literature on the secondary burden of
debt. Pigou has however suggested that due to large holdlings of
government securities the incentive to save further by the people
will be adversely affected as already sufficienﬁ.amount would be
already held by them.(Pigou Effect) (43). The existence of large
prublic debt may adversely affect the incentive to work, invest
and accumulate (Kaldor effect). This can be because the increase

in national debt can make the owners of bonds less willing to

work as they have already saved enough for rainy days’. Large

debt can also affect investment as additional taxes,imposed to
service the debt, would reduce the net vield from investments,
after taxes and make socially useful investments unprofitable to
the investor(44). However, it may be difficult to establish that
this factor has affected the 'incentive to work, invest and
accumulate. Hansen observes that in countries like USA and UK,
thie employment figures do not indicate that a large puﬁlic debt
prevents people from taking and holding jobs and the productivity
figures do not indicate slackening of work effort and that high

tax rates may instead induce extra work. (45)

B. Public Debt and Inflation:

The process of increasing the public debt may or may not

be inflationary, depending on the economic conditions prevailing

in the country. In periods of depression, borrowing in itself
will have no expansionary effects but in +times of full
employment, it is often regarded as inflationary~ (46). In
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periods of war, large amount of public borrowing is generally
incurred and a flood of pdrchasing power is released by larger

public expenditure, the natural result of which is & general rise

in prices.However,Simons argues that “Borrowing is an anti-
inflationary measure, not a proper means for finaancing
reflationary spending. Borrowing is properly a means for
curtailing puarchasing power, vrivate and goverrnmental. To use it

for injecting purchasing power is like burning the fire engines
for heating purposes when there is an abundance of good fuel Lo
be had free” (47)

The inflationary potential of the public debt, more than
the magnitude depends among other things on who owns how much and
what kinds of debt and whether the Govermnment securities are used
for the creation of cfedit morney resulting in an increanse in the
supprly of money in  Lhe economy (48). The Government securities
hheld by the central bank of +the country means increase in the
reserve money (49) and hence increase in money supply and prices.
The Chakravarty Committee stressed that both the Govermnment and
the Reserve Bank of India should show due concern fér the
achievement of the objective of price stability . This concern
must underlie Reserve Bank’s actions relating to the control of
expansion in reserve money and money supply (5@). The Committee
is of +the view +that the observed inter-relationships between
money, output and prices permit the following formulation -

Log P = « - 8 Log ¥Yr + ©v Log M
where, 'p’is price level,'Yr’ig real income and'M’is
money held by public. According to this formulétion, an increase
in real output-depresses the price level and an increase in money

supply raises the price level. The relaticonship between money
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Stock,'reserve money and the money multiplier is given by the
equation -

M = m.RM
m’ 1is the money

where, ‘M’ is +the money stock,

multiplier and ‘RM’ is reserve money (B1).

The sale of bonds to commercial banks 1is generally
considered inflationary as these banks in times of need for funds
can seek accommodation from the central bank in consideration of
these securities (52). Patnaik suggests that the creation of
liquid assets for banks _(cash rlus securities) primarily by
budget deficit increases the potential credit capacity of banks
and hence potential money supply and argues +that the commonly
held view, +that “financing public expenditure by borrowing from
banks rather than RBI is less inflationary is a facile one” (5653).
However +through appropriate monetary techniques like limits to
refinance and rediscounting this impact can be controlled. On
the presumption that borrowing from the commercial banks would
result in a decrease in the liquidity of the banks and hence
reduce bank’s lending +to the private sector, Reserve Bank of
India makes use of +the instruments 1like Statutory Liquidity
Ratio.  According to Gupta, "All +that the increased government
borrowing from the banks does is to reallocate banks credit in
favour of the Government at the cost of the commercial sector
while leaving the totazls of'M’(Money supply) as well as bank
credit unchanged (54). The sale of bonds to individuals and non-
bank public is most preferred as generally this is considered to
lead to curtailment of purchasing power s&snd reduction in

consumption spending (55).



The maturity pattern of debt also has important
implication for monetary stability. The lengthening of the
maturity structure tends to shift the ownership of the debt from
those who hold Government securities as a money substitute to
genulne non-bank investors and vice-versa. (56). Treasury blills
are near money securities and hence possess high degree of
moneyness and counsequently add to liquidity in +the economy
leading to monetary instability.

Further, there is also a fear expressed that inflationary
forces may be generated if private holders of government
securities endeavour to liquidate on a large écale(ﬁ?). This can
happen 1f the movement represents a continued shift from
Government security holdings to private investment outlets (58).
However, in the event of a ‘liquidation panic’ +the consequences
have been shown to be deflationary (58).Ghuge (6@) is of the
opinion that the existence of internal public debt for financing
government outlay may entail three effects leading to inflation
which are -- primary liquidity' effect, monetisation liquidity
effect and‘inoome effect. “"Primary Liquidit? Effect is generated
when money supply with +the public expands ‘as >a result of
Government borrowing money from the Central Bank of the country
on the basis of both Treasury bills and securities”.(61)
"Monetisation Liquidity effect of internal debt is entailed when
money supply with the public increases as a result of selling of
Government securities and Treasury bills to Central Bank of the
country by the public”.(82). Finally, "when servicing of internal
national debt causes increase in the incomes of the rentier class
and the latter resorts to increased spending on +the purchase of

consumption goods and services, an income effect of internal
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national debt is generated. However, servicing of +the entire
national debt does not entail income effect™. (63)

The Government borrowing from the Reserve Bank, called
monetisation of debt,isl generally considered inflationary.
Thereforé, Chakravarty 'Committee (64) suggested that the coupon
rates on Government securities in India should be increased so
that they are attractive enough to be heid in large amount by the
public. This has also been suggested by Due who argues that
sales of bonds to individuals should be as large as possible with
miﬂimum sale to fimancial institutions (65). Vijay &and Little
express the fear that if interest rates on Government borrowings
rise,then during the transitional period the private sector would
suffer from a powerful "crowding out"” in the credit markets with
consequent effects on output.(66). ~ However, Dalal and Verma
argue that though interest rates on Government borrowings have
been rising recently, no crowding-out effect seems to have taken
place. (67). Patnaik however suggests that changing only the
rates of interest to make securities more attractive for
individuals may not 1lead +to desired effects. In case the
borrowing is done from commercial banks this may' not always be
non—-inflationary as credit creation can lead to increased money
supply. Thus, there would arise - the need for changing the SLR
and CRR to curb the credit growth. Moreover, in case the public
holds more of Government securities, then a given budget deficit
would put smaller resources at. banks disposal due to which the
flow of funds to priority sectors may decline but the decline to
the sectors where the government intends the decline to occur in
areas like real estate, commodity speculation, luxury

construction, etc. may not occur. This may defeat the very



purpose of controlling inflation (68).

C.Limits of Public Debt:

It is difficult to establish as to what can be the limit
to public debt. Lerner believes that there should be no
arbitrary limit to public debt and it should be permitted to rise
till it reaches its natural limit at the full employment level
{69). Hansen also holds a similar view (78). The limit to
public debt also is impiicit in the Domar’s proposition whereby
if the rate of interest is higher than the rate of growtlhh of the
economy and 1f government spgnding in aggregate is 'not 50
invested as to yield an increase in national income, theﬂ any
primary deficit (that is, a deficit before taking account of
interest payments) will lead eventually to an explosive rise in
the size of national debt. 'Bispham, however observes that in

ases it might unevertheless take decades for the debt

rlausible c
to income ratio to rise to one to one relation (71). According
to Nevin, however, there may be,"” psychologically speaking, a

maximum beyond which public opinion is not prepared to see the
debt, or particular elements of it, go; expansion past this point
may lead to a brezkdown of confidence in +the stability of the
financial system in general and_of the currency in particular,
with all the consequences which would follow from this." (72).
In a developing economy, the limit to debt is, "relative to some
of the factors such as the role of public sector, policy with
regard to expansion of .public sector and the rate of growth of
iancome. These among others are the important determinants of the
limits to the growth of public debt in a developing economy”.(73)

There has also been a debate as to a Statutory ceiling on
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debt being fixed for a country for fiscal discipline. But the
concept has not gained popularity because, firstly, the limit
itself can always be altered by +the Parliament, secondly,due to
the limits imposed, allocation of funds in some important areas
may be curtailled leading to hampering of growth ‘in National
Income, thirdly,funds from other sectors may be attracted which
may again hamper growth and finally, +the experience of the
countries like USA have not been encouraging in controlling
fiscal indiscipline and imposing limits.(74)

In India, the rising internal debt has initiated a debate
among the economists as to the virtues of public borrowing and
has led to the concern that the country may be heading for an
‘internal debt trap’ i1.e. & situation in which borrowingé may
have to be increasingly resorted to simply for servicing interest
payments on debt. Seshan in his pioneering paper, ‘The Burden of
Domestic Public Debt in India’, mentions that, "Given the current
trends it appears that by 1992-93. a point may be reached when the
market borrowings may not be adequate to meet even interest
payments. " (75). Dandekar also < points to the emerging grim
situation (76). Bagchi observes that, "If, on the other hand, the
interest burden keeps on rising, soon very little will be left
out of current revenue to meet current expenditures. It is for
these reasons, that the present fiscal situation causes
concern__ ."(77).Comptroller and Auditor General of India also
mentiong theat, "If the present rate of borrowing continues,
Government will be required +to manage an extremely difficult
internal debt situation."(78).- Dalal and Verma also hold a
similar view. They observe that, "The major consequence of

increased recourse to borrowed funds 1is that it would need
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additional tax effort for servicing the debt in the coming years.
The debt servicing would thus pre-empt resources raised for
developmental purposes”. They further say that, "it 1is not &
mattér -of serious concern if the debt 1is associated with
acceleration in economic growth and self-financing of larger
investment outlay. But in the case of India, a sizeable portion
of borrowings is utilized for meeting the consumption éxpenditure

which does not create any assets.™ (79)

D.Impact of Internsgl Debt on the Price Level - Some

Theoretical Considerations

In this study, as discussed in the section on public debt
and inflation, it is assumed that the interaction between money,
output and prices takes the form of the demand function for real
money balances (8@). Nominal money balances held by the public
are deflatéd by a price index representing the general price
level and the real money balances are treated as a function of
real income and the return on alternative financial assets.
Thus, the demand function for real money balances would be

M/P = £ (Yr, i)
where ‘M’ is nominal ﬁoney held - by public, ‘P’ is price level,

2

‘Yr’ is real income and ‘i’ is interest rate

The increase in real income, ceteris paribus,
necessitates an incfease in +the demand for real money balances
and so long as money supply expands to this exteht, there is no
increase in the price levcl.l The demand function for money can
b formalated as a price eguation (assuming Lhét the demand for

monay s ot signiticantly infloaenosd by the rate of interest aﬁ)

as follows ~

e



Log P =& -® Log Yr + YLog M

According to this formulation, an increase in real output
depresses the price level and an increase in money supply raises
the price level.

The above equation implicitly assumes that real income
itself remains uninfluenced by changes in money and hence ignores
the link between output and money inherent in the process of
production.

An increase in output would require a certain amount of
increase 1in money which 1is meant to facilitate creation of
output. The extent of increase in the price level associated.
with an increase in output and money will depend on the net
effect of elasticity of price with respect to money as well as
cutput. These elasticities themselves depend upon the structure
of production and the flexibility of supply responses can change
with time. For a given rate of growth of real ocutput, the rate
of iacrease of prices will rise with money supply growth.

The process of money creation is simultaneously a process
of credit creation. Money which 1is a 1liability either of the
central bank or the commercial banks can come into existence only
when an increase takes place in the assets of these institutions,
which are mainly in the form of loans.

An important area of concern to the Central Government as
well as  the monetary authority 1is the stability in the price
level. And as said above, the stability in the price level would
_depend o the  acceptable rate vof growth in the'money supply,
given the desired rate of growth in output as well as the inter-
relationship between money supply and output. The demand function

for money has been fouad to be stable in developing countries}
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including Iandia, though functional stability does not preclude
shifts in the parameters over a period of time &3 the
institutional framework in a country undergoes a change.
Regarding the growth of money stock from the supply side,
the following cquation highlights the relation between the money
stock and the reserve money and the money muitiplier, which gives

a key mechanism by which money stock is raised.

Ma = m.RM
where, ‘Ms’is supply of money in nominal terms, ‘'m’is money
multiplier and'RM’is reserve money. The value of the money

multiplier depends on the currency deposit ratio and factors
determining the cash reserves of the banks. Changes in the value
of the money multiplier and in the level of reserve money lead to
corresponding changes in money stock. The main avenue by which
internal debt affects the money supply 1is through its influence
on 'reserve money’”

Reserve Money represents those liabilities of the central
bank and the ' Government that rare deemed to be eligible as
reserves to be held by banks for the purpose of deposit money
creation in a system where the fractional reserve ratio governs
the creation of deposit money.

2@5 In india, the main sources of reserve money as follows:f
Reserve Money = Net RBI Credit to Government
’ + RBI credit to banks
+ RBI credit to commercial sector
+ Net foreign exchange assets of RBI
+ Government’é currency liabilities to
public

- Net non-monetary liabilities of RBI
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Net RBI éredit to Govermnment is a major part of reserve money and
constituted 99.1 per cent of reserve money in 18987-88.(81) O0Of
the Net RBI credit +to Government, around 89 percent are due to
Government securities and Treasury bills held by RBI.

Tﬁus, theoretically, price level 1is influenced by the
money suppiy which is determined by the reserve money. Reserve
money largely consists of RBI’s credit to the Central Government,
the c¢redit being extended due to the holdings of Government
securities and Treasury bills held by RBI. Hence RBI’'s holdings
of Government paper should also influence the money supply and
also the price.level.

Similarly, the holdings of Govermment securities and
Treasury bills by the commercial banks leads to credit creation.
The effect of commercial bank’s holdings of Govermument securities
orn money supply is not through reserve money but through credit
creation. If banks are able to operate at a lower cash reserve
ratio prompted by their increased holdings of Government
securities {(which can be discounted with the central bank of the
country) it would lead to credit creation and hence increase in
money supﬁly and then‘ lead to +the rise in the price level.
However, as is argued by many economists, if the Government
borrowings from commercial banks merely reallocates fimancial
resources between the Government and the private sector, then
this would not lead to hike in money supply and the price level.

The Government borrowings from other institutions like

lnsurance companies, provident funds, etc. are not expected to
give rise to money supply or prices. These institutions

generally prefer long term Govermment securities and do not seek

accomodation from RBI against their holdings of Government

31



securities and Treasury bills. They provide stability to the
monetary system. In addition, their investments represent
indirect investment by the public and hence, 1f ever, would have
a dampening effect on the price level.

Government borrowings from the individuals helps mop up
the purchasing power from the haﬁds of the public and thus should
»have a dampening effect on the pfice level. More importantly, in
the absence of availability of such funds from the individuals,
Government would have to resort to borrowings from Reserve Bank,
as other avenues like commercial banks would already be operating
on the statutory reserve requriements. More borrowings from
Reserve Bank would mean higher reserve money and more money
supply. Thus, in this indirect relationship with money supply
also, sﬁch borrowings would have a dampening effect on the price
level.

In chapter 6, we have empirically tested this causal
relationship for the period 19561 to 1887 between reserve money
and money supply, money supply and prices and reserve money and
prices. ‘Given the resource -constraint and the expendiiure
pattern of the Govermnment, & hike in price level would make the
Govermment require more funds and these additional requirement
would reflect in the rise in reserve money. Our results bear
this, that not only.reserve money causes a rise in the price
level but & vice wversa relationship also exists. The monetary
implications of Goverﬁment borrowings from various sources are
tested and resulps presented in chapter 6.

The Go?ernment borrowings are made from various sources
like Reserve BRank, commercial banks, other financial institutions

and by public. The economic implications of these, both monetary



and redistributive, would vary depending on who holds the debt.
The decision to hold the debt would depend on various
considerations like the maturity period of +the instruments, rate
of interest offered, {fiscal concessions available, etc. The
Government therefore floats various types of instruments to meet
the individuwal requirements of the investors. Thus, the study of
total internal debt makes it imperative to know the composition,
ownershiyp and maturity pattefn and the interest rates offered on
the various instruments.

Hencé/ the chapter scheme in this study has been
accordingly planned. In chapter 3, we present the overall trends
of the rising +total internal debt followed by the changing
compositionn of it in the next chapter. In chapter 5, trends and
implications of owneréhip and maturity pattern of total internal
debt are discussed. Iﬁ chapterIG, empirical results of the
monetary implications of ownership pattern of debt are presented.
In chapter 7T, we discuss the rising burden of interest payments
and phe redistributive implications of it, tfollowed by a
discussion on the prevailing interest rates on various

instruments. L

Conclusion

The public debt can be ' classified 1in many ways, the
important 6nes being voluntary and compulsory, productive and
unproductive, redeemable and irredeemable, funded and unfunded
and internal and external debt.

The economic literature on public debt concentrates on
the concept of burden of debt. The existence of & large debt is

neither an evil nor & blessing 1in itself but 1t can have both
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favourable and adverse effects on the economy. Hence this
instrument of public finance needs to be carefully utilized.

The problems with which the controversy is concerned are
the measurement of the bﬁrden,the costs and benefits of the
public debt and the intergeneration transfer of burden of debt.
Mercantilists favoured public debt as they found that the State
raised loans for beneficial investments. The early classical
economists opposed public debt but the later classical economists
held a liberal view as they took into consideration the mutuality
of advantages of public debt to the Government and the lenders to
the Government. The modern economists led by Keynes dismissed
the notion of burden of debt as misplaced and stressed the income
creating potentialities of public debt. Intergeneration transfer
of burden of debt was also ruled out. This view has been
criticised by Buchanan and others who have'refuted the no-burden
thesis. 'However, the coﬁsensus emerges on  Domar’s views that
riéing debt with the rising national income should not be a cause
of concern. K

.Debt can be inflationary and in order to avoid
mnonetisation of debt, Government borrowing should attract gernuine
savings of the people. Absorption of Government securities by
the non-bank institutions and - the public would increase the
supply of funds to the Government without aggravating
inflationary pressures. Also to prémote stability much of the
public borrowing sﬁould be in thée' form of long term loans.

In the literature, no specific limit to public debt has
been prescribed. However, it is held that it is related to the
goal of full employment and its magnitude to that of the national

income. Another limit is imposed by the criterion of appropriate
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interest rate. In India, only recently the mounting public debt,
especially total dnternal debt, has atiracted the attention of

erzpressed that the couatry may

N

the economists and fecars are bein
bz heading for a debt-trap or a period involving difficult fiscal

management.
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Chapter 3

TRENDS IN THE TOTAL INTERNAL DEBT OF INDIA

In India, the Central Government derives the power to
incur public debt under the Article 282 of the constitution of
India. Article 292 empowers the Central Government to borrow on
the security of +the Consolidated Fund of India within such
limits, if  any, as may from time to time be fixed by the
Parliament. There have been no limits fixed as yet.

The total internal debt of +the country has risen from
Rs.2,872 crores at the end of March 1951 to Rs.1,71,134 crores at
the end of March 1988. 1In 1987-88, domestic borrowings accounted
for 65.3 per cent of the total plan outlay. The annual accruals
in total as well as net internal’debt as a percentage to revenue
receipts and tax revenue have in;reased manifold since 1951. The
rising expenditure due to the development needs of the economy
seem to be financed by domestic borrowings instead of the usual
revenue measures.

In this chapter we analyse the rising trend in the total
internal debt as well as the net total internal debt of India and
its rising importance as a fiscal instrument. The rise in the
net total internal debt of the Central Government would imply
increasing retention of funds. A pertinent question ~then arises
as to the causes of this large requirement of funds. The rising
expenditure unmatched by revenue receipts would cause the budget
deficit to rise and hence a resort to domestic borrowings which

would imply that domestic borrowings are increasingly being made
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use of &3 a substitute for revenue receipts. On the other hand,
the analysis of +the rising expenditure would reveal whether
borrowed funds are being productively used or are being used to
finance consumption expenditure. Thus, here an attempt has been
made to probe as to why the growth in the outstanding domestic
borrowing is so high and as to how and why 15 the importance of

this instrument rising in the financing pattern of the plans.

Brief Historical Background.

The origin of Internal debt in India is traced to the
period of First World War when the Government of India resorted
tc¢ domestic borrowings to meet a part of the war expenditure.
The Indian money market responded well and the first Indian loan
of $2 million was oversubscribed. In October, 1917, Treasury
bills were introduced for +the first +time, in order to attract
short term funds. The success: of war borrowing was due to the
co-operation extended Dby the banks. .To make Government
securities attractive to +the «public, the rate of interest was
raised to 6 per cent by the end of the war and better methods of
borrowing were adopted(l). The loans floated during the period
1914 to 1924 were largely of short +term nature with maturity
period being less than tén years. The outstanding internal debt
rose from Rs.179.77 crofes at end of March 1914 to Rs.482.52
crores at end of March 1924. (Table 3.1).

The world wide depression of the 1929 had its impact on
the Indian money market. The fiscal and monetary policies were
geared to maintaining stable exchange rates, in the process
rendering the domestic borrowing policy costly. However, the

period after 1932 was characterised by the expansion of currency
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and cheap money policy. The bank rate was lowered from 8 per

cent in January 1932 to 3 per cent in November, 1935 (B). The

Table 3.1
Internal Debt of Government of India

(Rs. Crores)

Year
(end of March) Internal Debt

1914 179.77
1919 358.78
1924 482.52
1929 551.21
1934 693.029
1839 736.64
1944 1494.11
1949 2412.96
19502 2456. 33

Source: Report on Currency and Finance, RBI.

bill rate was also lowered, the lowest level being 9.5 per cent
in August 1937 (3). During the period 1932-39, eleven issues
were floated fetching a nominal amount of only Rs.228 crores. The
Government, during this perioé, did not take the advantage of
prevalent low interest rates in ;ncouraging the investment in the
economy. The market loans incfeased by only Rs.15 crores where
as the floating debt declined b& Rs.51 crores during the period.
Increasing support was lent by the commercial banks and insurance
companies to the Government’s borrowing operations. The
monetary authority -thus initiated and succeeded in the process
of debt institutionalisation.

Public borrowing was an important fiscal instrument in
financing heavy war expenditure during the Second World War
period. In India, it came to be:used in war finance from 1941-42.
The Government’s interest bearing rupee obligations increased
from Rs.736.64 crores at the end of March, 1839 to Rs.2,245.18
crores at +the end of March, ‘1946(4).A notable feature of war
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loans was that they were Kkept open for long periods and were
supported by the Reserve Bank.

In the year following the end of the Second World War,
the market borrowing programme of the Government failed to evoke
much response. The Céntral Government had proposed to mobilise
more than Rs.720.36 crores in five years from 1846 to 1951 but
could succeed in mobilizing only Rs.286.53 crores through market
borrowings; The poor response was due to the prevailing economic
and political conditions and lack of consistent debt policy. The
increase in internal deb£ that took place during this period was
mainly due to the issuance of Treasury deposit receipts,
introduced from October 15, 1948 and to the increase in non-
marketable debt, inclusive of small savings and deposits. The
outstanding total internal debt rose to Rs.2,456.33 crores by the

end of March 1950.

Trends in Total Internal Debt of India- 1951-388

India’'s total internal debt has been steadily increasing
since 195@-51. The total internal debt rose from Rs.2,872 crores
at the end of March 1951 +to Rs.1,71,134 crores at the end of
March 1988, a’trehd growth of 1@.78 per cent during the period
(Table 3.2,Graph 3.1).

The consistent and rapid rise in total internal debt is
specifically witnessed since 1872-73. Since then the annual
growth rates have constantly been above 1@ percent except for
1973-74 and 1978-79. Earlier, after the Indo-China war in
October 1962, the growth of total internal debt for the years
1962-64 rose to 1@ percent per year compared +to 7.4 per cent in

1961-62. Total internal debt rose from Rs.6,575 crores at the
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Table 3.2
Total Debt of India

(Rs.Crores)

Year Total Internal Debt External Debt Total Debt
(end of :
March)
1951 2872(98.19) 53( 1.81) 2925
1961 6121(88.67) 782(11.33) 6923
1971 13378(67.35) 6485(32.65) 19863
1972 14591(68.11) 6831(31.89) 21422
1973 16816(7@.24) 7124(29.76) 23949
1974 184922(75.82) 5869(24.18) : 24271
1975 20415(76.087) 6421(23.93) 26838
1976 22662(75.16) 7489(24.84) 32151
1977 24987(74.38) 8611(25.62) 336148
1378 31189(77.63) 8985(22.37) 40174
1979 34110(78.44) 9373(21.56) 43483
19892 40252(8@.16) 9964 (19.84) hEZ16
1981 434482(81.83) 12721(18.17) 59213
1982 55859(82.57) 11792(17.43) 67641
1983 711920(84.41) 13145(15.59) 84335
1984 80141(84.13) 15120(15.87) 95261
1985 968@4(85.33) 16637(14.67) 113441
19386 119462(86.81) 18153(13.189) 1376156
1987 146248(87.86) 20213(12.14) 166461
1988 171134(88.37) 22518(11.63) 193652
Trend Growth Ratesx
1951-88 10.7¢ 15.64 11.17
1951-61 8.37 200.15 9.23
1961-71 7.87 22.84 11.18
1971-81 12.61 5.46 19.81
1981-88 18.31 12.63 17.189

Notes: Figures in brackets are percentages to Total Debt.
Source: Appendix, Table 1.

end of March 1962 to Rs.7,974 crores by the end of March 1864.
In 1966-67, the total internal debt again increased sporadically

by 15.83 per cent from Rs.9,136 crores to Rs.1@,582 crores,

Semi-log function of the form ’log Y= a+ bt’ has been used for
estimating the growth rate . In this form, the growth rate is
given by ’eb -1’. If ’b’ is small, +the term ’‘eb -1’ can be
approximated by ’'b’ which can then be presumed +to measure the
trend growth rates.

Throughout the study the growth rates have been measured
by this method except at places where specified otherwise.
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probably because of the lagged effect of the Indo-Pak War of 1965
and the bad monsoons of 1966-67, when, even the Third Five Year
Plan was affected. The consistent high growh in total internal
debt is witnessed from 1972-73 onwards, was because of the hike
in the international prices of o0il and because the enhanced
requirements of financial resources could not be met through
other means of revenue. Since then the trend has been & rising
one with the annuaivincrease being as high as 24.77 per cent in
1977-78 and 27.45 per cent in 1982-83 over the previous years
respectively. The.nationalisation of banks in 198@, +the second
.01l shock and +the consistent ﬂhike in prices of o0il till the
middle of eighties were partially responsible for this. The trend
growth rate during the peridd 1979-88 is more than 18 per cent.
The annual growth rates have been above 20 percént for the years
1985—1987.and it Qas only in 1987-88 that the rising trend was
arrested with the annual growth rate being lower at 17.02 per
cent and the total internal debt rising to Rs.1,71,134 crores at
the end of March 1988 from .Rs.1,46,248 crores in the previous
year.

In comparison to the high rise in total internal debt,
external debt of India has risen ffom Rs.53 crores at the end of
March 1951 +to Rs.22,518 crores by the end of March 1988, at the
trend rate of 15.64 per cent per annum over the period. The
share of external debt in the total debt of the country rose from
1.81 percent at end of March 1951 to 32.65 per cent at the end of
March 1971 but since then has been declining and was only 11.63
per cent at the end of March 1988. In the initial two decades of
planning, the growth in external debt was higher than that of

total internal debt. During 1971-81, the trend growth rate of
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total internal debt was more than double than that of external
debt and during the period 1981-88 +the growth rate for both
increased though the increese in external debt still continues to
be nearly half of that in total internal debt.

The rising importance of total Internal debt as a fiscal
instrument is apparent in the financing pattern of the five year
rlans. Heavy reliance was placed on domestic public borrowing to
mobilize scarcée financial resources to meet the higher plan
outlays (Table 3.3). In the first two five year plans,
increasing dependence on doemstic Dborrowings was noticed as
external borrowings were low but during the Third Plan and the
Annual plans, due to increased availability of externsal funds
from USA, the dependence on domestic borrowings declined.

Table 3.3

Financing Pattern of the Plans
(Rs. Crores)

Total Domestic External

Outlay Borrowing Borrowing
First Plan 19609 1219 (52.8) 189 ( 9.6)
Second Plan 4672 2393 (561.2) . 1247 (22.4)
Third Plan 8577 3246 (37.9) 2423 (28.3)
Annual Plan 6756 2708 (48.1) 2426 (35.9)
Fourth Plan 16169 8598 (53.2) 2087 (12.9)
Fifth Plan
(1974-79) 393923 13226 (33.2) 5834 (14.8)
Fifth Plan
(1979-8@)(c) 126@1 5487 (43.5) 1286 ( 8.6)
Sixth Plan 110821 61619 (55.86) 8529 ( 7.7)
VIIthPlan%*x 1389000 87062 (48.4) - 1802 (192.9)
1985-86(¢c) . 34580 22136 (64.2) 327 ( 9.5)
1886-87(¢) 40817 27179 (66.86) 358 ( 8.8)
1987-88(¢c) 450899 29444 (65.3) 3689 ( 8.2)

Note:¥ Figures in brackets are percentages to Total Outl y
The estimates for 1974-75 at current prices while those
for subsequent years at 1975-76 prices

k¥ At 1984-85 prices. (c¢) Current Prices

Source: Report on Currency and Finance, RBI

However, since the Fourth Five Year Plan, when India itself
realised the perils of external borrowings, the dependence on
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domestic borrowing has been rising. In the Sixth Plan, the
dependence has been heavy but the major concern is that in the
first +three years of the Seventh Plan the share of domestic
borrowings has been around 64 per cent of the total outlay
compared to a target of only 48 percent for the aggregate plan.

The Planﬁing Commission in its First Five Year Plan
Report strongly favoured the expansion of the debt base,
anticipating a important role for public borrowing in the
successive five year plans. However, by mid eighties, the
Planning Cbmmission realised +the implications of the rising
dependence on borrowings, recognised the existing £ésource crunch
and considered mobilization of financial resources a real
challenge which would require restructuring of +the present
pattern of developmenﬁ financing s0 as to rectify the emefging
imbalances'and maintain sound financial planning to achieve the
desired goals. The Seventh Five Year Plan stateé "The Indian
fiscal system would have to :accomplish the delicate task of
raising adequate resources in a non—inflatioﬁary manner, besides
providing enough incentives for savings and growth in
production. "(7) |

The financing pattern of +the Annual Plans of 1985-86,
1986-87 and 1987—88 (Table. 3.3) reveal the rising dependence on
domestic borrowings much above the target fixed for the Seventh
Five Year Plan period. Hence, the Comptroller and Auditor
General cautioned about the emerging difficult internal debt
situation. (8)

The rising volume 'of debt needs to be compared Qith
national aggregates to estimate its relative importance and also

to analyse whether +the moblised financial resources are beling
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productively used.

Total Internal Debt and National Income

As mentioned earlier, Domar in his celebrated essay, ‘'The

Burden of the Debt and the National Income’ suggests that, the

if accompanied by a comparative rise in

rise in internal debt,
the National Income, need not cause worry about the debt
situation. (8). In India,total internal debt as a ratio to

National Income has steadily been rising from 32.59 per cent in
195@-51 to 67.75 per cent in 1986-87.(Table 3.4).The annual

Table 3.4

Internal Debt of India to National Income
(Rs.Crores)

Comparison of Total

Years Total Yearly Net Total Internal
Internal increase National Debt as % to
Debt. in Total Product 'NNP
{end Internal at current -——---——--—-————----
of March) Debt prices (1/3) (2/3)
1 2 3 4 5
195@-51 2872 8812 32.59 -
1951-52 2895 23 9141 31.67 @.25
196@2-61 6121 469 13263 46.15 3.54
197@-71 13378 1151 34235 39.08 3.36
1975-76 22662 2247 62302 36.37 3.61
1980-81 48452 8200 105743 45.82  7.75
1981-82 55859 T407 - 122966 46.18 6.12
1982~83 71190 15331 133807 53.28 11.46
1983-84 80141 8951 158265 5@.64 5.66
1984-85 963804 16663 174218 55.63 9.568
1985-86 119462 22658 1957@7 61.04 11.58
1986-87 146248 26786 215881 67.75 12.41
1987-88 171134 24886 { NA NA - NA
Trend Growth Rates
1851-88 1@.7@ - -
1951-61 8.37 15.85 4.16
1961-71 7.87 4.91 12.14
1971-81 12.61 18.18 11.11
1981-87 18.31 19.04 11.43
Note: N.A - Not Available
Source: (1) Appendix, Tables 1 and 15.
(2) National Account Statistics, G.O.I.
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increase in +total internal debt . as a ratio to National Income
has also increased from @.25 per cent in 1951 to 12.41 per cent
in 1986-87.

Since 1975-76, +the annual growth in total internal debt
has always exceeded that of National Income, except for 1983-84.
Since then, +till 1986-87,the National Income has been growing at
less than half the rate of increase in the total internal debt.
This is a cause of concern.

A comparative study of 1India’s total internal debt
with other countries shows +that the_ outstanding total internal
debt which was 31.29 per cent of GDP at current prices for India
in 1951 was much less than 116.7 per cent for Canada, 206 per
cent for UK and 186.3 per <cent for USA in 1950.(1@) Thus,
comparatively, Government of India could probably carry a much
larger volume of debt. However, this ratio has steadily been

rising and by the end of March 1986 had risen to 55.56 per cent.

Total Internal Debt and Net Total Internsl Debt
The Government of India not only borrows but also
advances loans to State Govermments, Union Territories, Foreign
Governments, etc. Therefore it is necessary to analyse the trend

in total internal debt net of these ioans and advanées.

in 1951, when the country launched the planning era, the
débt situation was sound, as summarised in the United Nations
‘Public Finance Surveys - India’. It states, "The greater part
of the Government of India obligations is balanced by loans and
other interest yielding assets, so0 that the debt as a whole is
not dead weight as the national debt of most countries - - debt

position of +the Government units in India is sound, with no real



signs of strain and no evidence of over borrowing at any
time”(11). The situation has changed sincé 1971 with the loans
and advances made by the Central Govermment not rising as
steadily as the total internal debt of the Central Government.
The loans and advances by the Central Govermment as a ratio to
the total internal debt have declined from 78.36 per cent in 1971
to 46.82 per cent at the end of March 1988.(Table 3.5,Graph
3.2).The sharp increase in net internal debt started from 1978
onwards but from 1981 onwards tﬁe rise is consistent and large.
Table 3.5

Net Total Internal Debt of Central Government
(Rs.Crores.)

Year Total Loans and Advances Net Total
(end of Internal by the Central Internal
March) debt Government Debt
1951 2872 221 2651
1961 6121 2534 3587
1971 13378 9414 3964
1972 14591 9924 4667
1973 16816 11534 5282
1974 184@2 12496 5926
1975 20415 14229 6386
1976 22662 15695 6967
411977 24997 17920 TATT
1978 31189 19787 11402
1979 34110 23374 12736
1980 40252 26634 13618
1981 48452 29837 18615
1982 55859 33999 21959
1983 71190 A0000 31190
1984 82141 45849 34292
1985 96804 52294 44510
1986 119462 61902 57560
1987 146248 71276 75172
{1988 171134 82130 91004
Trend Growth Rates :
1951-88 1@.70 14.49 8.47
1951-61 8.37 24.04 4.11
1961-71 7.87 13.87 -@.36
1971-81 12.61 11.82 14.1
1981-38 18.31 14.35 1 23.5

Source: Appendix, Table 2.
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This implies +that larger amount of +total internal debt
raised is being retained by +the Central Government itself
especially from 1980-81 onwards. Similar conclusion emerges from
the perusal of Table 3.6 where total debt is compared with the
total amount 'of capital investments and oﬁtstanding logns and
advances made by the Central Government. The amount of total
debt in excess of +the total capital  investments and loans
advanced by the Central Government has declined from R$.1,327
crores at the end of March 1971 to ‘Rs.1,121 crores at end of
March 1973. The loans advanced and capital investments were
surplus over +total debt from 1974 +to 1982 and since then total
dept has not only been in excéss of capital investments and loans
advanced but the excess of total debt has risen from Rs.5,285
crores af end of March 1983 to Rs.3@,289 to crores at the end of
March 1988, (Table 3.6), meaning thereby that, fifstly, the

Table 3.6

Total Debt and Capital Investments and Loans Advanced by the
Central Government

(Rs. crores)

Year Total Capital Total Debt Excess of T.D. over
Outlay and (T.D) T.C.0 & L.A.
(end of Loans Advanced
March) (TCO & LA)
1 2 3 (2-1)

1951 1729 2925 1216

1961 .. 6125 69923 778

1971 18536 19863 1327

1981 59679 59213 ~-457

1988 163363 193652 302289

Source: Report on Currency and Finance, RBI

mobilized financial resources are being made use of by the
Central Government itself and secondly, a similar rise is not

witnessed in capital investments.
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Causes of Rise in Total Internal Debt

The large rise in total internal debt unaccompanied by a
comparable rise in revenue receipts probably reveals that
domestic borrowings are being considered as a substitute for
revenue finance . A comparisoﬁ with the receipts and expenditure
of the Central Government substantiates +this and also emphasises
the rising importance of this instrument since 13979-80.

The annual increases in total internal debt and net total
internal debt as a percent;ge to revenue réceipts and tax revenue

have risen tremendously since 1951-52. (Table 3.7,Graph 3.3) The

Table 3.7
Internal Debt in comparison ﬁo Receipts of the Central Goverument
(%ages.)
Year Total Internal Debt (Annual Net Internal Debt (Annual
increase) as a Ratio to Increase) as a Ratio to
Revenue Tax Revenue Tax
Receipts Revenue Receipts Revenue
1951-52 4.51 5.00 - -
19608-61 53.45 64.23 10.94 13.15
197@-71 34.44 46.95 15.41 21.21
1982-81 63.92 87.35 38.95 53.22
1981-82 47 .56 64 .00 21.47 28.89
1982-83 87.74 117.42 51.03 72.70
1983-84 43.68 57.84 15.14 20.04
1984-85 68.34 94 .17 41.91 57.75
1985-86 77.58 196.98 414.68 61.61
1986-87 7.7 191 .00 43.74 62.53
1987-88 59. 39 84.17 38.55 54.71

Soqrce: Appendix, Tables 1 and 12.

eighties witnessed a rising trend with the rate of growth in the
annual accrual to the total internal debt at almost double that
- for revenue receipts and tax revenue.

The rising' expenditure of the Central Government is nof
matched by the receipts on the Revenue Account. The expendituré
as a ratio to the receipts on the Revenue Account has been ﬁigh
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and since 1979-80 there has consistently been a deficit on the
Revenue Account. In 1958-51, revenue expenditure was 85.58 per
cent of the revenue receipts whereas in 1979-82 it rose to 106.20
per cent and in 1887-88 to 121.13 percent. The deficit on the
revenue account of Rs.695 crores in 1979-80 escalated to Rs.8,496
crores in 1987-88. In addition, expenditure incurred- on the
Capital Account also increases the deficit. The ﬁotal budgetary
deficit of the Government of India, according to the Economic and
Functional Classification of the Union Budget, rose from Rs.6,288
crores in 1979-8¢ to Rs.28,176 crores in 1987-88. The financing
pattern of the huge deficit reveals the rising dependence on
doﬁestic borrowings specially since 1980-81. (Table 3.8).

Table 3.8

Budgetary Position of Govermnment of India

{Rs.Crores)

Year  Excess/Deficit Financing of deficit . .
Net Domestic External
Borrowing Borrowing
11960-61 625 378 (6@.48) 247 (39.52)
1965-66 1168 574 (49.14) 594 (50.86)
1879-71 1317 974 (73.96) 343 (26.924)
1975-76 3197 1723 (53.89) 1474 (46.11)
1983-81 8863 7629 (86.@8) 1234 (13.92)
1981-82 8732 7815 (88.588) 917 (19.58)
1982-83 10734 9541 (88.89) 1193 (11.11)
1983-84 13331 12046 (99.36) 1285 ( 9.64)
1984-85 17579 16197 (92.14) 1382 ( 7.86)
1985-86 222561 2886 (93.87) 1365 ( 6.13)
1986-87 27194 25252 (82.86) 1942 ( 7.14)
1987-88 28176 25618 (90.92) 2558 ( 9.88)

Note: Figures in the bracket represent percentages.

Source: Economic and Functional Classification of

Union Budget, Government of India.

The total expenditure has been rising faster than the
revenue receipts since 1979-82 and hence +the rising deficit

leading to the rising debt (Table 3.9). The revenue receipts grew



at a higher rate than the total expenditure during the decade
1961-71 and the reliance on internal debt was less with the trend
growth being only 4.91 per cent during the period.The trend
Table 3.9
Revenue Receipts and Total Expenditure

Trends Growth Rates

Year . Revenue Receipts Total Annual Accrual
Expendi- Total
ture Internal Debt
1851-61 7.58 12.83 -
1961-71 12.57 11.71 4.91
1971-81 13.78 13.63 18.18
1981-88 16.22 17.18 19.04

Source: Appendix, Tables 1 and 12.

growth rate in the accrual of +total internmal debt has been
higher than the revenue receipts and total expenditure during
the decade 1971-81 and the period 1981-88. The +trend growth rate
for the +total expenditure has been higher than the revenue
receipts during the period 1981-83 leading thereby to excessive
dependence on total internal debt.

Thus it is important that the cause of rising
expenditure be analysed and probed.

Analysis of Growth in Expenditure

The analysis of rising expenditure reveals that the
expenditure on capital formation as a percentage of the total
expenditure of the Central Governments rose from 18.71 per cent
in 1950-51 +to 44.96 per cent in 196@-61 but then declined to
33.86 per cent in 1979-71. It then improved to 4@.0@ per cent by
1980-81 and was 36.59 per cent in 1987-88. Similarly, the ratio
of developmental expenditure of the Central Government to the
total expenditure which was 59.42 per cent in 1965-66 declinéd to
46.59 per cent in 1971-72 but rose again to around 60 per cent
during the period 1979-82. Since then, even this ratio has been
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declining and was 53.7@ per cent in 1987-88.(Table 3.19).Thus the
non-developmental and non-capital formation expenditure by the
Central Government has been rising in the recent years. The.

Table 3.19

Comparison of Internal Debt and Expenditures on Central Government
: (Rs.Crores)

Year Develop- Expendi- Revenue Capital Total
mental ture on Expen- Expen- Expen-
Expen- Capital diture diture diture
diture Formation
195@-51 - 99 347 183 529
1955-56 - 449 441 478
18960-61 - 767 826 1929 1706
1965-66 : 2341 1806 2021 2139
1979-71 2659 1888 3179 2972 5576
1871-72 . 3126 2161 4128 345@ 6710
1972-73 3949 2627 4592 . 3829 7849
1973-74 3754 2665 4836 4211 8131
1974-75 4975 3677 . 5793 4782 9785
1975~76 6172 4664 7189 5950 12237
1976-717 7174 4991 8441 6236 13150
1977-78 8438 5688 9362 6951 14986
1978-79 19377 6913 12948 2736 17717
1879-8@ 11112 v 7229 12234 7864 18504
1980-81 1335@ 912 14544 12295 22495
1981-82 15148 - 1@799 15868 11254 25407
1982-83 180285 12403 19346 13688 32494
1983-84 ' 21284 - 14702 22890 15679 35988
198485 . 26276 17551 27881 18991 43879
1985-86 3852 21477 34772 17424 43112
1986-87 36394 24438 42644 21973 64426
1987-88 36325 ‘ 24752 48725 21638 67640
Trend Growth Rates
1951-88 - 13.41 13.64 12.23 12.87
1951-61 - 21.78 8.77 18.55 12.83
1961-71 - 7.64 13.23 9.10 11.71
1971-81 16.39 15.79 14.72 12.22 13.63
1981-88 16.12 21.42 18.27 11.21 17.18

source: Appendix, Table 12.

Comptroller and Auditor General in its Report for the'yéar ended
31 March 1987 states, "From the beginning of the Sixth Plan till
1986-87, however,v non-developmental expenditure has been grOwing

at 19.2 per cent per annum against 17.4 per cent for



developmental

wasteful expenditure,

expenditure. The scope

both developmental

for rigorously pruning

and non-developmental,

especially the latter, should be explored."” (1B),The rise in

non-development

expenditure on

expenditure can be attributed

defence and interest payments.

to rising.

The expenditure on

subsidies has also recorded a high increase.They accounted for

nearly 42.27 per cent of the total expenditure and 54.66 per cent

of the revenue

expenditure in 1987-88. The

defence expenditure

has risen from Rs.168.32 crores in 1958-51 to Rs.12,00@0 crores in

1987-88, a trend growth of 11.79 per cent

share in

3.11).

total

per

expenditure has

The defence expenditure on Revenue Account as a

Table 3.1

Copparison of Expenditure on Defence, Subsidies and
Interest Pavments to Total Expenditure

annum but its

declined consistently.(Table

Year Defence Expenditure Subsidies Interest Payaents
as % age to as 4age to as % age to
Tntal Revenue Non- Total Revenue Total Revenue N;;:-—
Expend. Expend. dev. Expend, Expes- Expend. Expend. dev,
Expend. Expend.,

1958-51 31,80 47,33 - 4,93 7.5 1238 18,64 -
i94B-a1 14,47 29.97 - i.88 372 118 22,82 -
1978-71 21.51  33.08 4255 L% 2.%  18.B&  19.83 2074
1988-81 17.1% 24.34 2.8 8.3 12,89 1L81 18,27 2903
{98i-82 18,31 24,2 85,37 T.66 12,27 12,57 Z2B.13 3L.ié
1982-83 17.74  25.23 43,62 7.8 12,29 1291 28,37 3L.7%
1983-84 17.33  24.76 42,33 7.9 12,52 i3.6B 2139 32.83
1984-8% 4.2 22,93 §g,54 19,88 15,86 15,62 21,83 33.W4
1985-86 15,84 28.19 35,88 9.5 14,38 14,13 21.38 3L
1986-B7 14,42 2014 37.37  B.76 1311 14,52 2117 3493
1987-88 17.86 18,24 38.p6  B.93 12,89 1428 2551 3632} .
Source: Appendix, Tables £2 and 13

ratio to revenue expenditure has also been declining.

defence

expenditure

as a

Similarly,

ratio to non-development expenditure

also recorded a significant decline from 55.33 per cent in 1965-
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66 to 38.06 per cent in 1987-88. Despite this, the defemnce
expenditure continues to be the largeét single component on the
Union Budget. |

The expenditure on interest payments rose from Rs.65.51
crores in 195@0-51 to Rs.11,236 crores in 1987-88,'a trend rate of
14.92 per cent per year during the period. Increasing trend of
growth rates with each decade since 1951 is & notable feature,
with the +trend growth rate.being 22.88 per cent for the period
1881-88. The increase in the amount of interest payments on
infernal debt during +this period have been rising faster than
that on external debt. The interest payments on external debt
have risen from Rs.1.58 crores in 195@-51 to Rs.961.57 crores in
1987-88 compared to a rise in interest payments on internal debt
which rose from Rs.63.93 cfores to Rs.10,274 crores during the
same period. Though as early as 1974, the draft Fifth Five Year
Plan noted that, the large and,growihg interest on public debt is
aécounted for by Lhe fact that pubilic investment is being
financed largesly, not by public saving, but by borrowings within
"the country and abroad and that the mounting public debt and a
gfowing interest liability are the inevitable consequences of
this mode of financing (13), the rise in total debt continued
unabated with the interest liability mounting over the period.

The expenditure on subsidies rose manifold from Rs.26.10
crores in 1958-51 to Rs.6,279.12 crores in 1987-88, a trend rate
.of 17.26 per cent over the period. The spurt in the expenditure
on subsidies has taken place from 1979-71 onwards. Since then
the subsidies 'have risen from Rs.84.20 crores to Rs.6,279.12
crores in 19837-88. .As a ratio to total expenditure it countinues

to be high at 8.93 per cent compared to 4.93 percent in 195@-51.
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As a ratio to the revenue expenditure a declining trend noticed
since 1984-85 continues but it still accounts for 12.9 per cent
of the revenue expenditure. The expenditure on subsidies
continues to be high despite the emphasis on curbing it made in
the Sixth and Se?enth Plan.

Thus expenditure on defence, interest payments and
subsidies constituting the lafgest chunk of total expenditure of
the Union Government needs to be controlled. The Comptroller and
Auditor General reports that, "The two main components of non-
plan expenditure namely subsidies and defence have almost become
committed expenditure and the scope for reducing them needs to be
seriously .examined” (14). The Report also mentions that the
increasing resort to market borrowihgs for financing rising
expenditure would further lead to increase in non-plan
expenditure and this practice has to be curtailed.especially when
the borrowings are not productive.

The utilization of financial resources by the Central
Government itself reveals that large amounts of funds are being
used for consumption purposes (16). The Central Goveruments
consumption expenditure has been rising at a higher rate than the
expenditure on capital formation (16). (Table 3.12).The net
savings of the Central Governments and the departmental
commercial undertakings have béen meagre since 1956-57 and since
1983-84 are not only negative but are also very high. O0Of the
consumption expenditure, wages and especlally those pertaining to
Government administration have recorded a high growth (17).The
Planning Commission has thus stressed the need for administrative
reforms which would eliminate unnecessary work and lead to

reduction in expenditure (18).
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Table 3.12

Consumption Expenditure apital Formati and Net vin f

Central Government and Departmental Commer01al Undertakings

(Rs. Crores)

Year Consumption Capital Formation Net
Expenditure Gross Net Savings
11956-57 533 262 212 123
1962-61 738 311 213 70
1978-71 2359 519 428 312
198@2-81 7772 1817 1516 -52
1981-82 9328 2522 1971 526
1982-83 12813 2806 21028 1
1983-84 12489 3356 2461 -582
1984-85 14317 4149 3189 -1633
1985-86 16699 4558 3412 -2587
1986-87 200930 5985 4631 - -3439
1937-88 24169 . 6136 4655 -5190

Source: Appendix, Table 14.

The rising expenditure unmatched by availability of
financial resources from taxalion, public enterprises and other
revenus sources have resulted in the ever rising internal debt.
The Planning Commission rightly points out the réquirement of a
long term strategy to restore balance between budgetary revenue
and expenditures to enable the public sector to finance
developmental outlay without inflation and at the same time to
pursue a sound fiscal policy in relation to +the private sector.
The first component in the long +term strategy is to reform and
strengthen the tax structure and its enforcement, so as to make
it buoyant and responsive +to growth in income. The second
element in the strategy lies in the formulation of an adegquate
expenditure policy. The +third element is the maintenance of
fiscal discipline which could be aided by +the regquirements to
pursue a non-inflationary fiscal policy.(19) The implementation

of this strategy would certainly help to curtail the ever
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increasing expenditure and the rising debt.

Conclusion

The increase in total internal debt in India during the
period before 1950-51 was mainly the result'of two world wars and
investments in public works, such as, railways and irrigation
works.

The total internal debt of the country rose at a trend
rate of 10.70 per cent per annum compared to 8.47 per cent in the
case of net total internal debt during the period 1951-88. The
rise during the period 1981-88 is much more disturbing as the
trend growth rate for total internal debt has been 18.31 per cent
and for net total internal debt it has been 23.1 per cent. Since
197¢-71, the net total internal debt has been rising at a higher
rate than the total internal debt and the gap in the trend rates
has been widening meaning thereby that additional resources are
being retained by the Central Government for its own use.

The cause of mounting internal debt is the widening gap
between the Central Government’s rising expenditure and the
lagging revenue which is being sought to be bridged by resorting
to domestic borrowings. The rising expenditure is not being used
for developmental or capital formation activities and thgs is
being used for unproductive purposes. In fact, it can be safely
concluded that since 1979-84, with the emerging deficit in the
Revenue Account of the Central Government, part of the debt is
being used +to finance revenue expenditure. The rising total
expenditure is attributed +to defence, subsidies and interest
which account for nearly fifty per cent of total expenditure.
The consumption expenditure of the Central Government and the

departmental undertakings has been higher than that on capital
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formation.

The domestic borrowings are being used as a substitute
for revenue by the Central Govérnment in the face of +the rising
expenditure unmatched by revenue receipts and and this has

resulted in the mounting internal debt and interest burden.

03
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Consumption expenditure refers to expenditure on wages and
salaries and commodities and services for current use.
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Chapter 4

COMPOSITION OF TOTAL INTERNAL DEBT

The perusal of the previous chapter reveals the rising
dependénce on domestic borrowings and the mounting total internal
debt. Total Internal debt consists of various important
components and instruments.

The study of the composition of the total internal debt
becomes essential to know the implications of +the rising
obligations. Total Internal debt consists of marketable debt and
non-mafketable debt both of which have different effects on the
monetary situation of the economy. Marketable debt, consisting
of debt which can be subscribed +to by the public -- both
institutional ds well as individual and where ownership can
change, would have different monetary implications if held by
~different categories of investors like commercial banks,
insurance companiesﬁ S5tate Govermments and individuals. On the
other hand, non-marketable debt wgere the owneréhip is specific,
monetary implications of ownership of different instruments
varies. Hence,.the composition of total internal debt assumes
importance for an analytical study of the implications of
ownership pattern.

In this Chapter, we discuss the changing composition of
total internal debt of the Central Government. : ,

Clasgification

On the basis of methods adopted to faise funds, total
internal debt, as stated above can be classified into (a)
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marketable debt and (b) non-marketable debt. Marketable debt
consists of all dated securities, normal Treasury bills, special
bearer bonds and part of compensation and other bonds. Non-
marketable debt consists of small savings, provident funds,
special securities issued to RBI, special floating and other
loans, reserve funds and deposits, insurance and pension funds
“and trusts and endowments (1).

In India, +the formal classification followed by thé
Central Government as well as the Reserve Bank of India is
slightly different (2).

We present and follow the classification of the Reserve
Bank of India (Chart - 1) +to look into the composition of Total

Internal Debt.

Chart 1
Total Internal Debt of Central Government
Internal Debt SmalL Savings Provident Funds Reserve Funds
& Other Accounts & Deposits

1. Market loans . 1. Post Office 1. State P F ‘1. Interest

2. Treasury Bills Deposits 2. Public P F bearing

3. Special 2. Post Office 3. Other 2. Non-
Floating and Certificates Accounts Interest
Other Loans : bearing

4. Compensation and

other Bonds

Special Bearer

Bonds

6. Special Securities
issued to RBI

[8a}

Composition of Total Internal Debt

The composition of tbtal internal debt has been changing
over the period. The share of internal debt in the total
internal debt of the country has declined from 7@.4(Q per cent at
the end of March 1951 to 58.15 per cent at the end of March 1988,
where as, +the share of provident funds and other accounts have
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risen from cent to 14.77 per cent and that of small

J.86 per
savings have increased from 11.73 per cent to 16.38 per cent over

+the same period (Table 4.1,Graph 4.1).The trend growth rate for

Table 4.1
Composition of Total Internal Debt
(Rs.Crores)
Year Tetal Small Provident " Reserve Funds .Total
(end -of Internal Savings Funds and and Internal
March) Debt Other Deposits Debt
Accounts
1951 2022(7T0.40) 337(11.73) 111( 3.86) 402(14.00) 2872
1961 3978(64.99) 973(15.85) 551( 9.00) 622(1@.186) ‘ 6121
1971 7665(57.3Q0) 2206(16.49) 1750(13.@8) 1757(13.13) 13378
1981 32865(63.7) 7976(16.46) 5977(12.34) ae34( 7.59) 48452
1982 35654(63.83) 9375(16.78) 1T7213(12.89) 3627( 6.49) 55859
1983 46939(65.93) 11298(15.59) 8789(12.35) 4364( 6.13) 71190
1984 5@263(62.72) 135@7(16.85) 1@368(12.94) 623( 7.49) 80141
1985 58536(6@.47) 17157(17.72) 12548(12.986) 8563( 8.85) 96804
1886 7124@(59.47) 21449(17.95) 1541@(12.99) 11563( 9.68) 119462
1987 86313(b9.02) 24725(16.99) 20233(13.81) 15007(10.26) 146248
1988 995200(568.15) 28225(16.38) 25283(14.77) 18326 (10.7a) 171134
Trend Growth Rates ;
1951-88 1@.33 11.22 13.88 9.68 10.70
1951-61 8.55 18.63 12.22 2.54 8.37
1961-71 . 6.81 - 8.28 11.65 9.16 7.87
1971-81 13.17 12.509 15.21 7.01 12.61
1981-88 16.638 18.88 20.39 25.83 18.32

Note: Figures in brackets are percentage to the Total Internal Debt.

Source: Appendix, Table 1.

internal debt, small savings,

has been higher since 1971 than in the previous two decades.

since 1980-81 the trend rate reveals a very high growth in all

the components of total internal debt, the rise being larger for

small savings, provident funds and other accounts and reserve

funds and deposits during 1981-88 as compared to trend growth for

internal debt. The analysis and discussion pertaining to

individual components follows.

68

provident funds and other accounts.

Buﬁ‘



F¥8.CROPRES.
(Thousands)

FS.CRORES.
(Thousandas)

GRAPH- 4.4

COMPOSITION OF TOTAL INTERNAL DEBT.

{1961-71)

. —
1961 10563 1966 1967 1069 1961 1963 19686 1967 1869 1971

YEARS
<O PROV.FUNDS & OT.ACS A RESFUNDS & DEPOSITS

x TATAL INTLRNAL DRRT 0O INTERNAL 0u8Y . ‘SMALL  SAVINGS

COMPOSITION OF TOTAL INTERNAL DEBT.

{1071 -68)

LOH) - qoeene .
191
Libit
Lh
140
130
120
110
100 —

80 —

o o T—ey : - . - - A : ,

1971 1973 1976 1977 1979 1081 1983 1986 1987

YEARS
< PROV.FUNDS & OT.ACS A RES.FUNDS & DEPOSITS

% ToTAaL WNTERNAL DERT O \NTERNAL BERT + SMALL SAVINGS



Internal Debt

securities issued to

Internal Debt comprises of market loans, special

Reserve

Bank of India,

compensation and

other bonds, Treasury bills and special floating and other loans.

In Table 4.2 (Graph 4.2) the components of Internal Debt are

presented. They

Matr ket

Table 4,2

Components of Internal Debt

tRs. crores}

Year farket

t.L.

Special Treas-

Coopen- Sperial

Special Internal

69

{end Loans in course Bearer ury sation Fleoating Securi- Debt
of L2 of Bands  Bills % Other % Dther ties
Harch) repayments Honds  Loans issued
ta RBI
1950 1438 7 g 354 2 219 2 2822
(G0.87) (B.2%) {12,847} {7.43) {712.41)
1%l 559 i 11086 14 214 8 3978
{41.81) (8.3 {18.87) (8.26) {4.48) {6499
1971 4318 44 - 2516 89 785 8 7463
(32.28) 1B.34) {1B.81} {B.o0) {3.27) (57.38)
1981 15049 49 g8 12851 203 1540 589 30865
(32.99) (0.1 (R.18) (26.52) (0.42) (J.18) .21 (a3, 78
1982 18461 49 & 18273 261 1536 4119 35654
{33.85) (B.89)  (L.73) {1B.39) {8.47) 12,730 {71.34) {43,83)).
1983 22232 A9 944 17431 380 1673 4218 4693%
(3123 (BB (L35 (24.49) (8,53 {2.35 (5.9 (62.72)
1984 26278 49 964 157536 A71 2183 4578 50263
{32.78) {B.04) {L.2B) {19.54) {2.39) . (272 {5.78) {60.47}
1985 38388 27 344 19452 523 2554 AbGe 38334
(31,37 8,83 (1. {20.89) (8.58) (2.40) (4.88) (58,47}
1986 35241 34 964 26814 208 3988 5187 71848
{29.58) (0.83) {B.81) (21.78) fﬂ.43) 12,580 (4.34) {59.47
1987 46759 a8 954 19874 447 4339 19847 86313
{27.871 10,83 (R.66)  {13.39) {8.32) . (2.94) (13.34) (59,82
1988 47731 48 964 25381 485 9365 19677 99520
(27.91) (8.03)  (&.356) (14.78) (8.28) {3. 13} {11.98) {58.15
Trend Growth Rates
1951-88 9.32 - 1L T2 - 8.25 - 18,33
1953141 4.38 - - 16.97 - 1.48 - 8.53
19%1-71 523 - - .50 3.64 12,45 - .81
1971-81 i2.86 - - .14 7.085 7.55 - 13.17 -
1961-88 15.88 - 9.95 25 18,38 18.95  39.44 16, 68"
- Wotes Figures in brackets are percentage to the Tatal Internal Debt
Source: Appendix, Table i.
are discussed as Ffollows —
L.oans The market loans, also called as

Rupee loansa,
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consist of three kinds of obligations, (a) Marketable debt, (b)
dated loans issued by the Government to +the Reserve Bank in
exchange for the ad hoc Treasury bills outstanding (3), and (c)
miscellaneous debts such as, the Hyderabad State Loans which were
taken over in 1957,Gold bonds, etc. |

The Rupee loans increased from Rs.1,438 crores at the end
of March 1851 to Rs.47,751 crores at the end of March 1988,
recording a trend growth of 9.32 per cent over the period. The
rate of growth of market loans has risen from 6.38 per cent for
1951-61 to 15.88 per cent for 1981-88. The rising trend is
perceptible from 1972-73 onwards and +then again further from
1978-79. This corresponds to the increased financial
rajuirements by the Government due to +the Indo-Pak War and the
two o0il shocks. However, +the share of market loans in total
internal debt has consistently been declining over the period,
signifying the rising importance of other sources of internal
borrowing. The market loans have not been popular outside the
captive market due to the low rates of interest on these
“instruments. |

Since the start of planning in our country the amount of
gross market loans raised has been rising rapidly. 1In thg
earlier years of the First Five Year Plan, repayments exceeded.
the bqrrowings mainly due to the deflationary conditions in the
economy and the bearish trends on the money and capital markets.
It was only after 1953, with the establishment of stability and
revival of confidence in the market that the Government was able
to float more loans (4). The substantial outlay envisaged in the
Second Five Year Plan necessitated increased borrowing operations

of the Government. The +technique of market borrowing was
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reoriented then, to cater to a wider range of investment
preferences and instead of a. single medium dated loan as was
usually the case in the earlier periods, multiple loans with
varying maturity patterns and rates of interests were floated.
The Gross market borrowings increased from Rs.30.34 crores in
1950-51 to Rs.2,848.50 crores in 1980-81 to Rs.7,821.90 crores in
1987-88 with the annual average rate of 16.19 per cent for the
period 1950-51 to 1987-88 (Table 4.3).
Table 4.3

Net Market Loans Raised During the Year
(Rs. Crores)

Year Gross Market Market Loans Net Market
Loans Raised Discharged Loans Raised
1 2 3= (1-2)
1950-51 30. 34 41.58 : -11.24
1960-61 181.409 199.38 72.092
197@-71 5@7.38 284 .50 222 .88
198@0-81 2848.50 269.70 2578.8¢
1981-82 3198. 309 285.40 2912.90
1982-83 4136.20 365. 50 3773.70
1883-84 4381.70 343. 4@ 4038. 50
1984-85 4583.79 488. 20 A395 . 50
1985-86 5543. 30 658. 90 4884 .40
1986-87 6350.0¢ 1050 . 50 5299.50
1987-88 7821.00 82@.91 1200 .29

Source: Appendix, Table 3

The amount of loans discharged have also been rising.
The loans discharged as a percentage of amount raised was only
9.97 per cent in 1980-81 compared to 16.54 per cent in 1986-87.
However, this ratio declined to 12.50 per cent in 1987-88. The
initiation of decline in the ratio of loans discharged to total
borrowings 1is because of the adoption and application of
appropriate debt management techniques by the Government in

relying more on long term loans since 1978-71. This is discussed
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in détail in the next chapter.

The net amount of market 1§ans raised during the year
rose'to Rs.7,000.39 crores in 1987-88 compared +to Rs.2,578.80
crores in 1980-81 and Rs.222.88 crores in 1970-71.

Treasufy Bills

Treasury bills are the most short-term issues of the
Government, generally for the period of 90 days or 91 days and

are used to acquire funds to meet short-term deficits (B),

Treasury bills are highly liquid carrying low rates of interest.

Treasury bills are of +two kinds - (a) ad hoc Treasﬁry
bills issued by the Central Government to the Reserve Bank of
India, and (b} Treasury bills sold to the public (8). The ad hoc
Treasury bills are issued +to RBI, for +the general purpose of
financing budget deficits of the Government (7). The normal
Treasury bills are intended to be primarily an investment outlet
for short term surplus funds.

In +the developed couqtries, Treasury bills play a
- significant role in the working of +the bill market and in
augmenting the financial institutions of a larger supply of short
term asseﬁs. On +the other hand, in the developing countries, -
like India, where the bill market is ﬁot adequately developed,
large amounts of Treasury bills are either held by the centrax
bank of the country or by the‘commercial banks.

The amount of Treasury bills outstanding rose froﬁ

Rs. 358 crores at the end of March 1951 +to Rs.12,851 crores at the
end of March 18981 and to Rsﬂ25,3®1 crores at the end of March
1988 (TaBle 4.2), recording an annuai trend rate of 11.72 percent
over the period 1951-88. The share of Treasury bills in the

total internal debt increased from 12.47 per cent at the end of
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March 19561 to 24.95 per cent at the end of March 1873 and
stabilised around that till 1978, when it rose to 27.63 per cent
and then again to 26.52 per cent at the end of March 1981.
However the share of Treasury bills declined to 14.78 per cent by
the end of March 1988. This decline has to be cautiously
considered as special secuiities issued to RBI (a separate
component of internal debt) since 1981 mainly consists of
Treasury bills converted into long term debt. Hence the increase
in Treasury bills after 1981 has to be considered along with the
change in special securities issued to RBI. Considered thus, the

share continues to be around 26 percent at the end of March 1988.

Special Floating and Other Loans

Special Floating and other loans refer to non-negotiable,
non-interest bearing rupee securities 1issued to International
Financial Institutions (8). They have recorded a trend growth oﬁ
8.25 percent over the period 1951-88. However, +the growth is
. much more marked since 1981. The outstanding liabilities have
increased from Rs.1,54@ crores at the end of March 1981 to
Rs.5,365 crores at the end of March 1988, a trend rate of 18.95
per cent. However, the share of these securities to total
internal debt declined from 7.63 per cent at the end of March
1951 to 2.96 per cent at the end of March 1987, but then rose

marginally to 3.13 per cent by the end of March 1983 (9).

Compensation and other bhonds and'Special Bearer Bonds

Compensation and other bonds include balances outstanding
on account of Premium Prize bonds, Interest free Prize Bonds,

Annuity Certificates, Bank {Acquisition and Transfer)

73



Compensation Bonds, Capitai Investment bonds, etc. The important
ones are briefly discuséed as follows.

‘A series of Prize bond schemes incorporating lottery
features and other incentives were introduced during April 1960-
64 to mop up small savings from the public, bdbut were not
successful (18). Capital Investment bonds introduced on June 28,
1982, +to mobilize private savings for public use carrying
iﬁterest rate of 7 per cent per annum with a 1@ year maturity had
successfuly mobilised an amount of Rs.166 crores bf the end of
March 1987. Bank (Acquisition and Transfer) Compensation Bonds,
as the name implies, refer +to +the bonds issued during the
nationalisation of commercial banks.

The amount on account of compensation and other bonds has
risen from Rs.16 crores at the end of March 1961 (Interest Free
Prize Bonds) to Rs.4905 crores at the end of March 1988, the share
in the total internal debt remaining marginal over the period.

Special ‘Bearer Bonds .scheme was introduced in 1981
basically to mop up black money so rampant in the economy. The
scheme netted Rs.964 crores against the vbudget estimate of

Rs.1,000 crores.

a avings
The small savings instruments comprise Post Office
Savings Deposits, 1-5 years Time Deposits, Cummulative and

Recurring Time Deposits, National Savings Certificates, Kisan and
Indira Vikas Patras, Social Security Certificates and other
instruments (11). Two mnew schemes, mnamely, National Savings
Scheme, 1987 and Post Office Monthly Income Scheme were

intrqduced from April 1, 1987. Amongst the Post Office

74



Deposits, the amount held by +time deposits was largest and
amongst this the largest holdings are under S5-year +time deposits
which at Rs.5,433 crores at end of March 1988 accounted for 19.39
percent of small savings. Amongst the certificates, 6-year
National Savings Certificates, VI and VII issue at for Rs.14,411
crores accounted for 51.42 per cent of small savings at end of
March 1988.

The net small savings outstanding increased from Rs.337
crores at the end of March 1951 to Rs.28,025 crores at the end of
March 1888 - recording a trend growth rate of 11.22 per cent over

the period (Table 4.4, Graph 4.3). The increase was more marked

Table 4.4
Small Savings
(Outstandings)
(Rs.crores. )
Year Small Saving Total
(end of Small
March) Deposits Certificates Savings
1941 138 (6.55) 149(5.18) 337(11.73)
1961 434 (7.29) 536(8.76) 970(15.85)
1971 1176 (8.79) 193a(7.78) 2206(16.49)
1981 6416(13.24) 156@(3.2 ) 7976(16.46)
1982 7306(13.08) 2069(3.7) 9375(16.78)
1983 8126(11.41) 2972(4.17) 11298(15.59)
1984 8941(11.186) 4566(5.78) 135@7(16.85)
1985 12114(1@.45) - 7043(7.28) 17157(17.72)
1986 11596( 9.71) 9853(8.25) 21449(17.958)
1987 113@2( 7.73) 13423(9.18) 24725(16.99)
1988 NA NA 28@25(16.33)

Note:Figures in the brackets are percentages to Total Internal
Debt. NA- Not Available.

Source: Appendix, Table 11.

period 1981-88 which recorded a trend growth rate of 13.88 per

cent. However, the share of small savings to the total internal

debt had risen from 11.73 per cent in 1951 to 16.46 per cent at

the end of March 1981 but sincé_then have marginally declined to

16.38 per cent at the end of March 1988 after having peaked at
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17.95 per cent at end of March 1986. The high rates of interest
offered.along with numerous fiscal concessions have contributed
to the popularity of the small saving instruments.

Small Savings as a source of Government borrowing is of
special significance as it taps the genuine savings of the people
and provides the Government with the much needed capital without
aggravating the inflationary situation in the economy. Hence,
the Government of India, has been pursuing a policy of promoting
small savings since the beginning of +the planning period. The
Finance Minister in his budget speech in 1953, emphasised, we
shall have to turn increasingly to the small saver for providing
the finance required for development” (12), In the 1957-58
Budget White Paper, it was stated that "the savings movement is
not merely a mechanism for governments’ ways and means, not
merely a planned measure for the fulfillhent of certain specific
needs, but it seeks +to create the habit of thrift through self
help which isbof lasting wvalue to the individual and to the
nation” (13). The Finance Minister’s budget speech in 1960 said,
"the small savings movement 1is more thén a routine device for
mobilizing resources. It has a psychological appeal in providing
an opportunity for the ordinary man and woman to participate in
the national effort for development.” (14). To make the small
savings movement popular, many new promotional measures were
initiated. They are to provide greater facilities for depositing
and withdrawing money and other incentives to the people to
invest in small savings scheme. To promote small savings
campaign more effectively the sharing of the proceeds from the
collection by the Central Government with the States was started

from the First Five Year Plan (1B). The sharing scheme was
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further liberalised over a period of +time and following the
acceptance of the recommendations of Taleyarkhan Committee, the
provisions are that two thirds of +the net small savings
collections in each state are passed on to them in the form of 25
year loans. Besides, as an incentive for mobilizing collections,
for every 5 per cent in excess of the national average of net to
gross collections, the states are entitled to receive 2.5 per
cent over and above their normal share of 2/3 of net collections.
Similarly the 2/3 of the increase 1in +the net small savings
collections in Union Territories over the net collection in the
pPrevious year goes towérds augmenting their plans. From the year
1973-74, the State Governments are entitled to an additional loan
assistance equal to 25 per cent of the amount of individual
savings collected.in excess of the target fixed for that state.
However there are numerous difficulties in mobilizing
resdurces through small savings. In developed countries also,
contribution of the small §avihgs has been small but in
underdeveloped countries the major reasons for low small savings
is the lack of ability to save (16). Other difficulties which
restrict the mobilisation of financlal resources through the
instruments of small savings is the lack of knowledge about these
instruments (17) and premature encashments and +the frequent
withdrawals (18). It is necessary to educate the small savers

in this respect through a vigorous and sustained drive.

Provident Funds and Othgg Accounts

Provident Funds consist of State Provident Funds and
Public Provident Funds (18). The State Provident Funds increased

from Rs.95 crores to Rs.5,392 crores during the period 1951-88

[ i
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recording a trend growth rate of 16.71 per cent. Though, it’s

share in the total.interﬁal debt has been varying over the period

it has generally been around 3-4 per cent.(Table 4.5, Graph 4.4)
Table 4.5

Provident Funds and Other Accounts

({Ra. crores)

Year Provident Funds Other Accounts Total
(end of of which
March) State Public Total deposits by

PG & SFx
1951 95(3.31) - 16(2.586) - 111( 3.86)
1961 289(4.72) - 262(4.28) - 551( 8.09@)
1971 841(6.29) 4(0.23) 9@5(6.76) - 17560(13.28)

1981 2456(5.07) 189(©.39) 3332(6.88) 2067 (4.27) 5977(12.34)
1982 267@(4.78) 254(0.45) 4279(7.686) 2837(5.98) 7203(12.89).
1983 30602(4.30) 360(02.51) 5369(7.54) 3676(5.16) 8789(12.35)
1984 3268(4.08) 487(©2.61) 6621(8.26) 4697(5.87) 10368(12.94)
1985 3607(3.73) 552(8.57) 8389(8.67) 5788(5.98) 12548(12.96)
1986 40@1(3.35) 628(9.53) 12781(9.02) 6375(5.34) 15410(12.909)
1987 4742(3.24) 1763(©.52) 14698(12.05) 10063(6.88) 20203(13.81)
1988 5392(3.15) 1013(¥.59) 18878(11.03) 14219(8.31) 25283(14.77)

¥ PG & SF are Provident, Gratuity and Superannuation Funds.
Note:Figures in brackets are percentages to Total Internal Debt
Source: Appendix, Table 1

The Public ?rovident Fund Schene framed under Public
Provident Fund Act, 1968 for the benefit of the generai public
with the objective to attract voluntary savings, mainly, from the
self employed people, is operated by State Bank of India and its
subsidiaries. Depbsits under the scheme qualify for tax rebate
admissible of approved savings. The Public Provident Funds have
gradually risen from Rs.l1 crore at the end of March 1969 té
Rs.1,813 cores at +the end of March 1988 (Table 3.5). Thé:
Provident Fund schemes have low rates of interest along with
some fiscal concessions and ;have not been popular with the

investors.
The other Accounts refer +to the funds in the Trust and
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Endéwment Accounts, Insurance and Pension Funds and Special
Deposits and Accounts (29). The debt under this group has
increased at +the highest rate with the amount outstanding rising
from Rs.16 crores to Rs.18,878 crores over the period 1951-88 and
the share in the total internal debt rising from a meagre @.56
per cent in 1951 to 11.03 per cent by the ené of March 1388. The
major increase presently, is due to the special deposits by
Provident, Gratuity and Superannuation funds which represents the
deposits on non-Govermment Provident Fund schemes started in
1975. These deposits recorded a consistent rise from Rs.95.47
crores at the end of March 1976 to Rs.14,218.81 crores at the end
of March 1988. Earlier, investments of deposits of US
Government’s counterpart funds amounting to Rs.240 crores at the
end of March 1961 and Rs.627 crores at the end of March 1873 were
responsible for the high growth. These were repaid during 1973-

74 .

Reserve Funds and Deposits

h

Reserve Funds and Deposits include reserve funds and
deposits bearing and not bearing interest (21). The reserve
funds and deposits bearing interest declined from Rs.261 crores
at the end of March 1951 +to Rs.133 crores by end of March 19569
but since then have risen to Rs.10,978 crores at the end of March
1988. (Table 4.6, Graph 4.5). Their share to total internal debt
however declined from 9.49 per cent in 1951 +to 1.8 per cent in
1968 but since then has been rising and accounted for 7.29
percent by»1986. The share has however been declining over the
last two years (R22). . ' ,

The share of non-interest bearing reserve funds and
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Table 4.6

Reserve Funds and Deposits

(Rs. crores)

i

Year - Interest bearing Non-interest bearing Total
(end of

March)

1951 261(9.99) 141( 4.91) 402(14.92)
1961 142(2.32) 480( 7.84) 622(12.16)
1971 267(2.99) ' 1490(11.14) ©1757(13.13)
1981 1832(3.78) 1822( 3.72) 3634( 7.59)
1982 19@5(3.41) 1722( 3.28) 3627( 6.49)
1983 2464(3.46) 1920( 2.67) 4364( 6.13)
1984 4274(5.33) 1731( 2.186) 6@A3( 7.49)
1985 . B6198(6.4@) 2365( 2.44) 8563( 8.85)
1986 8704(7.29) 2859( 2.39) 11563( 9.68)
1987 9854(6.74) 5153( 3.562) 15087 (19.26)
1988 12978(6.41) 7328( 4.28) 18306 (12.7@)

Note: Figures in brackets are percentage to Total Internal Debt
Source: Appendix Table 1 -

deposits (23) to Total Internal Debt has been varying over time
with thé share rising from 4.91 per cent in 1951 to over 1@ per
cent by 1963 and over 12 per cent by 1974 but since then the
share was conéistently declining till 1984.1t has shown an upward

trend since 1986.

Conclusion

The rise in the total internal debt has been contributed
by all the components though the shares of all the consistently
major components have undergone changes. The share of internal
debt to total internal debt has steadily declined from 70.4 at;
end of March 1951 +to §8.15 per cent at end of March 1988.
However the trend growth 1in Treasury bills has been the largest
for the overall period 1951-88 with its share to total internal
debt increasing from 12.47 per cent to 14.78 per cent over the
period. Over the same period the share of market loans has
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declined from 50.07 per cent to 27.91 per cent but the share of
Treausry bills has increased from 12.47 per cent to 14.78 per
cent. The share of special securities issued to RBI since 1981
has risen to 11.50 per cent in 1988. The consistently high
dependence on Treasury bills and conversion of these into long
term securities reflects, that these are no more being used as
means of short term finance but have come to be used as means of
permanent finance.

The share of small savings to total internal debt has
risen over +the period but over the last two years a perceptible
decline was witnessed. omall savings being genuine savingsbof
the people, a declining +trend can be considered bad for the
monetary stability in the country. The share of provident funds
and other accounts have risen from 3.86 per cent to 14.77 per
cent over the period 1951-88 whereas the share of reserve funds
and deposits have recorded an overall decline though they
recorded the fastest trend rate over the period 1981-38.

Thus in the compositioa pattern that emerges, those
companoents  which do not  have any interest element like non-
interest bearihg reserves and deposits and special floating and
other loans have declined as a ratio to total intermnal debt.
Other instruments like provident funds which have a lower rate of
interest have generally maintained their share. The share of
markeﬁ loans has declined as these have mnot gained popularity
with the public but the small savings instruments which enjoys
fiscal incentives have increased over the period.

The implications of the changing structure of the total

Internal debt is discussed in the next chapter.
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Notes and References

Reserve Bank of India: Report of the Committee to Review the
Working of the Monetary System, (Bombay, 1985), p.19.

According to the classification followed by the Central
Government as well as the Reserve Bank of India, the Central
Governments securities, Treasury bills and other Rupee loans
forming part of other obligations are clubbed together and
referred +to as internal debt. The Central Government clubs
provident funds and other accounts along with small savings
to derive data for Other Liabilities whereas reserve funds
and deposits are considered separately as Other Accounts.
The Reserve Bank of India considers small savings, provident
funds and other accounts and reserve funds and deposits
separately. The Central Government as well as Reserve Bank
of India refer to small savings, provident funds and other
accounts and reserve funds and deposits as obligations of the
Central Government and club it along with internal debt to
derive the figure of Total Internal Obligations. It is this
Total Internal Obligations which we consider and refer to as
Total Internal Debt. :

This refers to the funding operations amounting to Rs.1,92b
crores till end March 1981.

Dalava, C., The Internal Debt of the Govermment of India,
(Bombay, 1966),p.23.

Velayudhan, T.K., Treasury Billg in India, (New Delhi,
1986), p.6.

Public constitutes all investors other than RBI.

Velayudhan, T.K., Treasury Bills in India, op.cit., p.59.

These are, International Monetary Fund, World Bank,
International Development Association, International Fund for
Agricultural Development, African Development Fund Bank and
Asian Development Bank. )
This marginal rise in 1987-88 was due to the sum of
Rs.1,8023.33 crores paid by India to IMF as a result of
revaluation of Funds holdings of Indian currency as
on April 3¢, 1987. This was necessitated under the
‘Maintenance of Value’ provision of the Funds Article
of Agreement, under which the value of the currencies
of members held in the general Resources Account is to
be maintained in terms of Special Drawing Rights.

The Prize Bond Scheme introduced in April 1968, with
lottery features was discontinued with effect from
July 1,1962 due to non-response. A similar scheme,
Premium Prize bond scheme, with more attractive
terms and with interest was introduced from
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12.
13.

14.

15.

16.

17.

18,

January 1, 1963. However, this scheme continued

during 1964-65 along with a new series of bonds

called Premium Prize Bonds, 1964. None of these

Prize Bonds schemes were successful and finally

the new scheme was also discontinued from December 31, 1964.

The other instruments include Treasury Savings Deposit
Certificates, National Plan Certificates, National Plan
Savings Certificates, Defence Deposit Certificates, National
Defence Certificates, and National Development Bonds. The
details of these certificates are given in the Appendix,
Tables 9 and 18.

Government of India, Indian Finance, Budget Supplement,
(March 4, 1953), p.3.

Quoted in Eastern Economist, Budget Number, (March 22,
1957), p.5. '

Government of India, Lok Sabha Debates, 1969, Vol.39.
quoted in Barman, K., India’s Public Debt and Policy since

Independence, (Allahabad, 1978), p.122.

“It has been agreed to recently that proceeds from
small savings collected in excess of the present
level of Rs. 44 .50 crores will be retained by the
state responsible for raising them, the amount thus
retained being treated as loans from the Centre.
This arrangement is designed to promote the small
savings campaign more effectively by helping the
State Government to link up small savings with
schemes of local development in which the people are
directly interested."” Government of India: First Five
Year Plan,p.24.

Barman, K., India’s Public Debt and Policy since

Independence, op.cit., p.101.

A NCAER study found that nearly 72 per cent of urban
households in 1968 had no knowledge whatsoever of the
National Savings Certificates which are being used by the
Government to mobilise househiold Savings.

Mishra, P.K., Public Debt and Economic Development in India,
{Lucknow, 1985), p.93.

The main obstacle to the realisation of the full
potentialities of the small savings movement is the premature
encashments and the frequent withdrawals which defeat the
very purpose and deny the investor or his family the tax
benefits by breaking the continuity of investment.See,
Reserve Bank of India, 'Absorption and Pattern

of Ownership of Government Debt in India’_Regserve Bank of
India Bulletin, February,1964,p.139.




19.

20.

22.

23.

5tate Provident Funds consist of Civil Defence, Railways and
Other Provident Funds. The Civil Provident Funds consgist of
General P.F, contributory PF's, ICS P.F’s and All India
Services PF. The Defence Provident Funds include Defence
Savings P F, Defence Service Officers, Personnel P F and
Indian Ordinance Factories Workmen P F. The other Provident
Funds refer to workmen’s contributory Provident Funds,
Contributory Provident Pension Fund and other Miscellaneous
P.F's.

The Trust and Endowment Funds includes Hyderabad Endowment
Fund. The Insurance and Pension Funds includes Postal and
Life Annuity Fund, Family Pension Fund, Other Insurance and
Pension Funds, Central Government Employees Group Insurance
Scheme, UT Employees Group Insurance Schemes, etc. Special
Deposits and other Accounts comprise of Special Securities
issued to Foreign government under bilateral trade
agreements, Special Securities issued to Rural
Electrification Corporation, Special deposits by Provident
Superannuation and Gratuity Funds, Special Drawing Rights at
IMF, Income-Tax Annuity Deposits, Compulsory Deposits,
deposits by UTI, LIC, GIC and its subsidiaries, deposits by
IDBI, NABARD, Special securities to Nationalised Banks and
National Deposit Scheme. '

Reserve Funds and deposits came to be included as a part of
total internal debt of the Government of India in 1965-66.
The figures for the purpose of this study have been computed
from Finance Accounts, Government of India.

The Reserve Funds bearing interest are Depreciation Funds of
Railways, Commercial and Non-commercial departmental
undertakings, Revenue Reserve Fund, and Development Funds of
Railways and Post and Telegraphs, General and other Reserve
Funds like Railway Pension Fund, Staff benefit funds.
Railways Accident Compensation Fund, Safety and Passenger
Amenities Fund, Contingency Reserve Fund (electricity) and
General Insurance Fund. The Deposits bearing Interest are
the Security deposits, Railway deposits, National Defence
Fund, deposits of shipping development, fund, deposits of
government companies and corporations, own your telephone
exchange deposits, telephone application deposits etc.

The Non-Interest bearing Reserve Funds include Famine Relief
Fund, Central Road Fund, Development Funds far Education
Medical and Public Health Agriculture and Industry purposes,
Mining areas development Funds, Special Developmént Funds,
Railway Reserve Funds, Railway Safety Works Funds, Food
grains Reserve Funds, ete. The non-interest bearing
deposits are Revenue Deposits, Securities deposits, Court
deposits, deposits of police funds, Forest deposits, deposits
under Central and State Acts, Liquidation accounts of
companies, provident societies, deposits of educational
institutions, unclaimed deposits of General Provident

Funds, Provident Funds, Savings Banks, etc.

84



Chapter 5

OWNERSHIP AND MATURITY PATTERN OF TOTAL INTERNAL DEBT:
TRENDS AND IMPLICATIONS

The source of Governments borrowing ié more important,
for the economy than even the magnitude.of borrowing. The impact
of the Government borrowings on the monetary situation depends on
who owns the debt and whether +the Government’s securities are
used for credit expansion leading to an increase in the supply of
money in the economy. In this chapter we look into the ownership
and maturity pattern of debt and discuss the implications of such

pattern. In the next chapter we.present the empirical findings.
Ownership Pattern of Total Internal Debt: Trends an icatio

In debt management the source of Government borrowing is
more 1important than even +the magnitude of borrowing. The
Government may borrow from all sources for fiscal adequacy but
different sources of borrowing have different kinds of effects
not only on the economic conditions in general but also on the
pracess of mobillisation of resources itself. The inflationary
potential of debt depends, among other things, on who owns, how
muchband what kinds of Government debt and whether the Government
securities are used for the creation of credit money resulting in
an increase in the supply of money in the economy. According to
Abbot, "The form and the character of the pattern of ownership of
- debt at any time are not accidental. In an overall sense, the

pattern of ownership is, on the one hand, end product of debt
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management and on the other, a fundamental part of the frame of

reference within which debt management poelicies must be
formulated™ {1}, The pattern of ownership of debt in India
shows a steady institutionalisation of Government debt. It may

be pointed out here that much of the success of internal
borrowing programme was due to the expansion of the captive
market. This market consists of Life Insurance Corporation of
India, State Bank of India and its subsidiaries, Nationalised

Banks, Provident Funds, Commercial Banks, etc.(they have to hold

a minimum amount of Government securities), Industrial Finance
Corporation, State Finance Corporation, State Governments and
Reserve Bank of India. However, it may not be. possible to

determine +the extent of captivity as these holders might have
held Government securities even without the imposition of
regulations by the Government. The captive market has generally
contributed 65 per cent of total internal debt since 195@-51.

The debt held by the captive market helps in the
successful operation of the fiscal énd the-monetary policy as it
not only constitutes a stable source of demand for Government
securities but also is expected to follow the direction provided
by the Government as well as the monetary authority. They would
always be guided by the social purpose and would always reflect
the policies of the Reserve Bank in c¢hecking the inflationary

pressures. ' Seshadri points out that, a captive market is
unavoidable at a certain stage in the history of a developing
country” (2). The extent of ‘the captive market prevailing in

India can be partially assessed by the extent of total internal

debt held by the Government and the nationalised institutions.

(3).
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Govermnment and Nationalised Institutions Held Total Internal Debt

An attempt has been made to estimate the amount of Total
internal debt which 1is held by the Govermment directly and
indirectly, that 1is, held on its owﬁ account and held by the
various other nationalised institutions (4). It may be defined
as that debt which is held by the Central and State Governments,
RBI (on its own accounts and other accounts), Nationalisedeanks,
Insurance Companies after nationalisation, IFSFC and 1local
Authorities. The debt held by others +than the above mentioned
institutions is being referred +to here as debt held by the
public. On the basis of the above classification, the data have
been classified and presented in Table 5.1.

Table 5.1

tovernaent and Nationalised Institutions held Total Internal Debt
{Rs. crores}

Near Boverngent RE! Nationalised Total Tatal
lead * Banks Insurance Internal
of Companies Debit
Harch )

1 2 3 ' 4 ] )
1424744
1951 8G2(2%.47) 879(23.84) 1280 4,310 - 16535157.621 2872

1941 1639126.78)  1621126.48) 14650 2,780 244(3.99) 3499(59.951 &121
1971 2991M22.36)  37@4427.6%) 730 5.46) ABI3.631  TRIR(G9.12) 13378

1981 &617(13.66) 14207(33.62) £322(13.85) 17B5{3.48) J1011(44.08) 48452
1982 R607{15.41) 19209(34.39) 7133012.77) 2B12(3,6@) 34961 (ba. 17} 55859
1983 BI38{11,431 26349(357.15) 7970111.28) 2864(3.84) 45021463.24) 71190
1984 9910412.37) DT7R6G(35.78) BYIGOIL. 151 2991(3.73) 48844(60.95} 80141
1993 12339012.75) 33459434.56) 1R3AB(10.90) 3478(3.58) S9B11(61.79) 946804
1986 17@D3{14.23) 39859{33.37) 13909011.64) AR22(3.37} 74793{62.61)119462
1987 21812{14.4%) 4B831(35.40) 1B319(12.661 A661(3.19) 93443143.89) 146248

Note: Figures in brackets are percentages to Total Iaternal Debt.
Source: Appendix,Tables 1,5 aad &.

The trend growth rate of the total internal debt held by
the Government and the nationalised institutions has been higher
than the trend growth rate of the debt held by the public over
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the period 1951-87. The share of Total internal debt held within
the Govermment and its nationalised institutions has risen from
57.62 per cent (Rs.1,655 crores) at the end of March 1951 to
63.89 percént (RS.93,443>crores) at the end of March 1937. The
debt held by the Govermnment itself has declined over the period
to nearly half of its holdings at the end of March 1951 whereas
the shares of RBI’s holdings and that of commercial banks have
risen. This 1is because the Government has succeeded in
institutionalisation of debt. The share of nationalised
insurance companies have however remained stable. The debt held
by the Government itself can be called as a book adjustment debt
- a debt in the accounting sense. However, from the point of
view of <cost of servicing debt such debt can be considered as
fiction. However, the monetary implications of debt held by
wother different institutions is different on the economy, which
neads careful invgstigation.

The share of public held debt has deélined'from_42.38 per
ceﬁt (Rs.1,217 croresj at the end of March 1951 to 36.11 per cent
(Rs.52,805 crores) at the end of March 1987. This decline
reflects the investment preferences of the public towards small
savings instruments, provident  funds and other instrumen@s‘of
Government borrowings despite emphasis laid on mobilizing sméll
savings and concessions in the form of dincentives granted on
thése.

To study the implications of the varied ownership pattern
of total internal debt, we consider separately each holder of the
debt and analyse its implications.

Reserve Bank of India and Holdings of Government Securities

The Reserve Bank of India invests in Government
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securities both on its own account and on account of others which
include Administrator’s Safe Custody Deposit Account andvaperial
Bank of India’s Share Capital Compensation Account (5). The
Reserve Bank of 1India holds both Government secufities and
Treasury bills. The inflationary impact on the economy of
Government borrowing from the Reserve Bank depends on the total
amount of both the Government securities and'Treasury bills held.
by it. The conditions prevailing in the Indian money market
justify +the large scale buying of Government securities by
Reserve Bank and then selliné them to the public later. This
results in large scale holdings of Govermnment Securities by the
Reserve Bank of India at any point of time (8).

The holdings of Government securities and Treasury bills
by RBI increased from Rs.679 crores at the end of March 1951 to
Rs.48,851 crores at the end of March 1987 (Table 5.2).The secular

Table §.2

L]
ki

RBI’s Holdings of Govermnment Securities
(Rs.Crores)

Year Central Treasury( Special Total

(end of Government Bills Securities

March) Securities ' Issued to

- RBI

1951 A4 (14.027) 275( 9.57) - 6739(23.64)
1961 735(12.21) 886(14.47) - 1621(26.48)
1971 1486(11.11) 2218(16.58) - 3724 (27.69)
1981 3858( 7.96) 11844(24.45) 585( 1.21) 16987(33.62)
1982 5144 ( 9.21) 9955(17.82) 4110( 7.368) 19209(34.39)
1983 6334( 8.89) 159@5(22.34) 421@( 5.91) 26449(37.15)
1984 T791( 9.72) 14647(18.28) 457@( 5.7@) 272@08(33.7@)
1985 9819(1@.192) 18985(19.61) 4650( 4.80) 33454(34.586)
1986 10423 ( 8.72) 24249(20.30) 5187( 4.34) 39859(28.60)
1987 12423( 7.12) 18561(12.69)19867(13.58) 48851(33.4&)

Note: Figures in brackets are percentages to the Total Internal
Debt.
Source: Appendix, Tables & and 6.

trend shows a decline in the share of dated securities whereas

a9



the share of Treasury bills in the holdings of RBI to total
internal debt rose from 9.57 per cent at the end of March 1951 to
24.44 per cent at the end of March 1981 and since then has been
declining. The decline has simultaneously to be consldered along
with special seturities issued +to RBI which consists mainly of
Treasury bills converted into dated securities the share of which
has risen from 1.81 percent at the end of March 1981 to 13.58
percent at the end of March 1987.

The holdings of Treasury bills include a large amount of
ad hoc Treasury bills, reflecting the rising dependence on the
monetary authority by the Government in mobilising financial
resources. (Table 5.3).As ad hoc Treasury bills can only be held
by the Reserve Bank of India they lead to the increase in the
high power money.The normal  Treasury bills can be sold in the,
market to the other investors but generally are rediscounted with
the RBI very soon and hepce are held by RBI till maturity.

able 6.3

Treasury Bills Outstanding

(Rs. Crores)

} Year _ Treasury Bills Oustandings '
(end of s :
March) Ad hoc Normal Total '
1957 836 - 836
1960 1271 27 1298 ..
1971 2429 87 2516 '
1981 936 11914 12852
1986 10280 15734 26014
1987 13645 - 6231 19876

Source: Finance Accounts, Government of India.

The increasing reliance 6n Reserve Bank credit through thé

, . !

Government securities leads to increase in reserve money ‘through
net " RBI Credit to Government (Table 5.4, Graph 5.1). The

increase in net RBI credit increases reserve money (7) and
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thereby money supply which is a certain multiple of the increase

Table 5.4

Reserve Money and Net RB]I Credit to Government

(Rs.Crores. )

Year Government Net RBI Reserve Money
(end of Securities credit to Money Supply
March) with RBI Central
Government
1951 679 - 1489 2287
1961 1621 - 2232 ' 3964
1971 3704 3569 4814 12948
1981 16287 14644 18788 55358
1982 1392@9 17764 20463 62426
1983 26449 22062 2311@ 72868
1984 27008 25385 28824 85899
1885 33454 28020 31477 121957
1986 39859 38920 37858 118338
1987 48851 45513 44813 140633

Source: Appendix, Table 15.

in reserve money (8). The following equation specifies the
relation between money supply, reserve money and the money
multiplier.

M = m.RM.

where, ‘M’ 1is the money supply in nominal'terms, ‘m’ is
the money multiplier and ‘RM’ is the reserve money.

The value of the money multiplier depends on the currency
deposit ratio and factors detefmining the cash reserves of the
banks. (9)

The increase in reserve money leads to increase in the
money supply which may further fuel inflation. Though the
precise relationship between moﬁey and prices has been an area of
controversy the interactibn isf genefally summarised in the form
of the following equation-

M/P = f(Yr,1i)
where, * M’ is nominal money held by the public, ‘P’ the
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price level, ‘Yr’' 1s real income, and ‘1’ is interest rate. This
demand function for money can be re-stated as a price equation
and can be formulated as follows, on the assumption that the
demand for money is not significantly influegced by +the rate of
interest, '
Log P = « - B Log Yr + <t Log M

According to this formulation, an increase in real output

depresses the price level and an increase in moeny supply raises

the price level (10). The regression eguation estimated on the

log variables for the period, 1951-87 is as follows:

P = 1.060 + @.8120M - @.347 Y R-2 = @.987
(9.932) (-1.56) DW = 1.565
: F = 1370

where, P=WPI,M=Mi and Y=NNP at factor cost at constant prices.
Given the relationship, control of +the price level would
require a control over reserve money and hence net RBI credit to
Government. This 1is +the 1link between RBI’s holdings of
- Government securities and money supply and price level. In other
words ,maintaining monetary stability would require control of
fiscal deficit or else change in the battern of ownership of debt
whereby Government dependence on RBI @ for 1its c¢redit needs is
reduced.

It is pértinent to point out two things here. Firstly, if
net RBI cfedit to Government which includes Government securities
as wel1 as Treasury bills has implications bn reserve money and
monef supply, then this 1is not fundamentally diffefent from
‘deficit financing’. This has also been suggested by the
Chakra?arty Committee which.obﬁerves, "The Budgetary deficit as
defined at present does mnot reveal +the full extent of the

Government’s reliance on Reserve Bank Credit. A sizeable portion

0
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of new issues of Government securities is taken up by the Reserve
Bank in the absence of adeqﬁate response from the public and the
financial institutions including banks. The effects of the
resultant increase in reserve money are no different than what
would be the case if Reserve Bank credit was obtained against
sale of Treasury bills. The latter would however make an
important difference to the Budgetary deficit. In these
circumstances, the exclusion of additions to Reserve Bank’s
holdings of dated securities from +the measure of budgetary
deficit, as currently defined, severely understates the monetary
impact of fiscal operations. A suitable modification in the
definition of the budgetary deficit, therefore, appears to be
warranted. .. .. An unambiguous and economically meaningful measure
of the monetary impact of fiscal operations is provided by the
change in Reserve Bank Credit to Government." (11). Secondly,
given the ownership pattern of Government securities and Treasury
bills +the funding operations done by the Government, whereby
Treasury bills are converted into 1long dated securities would
seem to make no difference in the amount of RBI credit to
Govermnment and therefore on reserve money and money supply. The
value of such Treasury bills funded since July 1958 to end March
1981 was Rs.1,925 crores. In addition, Treasury bills converted
ﬁo dated securities amounted to Rs.19,65@ crores at end of March

1987.

Implications of Bank held Total Internal Debt.

The share of holdings ofuCentral Government’s securities

and Treasury bills by banks (other than RB1) (12) as a percentage
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of total internal debt has marginally increased from 12.73 per
cent at the end of March 1951 to 13.82 per cent at end of March
1987. (Table 5.5 . The high holdings as well as changes in the
holdings by the banks reflects thé changes made 1in-statutory
liquidity ratio requirements.

The high holdings of +the Dbanking sector 1is for two
reasons. Firstly, in +the absence of a developed bill market,
banks go in for Govermment securities which serve as liquid and
income yielding assets. Government securities serve as a safe
investment outlet for banks and with the recent rising trend in
the interest rates on Government securities, profitable as well.
Secondly, by legislation, commercial banks are required to keep a
portion of their deposits in the form of cash, gold and other
approved securities as prescribed from time to time, under the
reserve requirements.

Table 5.5

Bank held Total Internal Debt

(Rs.crores)

{
Government Securities

Year Nationa- Other Treasury Total of Total
(end of -lised Banks Bills Banks hicld Debt |
March) Banks _ - Debt

1951 124(4.32) 233(8.11) 1@(2.35) 367(12.78) 2872
1961 165(2.70) 284(4.64) 26(2.43) 475( 7.786) 6121
1371 730(5.46) 146(1.09)  40(02.30) 916 (6.85H) 13378

1981 6322(13.©5) 521(1.48) 521(1.908) 7T7364(15.20) 48452 i
1982 7133(12.77) 758(1.36) 151(92.27) 8042(14.40) 55859
1983 7979(11.20) T34(1.23) 1155(1.62) 9859(13.85) 71199
1984 8935(11.15) 797(©.99) 938(1.17) 12672(13.31) 80141
1985 1@5648(10.92) 98@(1.81) 298(2.31) 11826(12.22) 96804
1986 139€9(11.64) 1235(1.43) 46(2.24) 15190(12.72) 119462
1987 18519(12.66) 1675(1.15) | 16(@2.21) 202124(13.82) 146248

Note: Figures in brackets are percentage to Total Internal Debt
Source: Appendix,Tables 5 and 6.

The implications of +the debt held by the banks (other
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than RBI) 1is controversial. In India, the use of statutory
reserve requirements are made on the presumption that borrowing
by the Govermnment from +the banking sector would result in a
decrease in the liquidity of banks and would therefore tend to
reduce bank’'s lending to the private sector. Thus, it would help
in mopping up the available additional liquidity prevalent in the
banking sector of the country. Gupta also opines, " Increase in
banks creait to the Government sector leaves M (money supply) aé
well as bank’s total credit ‘more or less’ unchanged. It simply
reallocates bank’s credit in favour of the Government at the cost
of the commercial sector." (13). Mishra points out that so far
as the Govermnment borrowing from the commercial banks 1is at the
expense of bank loans and advances to other parties, there is no
inflationary effect (14). Krishnaswamy also suggests that ,
"Government borrowing from the commercial banking system on a
long term basis is considered to be a non-inflationary source of
finance for the plans on the argument that ultimately it amounts
to absorption of the saving of households via +the financial
institutions."(156). On the other hand, it is argued that as

banks can borrow cash from RBI asgainst Government securities

or through discount of Treasury bills and thus if the ratio of
Government securities in the asset portfolio of commercial banks
goes up, the banks would oper%te on a lower cash reserve ratio.
This would increase the money supply though reserve money would
not be affected (18). Patnaik also holds a similar view and
argues that, "the creation of liquid assets’ for banks (cash plus
securities) primarily by the budget. deficit (inclusive of ‘market
borrowing’ from banks) increases the potential credit capacity of

banks and hence potential money supply through a credit



multiplier whose value is the reciprocal of the sum of CRR and
SLR." (17). |

However, with the ~requirements of SLR and 1limits to
refinance made available by the Reserve Bank, increase in the
cash balances of banks by the use of gilt-edged securities for
discounting or Dborrowing by using them as collateral may not be
possible. In addition, +the . nationalised banks would not
aggravaée inflationary pressures in the economy when the official
policy would consider it undesirable. Instead the banks can be
expected to reduce lending and add to their portfolios of
Government securities, whenever the Govermment 1is anxious to
initiate a disinflationary trend in economy 7(18). Our own
empirical results, presented-in the next chapter, show that the

bank holdings of Government securities have no perceptible impact

on money supply and hence the price level.

Internal Debt hel thers

The Government’s securities are also held by Insurance
Companies, Provident Funds, Local Authorities, non-residents,
financial corporations and semi-Govermment bodies like municipal
corporations and port trust funds, etc. Amongst these, the
largest subscriber to Government securities are insurance
companies especially Life Insurance Corporation of India. &

The holding of securities by LIC are statutorily fixed by
the Government (19). It has to follow an investment pattern
whereby 75 per cent of its controlled Fund is invested in Gantresl
and State Government securities (not less +than 58 per cent) and

socially oriented sectors including Public Sector, Cooperative
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Sector, House Building, etc. The amount of investment by LIC in
Government securities has increased from Rs.113 crores at the end
of March 1951 to Rs.4,661 crores at the end of March 1987.

Similarly, the investment pattern of Employées Provident
Funds is statutorily regulated by the Government, whereby not
less than 5@ per cent of funds have to be invested in Central and
State Government Securities or securities where the Central and
Staté Governments have fully and uncénditionally guaranteed the
principal and interest thereon. Of the remainder, not less than
30 ber cent has to Dbe invested in 7-year National Savings
Certificates or Post Office Time Deposits and not more than 20
per cent in Special. Deposit Scheme of Central Government.
According to the limited data available on investment by
provideht funds in Government securities , the investment has
risen from Rs.110 crores in 1956-57 to Rs.2,60@8 crores in 1981-
82.

Investments by LIC and provident funds in Government
sgcurities represent the saving pattern of the household sector.
These contractual savings are better than other forms of savings
as they create a definite obligation on the part of the savers to
set aside regularly a certain portion of income which would
otherwise be consumed.

The subscription by other investors 1is negligible.
Regarding individuals, their contribution is very small. They
held .87 percent of total internal debt at end of March 1951.
Dince then, their share has been declining and at end of Mafch,
1882 for which data is available, it was negligible. Seshadri
remarks that, "individual investment in gilt-edged securities is

negligible -- and is not very considerable in other countries
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either.” (2@).

It is generally observed in the less developed countries,
that non-bank sectors tend +to hold only a small part of their
assets in liquid form and these also principally in a monetary
form. Thus, the market for financial assets 1is limited and the
Government finances 1itself, mainly by recourse to the banking
system. For these countries, the holdings of the Government debt
by the non-banking sector :are a small part of total outstanding
debt. In the developed countries, Governments have been able to
finance themselves . from large savings of the non-bank investors
and have been able to increase their debt without recéurse to the
banking system (21).

They represent the genuine savings of the people and are
hence indirect” investments by the public in Government
securities. As they mop up available surplus funds in the
economy their impact on the price level should be deflationary.
But +the holdings of Government securities by these groups of
investors is so small that the ,impact on the price level would
not be- even perceptible and . so they can be considered to be

neutral to the money supply and price level.

Implication of Small Savings and Provident Funds

Small savings which are an important constituent of total
internal debt mobilise genuine finaﬁcial'savings of the people
and is considered to have a dampening effect on inflationary
situation. Sreekantaradhya suggests, "In order to minimise the
inflationary dangers of growing public debt, the share\ of non-

market debt in the total debt should rise. Small savings schemes
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play a crucial role in this regard."” (22). If +the growth of
Government debt should not have inflationary effect, the small
savings scheme must attract more and more funds from the genuine
savings of the people. If people save, the task of restraining
consumption by taxation and other measures becomes easier.
Further, as pointed out in the Memorandum of Evidence of H.M.
Treasury submitted to the Radcliffe Committee, "If they (people)
can be encouraged to lend their savings direct to the Government,
as opposed to depositing them in banks or purchasing private
securities of one kind or another, the task of restraining
expenditure financed from credit (the lack of monetary policy in
the strict sense) is also made easier (23). Thus, theoretically
the mobilisation of financial resources through small savings and
Provident Funds should have a negative relation to the price
level and hence they should be encouraged. However, if Government
horrowings activate idle balancas then to that extent the income
stream is expected to rise and lead to increase the inflationary

trend.

‘Implications of Maturity Pattern of Total Internal Debt

The maturity pattern of the debt has important
implications for monetary stability as lengthening of the
maturity structure tends to shift the ownership of +the debt from
those who hold Government securities as a money substitute to
genuine investors. The debt is held by the investors in various
maturity groups viz. short term, medium term and long term.
Investing institutions prefer maturity groups in accordance with

their investment policy which is determined partly by the
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structure of their liabilities and partly by repayment of loans
and new issues. In general, commercial banks prefer a maturity-
mix consisting of short and medium whereas insurance companies
and Provident Fund organisations prefer long to very long
maturity periods.

The monetary impact of ﬁhe rising public debt depends on
the manner in which the maturity composition of the outstanding
debt is arranged. In a developing economy which 1s prone to
inflation, & preponderance of short and medium term is
undesirable on account of the monetisation of the debt. Treasury
bills which are the most important component of short term debt
are neay money securities. They possess a high degree of
moneyness and. consequently add to  liquidity in  the economy
leading to monetary instability. The ratio of Treasury bills to
total internal debt increased from 12.47 per cent at end of March
1951 to 26.5Z2 per cent at end of March 1981 and then declined to

14.78 percent at end of March 1987 (Table 5.6) whereas the share

{Rs. crores.)}

Year Treasury bills Market Total Internal
(end of Loans Debt

Marcl)
19561 368(12.47) 1438(58.07) 2872
1961 1126(18.07) 2571(42.03) 6121
1971 2516(18.81) 4385(32.78) 13378
1981 12851(26.52) 15666(32.33) 48452
1982 10273(18.38) 183579(33.26) 55857
1983 17431(24.49) 22359(31.41) 71190
1984 16756(19.66) 26389(32.93) 80141
1985 19452 (20.124) 32497 (31.50) 96804
1986 26014(21.78) 35304 (29.55) 119462 -
1987 19876(13.59) 40053(27.39) 146248
1988 256321(14.78) 47769(27.91) 171134

Note:Figures in brackets are percentages to Total Internal Deb
Source: Appendix, Table 1. '
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of market loans has declined from 590.97 percent at end of March
1951 to 32.33 percent at end of March 1981 to 27.91 percent at end
of March 1983.

Treasury bills are used for the purpose of monetisation of
holdings as revealed from +the Table 5.7. The Treasury bills are
bought during the year by banks, State Governments and other
institutions bﬁt are scon rediscounted with the Reserve Bank
raising the holdings of Treasury bills by the Reserve Bank.

Table 5.7

Sales and Qutstanding of Treasury Bills

_(Peréentages)

Sales Cutstanding
Year (during the vear) (end of March)

RBI Banks State Others RBI Banks State Others

- Govt. Govt.
19792-71 85.88 2.92 8.99 2.22 96. 39 2.64 1.156 1.83
1975-76 T74.93 15.63 8.08 1.36 87.71 7.48 4.04 2.76
198-81 18.54 69.55 9.33 2.58 92.16 4.256 3.38 0.40
1985-86 39.71 5P.5Q 7.95 1.84 93.22 2.18 5.84 Q.77
1986-87 61.59 27.90 1.7 .73 93.38 2.1 6.38 .16
1987-88 82.18 3.69 13.59 .62 88.32 2.17 11.06 7. 44

Source: Report on Currency and Finance, RBI.

The rise in the share - of RBI holdings of Treasury
bills outstanding at the end of +the year shows monetisation of
Treasury bills by holders other than RBI. This leads to increase
in net RBI credit to Centrai Govermnment which further leads to
increase in reserve money and money supply.

The maturity pattern of market loans has undergone a
.Change since 1951 (Table 5.8). This reflects the pursuance of
deliberaie debt management policy in India. In 1951, only 36.10
prer cent of rupee loans had maturity period of more than 1@ years

and 17.93 per cent of the loans were in the form of undated
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securities. These undated securities were repaid by the end of

Table 5.8

Maturity Pattern of Government of India Market [ioans
(Rs. crores)

Year Maturity Pattern of Government Securities

(end of Less than

March) Undated Over 10 Year 5-10 Years 5 Years Total
1951 258(17.93) 519(36.19) 342(23.81) 319(22.16) 1438
1961 258(102.03) 690(26.85) 756(29.42) 867(33.70) 2571
1971 258( 5.88) 1886(43.21) 635(14.49) 1606(36.62) 4385
1981 258( 1.65) 1@960@(69.87) 2583(16.49) 1864(11.99@) 15665
1982 258( 1.39) 12418(69.95) 3053(16.49) 2458(13.23) 18579
1983 258( 1.15) 15881(71.023) 3076(13.76) 3144(14.06) 22359
1984 2568( ©.98) 19113(72.43) 3736(14.16) 3282(12.44) 26389
1985 258( ©2.85) 22279(73.02) 4544(14.90) 3425(11.23) 30497
1986 250( @.71) 25984(73.60) 5469(15.49) 36Q1(10.2@) 35304
1987 - 329@5(77.16) 4793(11.97) 4355(192.87) 48253
1988 - 38454 (80.402) 4691( 9.80) 4685( 9.89Q) 47838

Note: Figures in brackets are percentage to Total.

Source: Appendix, Table 4.

March 1937. The rupee loans with maturity period of more than 19
vears accounted for 8¢.4 per cent of the total rupee loans at»the
end of March 1988. The share of securities with maturity of less
thaﬁ 5 years reduced from 22.16 per cent at the end of March
1951 to 9.8 per cent at the end:bf March 1988 and of those with a
maturity between 5 to 1@ years declined from 23.81 per cent to
9.8 per cent over the same period. The shift in the maturity
pattern is perceptible since 197@-71. The emphasis on long terﬁ,
debt emerges from Table 5.9 whibh details the maturity period of
" the loans floated each yvear.The strong shift in the maturity !
structure of marketable debt lfrom short term to 16ng.term
.reflects the growing concerJ; of the monetary and fiscal
authorities to the problem of ;ising prices. The shift was,
necessary for the following reasons: (1) to correct the imbalance
in the maturity distribution of the debt as reflected, in the

rather heavy concentration in  the short and medium term groups
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before 1970, (2) to reduce the additional liquidity in the
Table 5.9

Maturity Pattern of Market Loans Floated During the Year
(Rs.Crores.)

Year Less than 5-10 years 1@-15 year Above 15

5 vears vears Total
195@-51 - (.23) 38(99.97) - 30
196@2-61 - 83(45.74) - 98(54.26) 181
197@-71 - 56(13.20) - 372(87.00) 428
1980-81 - 691(24.09) 467(16.25) 1713(59.66) 2871
1981-82 320(19.024) 579(18.12) 390(12.23) 1992(59.61) 3191
1982-83 233( 5.6@) 145( 3.47) 560(13.44) 3228(77.49) 4166
1983-84 - 741(17.94) 589(14.59) 2792(67.5@) 4129
1984-85 - 641(13.96) 119( 2.59) 3831(83.45) 4591
1985-86 - 643(11.16) 115( 2.@0) 5006(86.84) 5764
1986-87 ’ - 373( 5.87) 179( 2.81) 5799(91.32) 6351
1987-88 - 404 ( 5.17) 314( 3.96) 7127(992.87) 7821

Note: Figures in brackets are percentages to Total Internal Debt.
Source: Appendix, Table 4.

economy which led to monetary pressure of inflation, (3) to
establish a link between the maturity period of Government loans
and the returns from the'public sector enterprises with a long
gestation period, (4) to inspiré confidence through the creation
of a stable long term Government bond market and to help maintaiy
such confidence in the capital market,and finally, (5) +to
simplify the constant problem of debt management (24):
However, comparing the maturity ;structure‘ of India’s debt with
that of the USA and the UK, the share of short term loans in
these countries was 73 per cent and 34 per cent vrespectively, in
1958-589. But this type of comparison is only an indication of
economic trends. In developed ;puntfies the funds are required
for short period to fulfil the temporary requirements, but in thé
developing countries, the requirements of the Governments for
funds are long term so as to achieve economic development (28).

The rise in the maturity period of the market loans has
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been foilowed with higher rates of interest. A market loan for
the period of 13 wvears floated in 1950-51 carried interest of
only 3 per cent whereas that floated in 1981-82 for a similar
period carried interest rate of 7.99 per cent per annum. The 15-
year loan floated in 1957-58 was at a interest of 4.00 per cent
whereas 15 year loan floated in 1978-79 carried interest rate of
6.2 per cent per annum. The rising trend in interest rate is
more sharply focussed in the case of 28-year loang. In 186@ such
loans carried _interest ofv only 4 per cent per annum compared to
11.58 per cent on loans floated in 1987-88. The rise in the
interest rates was necessitated to attract funds in the money
market, as interest rates in the economy have generally been
rising over the period.” A detailed discussion on interest rates
follows in the later Chapter.

omall Asaviﬂgs and provident funds mobilise financial
resources from the public for investment purposes. Small sayings
in the form of deposits and certificates with - longer maturity
would provide funds for investment in long term projects. In the
case of small savings, savings in deposits and certificates with
maturity period of more than 5 years have risen from 1.99 per
cent of the total internal debt at the end of March 1971 to 180.75
per cent at the end of March 18981 to 13.84 per cent at the end of
March 1987. Provident Funds also make available to the Government

long term funds.

Conclusion

The inflationary or deflationary effect of public debt

depends on who owns the debt and whether this can cause an
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increase in the supply of money.

In India, +the captive market has been holding nearly 65
per cent of total internal debt since the planning started in the
country. The presence of captive market ensures a stable source
of demand for Government securities as well as helps the
successful operation of the fiscal and the monetary policy. The
Government has been successful over the years in
institutionalisation of debt. The shares of holdings of the
Government and its nationalised institutions have risen over the
period, though Government’s holdings on its own account have
declined over the same period. The implications of debt held by
various institutions have different implications on the monetary
situation. The debt held by the Government on its own account is
considered to be a book adjustment debt. The debt held by the
Reserve Bank of India has most pronounced implications. The
holdings of Government securities and Treasury bills by RBI
amounts to increase in the net RBI credit to Government leading
to a rise in reserve money and money supply. The rise in money
supply influences the price level. The implications of the debt
held Dby banks (non-RBI) o money supply and prices 1is
controversial. Some economists believe tha@ the debt held by the
banks leads to reallocation of funds between the Government and
the non-Government sector and thus not expected to have any
perceptible influence on the price level. The monetary tool of
statutory liquidity ratio is used on the basis of this belief.
However, it 1is held by others,. that the debt held by the banks
prompts it to operate at lower cash reserve ratio and hence leads
to excessive credit creation and money supply which would affect

prices. The debt held by other institutions like LIC and
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provident funds is assumed to have neutral impact on the monetary
conditions.

The debt held by individuals in the form of small savings
and provident funds are expected to have a negative relation with
price level as they mop up the extra purchasing power available
with the people.

The maturity pattern of debt also has implications on the
monetary stability of the economy. Treasury bills are near money
assets and have inflationary implications. Concerted efforts seem
to have been made to curb the use of this instrument since the
early eighties. Since 1970-71, increasing reliance on long term
loans has been witnessed. The increase in the share of long term
loans to total internal debt reduces debt management problems and
provides funds to the Government to invest in developmental long

gestation period programmes.
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Chapter 6

EMPIRICAL RESULTS: IMPLICATION OF OWNERSHIP OF
TOTAL INTERNAL DEBT

In the previous chaptey, we have outlined theoretically
the implications of fhe pattern of ownership of total internal
debt. It was seen that the implications varied if the debt was
held by different holders. The implication of debt which has
been emphasised in the previous chapter viz,the relationship
between ownership of debt and inflationis strongly influenced by
the monetary -~ fiscal policy mix.

In +the present chapter, an attempt has been made to
establish a causal relationship between the ownership pattern of
debt and its inflationary impact. To establish the causal
relationship Granger-Sims teét has been used which helps to
determine causality in a biégriate series and which has been
ﬁidely used in monetary economics. On the basis of theoretical
discussion in the previous chééter, the test has been conducted
to determine causality between freserve money and money supply,
money supply and prices and reserve money and prices. As reserve
money largely consists of Government’s borrowings from RBI, thq
causality test on relationship between Govermment borrowings from
RBI and (a) reserve money, (b) money supply, and, (¢) prices has
also been attempted. Further,. as Government’s borrowings from
RBI consists of RBI's holdings of Government securities and
Treasury bills, causality tests between these components and (a)
reserve money, and (b) money supply were separately done. The
test for the price level and these components was not attempted
considering the volume of +the components, the lags and the
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channel of reserve money and money supply through which'it would
operate and the complexities of price determination. The second
set of causality test has been conducted between Government
borrowings from commercial banks and (a) money supply, and (b)
prices. Commercial banks holdings of Government securities and
Treasury bills have been separately subjected to this test. The
third set of causality test was done on Government borrowings
from non-bank owners which largely consist of insurance companies
and provident funds. In this case also causality test was done
between the holdings by these and (a) money supply, and (b)
prices. In the -case of small savings and provident funds which
are considered to mop up purchasing power from the public and
hence are deflationary, causality +test has been done bhetween
these and the prices. |

The Granger-Sims method is briefly explained 1in the

chapter followed by our results. . ;

Granger - Sims’ Test: .

Granger (1) developed, a model +to test unidirectional
causality based on two fundamen@al(axioms— one due to Bacon (2)
and the other due to Hume (3). The two axioms afe - (1) The past
and present‘may cause the future. but the future cannot cause the
past (Bacon), and (2) All causal relationships remain invariant
in direction throughout time (Hume).

The concept of causality being defined as - ' An event
B(t’) (occurring at time +t’) is a prima facle cause of A(t) iff
(1) t’< t (i1) P(B(t’)) >0 and P (A(t)/B(t’) > P(A(t)).

The causality test can be explained as follows - If, and

only if, causality runs one way from current and past values of
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some list of exogenous variables to a glven endogenous variable,
then in a regressidn of the endogenous variable on past, current
and future values of the exogenous variables, the future values
of the exogenous variables should have zero coefficients.

Granger, thus, gave a definition of a testable kind of
causal ordering based on the notion that absence of cérrelation
between past values of one variable X and that part of another ,
variable Y which cannot be pr§dicted from Y’s own past implies
absence of causal influence fro@ X to Y. More precisely, thg
time-series Y is said to "cause” X relative to the universe U ( U
is a vector time-series including X and Y as components) if, and
only if, predictions of X(t) based on U(s) for all s<t are better
than predictions based on all components of U(s) except Y(s3) for
all s<t.

The mathematical explanatioﬁ of +the Granger’s test is
given in the Appendix to the chapter which dréws largely from the
explanation of the methodology summarised by Nachane and
Nadkarni. (8)

Granger’s ideas form the basis of a number of empirical
sﬁudies in economics to elucidate many key relationships. There
have developed at least four major groups of tests based on
Granger’s concept of causality.These are Sims’ Test (4), Mclave-
Hsiao Test (5), Cross-correlation Test (6) and Transfer Function
Test (7). We make use of only the Sims’ Test.

Sims utilized Granger-causality to test for evidence of
unidirectional causality between money and nominal income in the
USA for ﬁhe period 1947-69. The methodology adopted is briefly
mentioned here. The mathematical details follow in the Appendix.

Sims’ procedure consists of running two bivariate
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regressions, firét, the regression of Y on current and past
values of X, and second, the regression of Y on future, current
and past values of X, with +the lags - past and future selected
suitably. The hypothesis 'Y does not cause X' 1is rejected if the
coefficients of the future values of X are significant as a
group. The time series X and Y have to be covariance stationary
with the residual terms in the pwo regressions constituting white,
noise processes. This can bq done by using an appropriate.
filter.

In this study &all data are on yearly basis and all
variables used in regression are measured as natural logarithms s
of first differences and prefiltered using the Sims’s filter viz.
1-1.5L +2.5625 L2 i.e. each logged variable x(t) was replaced b}
x(t) - 1.5x{(t-1) +0.5625 x(t-2). Sims mentions that “"This filter
approximately flattens the spectral density of most economic time
series and the hope was that regression residuals would be very
nearly white noise with this prefiltering”.(9) This filter has
been used in many studies.(1€) In this study, Sims filter did
not pre-whiten M3 series of money supply but proved useful for
all other variables. We have used three sets of lags - two past
and two future lags, two past and one future lag and one past and
one future lag. Also, the regressions with three set of lags
have been run for +two sets of periods - 1851-1987 and 1971-87.
The period 1971-87 is very short but still was used as the data
pertaining to M series of money supply and reserve money for
this period are available in official documents whereas data for
the period 1851 +to 19780 was not available and was especially
computed for +the purpose of +this study. The results were

consistently similar in all the three different sets of lags but
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bnly the most suitable ones are presented here for both the
period. Generally, the results for both the perlods are similar
but where evey they are not, it has been specifically
mentioned.Thus,in this study it 1s assumed that the causal
relationship would reveal itself withen two years. In any
situation where the causal relationship does not reveal itself in
two years then it is assumed here that causality does not exist.
The study attempts to determine causality between the two
variables using the rate of change operator. (A) The causality hag
been tested between the two variables in both the directions so
as also to determine whether the feedback relationship exists. To
measure the absence of serial correlation the Durbin-Watson
Statistics (DW) have been used. However Sims observes that after
prefiltering the series, DW statistics 1is of 1little use in
testing for lack of serial correlation (11). In some cases, the
~value of DW was high and then the Cochrane-Orcutt ( C-0)
correction method was used. The corrected DW was within limits
as desired in all cases but the:-results continued to be the same
as achieved wiphout using the corrective method. We present here
the original results (without using the C-0 method). The F-Test
is applied here for judging the, significance of the group of
future coefficients (12) and the level of significance followed
is 1 percent (¥) and & percent . (%Xx) Given the limitations the
interpretation of the egquations. have to be cautiously done. The
results obtained are highly dindicative and suggestive if not
definite. '
The causality tests have. been done for the following: .
I(1) Causality between Reserve Money, Money Supply and the

Price level
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The causality test Dbetween reserve money (RM), momney
supply (ﬁl) and price level (WPI) provides results which are
consistent with the +theoretical discussion in the previous
chapter

The results for the two periods are given 1in Table 6.1
and are similar for the two time periods. They can bc summarised

as follows:

Thus, a) ARM —saM1, and ' where, =’ represents
causal relationship in
thie direction of the sign
and no causal relationship
in the reverse direction.

b) AM1 — AWPI
Table £.1

Sezerve Mopev, Mznev Supplv and Prices

; RB and ¥, ! M, and WP Rl and WP1
{ 1951-87 ! 195187 1951-87 |
] ) RN an Ky ¥, on RN ] WPl on M, B, on  WPI WPl on BRM RN or WPI
i 1 +
‘i L g.a67  R.Bl& -R.BIS -B.@21 ] #.605 2.683 @.821 D.@22 l-B.Bﬁ& g.0157 2.212 p.@es '
f—?» -0.264 -B,447  1.44%  1.GB2 | B.807  B.04% -B.AS9 -8.550 | 8.285 -B.B1D -0.084 -@.B17
'.!"1 -B.124 -B.459 B.719 i.B26 ) B.256 8,326 -B.713 Q.169 | 1.897  8.323 -B.5%% -B.27%
“ (4 .iRY -7 237 L2880 1.7E3 " 8,147 8,233 -@}.}]L £.225 | 9.41% -8.526 -9.%52 -8.361
!+1 -f.314 5.3%1 8,863 1.399 -8.933 @, 345
’HZ -8.425 -8.374
!R‘z f.2¢ B.37 £ 20 B.23 g.1 g -8.1 g.1 B. 54 B.46 B.24% §.44
IEW 3.9 3.8 3.2 31 2.8 2.8 3.32 33 2.4 31 3.2 3.0
iF 4,801 5,33 4,22 3. 17 2,829  1.527 Q.547 1.962 |12.339 12.44 3.87 9.33
jS8R R,226  @.1B4  1.305  1.78B8 | ®.226 @224 i.‘EZ’b B.153 ] g.115 B8.877 9.236 @.1%9
IF-Test 3.731% B.341 2.198 §,4P8% 3.931 5.858
i i
‘é 1971-87 1971-87 1971 -87
[ R on ¥, ¥, on RN ¥PI on N, Ky on  WPI WPI on RN RH o WPI
i 1
| T @il 8.825 -0.829 -0.040 | 0.001 -0.602 0.626 -0.003 |-0.616 ©.013 0.018 2.813 |
'!-2 -8.256 -B.4B! [.E8346  1.B99 | B.B21  B.B32 -L.172 -B.946 | g.186 G.838 @.@83 -B.113 y
!—1 -2.116. -R. 491 8,854 1.150 | B.19F  8.283 -0.744 357 1 1.892  8.515 -0.733 -B.48%
! 4 B.1699 -0.290  1.418  1.879 i B.124 B.23%4 -i.859 0.28 g.36%4 -B.356 -B.494 -B.353
]*1 -9.334 8.379 8.281 1.879 ! -@.884 8.435
!4‘2 ! -8.362 -B.556
IR"" g.28 8.36 8.22 2.18 g.12 -0.15 -@.t6 -0.14 li 8.65 8.84 8.12 8.36
iDH 3.8 2.9 3.2 3.1 2.8 2.8 3.3 3.3 1.88 3.8 3.8 2.4
F 2.11 2.96 2.29 1.4 1.284 B.,897 0.348 0.88 9.78  15.37 1,27 2.38
S5R @171 B.128  1.174 0 LL1A3 ) B.tiB Q.ité 1L749 0 L4137 B.847  B.R16 R.201 B
}F-Test . 5453 B.112 i §.228 12.4%01% 1.277% 4,5055%
L I




The results show that (a) change in reserve money causes
change in money supply, and (b)change in money supply causes
change in the price level. These results are consistent with the
theoretical expectations and the results of the studies conducted
in the context of India by Nadkarni and Nachane(l3) and
Ramachandra. (14)

As an increase in reserve money causes an increase in
money supply which is seen to cause increase in the price level,
it would be interesting to test‘whether reserve money has direct
causal relationship with the price level. Our results show a
feedback relationship between reserve money and the price level.

i

Thus,
(c) &4 RM «—> aWPI, where,‘***‘ represents
causal relationship in either
direction implying thereby a

¥ feed back relationship.

Thus, it would mgan- that rising prices make the
Government to borrow more from ﬁBI and increased borrowinés cause
an increase in the price level. In other words, it would impl;
that the rising prices erodés the purchasing power of thg
Govermnment due to which it has to borrow more from RBI to meet
its expenditure requirements. But the more it borrows from RBI
to that extent reserve money rigés which further leads to a price
rise. Thus there emerges, as the results suggest, endogenity in
the determination of ﬁhe money s&pply.

The result (c¢) indicé%es that the change in the price
level causes a change in the reserve money whereas result (a)

suggests that change in reserve money leads to a change in the
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money supply. Hence, change in prices should lead to a change in
- the money supply. But result (b) suggest that change in money
supply leads  to a change in price level. This probably can be
explained that the changes in money supply are influenced by so
many factors that the impact of the change in the price level is
not perceptible and hence the non éxistence of feed-back
relationship in this case.

f
I(2) Causality between RBI’s holdings of Government Securities,
and Treasury bills, Reserve Money, Money Supply and the Price
level.

(a) Reserve Bank’s holdings of Government securities and
Treasury bills (TRBI),accounting for net RBI credit to Government
constitutes a major chunk of reserve money. I1If reserve money has
.a causal relationship with money supply then it follows that,
probably, Reserve Bank’s hold}ngs of Government seéurities and
Treasury bills would also have a causal relationship with money
supply. Our results reinforce this belief (Table 6.2) and
suggest that | . ' ,

a) ATRBI-»aRM, and
b) ATRBI —» aMi .

Thus, change in RBI’s holdings of Government securities
and Treasury bills not only causes change in reserve money but
also accounts for change in the money supply. Regarding the
causal relationshp between prices and RBI’s holdings of
Government securities and Treasury bills, a clear relationship
does mnot emerge. While the ;results for +the period 1951-87

indicate that the rise in prices does cause increase in RBI's
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Table 6.2

RBI held Internal Debt, Reserve Money, Money Supply and Prices

RH and TRBI s and TRBI WPI and TRBI
1951-87 1951-87 1951-87
R on TRBI TREI on KM} M, on TRBI TRBI on H, WP1 on TRBI TRBI on WPI
£ @.0ff @.pes o.pee @.027 | 0.822 .82 0,803 @.014 | 0,904 -2.082 @.837 0.82)
-2 -B.285 -0.220 0.838  0.398 |-0.781 -Q.666 R.434 0.783 | R.185 B.@58 -1.77  -L.71%
-t -8.185 -d.924 B.181 @.5386 [-B.174 -B.259 -@.229 -8.26 | B.147 8279 -0.57  -B.1M3
B -8.138 @8.812 -1.122 -0.737 | 8,258 B.11D -8.430 -8.127 | R.027 @.244 -1.BBE -R.544
+] 8.187 -8.364 -8. 853 -B. 469 8.85 8.722
+ 8.133 -2.815 8.@88 -B.129 g.208 -B.823
R Q.38 8.36 B.16 8477 [ Q32 828 &4 B,59 [e.10 8.2 825 8.3
2.9 2.9 3.8 3.8 3.8 3.1 3.1 2,95 | 2.8 2.5 3.0 3.8
F 6.98 4,25 2,499 484 | 5.44 5.4 259 9.4R2 | B3 2,29 41T 2.9
5SR  B.1BE R.1B®  1.997 1159 ) L.19  L.173 2,815 B.B82 | B.263 1.B9 L7619
F-test 8,572 8,677% 8.182 154171 4,4785% 8.541
1971-87 1971-87 1971-87
Ri on TRBI TRDI on RH H: on TREI TRBI on H; WPI on TRBI TRBI on WPI
C 2.820 Q.014 Q2.238 8.064 | 2.863 @.891 0.023 0.835 | 8.016 -0.017 G.BA3 @036
-2 -B.539 -B.465  8.995 -0.587 (-1.815 -2,278 Q.,328 9.540 | ¥.47% 9,332 -8  -1.997
-1 -8.417 -2.068 -0.38A B.219 |-1.228 -1.758 -@.321 -0.473 ] 4.4B2 @.851 -B.698 -B.435
8 -6.299 @235 -1.523 -1,852 1-0.0231 -8.689 -0.144 -8.291 | 8.338 @8.32 -1.i38 -6.815
+] 8.344 -8.453 ~1. 834 -8.427 -B. 161 8.461
+2 B.841 -2.369 8.624 -1.287 -8.344 8,035
“2 B.J4b R4l Gl B.65 f Bee B7R 1D 879 )-B.16 RS BT R0
wo2.7F L 3.8 2.81 277 .4 5.7. LAl | A 2.3 3.8 3.1
F .93 293 L.k 622 (1023 7.428 1,37 11,379 f L.9B@ LL9AD LL137 DS
SS5R  R.1i52 0.1028 1.482 @.438 | @.503 @.372 1,423 0.46B | B.12% Q.87 1.491  1.474
F-test g.548 1m.7211 E.258 19.5814 J.012 .83l

holdings of Government’s paper we find to the contrary that for

the period 1971-87 the results do not show any causal
relationship.
Thus,
(c) AWPI —> ATRB? 1951-87
but, (d) AWPI 44> ATRBI 1971-87

where, '«*’ represents no causal relationship either way.

In contrast to the earlier case where reserve money and
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price level exhibited a feed back relationship, here changes in
~ price level causes‘a change in the holdings of RBI for the period

1951-87 but not vice-versa.

(b) Further, as total RBI credit to Government consists
of Treasury bills (TBRBI) and Government securities (CSRBI) it
woﬁld be logical to study the -causal relationship of Treasury
bills and Government securities with reserve money and money
supply. ‘The results (Table 6.3) can be summarised as follows ‘

(a) 4 TBRBI «—» a RM

(b‘) a TBRBI — s M

(c) ACSRBI — aRM

(d) ACSRBI 44> aM

Thus, the results reinforce that change in Treasury bills
.held by RBI causes (a) chanée,hin the reserve money and (b) a
change in money supply. Similarly, change in RBI’s holdings of
Central Government securities causes a change in +the reserve
money. However, the result 'd’ is slightly surprising, as, in
‘e’ it emerges that change in Central Government securities
held by RBI causes a change in reserve money and we have already
aobserved that change in reserve money causes a change in money
supply. Probably then, in this ,case the lags used are too few or
else the use of quarterly data would help to formalise a more
definite causality between Government securities held by the
Reserve Bank and money subply.
Having known the direction of causal relationship between
the variables it would be logical +to estimaté the quantitative

magnitudes of parameters by regression equations.

o
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: Table 6.3
Treasury Bills and Government Securities held by RBI, Reserve

Money and Money Supply.

TBRBI AND RM TBRBI and M
1951-87 19561-87
RM _ON TBRBI TBRBI ON RM Mi _on TBRBI TBRBI on M
C 2. 007 0. 027 @.213 -0.244 @.216 @.219 ©.905 2.012
-2 -@.112 -9.109  $2.859 1.299 {-0.379 -9.485 3.526 @.975
-1 - ©2.081 0.062 -9.554 1.749 | ©.183 -0.912 -@.557 -@.411
& ~2.892 -9.941 -1.979 1.507 &.339 -9.996 -0.326 -@.994
+1 -2.233 2.925 -2.236 -@.413
+2 ~2.083 -1.407
R-2 @.37 @.35 .18 3. 37 @.32 .28 .20 g.62 -
DW . 3.9 3.9 3.1 3.9 3.1 3.12 3.1 3.1
F 6.697 4.88 2.95 5.01 5.569 3.3 3.13 9.26
SSR @.192 2.191 3.849 2.864 1.179 1.157 3.788 1.761
F-test 2.114 8. 596%x% 3.239 13.80@8%
1971 - 87 1971 - 87
C @.008 . 001 2.065 -0.029 @.235 2.028 2.036 2.945
-2 -9.848 -1.522 ?.426 2.794
-1 @.261 2.443 -1.0802 1.28 -@3.228 -1.pP66 -2.621 -©.638
2 2.083 $.3990 -2.576 1.485 2.326 - #.974 -3.318 -9.290
+1 2.183 3.5687 -1.482 ~-2.633
+2 _ -3.976 -3.153
R-2 @.41 @.41 2.18 @.48 @.54 2.61 &.15 @.74
DW 2.8 2.9 3.9 2.8 3.0 3.99 3.1 o7
F 5.9 4.27 2.4 5.28 6.38" 5.297 1.16 8.76
SSR ©.13583 1.2438 2.838 1.627 ©.696 @.484 2.768  B.677
F-test 2.966 8.071x 1.971 13.856%
CSRBI AND RM CSRBI AND M
1951-87 1951-87
RM on CSRBI CSRBI _on RM Mi___on CSRBI CSRBI on Mi
c -0.211 2.907 -9.91 0.924 ?.016 2.814 -0.001 -0.004
-2 .31 -2.2869 2.715 2.277 | -@.302 -©.283 0.220 @.294
-1 -9.239 -@.151 1.16 2.611 | -2.441 -3 407 2.491 @2.612
% -1.58 -@.933 2.642 -0.408 | -9.031 J.911 2.366 ?.516
+1 #.153 -1.312 3.055 2.114
+2 2.087 -1.264
R-2 2.16 -2.1 2.095 2.19 -@.12 -2.11 ~-@.95 -@.92
DW 3.9 3.9 2.8 2.7 3.4 3.4 2.9 2.9
K 1.49 2.965 1.09 2.98 .58 2.44 1.29 ©.923
SSR @.291 2.284 2.699 g.549 1.818 1.817 Z.691 2.685
F-test 3.931 3. 492%% . 220 3. 200
: 1971 - 87 _ 1871 - 87
C  2.906 $.913 -2.909 2.046 2.925 2.920 -0.002 ?.915
-2 -9.941 ~-@.503 @.457 -0.082 | -@.583 -0.666 @.176 2.937
-1 -g.131 -5.428 2.731 -P.918 |-8.869 -2.7562 @.412 2.9431
1] @.133 2.227 .78 -©.711 2.079 2.271 ©.333 -2.120
+1 3.852 -1.617 3.260 -@.4956
+2 2.149 -1.286 @.409 -@. 369
R-2 -9.17 -@.12 ~@.11 -@.22 -@.12 2.33 -@.15 -9.10
DW 3.1 2.8 2.92 2.9 3.4 3.4 3.1 2.800
F o .9.356 .756  ©.568  1.888 | 9.560 ©.311 ©£.999 9.830
SOR  ©.246 2.191 2.315 2.165 1.666 1.629 2.291 2.248
F-test 1.380 4.187 3.109 ' 1.000




4

The regresion equations estimated on the log values of

the variables are as follows (t - values in brackets.)

(1) 1951-87
Mi = 2.345 + @.395 TBRBI + @.481 CSRBI R-2 = 2.987
 (4.338) (4.534) DW = 2.166
F = 911.26
(2) 1971-87 o |
Mi = 2.751 + @.583 TBRBI + ©.234 CSRBI R-2 = .96
(5.329) (1.982) DW = 2.322 a
F =199.83

The two regression equations (1) and (2) quantify the
relationship between the RBI’s holdings of Treasury bills and
Government securities with money supply. The coefficient of both
the explanatory variables are significant in both the equations.
As these egquations are in log form, the coefficienps of the two
variables represent the elasticities respectively. It is
revealing that the elasticity " of Treasury bills held by RBI

EZ; during the period 1971-87 is not only higher than the elasticity
é: of Government securities held by RBI but also higher than the
[ elasticity for +the period 1851-87. Thué during the period 1971-
FE 87, increasing reliance on borrowings from RBI emerges, as
Treasury bills are generally héld by RBI only. This not only
leads to increase in reserve money, money supply and prices but,

as has been discused in the}previous chapter, Treasury bills
beinga near money assets, are used by the investors for
monetisation of debt and hence leads to monetary instability. The
causal relationship between Central Government securities and
money supply did not emerge in result 'd’ above. In the
regression equations, the elasticity of these securities to money

supply has declined in the period 1971-87 compared to the

elasticity in the period 1951-87. xf/'”“h\
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(Z) 195187

RM = 1.113 + ©2.688 TBRBI + @.2802 CSRBI R-2 = #.966
(5.627) (2.127) DW = 2.16
F = 225.62

In equation (3) coefficient of the two variables are
significant. Hence variation in reserve money is positively
related to the RBI’s holdings of Treasury bills and Governmenﬁ
securities with the elasticity being high.for Treasury bills held
by RBI. |

(4) 1951-87

WPI = 6.497 + @.340 TBRBI R-2 = ©.987
| (3.375) . DW = 2.149
F = 1396

In equation (4) the explanatory variable is RBI’s total
holdiﬁgs of Treasury bills and Govermnment securities. The
explanatory variable is significant and the equation shows a good
fit justifying the causality results mentioned earlier that for
the period 1851-87, the changes in prices are corelated to RBI’'s

holdings of Government paper. 5

(I1). Causality between Bank l'.c‘:r'ssdi‘c, (Non—RBi) to Government;
Money Supply and the Price level. |
As analysed in the previous chapter, bank credit (non—RBIj
(TB) to Government simply reallocates resources between thé
Government and the private sector and therefore should not lead
to change in money supply and thereby change in the price level.
The results (Table 6.4) are summarised as follows and are as
expected
a) ATB M1 and . )
b) ATB «aWPI
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The change in bank’s credit (non-RBI) does not cause a
change in money supply nor a change in the price 1level. This
Justifies the policy measure of statutory liquidity ratio imposed

by the Reserve Bank on the banks operating in the country. This

Tab 6.4
Total Bank Credit to Government, Money Supply and Prices
MI and TB . "WPI and TB
1951-87 1951-87
MI on TB TB on_MI WPI on TB TB on WPI
C ©.914 .13 . a383 @&. 21 @.op9 @. 005 .02 @_ @225
-2 - 47 -2.531 7271 @a. 27 2. oo3 7.911 -1.262 -1.293
-1 -@&.34 -.428 $.129 -p.18 -@. 28 2. P21 -0.440 -0.684
@ -0.236 -0©.363 0.135 -@.497 -@.9018 @.121 -0.179 -0.471
+1 -.147 ~-@.522 @.129 -@.385
+2 ~-2.111 -@.753
R-2 @.@05 -@.16 -@.1 -@.06 -@.19 -@.1 g.1 @.1
DW 3.2 3.2 3.1 3.87 2.5 2.6 3.01 3.1
¥ 1.30@ .8 @.35 1.837 .38 g.6 1.89 1.44
SSRKR 1.685 1.677 2.32 1.98 2.267 @.25b65 1.98 1.967
F-test 2. 060 2.939 1.203 @.263
1971-87 1971-87
MI on TB TB on MI : WPI on TB TB on WPI
CCCCg. @41 @.981 &.a285 g.026}) «, -.002 T @2.916 2.916 @.22
-2 -@.978 -@.142 @g.249 2.187 3.1756 -@. 082 -1.134 -1.910
-1 -9.801 -1.210 @.139 -2.314( ' ©.058 -@.148 ~@.537 -1.185
© -0.660 -1.328 -@.131 -0.660 @.167 -@.163 9.791 @.681
+1 -@.643 -@.760 -9.313 -@3.765
+2 -@.736 -2.848 -p.288 1.494
R-2 @.11 .05 -@.21 -2.11 @.196 @.27 @.12 #.35
DW 3.9 2.8 3.1 2.98 2.4 2.4 3.9 @.289
¥ 1.48 1.11 @.21 @.731] v 2.12 2.919 1.286 2.489
SSR 1. 36 1.49 1.49 1.117 2.098 2.073 1.163 @.658
F-test @.678 1.581 . @.155 ©.320

also reinforces the arguments of many economists who suggest that
the holdings by the commercial banks of the Government securities
and Treasury bills leads +to a mere reallocation of financial
resources ebtween the Government sector and the private sector.
It also repudiates the argument made by some economists that the
larger holdings of Government securities and Treasury bills would
prompt the banks to operate at a low cash reserve ratio (as they

123




would mnow have these assets 1in thelr portfolio and they can
always seek accomodation from Reserve Bank) and hence lead to

increase in credit creation, money supply and price level.

I1II) Causality between non-Bank Credit +to Government, Money

Supply and the Price level.

The non-bank held Governmment securities (CSNB) and
Treasury bills (TBNB) (held by institutions 1like 1insurance
companies, Provident Funds, and other non-bank non-RBI
institutions) are not expected to have any impact on money supply
and prices. This has been discussed in the previous chapter. Our

empirical results(Table 6.5) are as expected and are as follows:

(a) s CSNB 4 AM
(b) A CSNB «4> A WPI
(e) ATBNB «/> aMI
(d) ATBNB 75 AWPI

The results suggest that non-bank held Central Government
securities and Treasury bills have no impact on the money supply
and the price level. In this case as the Government Securities
and Treasury bills are held :by institutions 1like insurance
companies, provident funds, etc. these represent indirect
transfer of resources from +the public to the Government. The
amount held by +these accounts forms.a very low pércentage of
total internal debt and hence variation in these are not expected

to cause changes in the money supply or price level.
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Tdblc 6.5

2S5

Noa-Bank Prcdlt to Government, Money Supply and Prices
CSNB and Mt CSNB and WPI
1851-87% 1951-87
CENB on M1 M1 on CSNB COSNB on WPI WPI on CONB
.03 @.023 -@.018 B.202 2.002 2.2904 2.9001 7.003
194 -9.179 1.869 1.254 -3.229 -@.249 g.5@5 2.627
.267 -@.337 2.989 @.145 -@.953 -P.1565 7.284 2.269
964 -9.156 1.266 B2.226 ~-@.166 -9.284 -9.207 -3.921
-~ .20 ~1.328 ' -1.158 @. 383
g.121 -, 347 .15 @.178
.18 .27 .18 2.18 -2.14 -@.10 .14 2.10
.87 2.74 3.1 3.1 2.74 2.7 2.7 2.68
.2 3.22 3.11 2.22 .98 @.79 1.22 &.80
.123 2,100 1.426 1.325% 2.150 9.146 @.245 D.240
2.8 1,900 @.330 @.258
1971-87 1971-87
. B9 3.815 -0.006 2.01a 233 2.903 -0.9002 0.9001
.132  -@. 244 2.471 @. 405 @27 -92.93 @.324 @.253
L399 -@.462 1.121 -©2.@33 .J0%  -0.309 -0.469 -2.533
74 -9.263 -0.0813 @. 307 3. 35 -@. 369 -@.4686 -G 33
~-2.169 -1.425 — 1 3F2 k| —Q 4
a.879 2.733 -2.228 ~@. 9081
.31 .48 .59 .72 .05 -@.17 72.23 -2.12
.56 2.22 2.42 2.52 .5 2.5 2.5 2.47
BT 3.@” 11.43 12.93 .89 .68 1.91 .69
.63 2.238 @.6867 @.567 .934 2.294 g.122 @.122
2.91 @.339 _ ©B.921@ @. 930
Mi and TBNB WPI and TBNB
1951-87 1951-8387
M1 on TBNB TBNB on M1 WPI on TBNE TBNB on WPI
. 909 2.915 3.3358 ?.2438 2.010 g.909 -@.d35 2.916
2.188 2.151 @.6e17 2.332 2.0 -0.9006 1.000 1.208
2.199 @g.@92 -2.597 -0.306 2.006 -2.020 -1.340 -2.652
2.155 2.926 -1.129 -1.711 2.923 -@.001 2.190 1.280
-1.940 ~@. 445 ~-@.315 -1.679
0.214 1.36@
&g.21 @#.29 .22 @.19 &.11 ~-3.10 -3.156 -@.11
3.1 3.1 3.1 3.9 2.7. 2.7 3.1 3.1
3.56 3.81 3.68 2.729 @3.48 0.72 1.1 1.00
376 1.195 26.163 26.97 2.264 @.242 33.997- 38.583
1.106 1.00 1.1¢6 1.000
1971-87 1971-87
.92 2.039 @.230 .1249 2.9003 % K] 0.9034 @. 040
2.260 @.2p2 2.919 @.272 a.219 J. o086 @.7656 @.9388
@2.275 $.138 -2.5@ ~ -~-2.911 Z.D10 g.201 -1.391 ~-2.202
2.197 g.236 ~1.174 -1.670 2.a317 9.914 2.9358 2.988
-@.124 -2.376 @.002 -@.867
g.212 2.267
©.22 2.29 Q.27 2.21 2.22 -@.45 -@.2 @.42
3.1 3.2 3.2 3.1 2.7 2.74 3.9 3.1
2.31 2.41 2.73 1.89 .13 .13 @.20 .17
1.171 $.971 16.645 16.589 @.151 @.146 27.606 26.587
2.5 ?.330 @.151 @.173
1




(IV).

price level.

In the

Government shou

1d

previous

Causality between Small

chapter,

Savings,

borrow from

individuals,

Provident Funds and the

we had discussed that " the

tapping thereby

genuine sa#ings which would then help in mopping up the ligquidity

from the system.

between

small

savings

(SSAV)

The results we have of the causality test

and provident fund (PF) with the

price level reinforces the theoretical analysis (Table 6.68) . The

results are (a)

A SSAV —s AWPI, and

1

(b) APF -—— AWPI
Table 6.6
Small Savings, Provident Funds and Prices
WPI and SSAV WPI and PF
1951-87 1951-87
) WPI on SSAV SSAV on WPI WPI on PF PF _on WPI

C -@.@016 ~-@.@22 2.211 2.009 2.010 @.011 2.009 ©.029
-2 2.8979 ©.987 -0.932 -2.078

-1 2.878 @.187 -0.0295 p.221 -@.149 -2.175 -@.889 -1.035

] -3.289 -0.111 -@2.170 -2.031 -@.057 -@.117 2.246 -0.941
+1 » @.357 2.184 ©.141 : 1.683
R-2 .29 @.27 .10 @.28 2.17 @.16 -@.16 .10
DW 2.8 2.8 2.5 2.87 2.8 2.8 3.2 - 3.0
F .4.99 3.77 1.947 3.759 1.90 1.48 ?.151 1.964
SSR P.177 @.175 @.029 @.150 @.244 @.238 2.266 1.868
F-Test @.356 7.696% ?.699 5.539x%

1971-87 1971-87
WPI on SSAV SSAV on WPI WPI on PF PF _on WPI

C . J.040 -0.062 2.017 -9.912 2.010 ©@.912 2.413 @.941
-2 @.916 1.217 -0.095 -0.044

-1 2.69¢0 2.991 -@.132 @.241 -2.690 -@.284 -@.372 -1.311
- © -0.968 -@.367 -©.207 -02.028 -@2.180 -0.252 -@.345 -©.146
+1 @.396 @.315 -@.126 -1.842
+2 ©.489 2.0289
R-2 2.54 #.48 2.10 2.44 @.16 .15 -@.13 %.33
DW 3.9 3.9 2.3 2.9 3.9 2.9 3.9 3.9
F 6.45 3.516 1.184 3.2 2.286 1.813 @.21 3.26
SSR ©.056 B.052 B.2127 ©.006 2.113 ©.104 @.716 ©.393 -
. F-Test 2.699 4.901x% 2.900 4. 600k

}

The results show that change in small savings and

Provident Funds have a causal relationship with a
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price level.

T

The results ‘a’ and ‘b’ if further probed show that small

savings and provident funds have a negative relationship with the
price 1level. This 1is borne by the following two regression

equations run on the first difference log wvariables.

1. Period 1951-87:

WPI = 3.778 + .10 T - ©.073 SSAVPF R-2 =0.993
(4.998) (-1.258) DW =2.97
F =1743.67

2. Period 1971-87:

WPI = 4.991 + 2.172 T - ©0.271 SSAVPF R-2 =.99
(5.82) (-3.235) DW = 2.26
F = 542.683

where, 'T’is +time and SSAVPF is small savings and
providenf funds clubbed together.

The regression results show that small savings‘and
provident funds have a negatiQe relationship with the price
level. The coefficient of SSAVPF is more significant in the
second period, 1971-87, compared to the first period, signifying
that the small savings and provident funds have played a more
prominant role in the second period. This corresponds with thé
perod of high growth in small‘savings and provident funds. The
‘time’ variable, expected to capture all other influences has a
significant coefficient in both the time periods for which the
regressions have been run. This 1is because the price level is
influenced by a large number of other factors.

4

Conclusion:

The results obtained in this chapter reinforce our
theoretical discussion in the previous chapter regarding the
implications of +the ownership of total internal debt. The
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important results are, firstly, that there exists a causal
relationship between Reserve money and money supply and money
supply and prices. Thus the Governﬁent borrowings from RBI are
inflationary as they increase the reserve monéy which leads to an
increase in money supply and further leads to a increase in the
price level. Secondly, the change in reserve money leads to a
chénge in the price 1level and the changing price level causes a
change in the reserve money, thus there is a feed back
relationship between reserve money and prices. Thirdly, change
in»RBI’s holdings of Government Securities and Treasury bills
leads to a change 1in reserve money and money supply. Fourthly,
the results reveal that the change in the price level causes a
change in RBI’s holdings of Govermment paper. However, the vice-
versa relationship does not emerge. Finally, probing further, it
was discovered that Treasury bills held by RBI cause change in
reserve money and money supply and the change in the holdings of
Central Government‘ securities have a causal relationship with
reserve money but does not have any causal relationship with
money supply. The-regression equations run on the log values of
the variables establish a' positive relationship between RBI's
holdings of Government paper and (é) money supply, (b) reserve
money and (c¢) the price level.

Regarding the holdings of Government securities and
Treasury bills by the commercial banks, our results reveal that
commercial bank’s holdings of Government securities do not have
any causal relationship with +the money supply or with the price
level. Theoretically, though, the. implications of Government
borrowings from the commercial banks on the money supply is

controversial.Some economists are of a view +that it could lead
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to increase in credit money, monéy supply and prices but others

opine that it merely reallocates financial resources between the

Government and private sector.

Government borrowings through Government securities and
Treasury bills from nori—~bank institutions like insurance
companies and provident funds also possess no causal relationship
with money supply and the price level. However; the holdings of
Government paper by these institutions has always been very low
and hence not expected to héve an impact on money supply and
prices.

Small savings and provident funds which mobilises funds
from the public at large and helps in mopping up extra purchasing
power prevalent in the economy is expected to have a dampening
effect on the price level. Our causality test establishes the
causal relationship between these and the regressions specify the
negative relationship between the price level and the funds
mobilised through small savings and provident funds.

Thus, the major results of the causality test are -

1. Change in Reserve Money causes change in Money
supply and not vice versa.

2. Change in Money Supply causes change in price
level and not vice versa.

3. Change in Reserve Money causes change in price
level and change in price level leads to a
change in the Reserve: Money.

4. Change in Reserve Bank’s holdings of Treasury
bills and Government securities causes a change
in Reserve Money and also a change in Money Supply.

5. Change in Reserve Banks holdings of Treasury
bills causes a change in Reserve Money and
also a change in the money supply.

]

6. Change in Reserve Banks holdings of Central
Governments securities causes a change in
Reserve Money but does not cause a change in
Money Supply.
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7. Change in the holdings of Government securities
and Treasury bills by the commercial banks does
not cause a change in the money supply or a change
in the price level.

8. Change in the holdings of Government Securities
and Treasury bills by the non-bank, non-RBI
institutions does not cause a change in the money
supply or a change in the price level.

9. Change in the holdings of Total Internal Dcbt
by individuals in the form of small savings
causes change in the price level.

169. Change in the holdings of total internal debt
by individuals in the form of provident fund
causes a change in the price level.
Having Xknown the causality,regressions were run to

2stabilish the direction of the relationship.The results are as

follows

1. A positive relationship between money supply and RBI’s
- holdings og‘Government securities and Treasury bills.

2. A positive relutionship between reserve money and
RB1’s holdings of Government securities and Treasury
bills.

A positive relationship between the price level and
the RBI’s holdings of Government securities and
Treasury bills.

w

4. A negative relationship between the price level and
the holdings of total internal debt by the
individuals. o

The implications ,th&s are, that the best source for
Government borrowing is small savings and providenf funds as they
mop up the genuine savings of the public and help in depressing
the price 1level but these may not be available and then the
Government would have to resort to other means of borrowings.
The second best source would be borrowings from non—bank
institutions like insurance companies and provident funds which
seem to be neutral to money supply and prices. Though our

results do show that Government borrowings from commercial banks
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have no causal relationship with money supply and prices,we would
be cautious in recommending this mechanism foe raising loans.This
is Dbecause it haé been argued by many economists that the
Government borrowings from commercial banks can lead to enhanced
credit creation as these banks would now operate at a lowert cash
reserve ratio.The hike in credit creation can lead to increase in
the money supply.It would need further investigations to finally
conclude whether comﬁercial banks credit to Government would or
would not have causal relationship with money supply and prices.
In addition, Govermnment borrowings from commercial banks does
lead to reallocation of financial resources in favour of the
Government and thus its expediency would have to be considered
accordingly. Borrowings from Reserve Bank leads to increase in

reserve money,money supply and prices and hence should be

avoided.
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The foldlowing definition of probabilistic causalily

provides the starting point of an understanding of  the' elaborate

causall by framewort built by Granger.
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information set @ n, the full contents of which may not be

usually known (i.e. Jdn £ @ nj. Thus follows the following
definition -
2. Yo is a ‘cause’ of Xn+1 if F(Xn&df/Q n) # F(Xn+td) / Qu-Yn)

To make his definition operational, Granger introduced the
éoncept of ‘causality in the mean’. Let E denote the operation
of taking expectations and define

Sn+1 (J¥n )=E(Xn+4/J¥n) - E(Xn"'A/JI’L)

3. If 6n+1(J*n) ¥ @ , then Yn is said to be a' prima
facie cause in the mean’ of Xn+l w.r.t. J¥*n
Grangey was concerned with this ‘prima facie causality in the
mean' and in further discussions it is this concept of causality
which is used.

The point forecasts for the expected value of Xnt+1 suggested
by Granger are the optimal one-step linear predictors derived on
the basis of least squares criterion. Let o4 (Xn+4/dn} be the
mean squaré error of this predictors (given Jn). Then the
following operational definition of causality can be formulated

4. ‘Y causes X’ if a2 (Xn+1/J%n) < g2 (Xn+l/Jdn)

Thus Granger -causality is based on incremental

T

predictability ‘Y causes X' if knowledge of Yt (t £ n) increases
one’s ability to predict Xn+i .
Granger also introduces two related concepts - feedback and

instantaneous cauéality.

H, Feedback occurs between X and Y, if both the statements
‘X ocauses Y’ and 'Y causes X' are true

6. 'Y causes X instantaneously if

0% (Xn+1)/dn, Yn) < g2 (Xn+t /Jn )

Thous, Y is an ‘instactaneous cuause’  of X, if knowledge
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about the current value of Y enables to make a better forecast of
X,in the next period.

Sims utilized Granger causality to test vthe presence of
unidirectional causality between prices and National Income in
the USA for the period 1947-69. The methoddlogy is as follows -

Let Xt and Yt denote two Jointly covariance stationary
stochastic processes. The Dbivariate proceés (Xt, Yt} can be

represented in the autoregression form

.¢11(B) ' ¢12(ﬁ; .;Lf. = ~2t: --==> (1)
¢$24( B) @92 (B) Ye pA A
- where, B is zie on; ;eriod iaéwoperator and each ¢ij(B)
is an  lofinite polynominal in B. The voctor (Ztx,3c¥) is a (2 x
1) Jolutly normal, zero moan, white nolse wvector processs (a

white noise is & serially uncorrelated process).
Now consider the two bivariate regressions

(1) The regression of Yt on current and past values of Xt

Yr = ; ats Xt-s + Ut = a1 (B)Xt + O(t) ------ > (2)
and (ii) The regrzggion of Yt on future, current and past values
of Xt Yt = ; a2s Xt-s + YVt = az2(B) Xt + V(t} -----—- >(3)

: Sz -
In the two regressions Ut and Vet are serially

uncorrelated white noise disturbances whereas ai (B) gnd az (B) are
infinite polynominals in B.
The logical equivalence of the following two statements
have been shown by Pierce and Haugh -
i} ‘Yt does not Granger - cause Xt'’

ii) 12(B) = @ in (1) (4)

Further Geweke, Meese aud Dent (16) demonstrated the
equivalence of the following two statements-

iy ¢r2(B) = @ in (4)
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ii) e (B} = «2(B) in (2) and (3)
The two sets of statements together imply that

hypothesis of 'Yt not Granger-causing Xt’ can be tested hy

the

thie

relation ar (B} = az(B) i.e. azs = &1 s, In applications,

al (B)Y and oz (B) have to be suitably restricted i.e. the number

Thus, Simz’ procedare assentisally consists of running
bivariate regressions of the type (2) and (3) and rejecting
hypothesis *Yv  does not cause Xt7 if the coefficients of

future values of X are significant as a group.
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Chapter 7

INTEREST PAYMENTS ON TOTAL INTERNAL DEBT

The amount of interest payments on total internal debt
assumes great sighificance as 1t dis an annual charge on the
Budget of the Central Governhent. It, in fact, reflects the
financial burden imposed on the Central Budget every year and
the so called ‘burden of debt’ controversy revolves around this
amount of interest payments. In +this chapter, we attempt to
analyse the rising interest payments on total internal debt of
the Central Government.

The amount of interest payment on total internal
debt and external debt have been compared to know the trend
growth in the interest péyments. The Central Government advances
loans to State Governments agd institutidns and thus receives
interest on these loans. The amount of interest payment has to
be adjusted for these interést receipts and the resultant net
interest péyments have been used to indicate the burden of total
internal debt. The amount of net interest payments have been
compared with the national income to assess the rise of the
burden of interest payments. A comparison is also made with the
budget aggregates 1like revenue recelipts and expenditure to
estimate the net financial resources required to service total
internal debt. The components of interest payments have been
considered and the variation in their composition has been
discussed. To analyse the effect of the interest payments made,
the ahount of interest payment has been classified into that part

which is paid to the Government and nationalised institutions and
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that which is paid to the public.

Finally, a brief discussion fdllows on the need for
rationaliisation of interest rate structure pertaining to
instruments of Government borrowings, as the interest rates
Ainfluehce the composition of internal debt which has an important

implication on the monetary stability in the country.

The amount of interest payment on total internal debt has
risen from R5.63.93 crores in 195@*51 to Rs.10,274.43 crores in
1987-88 -~ +trend growth of 13.52 percent over the period. The
interest payments on total debt,inclusive of external debt,
however recorded a rise of 14.892 percent over the period, risiné
from Rs.65.51 crores in 1950-51 to Rs.11,236.09 crores in 1937-
88. (Table 7.1,Graph 7.1).The total internal debt over the similar

Table 7.1

Interest Payments on Total Internal Debt and Total Debt
(Rs. Crores)

Year Interest Payments on
Total Internal Debt Total Debt
Current Real Current Real

195@-51 63.93 ‘ 134.58 65.51 137.92
196@2-61 164.20 298.0¢ 133.47 342.00
197@-71 444.48 444 .48 6@5. 5@ 625. 50
198p-81 2373.15 922.33 2656.60 1232.49
1981-82 2936.55 1943.92 3194.79 1135.69
1982-83 3633. 31 1258.94 3937.60 1364. 38
1983-34 4439.66 1404 .96 4895. 59 1549.21
1984-85 5514. 36 1629.54 5974.50 1765.51
1985-36 6974 .28 2369.97 7503 .50 2097 . A6
1986-87 8479.98 2250.53 9237.00 2451 .43
1987-38 19274 .43 2534.39 11236.020 2774 .32

Note : Real values refer to current values deflated by

the WPI, 197@-71 = 10d.
Source: Appendix, Table - 7.

period has increased from Rs.2,872 crore to Rs.1,71,134 crore and
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the total debt from Rs.2,925 crores +to Rs.1,93,652 crores. The
respective trend growth rates being 1@!7@ per cent and 11.17 per
cent. The rise in the growth of interest payments on total
internal debt has been increasing with each decade since 1951.
The trend growth rate was 9.80 per cent during 1951-61, 1@.58 per
cent during 1961-71, 16.587 per cent during 1971-81 and 21.11 per
cent for the period 1981-88. |

The real interest payments on internal debt as well as
total debt have also increased tremendously over the period,
especially ‘since 198¢-81 onwards. | In the eight year period,
1980-81 to 1987-88 they have more than doubled with growth rate
of 15.53 percent and 15.186 per cent, respectively.

The net interest payment on total internal debt, (net of
interest receipts on loans and advances made by the Central
Government) is an appropriate measure to estimate the burden of
interest payments (1). The mnet interest payments increased from
Rs.28.86 crores in 1950-51 +to Rs.4,519.66 crores in 1987-
88.(Table 7.2, Graph 7.2). The interest lreceipts'of the Central
Government rose at a higher rate than the payments for the period
1951-73 but since +then, interest payments have been rising
faster. However, since 1978-79, the rise in the net interest
payments has perceptibly increased from Rs.175.93 crores to
Rs.578.15 crores in 1982-81 and to Rs.4,519.66 crores in 1987-88.
The trend growth rate of the net interest payments was 29.69 per
cent for the period 1981-88 because of the larger interest
payments made by the Centre not matched by equivalently rising
interest receipts . It has been pointed out earlier in chapter 3

that since 1977-78 and especially since 1980-81, the net internal
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ble 7.2

Net Interest Pavments on Total Internal Debt
(Rs. Crores)

Year - Interest Payments Interest Receipts Net Interest
on Total Internal on Loans and Payments on
Debt Advances by Central Total Internal
Government Debt f
1 2 K|
1358-51 63.94 35.08 (54.86) 28.86
1960-61 163.73 116.39 (71.29) 47 . 34
1979-71 444 48 588.76(132.489) -144.28
1980-81 . 2373.15 1795.2@8 (75.63) 578.15
1981-82 2936.556 2215.90 (75.43) 721.55
1982-83 3633.31 28562.20 (78.53) 781.19
1983-84 4439.66 2668.00 (60.029) 1771.66
1984-85 5514.36 3963.9@ (71.87) 1551. 36
1385-86 6974.27 - 4586.75 (865.77) 2387.52
1986-87 8479.98 53583.22 (63.13) 3126.96
1987-88 19274.43 5754.77 (56.@1) 4519.66
Trend Growth Rates
1951-88 13.50 13.85
1951-61 9.80 13.43 3.19
1961-71 12.58 17.27 -
1971-81 16.57 11.49 -
1981-883 2¢.81 17.59 28.32

Note: Figures in brackets are percentage to Col.1l
Source: Appendix, Table 7.

debt has been rising. This is being reflected in the higher net

interest-payments during the period 1981-88.

Interest Payments and National Income

The ratio of interest payments to National Income is an
important measure of the burden of debt (2). Table 7.3 indicates
trends in this ratio between 1951-87.

Interest payments as a ratio to National Income has been
consistently rising and was 3.70 percent in 1986-87 comparedvto

@.73 percent in 185@-61. The trend growth of Natiopal Income has

141



always been lower that of interest payments on internal debt.
The trend growth in National Income was 4.16 percent for the
decade 1951-61, 10.15 per <cent for 1961-71, 11.10 per cent for
1971-81 and 12.02 percent for 1981-87. In sharp contrast, trend
growth in interest payments during the similar period were -9.80
percent, 18.588 percent, 16.587 -percent and 23.61 percent,
respectively. The ratio of net interest payments has also
récorded a significant rise over the period. The rising ratio of
interest payments to National Income indicates'phe extent to
| Table 7.3

Interest Payments on Total Internal Debt

as a Ratio to Natiomal IncomexX

Year Interest Payments Net Interest Payments
to National Income to National Incomo

195@-51 @2.73 @.33
196861 1.24 @.36
1870-71 1.30 -

1982-81 2.24 @.55
1981-82 2.43 2.60
1982-83 2.72 .59
1983-84 2.81 1.12
1984-85 3.17 . @2.89
1985-86 3.56 1.22
1986-87 3.70 1.45

Note: NNP at factor cost(current prices.)
Source: Appendix, Tables 7 and 15.

which +the National Income hag to be taxed by the Ceniral
Government to enable it to obtain sufficient revenue +to meet the
annual interest charges assuminé that borrowings are not being
made to make interest payments. A high and fast rising National
Income in relation to the interest payments can enable the
Government to raise adequate revenue for meeting the obligation
of interest payments without any extra burden to the tax payer.

If the interest charges are high in relation +to National Income,
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the situation reverses (3). Domar observes that if the rate of
growth of National Income is larger +than the rate of growth of
interest payments on debt,then the country would not face any
debt problem. Thisg implies that the borrowings are being used
for oproductive purposes whereby the National Income is rising
(4).

In the case of 1India, National Income grew at a trend
rate of 9.26 percent for the period 1951—;987 whereas for the
similar period interest payments grew at 14.35 percent. Hence,
the rising ratio of interest payments +to National Income. If
India’s national income expands more rapidly +than the interest
- payments, this burden of debt would shrink. Wright observes
that, "..... even though interest charges and consequent tax
fraction are rising absolutely, +the relative fraction may be
decreasing, if the national income and real income is increasing
‘at a faster rate. Thus, if we have a genuine growth in the
taxable capacity of the country, rising interest bill is not a
matter of immediate concern. Nor will it be a matter of concern
as long as the taxable capacity continues to grow as fast or
faster than the taxes."(b),. Studensky also warns that, "It is
very doubtful whether it is politically feasible fqr any national
government to finance interest charges in excess of 15 per cent
of the national income. " (8), However, in India the situation is

not 50 grim but the emerging trend does warrent caution.

Interest Payment and Budget Trends

The comparison of interest payments +to the revenue
receipts of the Central Government also exhibit a rising trend.

However, comparison of net interest payments by the Central
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Government to the various revenue receipts would be more
appropridte. {7) The net interest payments as a ratio to revenue
receipts, tax revenue and indirect +tax revenue has been
rising.The Administrative Reforms Committee remarked in 1967
that "the Dburden of public debt is not heavy in India. This can
also be inferred from the fact that not taking into account the
Centre’s loans to the states, the revenue receipts of the Centre
or of the states, have kept pace with debt repayment obligations”
(8). The situation has since changed and now the net interest
payments have risen to 11.24 percent of revenue receipts and
19.54 percent of indirect taxes compared to 7.11 percent and
12.46 percent in 1951. In 1978-79 net interets payment were
only 1.57' percent of revenue receipts and 2.58 percent of
indirect taxes.( Table 7.4).

Though the rise is not much, the trend since 1978-79 is a
matter of concern. Prior to 1978-78, net interest payments were
not only declining but were negative for many years. Since then
and particularly since 1985-88, +the rising +trend has been a
matter of concern. The amount of net interest payments on total
internal debt accounted for 9.28 percent of ?evenue expenditure
and 14.35 percent of non-development expenditure in 1987-88
compared  to 1.11 percent and 2.39 percent in 1978-79
respectively. The net interest payments since 1978-79 have been
rising at a growth rate of 43.42 percent per annum whereas
revenue expenditure grew at 18.27 percent per annum and non-
development expenditure at 18.59 percent per annum during the
period 1979-30. The rise in net interest payments reflects the

rising retention of borrowed funds by the Central Government.
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Table 7.4
Interest Payments and Central Government Revenues

(%ages)

Year Net Interest Payments as a percentage to

Revenue Tax " Indirect Revenue Non-Dev.

Receipts Revenue Tax Expenditure Expenditure

Revenue

195@-51 7.11 3.028 12.486 8.31 -
196@-61 5,40 6.48 8.80 5.79 -
197@-71 - - - ~ -
1980-81 4. 51 6.16 7.73 3.98 6.32
1981-82 4.63 6.23 8.19 4.55 7.04
1982-83 4.32 5.98 7.68 4.04 6.39
1983-84 8.65 2 11.45 14.43 7.74 \ 11.89
1984-85 6.36 8.77 1. 87 5.56 8.81
1985-386 3.18 11.27 14.21 6.86 18.72
1986-87 8.99 12.86 15.88 7.35 11.16
1987-88 11.24 15.95 19.54 9.28 14.35

Notes: In 1970-71, net interest payments are -144.28 crores
Source: Appendix, Tables 7 and 15.

The rising ratio of net interest payments is a cause of concern
as it reflects the restriction on the use of financial resources
for productive purposes and also the tax effort required to be

made to mobilise these funds.

Components of Interest Payment

The escalation in the - amount of interest payments is
accounted by the rapidly growing debt and rise in the rates of
interest. The amount of interest payments made on each compornent
of total internal debt is given in Tahle 7.5(Graph 7.8).(9).The
composition of interest payments has changed since 1958-51. The
conmponent-wise brief discussion fpllows - The share of interest
payments on market loans to total interest payments declined from

65.95 percent in 1950-51 to 34.83 per cent in 1980-81 but since
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Tahle 7.5

Interest Pavments on Total Internal Debt - Cosponents
rares,)
fears Harket Treasury Small Provident Other Reserve Total
Loans Rills Gavings Fund Accounts Funds ¥
195@-31 42,17 {45.99) La%i 2,680 B.29{12.97) 3.54{5.54)  B,78i 1.2y T7.25011.39) 63.93
1968-61 B4, 74{GL. 78 SL.IB4E9.04)  28,83017.462) 9,684,911 1,620 &.9% 5.7 3,82) 164,23
1976-71  190.63142.89)  6B.230I5.35) 187.24(24.13)  4B.B919.20)  16.4B1 4.2B)  1A.A3( 3741 444,48
1962-81  B@7.608{34,83) 557.56(23.@9) 422,309 18R.A2(7.94) 290.7412.25) 192470 4.33) 237315
1981-82 1R16.16{34.61)  AL3.7){17.16) GBI.T7i{1B.B8: 22B.74{7.521 379.47(12.92 119.991 4.B%) 2936. 55
1982-83  1193,43(32.8%) 499.3B019.25) 59@.11(18.99)  239.7417.15) GR4.94{13.98) 158.43( 4.34) 3633.31
1983-B4  1547.20(30.38) 7b1.BB{i7.iei 767.65017.29)  274.R4{4.171 691.37{15.57) 207.28{ 4.47i 1439, b4
1984-8%  1999.87{36. 18} 1@8Q.03{19,5%1 944.87i18,88) 332,99(6.84) R822.93{14.92) 260.221 4,72 Se14.36
1985-84 2444, 77(35. 380 1323, 47420.411 1470.77020.89)  A436.6B16.26) 941.74413.79) 1RG.B%{ 2.47) 4974, 28
1965-97 3893, 00(38,53) 1633,27019.26) 1724,42{26.34)  496.47{5.8%) 1268.03{14,95) 228.32( 2.87) 8477.98
i967-68 3780.0€{35.820 1736.88{17.39) 2213.88(21,54)  583.1915.48) 1693.14i16.487-¥2§2758( 2.h4) 18274.43
13

frent browth Rates

195i-88 11,84 1644 14, 25 14,20 22,38 11,21 13.32
i991-b1 8,82 34.03 12,83 18.59 J.al -3.67 .88
1951-71 a.18 12.79 13.18 14.38 22.94 8.83 18.59
1971-8i i4.42 18, 81 5.81 14.48 26.73 18,57 16.88
1981-88 22,14 18.4§ 3.28 18,33 24,37 12,76 28,11

Source:;

fppendin, Table 17

thert has bheen stable around 34-36 percent. The trend growth in

the interest payments o market  loans has  beern 11.84 percent

during the market loans outstanding

period 1851-88 whereas the

increased by only 9.32 percent over the similar period. This is

because the interest rates have been rising over the

period. (Table 7.6). In 1951, interest rate on a 13-year loan was
3.90 percent per annum but in 1989-81 it had a interest rate of

6.75 percent per annum. Similarly, the rate of interest on

T-year market loan has increased from 3.90 percent per annum in
A 20-year loan

cent per annum in 1986-87.

1951-52 to 10.20 per

in 1959-60 had a interest rate of 4 percent per annum whereas in

1987-88 a similar instrument had a interest rate of 11.50 per
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Table 7.6

Interest Rates on New Market Loans Raised every year
(% age per annum)

Year Maturity Period
-5 5-10 10-20 Above 20
Years Years Years Years
1956-51 ' : 3
1960-61 3.5 4.00
197@-71 4.54
198@-81 5.75 6-6.50 6.75- 7.00 7.5
1987-88 11.30-11.5@

Source: Appendix, Table 8.

cent per annum. The interest rates on market loans has generally
been rising slowly but since 1985, the rise has been large due to
the measures adopted to rationalise the interest rate structure
in the economy. The rising trend in the interest rates increases
the interest burden of the total market loéns outstanding.
Interest payments on market loans as a ratio ta market loans
outstanding at the end of the year and market loans raised during
the year (Table 7.7) are consistently rising sincg 1980-81.

Table 7.7

Loans raised and Outstdndlggw._““

Year Interest Payments on Market Loans
as %age to
Raised Outstanding
195@-51 138.99 2.93 !
196@-61 46 .71 3.31
1979-71 37.57 4.42
198@-81 28.35 5.20
1987-88" 47 .07 7.71

Soqrce: Appendix, Tables, 1,3 and 7

interest payments accounted for 28.35 percent of market loans
raised in 198¢-81 and 47.287 percent in 1987-88.S8imilarly,
interest payments on market loans as a ratio to loané

outstanding rose from 5.2 per cent to 7.71 per cent in 1937-38.
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In the case of Treasury bills, also, the interest
payments have risen from Rs.1.689 crores in 195@-51 to Rs.1,73@.00
crores in 1987-88, recording a trend growth of 16.44 percent over
the period compared to +the trend growth rate of 11.72 percent
recorded by the Treasury bills outstanding over the same period.
The share of Treasury bills increased from 2.64 percent in 1950@-
51 to 19.94 in 196@-61, 15.35 per cent in 197@-71 and then 23.99
percent in 1980-81. Since then +the share has stabilised around
17-18 percent. The rise in +the share of the Treasury bills
earlier can be partially attributed to rising rate of interest on
the Treasury bills in addition +to Govermment’s increasing
reliance on RBI for short term borrowings. The discount rate on
Treasury bills increased from 3.0¢ percent in 1979-71 to 4.60
percent in 1974 and since then has been kept at that level. The
rise in the share of interest payments in 198-81 was due to the
lérge holdings of Treasury bills by the Government requiring

money in the wake of the second oil shock.

The interest payments on small savings have risen from
R5.8.29 crores in 195@-51 to Rs.2,213.98 crores in 1987-88, the
trend growth being 14.25 percent for the period compared to the
trend growth of 11.2 percent for small savings outstanding. The
share of interest payments on small savings to total interest
payment on internal debt increased from 12.87 percent in 1958-51
to 24.13 percent on 1973-71 - and declined to 17.79 percent in
19382-81. The share then increased from 1983-84 onwards
reflecting the introduction of new saving instruments and the
rising rate of interest. The rise in the interest payments has

been growing with each decade since 1951 and was 23.28 per cent
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for the period 1981-88 whereas small savings outstanding rose by
18.88 percent during this period. This is due to the risihg
rates of iﬁterestvoffered on the savings instruments (Table 7.8)
particuiarly since 1383-84.

Table 7.8

Prevailing Interest Rates on Small Savings
(percentage per annum)

Year 195@-51 1960-61 197@0-71 1880-81 1986-87
Recurring Deposits 6.25 1¢.5 11.9
Time Deposits 1 Year 5.5 8.5 9.5

2 Year - . 9.5 1.0
3 Year 6.25 18.0 19.5
5 Year 6.75 12.5 11.00
Cumulative Time
Deposits 1@ Years 3.8 4.75 6.25 6.75
Post Office Savings ‘
Bank Certificates 1.5 2.5 4.0 5.5 5.5
1% Year Certificates 3.5 4.0 4.5 11.3
6 Year Certificates 12.25
. 7 Year Certificates 7.5 10.75 11.3

Source:Appendix,'Table - 9.

The interest rates on ?rovident funds have also been
rising. The interest payments on them rose by 14.26 percent
whereas the outstanding provident funds rose by an annual average
of 11.74 percent from 1951-88. The rate of interest on provident
funds has been lower than the oﬁher interest rates prevaiiing in
the economy. It increased from 3.75 percent in 1964-65 to 8.020
percent in 1983-84. These low rates and a slow rise is reflected
in the declining share of interest payment on provident funds to
interest payments on total internal debt. In the case of' other
accounts’, the amount of interest payments has declined during
the decade 1951-61 but then has been rising since 1961 with the
rise in funds outstanding. Eérlier from 1960-61 to 1973-74 the
‘rise in funds was due 1o the deposits of US Government

counterpart funds and from 1974-75 it has been due to the
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excessive rise in special debosits by provident, gratuity and
superannuation funds. The data on interest pafments on these
specific funds 15 not available. In the case of interest
payments on reserve funds and deposits, it is only the interest
bearing reserve funds and @ deposits which earn interest. These
grew by 19.66 percent annually over the period 1951-88 whereas
the interest payments on thesevgrew by 13.52 percent annually
over the same period.

The growth rate of interest payments on internal debt has
been higher than the outstandings of internal debt especially
since 1938-81. The ratio of growth rates of interest payments on
a instrument to the outstanding amount of the respective
instrument would be indicate the relative growth. A ratio higher
than '1’ would indicate +that the growth in interest payments
exceeds the growth in the amount outstanding. In Table 7.9, such

ratios are presented from 198¢0-81 onwards. Prior to 1889-81,

Table 7.9
Interst Pavments as_a Ratio to Debt
Year Market Treasury Internal Small Provident Total
Loans Bills Debt Savings Fund Internal

Debt

198g-81 2.97 1.98 1.90 2.82 2.938 @.94
1981-82 1.4 1.34 1.92 1.14 @.91 1.06
1982-83 .96 @.65 Z.93 2.98 2.91 @.94
1983-84 1.19 1.18 1.14 @.89 @.85 1.13
1984-85 1.99 1.13 1.26 1.21 g.96 1.06
1985-86 1.96 .97 1.04 1.16 1.23 1.04
1986-87 1.98 1.48 2.99 1.90 g.39 ¢.99
1987-88 1.91 2.85 1.92 1.12 1.33 1.85

Source: Appendix, Tables 1 and 5.

there have not been many ratio’s with a value consitently
above'l’ The data reveals that since 198@-81, the interest
payments have generally been growing at a higher rate than the

respective liability in almost all cases except provident funds.
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Thus, it vreflects the rising burden of interest payments on the

budget .

Impact of Interest Pavments according to the holders of

Total Internal Debt

To analyse the impact of interest payments on the economy
according +to the holders of tétal internal debt a similar
classification is followed as in chapter 5. In chapter 5, it was
discussed that nearly 63 percent of India’s tbtal internal debt
wWas beingf'held by the | Government and its nationalised
institutions. It would be intereéting to analyse the interest
payments on Government and its nationalsied institutions held

debt and on public held debt.(18) It is not possible to

determine interest payments made to each component of +the group

‘Government and nationalised institutions’ due to the non-
availability of data. The interest payments on Government and
are

nationalised institutions held debt and public held debt
presented in Tablé 7.19. The interest payments on Govefnment and
nationalised institutions held debt rose by 12.93 percent per
annum during 1951-87 whereas the interest payments on public held
debt rose by '13.59 percent per yvear over the period. This implies
that the interest payments are relatively higher on instruemnts
held by the public. Interest payments on public held debt as a
percentage to interest payments on total internal debt fluctuated
for the period 195@-51 to 1988-81 but since then seem to be
consistently rising. This is Dbecause of the risingv trend in
interest rates on small savings instruments and ﬁrovident funds

since 1938-31. These instruments are generally held by the

4<

public. The interest rates on market loans have generally been
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stagnant and that on Treasury bills been at 4.6@ percent since

July 1974.
Table 7.10

Interest Payments on Government,Nationalised Institutions and
Public held Debt

{Rs. Crores)

Interest Payments on

Year Government Public Total

and Nationalised held Internal

Institutions Debt Debt

held Debt
195@-51 34.25(53.58) 29.68(46.42) 63.93
1962-61 91.29(565.68) 72.91(44.42) 164.%20
197871 214.86(48.34) 229.62(51.68) 444 .48
1980-81 1428.42(6©.19) 944.73(39.81) 2373.15
1981-82 1797.028(61.290) 1139.47(38.88) 2936.556
1982-83 2112.1@(58.13) 1521.21(41.87) 3633.31
1983-84 2617.43(58.95) 1822.26(41.85) 4439.66
1984-85 3287.@3(59.61) 2227.33(4@.39) 5514.36
1935-86 4925.89(57.72) 2948.39(42.28) 6974.28
1986~87 4187.26(49.54) 4282.32(58.50) 8479.98

Notes: Figﬁres in brackets are percentages to Total Internal
Debt. ,
Source:Appendix, Tables 5,6 & 7.

In 1986-87, Central Government on its own held about 22.9
"percent, Reserve Bank 52.28 percent and the nationalised banks
nearl& 19.82 percent of +the total internal debt held by
Government and the nationalised institutions. The amount of
interest receipts by each of these major_holdérs can be expected
to follow roughly a similar pat&ern. This has prompted many
political economists to wonder aloud that if such large interest
payments have to go to the Government,Reserve Bank, banks and
other nationalised idunstitutions then should not a dual interest
rate policy be pursued. Mody argues, 'Dual interest rate policy
may be adopted,higher interest rates may be paid only to the

holders of public debt other than the Reserve Bank. .Thus interest

52



burden will be much lower_____ ."(11). I£ needs to be mentioned
here that the nationalised institutions plough back their profits
to the Govermment and if the rising émount of interest payments
leads to increased profits then these finally reach the national
fisc. Secondly, and more importantly, by having a dual rate
policy where the rate of interest would be lower for holdings of
Government securities not held by public, it may encourage
Government to spend in an inconsiderate manner and then seek more
borrowings from RBI and nationalised institutions at a cheaper
rate. Generally, it 1s always RBI which has to accomodate the
Government and +the perusal of the previous chapter reveals that
borrowings from RBI have a strong influence on the price level.

Thus the dual rate policy may not be expedient.

The interest payments on Government held debt remains
within the Government and its various departments and 1is Jjust

another book keeping adjustment.

The interest payments on debt held by public enters the
economy directly and its Comparison with revenue expenditure,
non- development expenditure and indirect tax revenue becomes
relevant.The interest payments on public held dobil as  a ratio to
revenue expenditure, declined fFrem 8.53 percent in 1958-51 to
H.ht parcent in 198¢-81 and since then has. been rising. As &
ratio to mnon-developmental expenditure, interest payments have
doubled since 197@0-71, meaning thereby that growth in interest
payments to public have been larger than that of non-
developmental expenditure (Table 7.11).In relation to the revenue

receipts, the ratio of interest payment has been rising over the
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Table 7.11

Comparison of Intersest Pavments on Public held

Debt with Revenue and Expenditure

(Percentages)

Year Interest Payments on Public held Debt
as a Percentage to

Revenue Non-Dev. Revenue Tax Indirect

Expenditure Expenditure Receipts Revenue Tax Rev.
185@-51 8.53 ~ 7.31 8.31 12.81
1960-61 8.83 - 8.31 9.99 13.55
197@-71 7.22 7.87 6.87 9.37 11.68
198@-81 6.50 12.33 7.36 10.06 12.62
1981-82 7.18 11.11 7.32 9.83 12.79
1982-83 7.86 12.27 8.41 11.65 14.96
1983-84 7.986 12.23 8.89 11.77 14.84
1984-85 7.99 - 12.65 9.14 12.59 15.61
1985-86 8.48 13.25 19.09 13.92 17.31
1986-87 10. 07 15.28 12.32 17.61 21.74
Source:Appendix, Tables 7 and 12.
period. This implies that larger amount of revenue is being

utilized merely for transfer payments rather than for productive
purposes. The high and progressing ratio with indirect taxes is
a matter of concern as it is generally beleived +that indirect
taxes are regressive whereas interest payments to public on
internal debt are generally made to the middle and higher
sections of the society. This suggests that redistribution of

income could be taking place in the economy.

The Redistribution effect of interest payment on
internal debt suggested by Ghuge (12) needs to be further probed.
Ghuge assumes that individuals holding debt, other +than small
sayings and provident funds are among the richer sections of the
society and those holding small savings and provident funds are
amongst the poorer. Ghuge however concedes that his so

classified rich could also be holding some small savings
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instruments and provident funds. This classification may not be
completely agreed +to, but generally it seems probably right
because the individuals holding debt,other than small savings
and provident funds,would include shareholders of LIC upto 1957,
commercial banks upto 1969, Cooperaﬁive Banks, Joint Stock
Companies, special bearer bonds, etc. The poor persons,Ghuge
refers to, may be considered as middle class groups who invest in
small savings and provident funds. (13).

Thus if we assume that the society consists of the rich,
middle and poor sections and that +the indirect taxes are
regressive in nature and falls most heavily on the poor sections
of +the society then a rough indicative estimate of the
redistribution of income can be made. Also, we assume +that the
poor and +the rich segments of the society are not holding small
savings and provident funds implying thereby that interest
payments on these are received by the middle income group. Thus,
if interest payments to middle income group as a ratio +to total
public held debt shows a rising +trend it can be inferred that
redistribution of income takes place in favour of the middle
income Eroups. Similarly, if interest payments to the middle
income group as a ratio to indirect taxes is declining then it
would imply redistribution of income in favour of +the poor is
taking place and vice-versa. -~ Also, logically, if interest
payments to +the rich segments of the society as a ratio to
indirect taxes declines, then ‘it would imply that redistributioh
of income in favour of the middle and poor income groups is
taking place. Admittedly, this ‘test’ is suggestive, rather than
definitive, but we feel it gives an indication of the nature of

changes underway.
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Applying this test, our results inferred from Table 7.12

are as follows. The rising secular trend of interest payments to

middle income groups reflected in the rising ratio in Ceol.4

(Table 7.12) shows that redistribution of income in favour of the

middle income group is taking place. Similarly, Col.5 (Table

- 7.12) reflects that the interest payments to middle income group

as a ratio to indirect taxes is rising implying thereby that

middle income group again is the beneficiary in the

redistribution of income. In Co0l.6 (Table 7.12) the interest

Table 7.12

Interest Pavments on Public held Debt

(Rs.Crores.)

Year Interest Interest Total Col.1 Col.1 Col.2
Payments Payments Interest as % as % as %
on HSmall on Public Payments of of In- of In-
Savings held Public Col.3 direct direct
and Pro- debt (net held Tax Tax
vident of Col.1) Debt ~ Revenue Revenue
Funds :

1 2 3 4 5 6

195@-51 11.83 17.85 29.68 39.85 5.11 7.70

196@-61 38.53 34.38 72.91 52.85 7.16 6.39

1972-71 148.13 - 81.49 229.62 64.51 7.53 4.14

1982-81 6183.63 334.08 944.73 64.64 8.16 4.46

1981-82 8@22.47 337.00 1139.47 70.42 9.21 3.78

1982-83 949.87 571.34 1521.21 62.44 9.34 5.62

1983-84 1241.69 78.57 1822.26 ' 57.17 8.48 6.36

1984-85 1329.86 897.47 2227.33 59.71 9.32 6.29

1985-86 198@7.37 1241 .02 2948.39 64.69 11.20 6.11

1986~-87 2796.27 1485.73 4282.32 65.30 14.29 7.59

Source: Appendix, Tables 5,6 and 7.
payments to the richer sections of the society asz a ratio to

indirect taxes exhibited a declining trend from 1958-51 to 1979~

71 but have shown a stable trend over the period 1970-71 to 1980~

81 and from 1982-83 exhibits a rising trend. This is too short a

rericd to analyse the trend but if similar +trend continues it



would imply .that redistribution of income is taking place in
favour of the rich. As mentioﬂed earlier, Col.4 suggests that
redisribution of income is taking place from the rich to the
middle income group but asz in Co0l.6 the results imply that the
rich are gaining through redisiribution, it may be inferred then
that the redistribution in favour Qf the rich 1is at the expense
of the poor in the country.

o

Recent Trends: Rising Interest Rates

The Government +till recently had been following a cheap
money policy and were making efforts to borrow at the minimum
possible costs, by borrowing at the minimum possible rate of
interest. This was firstly, to finance a larger investment plan
for the public sector than might have been possible otherwise ahd
secondly, to minimise the cost of servicing the debt. However,:
due to paucity of funds in +the market, interest rates on other
instruments-continued to rise and hence investment in Government
securities became less attractive due +to this policy. Thé
pattern of ownership of India’s total internal debt shows that
institutionalisation of debt is taking place i.e. large portion
of such debt is being held by the Reserve Bank, commercial banks,
LIC, provident funds, etc. These holdings are mainly because of
the statutory requirements particularly the holdings by the
Reserve Bank and the other banks. However, as the rate of
interest on Government securities has always been very low, non-
institutional investors rarely invest 1in these securities.:
Excessive dependence on the institutions for domestic borrowing

is not desirable as the implications of these have been discussed
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in the previous chapters. To mobilize the resocurces from the
general public and to tap genuine savings, the rates of interest
have been raised over the last few years especially since 1985 in
the process of implementation of +the recommendations of the

Chakravarty Committee Report.

It should however be noted that the maximum interest rate
of 1¢.50 percent per annum offered during 1984-85 on Government
securities with a maturity of as long as 30 years was below the
maximum rate offered by banks on term deposits of more than 5
vears maturity or yields available on other comparable financial
instruments. (14) Table 7.13 provides a glimpse of the

Table 7.13

Interest Rétes on Selected Financial Assets

(% age per annum)

—

Coupon Rates on Commercial Company National !

Central Government Bank Deposits Savings 4

Securities Deposits Certificates|

Short Medium Long Above

term term term 5 years J years

5 yrs 5-10 yrs 1@ yrs

& above

1974~75 5.25 5.00 6.25 19.00 9.50-16.09 8.25
1979-8@ ~ 6.25 7.00 12.00 12.50-15.00 12.25
1984-85 7.75 8.5 10.50 11.99 14.020-15.20 12.04¢
1987-88 - 10. 50 11.59 11.20 13.50 -14.00 11.20

Source: Report on Currency and Finance, RBI.

comparative picture. The coupon rates on Government securities
are now being raised and interest rates prevailing in the economy
on other instruments being sca}ed down, particularly interest
rates on small szavings, as a measure to rationalise the interest
rate structure in the country. This has 1resulted in narrowing

down the gap between +the interest rates offered on Government
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Secﬁrities and other saving instruments prevailing in the
economy .

However, in addition to the interest earnings many of the
small savings instruments egjoy immense fiscal concessions. To
consider the benefits through fiscal concessions along with the
interest rate, we have calculated the effective rate of return on
various small savings schemes for the year 1989-9@2. (Table 7.14).‘

The details of the methodology follows in the Appendix to the

chapter.
Table 7.14
Effective Rate of Return on Savings Instruments
Effective Rate of Return
Actual Rate (Percentages)
of interest
Instrument (percentages) Marginal rate of Income Tax

20% 30% 43.2% 54%

1. National Savings

Certificates VI(1l) 11 15.4- 18.1- 22.9- 29.8-
18.0. 22.6. 31.9. 45.4.
2. VIII(1) 12 13.9- 14.7- 15.7- 19.1-
16.3. 18.9.. 22.2. 26.3.
3. Post Office Monthly
Income Scheme 12 15.8 17.9 21.8 26.6
4. UTI Monthly Income
Schemex 12 15.2 17.3 21.3 26.2
5. Public Provident 15.3 18.2 23.7 - 30.8
Fund (1) 12 17.5 22.8 34.4 52.1
6. Bank Fixed Deposits 12 13.0 14.8 18.3 22.6
7. Relief Bonds 9 11.3 12.9 15.9 19.6

Notes (1) The range refers to the slab rate concession of
120%, 58% and 49% respectively.

X Does not consider the Bonus in 4th year

Sdurce: Appendix, Table - 16.

The effective rate of return on >samll savings, provident
funds and other popular schemes, were much more attractive than

the Government securities. These securities enjoy income tax and
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wealth tax concessions and particularly, the National Savings
Certificates Series VI-issue even enjoyed the tax concession on
the interest income earned.(This series has been discontinued
from March 31,1989,as a measure of rationalisation of the

interest rate structure in the economy. ).

In sharp comparison to the high effective rates of return
on these instruments, due to fiscal concessions, the amount of
interest earned on Government securities is always taxed. This
probably explains the discouraging response of the non-
institutional public to the Government securities.In order to
make Government securities more attractive, the rates of return

on these also would have to be hiked but then this would result

in pursuing a dear money policy. The higher rates of interest
have boeon suggested and justifised by many economists in the past.
Bhargava emphasised, "...It is perhaps necessary to increase the

long term interest rate, especially for the non-captive market so
that government may be able to check the inflationary pressure;
that exist 1in the economy."(lﬁ), There 1is a strong case for
increasing the rates of interest‘ on' Government loans and for
rationalising the spread between the rates on the short and long
dated securities from the point of wview of making investment in
Government securities more attractive. (16). Chakravarty
Committee also suggested the rationalisation of interest rate
structure in the country with ‘emphasis on aligning the interest
rate on Government securities with other rates prevalent in the
econonmy . The Report observes, '‘An upward revision of yields on
Government securities from current levels coupled with a
shortening of +the maturities can result in attracting funds from

the capital market much above what the captive market is able to

Ay
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provide (17). However, it has to be considered that the interest
rates along wifh fiscal 1incentives, 1like on small savings
instruments, may be too high for an economy like that of India to
sustain. Kothari provides an analysis énd suggests that a real
rate of interest above 5 percent can be considered to be on a
high side and therefore the Government, should be careful in
offering high rates of interest, though ofcourse positive real
interest should be assured (18). Secondly, and more importantly,
knowing that the borrowings are not being used for productive
purposes {(considering the revenue deficit since 1979-80, slow
growth of expenditure on capital formation, etc.) it may not be
appropriate to borrow at higher rates. Joshi and Little observe,
;If interest rates on Governmént borrowing rise without an

increase in the efficiency of public investment, +the public

finance problem will get worse (189).

The rise in the intersszt rates on Goverament gsouritisg
may also lead to ‘crowding out’ of private investment. Joshi and
Little observe that during the-transition from lower interest
rates to higher interest rates. "...,the private sector would

suffer a powerful ‘crowding out’ in the credit market with

consequent effects on output.” (20). Tobin however cautions
that, ‘Interest rates cannot be taken as constant while the debt
grows relative to the economy. Increases in interest rates are

the mechanism by which government borrowing squeezes out capital
investment.” (81), Ghosh critically analyses the issue of rising

interest rates particularly the interest rates on small savings

and fiscal concessions thereon and argues that "....this may have

the effect of ‘crowding out’ of private investment in the form of
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new equity’. (22). This considers the fact that the amount of
available financial resources are limited and +the high rates of

interest only leads to reallocation of investment priorities.

Thus +the stress has to be laid on rationalisation of
interest rate structure in the economy whereby the interest rates
offered on Government securities are attractive enough to be held
outside the captive market and +the interest rates on other
instruments of Government Dborrowing to be aligned to this and
maintained at a sustainable level considering the productivity of
investment in the country as well as that no crowding out takes

place.

Conclusion

The burden of interest payments has been rising over the
period but has not risen so high as to be a cause of alarm. The
amount of net interest payments has risen +to 1.45 percent of
National Income 1in 1986-87 from @.55 percent in 1980-81 and .33
percent in 195@-51. In comparison to the budgetary variables,
net interest payments as a percentage of revenue receipts, tax
revenue and indirect tax revenue has been rising consistently
since 1980-81. This comparison reflects the amount of revenue
receipts which are required for servicing the debt. In addition,
net interest payménts account for 9.28 percent and 14.33 percent
of revenue expenditure and non-development expenditure in 1987-88

respectively compared +to 3.98 percent and 6.32 percent in 1989-

31.

The composition of interest payments has changed over the
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period with +the share of market loans declining but that of
Treasury bills, small savings and ‘other accounts’ rising. The
interest payments have been rising at a higher rate than the
amount of debt outstanding for all the instruments of public
borrowing, especially since 198@—81,\implying thereby the hike in
the rates of interest of Governmeﬁt borrowing.

The interest payments to Covernment and nationalised
institutions has declined over the period. The interest payments
made to the public seem to be causing a redistribution of income
in favour of the middle income segment of the society.

The " hike in +the interest payments to +the public is
because of the higher rates 6f interest on instruments held by
the public directly. The stagnant rates of interest on market
loans have probably been the major cause for these not becoming
popular with the public. Though measures have been initiated
since 1980-81 and especially since 1985 +to rationalise the
interest rate structure but 5till the interest rates on
Government securities are not attractive enough to successfully
mobilise resources from the public.On +the other hand, the
interest rates on small saving ‘instruments which are very high
raises issues whether borrowing at such high rates is useful and

whether such high rates are sustainable.
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Appendix

Methodology

In computing the effective rates of return compound
rates of interest have been used for instruments where
compounding is effective. The fiscal concessions available on
the interest income under Sec.1@, 88-C and 3@0-L of the Income-Tax
Act, wherever applicable, are taken into account and the
effective rates calculated.

The interest income is tax free under Sec.l1l@ andf Sec.8@-
L of the Income-tax Act®. (Section 1@ and Section 89-L for the
purpose of calculating effective rate are taken here as similar)
Therefore the effective rate is calculated using the following
formula

Te = ta (120/(100-MRT}) ----- > 1.

i

Effective rate of return
actual rate of interest (wherever applicable
compound rate)

Where, Te

a
m
{

MRT = Maximum Marginal Rate of Income-Tax

In the case of Savings Instruments where fiscal
concessions are available under BSec.880-C and Sec.1@/Sec.88-L of
the Income Tax Act, the formula used is as follows:-

Te = ta [(10@/(10@0-MRT)) (190/(120-1T))} ----- > 2.

Where, IT = Income tax rate applicable according to
deductions from inccme are 11¢ percent, f
5¢ percent or 4@ percent tax.

In the case of Savings instruments where fiscal
concessions, are available under Sec.8¢-C for n-1 years and under
S5ec.80~L for n years, the formula used is

Te = nJ100 [ l4ten-1/100 Jo=t + ten ------ 5 3.

where ten-1 = effective rate of return for n-1 years
only (as calculated in Eq.2)

~Len = the effective amount of interest =arned
in the nth year (as calculated in eq-1)

The savings instruments which enjoy the fiscal concession
under Sec.89-C alone for n-1 vears the effective rate of return

u4‘



has been calculated with the help of following formula-

Te = 0100 (l+tea/10@0)w= + tn -——---- > 4.

where tea = ta ( 188/(10¢0-1T) )

*fn = amount of interest earned in nth year

Some of the savings instruments enjoy fiscal concession
under Sec.80-C on the initial investment in these instruments.
To incorporate +this initial fiscal concession and compute the
effective rate of return, the formula used is

Tex = nJ1@@ (l+te/1@0@)» + IC  —-=-=—-——- S5

where, tek® = effective rate of return with initial
fiscal concession

IC = initial amount of fiscal concession.
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Chapter 8
SUMMARY AND CONCLUSIONS

The public debt of theiéountry rose to as high as sixty
five per cent of GNP during March 1988 compared to 31 percent in
1951, when planning was launched in the country. This ratio is
very high compared +to other countries like Germany (21.5
percent), U.K. (49.9 per cent), France (21.5 percent), Japan
(25.8 percent), Canada (24.8 per cent),etc. This study has
probed into +the problems of rising total internal debt, the
largest component of public debt. The total internal debt of the
country accounted for more than 88 percent of the total debt
outstanding at the_end of March 1988 compared +to 67 percent at
the end of March 1971. Earlier, the total internal debt of the
country which was 98 percent of ithe public debt at end of March
1951 declined to 89 percent at end of March 1961 and further to
67 percent at end of March 197%. The increasing dependence on
total internal debt since 1978-71 and especially since 1980-81 is
a matter of concern, not only Because this instrument of public
finance is being used as a substitute for tax revenue on which
interest payments are already substantial, but also because the
increasing dependence on financial resources mobilised through
borrowings have important macro-economic implicatioﬁs. f

The chapter, ‘Review of Literature’ sets the main issues
in theoretical perspective. In this chapter the concept of
‘burden of debt’, around which revolved +the long standing
controversy pertaining to debt and shiftability of debt has been

discussed in detail. The upshot«of the contraversy is‘that the
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rising debt ceases to be a cause of national concern if the
National Income is simultaneously rising at a higher rate than
the rate of interest on the debt. Thus as Domar suggests, it i;
basically the problem of raiéing the . level of National Income.
Secondly, debt not only leaves a burden on the future generations
in the form of obligations for intefest payments but also creates
assets out of the borrowed financial resources. Thus the burden
of debt has to bé viewed as the net of the benefits and burdens
that the debt creates. Apart from the burden of debt,
‘theoretical literature on public debt dwells on the inflationary
impact of debt. It is generally conceded that management of debt
constitutes an important part- of macro policies of the country,
especially perﬁaining to the monetary - fiscal mix. Though this
instrument has generally been used as a measure of war finance by
the developed countries during the two World Wars, it was
considered by economists, particularly the Keynesian economists;
as a tool to maintain a high level of aggregate demand in the
economyvthrough increased financial resources at the disposal of
the monetary and fizscal authorities leading to pump-priming.
HBowever, the composition of debt, the maturity pattern and the
ownership of debt influences the monetary stability in the
country. Though, theoretically, no limits to debt have been
prescribed in the literature but invariably the economic
situation of the country would impose a limit to the amount of
debt raised and outstanding in the country.

In chapter 3, we analyse the dimensions and the rising
trend in total internal debt. We also probe into the causes
leading to high domestic borrowings. The analysis of tﬂe rising

trend in the total internal debt of the country reveals that it
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has risen from 33 percent of National Income in 1951 to more than
67 percent at the end of March 1988. The rise has been
consistent throughout the period but since 1982 the rise has been
very sharp. Total internal debt rose from Rs.2,872 crores at the
end of March 1951 +to Rs.40,252 crores at the end of March 1988
but then rose more than fourfold to Rs.1,71,134 crores at the end
of March 1983. The rising trend of debt and the increasing
dependence on it is also reflected in the financing pattern of
the plans. In +the first three years of the Seventh Plan, the
dependence on domestic borrowings has been nearly 65 per cent
cach year. Net. total internal debt hés also been Lising rapidly
since 1978 meaning thereby increased retention of borrowed funds
by the Central Government (rather than relending to the State
'vaernments) to meet 1its financial requirements. This high
reliance on domestic borrowings is the result of the rise in
expenditure unmatched by a similar rise in the revenue to the
Government, especially since the: early eightles. The expenditure.
on Revenue Account has risen faster than on Capital Account. The:
Revenue Account has been in deficit since 1979-84. The
expenditure on non-developmental and non-capital formation
recorded the largest hike. The expenditure on account of -
interest payments and subsidies rose at a high rate, both, in
absolute and relative terms but the ratio of expenditure on
defence declined over the period. Also, the consumption
expenditure on the Governments’ own account was also very high.
Thus to meet the high expenditure .domestic borrowings are being
used by the Government as a substitute for revenue receipts.

In chapter 4, the trends in the changing composition of

total internal debt were analysed. During the period of the
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study, domestic borrowings were made through a large number of
instruments. The important ones were market loans, Treasury
bills, small savings and provident Funds. The share of market
leoans in the total domestic borrowings declined over the period
whereas Treasury bills emerged as the most important instrument.
The rising and constant requiremenis of funds by the Government
apart  from debt management policy, resulted 1in large scale
nornversion of Treasury bills into dated 1long term securities.
The share of small savings in the total internal debt has
increased over the yvears, especially the small savings
certificates which enjoy fiscal concessions in addition to the
high interest rates. The share of provident funds continues to
be less than four percent of total internal debt but the share of
superannuation and gratuity funds has increased from @.42 per
cent at the end of March 1976 to 8.3 percent at the end of March
1988. The share of reserve funds and deposits has declined over
the period:

The changing composition of +1total intermnal debt is the.
result of debt management policies pursued by the Government and
monetary authority of the country. The debt management policies
are expected to cause a shift in the ownership pattern as well as
the maturity pattern of debt. The trends and implications of the
ownership pattern of debt and that of the maturity pattern were
discussed in chapter 5. In debt management ownership pattern is
more important than even the magnitude of debt. In India nearly
65 per cent of +the +total internal debt has been held by the
captive market since 195@-51. The development of thevcaptive
market provides a stable demand for Governments borrowing

programme and also assures a smooth implementation of monetary

i
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and fiscal policy of the Government. Also, the share of holdings
by the Government and its various nationalised institutions like
Reserve Bank, commercial banks, insurance companies, etc. has
risen over the period. The implications of debt held by different
institutions 1is different for the monetary situation in the
country. The Government securities held by the Reserve Bank
results din a higher RBI credit to Government which leads to
increase in the reserve money which further leads to increase in
the money supply through the money multiplier. The rise in the
money sgpply unmatched by a similar rise in the national output
would tend to lead te inflationary pressure in the economy. The
holdings of Reserve Bank of India have risen from 23.64 per cent
at the end of March 1951 +to 33.62 per cent at the end of March
1981 and since then has been around 33 per cent. This does not
augur well for the monetary stability in the economy.A The
holdings of Central Governments securities and Treasury bills by
the commercial banks 1is considered to iead to reallocation of
financial resources between the Government and the private sector
and thus not to have any influence on many supply and the price
level. The monetary tool of statutory liquidity ratio is based
on +this argument. However; many economists argue that the
holdings of Central Government securities and Treasury bills by
commercial banks would lead +to a increase in money supply and
through increased credit creation as banks would operate at a
lower cash reserve ratio when these portfolio’s would have assets
which can be discounted with the central bank of the country.

The share of banks held total internal debt has increased from
4.32 per cent in 1950-51 to 5.46 per cent in 1970-71 to 13.€85 in

18982-31 and since then remained stable around 11-13 percent over
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the period. The portion of total internal debt held by non-bank
non-Government sector 1is expected to be neutral and not
influencing the price level as it represents the indirect
investment of the public b& the financial institution. However,
Borrowings from individuals which tap genuine savings of the
people is expected to be deflationary as these represent the
mopping up of available liquidity in the economy.

The maturity pattern of total internal debt also has
monetary implications. The short-term debt instruments are
virtually near money assets and they constitute a potentially
inflationary method of financing expenditure. In India, Treasury
bills represent these near money assets and are generally held by
RBI, as &all the financial intermediaries prefer to discount these
and hold more cash. The study reveals that more than ninety per
cent of Treasury bills outstanding are held by RBI, though
Treasury bills are bought in large numbers, during the year, by
various financial intermediaries. There has been, however, a
perceptible shift in the maturity pattern of Government
securities outstanding and floated during the year, reflecting
the pursuance of deliberate debt management policy towards
instruments with longer maturity which could provide monetary
stability. The short term market loans (with a maturity of less
than 5 yvears) as a ratio to total market borrowings declined from
22.16 per cent at the end of March 1951 to 9.8 percent at the end
of March 1983. The share ofAlong term loans (with maturity of
more than 18 years) has increased from 36 per cent to more than
80 per cent during the same period. The lengthening maturity
period of +the market loans 1is expected +to help establish

stability in the system.
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In Chapter &, we empirically testad +the monstary
implications of the ownership pattern of +total internal debt
using the Granger-Sims’ causality method. The results of the
Granger—Sims’ tést conducted in this study in the context of
India for the two time periods, 1951-87 and 1971-87 reaffirm the
theoretical conclusions. QOur majgr findings are

1. Change in Reserve Money causes change in Money
Supply and not vice versa

2. Change in Money Supply causes change in Price level
and not vice versa.

3. Change in Reserve Money causes change in Price
level and change in price level leads to a change
in the Reserve Money.

4. Change in Reserve Bank’s holdings of Treasury
bills and Government securities causes a change '
in Reserve money and also a change in Money Supply.

5. Change in Reserve Bank’s holdings of Treasury
bills causes a change in Reserve Money and also
a change in the money supply.

6. Change in Reserve Bank’s holdings of Central
Governments securities causes a change in
Reserve Money but does not cause a change in
Money Supply.

7. Change in the holdings of Govermment securities
and Treasury bills by the commercial banks does
not cause a change in the money supply or a change
in the price level.

8. Change in the holdings of Government securities and
Treasury bills by the non-bank, non-RBI institutions
does not cause a change in the money supply or a
change in the price level.

Change in the holdings of Total Internal debt by
individuals in the form of small savings causes
change in the price level.

©

1. Change in the holdings of total internal debt by
individuals in the form of provident funds causes
& change in the price level.

Having known the causality,regressions were run to

estabilish the direction of the relationship.The results are as
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follows

1. A positive relationship between money supply and RBI’s
holdings of Government securities and Treasury bills.

[s&]

A positive relationship between reserve money and
RBI’s holdings of Government securities and Treasury
bills.

3. A positive relationship between the price level and
the RBI’s holdings of Government securities and
Treasury bills.

4. A negative relationship between the price level and

the holdings of total internal debt by the
individuals.

The Government borrowings from Reserve Bank leads to
increase 1in reserve money, money supply and inflation. Our
results also suggest that the rise in prices cause the Government
to borrow more from Reserve Bank which further leads to increase
in the reserve money, money supply and inflation. The borrowings
from commercial banks does not cause this chain leading to the
inflationary pressure. Thus it reaffirms our argument that
Government borrowing does reéllocate resources between the.
Government and the private sectop and does mnot lead +to build
inflationary pressure in the economy. The borrowings from non-
bank sector, the results reveal, are mneutral to inflation. On
the other hand, small savings and Provident Funds exhibit a
negative relationship with the price level, thereby affirming the
view that these instruments successfully mop up the ligquidity
prevalent in the system. Thus, the logical conclusion follows
that Govermnment borrowings should come from the genuine savings
of the people and the rellance on Reservé Banks funds should be
minimum possiﬁle in the interest of monetary stability.

In chapter 7, the discussion on +the burden of interest

payments and interest rates is presented. The rising debt has a
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related cost in the form of interest payments. The indicator of
the burden of debt is considered +to be the amount of interest
payments as it reflects the amount of National Income that would
be taxed to service the outstanding debt. It also reflects the
amount of additional resources: tﬁat would have to be mobilised
and the amount of financial resources which would simply be
transfer payments and would not be made available for productive
employment in the economy. The amount of net interest éayments
(net of interest receipts on . loans and advances made by the
Government) in the country i3 rising rapidly, especially since
1982-81. TheAamount of net interest payment increased from ©.33
percent of national income in 195@-51 to .55 per cent in 1988-81
and to 1.45 percent in 1987-38. The net interest payments
accounted for more than 9.28 per cent of revenue expenditure of
the Central Government in 1987-88. Thus the situation does not
appear to be so grim in the immediate future but it does call for
immediate attention. The composition of interest payments has
been chénging since 195¢-51 in keeping with the change in the:
amount of debt outstanding. Interest payments on market loans
have declined +to 35.8 percent in 1987-83 compared to 65.95
percent in 1950-51. Interest payments on Treasury bills and
small savings now account for 21.54 percent and 17.39 percent
compared to 12.97 percent and 2.64 per cent respectively in 1350-
51.

The interest payments on total internal'debt held by the
Central Government itself are mere book adjustments and seem not
to have any implications but +the interest payments +to other
holders do have implications. The ownership pattern of total

internal debt suggests that large amounts of interest payments
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were made to the Reserve Bank and commercial banks, profits of
which would have been ploughed back to the Government. The
analysis of +the interest payments made to the public indicate
that redistribution of income is likely +to he +taking place in
favour of the middle income group.

The high rate of return (through fiscal concessions), in
addition to the high interest rates offered on some small savings
instruments by the Government, made investment in Government
securities unattractive. To make Government securities
attractive and acceptable +to investors, outside the captive
market, rationalisation of interest rate structure was undertaken
in 1985 and interest rates on Govermment securities were raised.
Similarly, considering the high cost of' mobilising funds and
their utilization, the high interest rates offered on some of the
small savings instruments were reduced.

The study thus concludes that the dependence on internal
borrowings is at a high rate particularly for ‘the period after
193@. The rise in need for increased dependence on incurring
total internal debt was due to the rise in non-developmental non--
capital formation expenditure and the unmatching revenue
receipts.

The availability of funds from sources which could tap the
genuine savings aof the people could not meet the increased demand
and high requirements of financial resources of the goverument.
This led +to increased borrowings from Reserve Bank which further
lead *to increase in the money supply causing inflationary
pressure in the economy. The amount of net interest payments
made by the Government were high and accounted for a large amount

of  revenue recelipts. However, they were not as high as to
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substantiate the fears expressed that the country is on the verge

of internal debt trap.
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TABLE - 2

BALANCES OF LOANS ADVANCED BY THE CENTRAL GOVERNWMENT AND NET TOTAL INTERNAL DEBT.
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i 2 3
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YEARS  AMDUNT RAISED  AMOUNT DISCHARGED NET
AMOUNT RAISED
{Rs.Cr.)RATE OF  (Rs.Cr.)RATE OF  (Rs.Cr.)RATE OF
GRONTH{X) GRONTHX) BROWTHIY)
1950\S1  30.34 $1.58 -11.24
1951\52 58,37  66.B2  94.60 103.45 -34.23  204.54
1952053 8.7 -99.86 9.9 -98,87  -8.89 -97.40
1953\54 75,38 187471 112.30 11597.92 -37.88 4957.%9
(95055  158.68 110,73 46,14  -58.91 112.54 -4@4.1b
1955\56  184.13  -34.38  69.@6  49.67  35.07 -4B.84
1956\57 158,15 5.B8  8R.B1  15.86  78.14 122,81
1957\58  136.82 -13.49  67.45 -15.70  69.37 -11.22
1958\59 202,56 98,85 21,23 -48.52 1BL.3Z  141.48
1959\6@  229.62 1334 11697 450.97 112.65 -37.88
1968\60 181,40  -71.88 189.38  -b.49 7282 -36.07
1961\62 203,10 11.96 137,89 76,07 6521  -9.44
1962\63 285,82 40,73 182.58 32,41 103.24  58.32
1963\84  376.83  31.B4 176,27 -I.46  208.5  94.27
[968\63  299.86 -70.64 189.42 .46 109.54  -45.33
1965\66 2B4.10  -5.08  155.37 -17.98  128.73  17.41
1966\67 278,70 -1.99 182,34 17.36  96.36 -25.15
1967\68  352.83  26.31 256.18 41,59  93.85  -2.40
1958\69 321,28 -B.76 245.73  -4.82  75.47 -19.58
1950\78  534.68  47.89 396.18  A1.19  140.58  86.27
1970\71 507,38 -5.86 284,50 -28.17 222.88  58.54
1971\72  631.50 20,46 33365  17.28 297.85  33.84
1972\73 19847 2327 29098 -12.50 486.53 43,35
1973\75 1825.31 3071 561,59 9234 463.72  -4.69
1974\75  £95.74 3214 21522 -b1.68  480.52  3.62
1975\76 66180 -4.99 204,68  -4,98 456.32  -5.04
1976\77 1122.61  69.84 278.18  35.87 94451 85.7
1977\78  1309.99  16.69 125.54  -54.86 11B4.45 4R.25
{978\79 1836.80  40.20  103.38  A6.B1 165358 39.68
1979\88 2245.98 22,27 294.48  &D.61 1951.58  18.B2
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1985\86 5563.30  20.94 658.90  34.97 4884.4B  19.26
1986\87 6350.00 14,55 1050.50  59.43 5299.50  8.58
198708 762L.80  23.17 828.91 -21.86 7902.89  32.89
SOURCE: {)REPORT ON CURRENCY AND FINANCE,R.B.1.
2)FINBNCE ACCOUNTS, GOVT.OF INDIA, ..




---------------------------- m=--e- iks.Croras.)

YEAR RUPEE LOANS OQUTSTAMDING. (end of Narch) RARKET LOANS RAISED. {during the year)
UNDATED Zaga to OVER 123 lage fo 5 - 18  Zage to )5 YEARS %age to TOTAL 153 lage to  13-13 fage ko 5-12 lage to 8-3  lage to  TATAL
Total YEARS  Total YEARS  Total Total Tatal Total Totai Totai
b

1950031 257.8%  17.93 519.33 36.18 342,51 23.81 318.77 22,16 1438.4% g.a3 8.88 .33 96,97 8,81 8.83 3.82 g.88 31,3
1951N\32  257.8% 18,37 443,97 3387 433014 3287 285 .S 1493.51 2.29 2.82 3.8 2.29  53.3¢  199.98 2.8 g.89  53.3
1932\53 257,853 18,37 3RT.80 27,62 4MLLA7 Z9.33 34b.45 24.68 143353 8.83 8.3 8.28 2.2 8.9 2.8 p.08 .38 8.9
{953\534  257.8% 18,98 271.4% 19,99 546,97 4.9 Z88.8c 21,11 13M.T7 2.0@ 3.8 8.2 2.88 75.32  194.89 2.8 8.82  75.33
1954\55  257.83 17,49 241,14 16,36 421,78 42,17 33378 23,99 (474,99 8.8 8.88 133,18 8.4 8.88 8 8.28 8.88 227,97
1955186 257,85 182 LU 15,99 A16.52 0 43,87 I3 2686 1385.47 2.82 - RAd 13348 8242 g3 - B.e8 p.82 2.82  {eh.12
1956457 257.8% 15,78 285,83 15,85 453,43 40,73 454,50 28.43 1A33.61 sh.64 32,29 3382 18,39 8.7 - 2075 (] 8.88 286,48
1957358 257.85 15,17 28988 15,24 825.22 36,79 957,35 3279 1899.5d 49.17 3a.Ut 7. 4.6 M 22.83 200 2.8 136,17
1958v39 257,85 11.82  aRe. 40 27,88 59484 27.37  719.87  35.81 2488.97  49.5¢ 19.98 34,34 25.97 8795 35.58 8.08 0.8 247.74
1999768 297.85 18.33 Q7,48 29,97 A5L.38 Z77.47  HMR.5D 33,24 2438.74 191,96 33.72 177,94 42,84 p.ea 2.8 8.08 2.89 304,23
1950561 297.80 12,83 599.40 26,85 75L.41 29,42 BAS.62 33.78 257133 93.8% 4373 @M 9,88 82,85  35.83 9.08 8.8 22448
1968N62  257.84 9,32 885.43 9.1 498.96  25.28 (8@1.91 36,23 2785.1% 45,97 28.55 3.8 2.8 138,53 59.89 2,29 g.92 231,85
1952463 257,84 8.92 852,67 3B.83  TILS1 24,60 18534 36,48 289,36 B4.R3 27.11 8859 26,88 5215 .7 g.28 9.88  389.98
1953\64  257.84 7,77 538.47 16,83 1243.2% 37, 125,14 37.8% 3317.73  S3.4% 1511 199.88 26.97  282.%4  5.89 8.28 .88 425.15
1984\63  257.94 7.59 625,34 12,42 1127.71 3519 15BS.93 40.88 3397.42 115,27 35.83 3.8 .88 178,24 .2 .43 .47 328,59
1955\00  297.84 153 763.28 22,34 1R1S.77 29.66 13B6.B3 42047 2424.92 11145 I9.98 195,59 56.35 .28 g.8a 8.8 B.38  278.56
1350\87  257.84 1.0 838,49 2444 91635 25.76 1524.88 42.85 3356.76 198.B3  M.S3 8.8 2.8% 187.26  53.93 g.08 g3 318.12
19a7\68  257.84 £.51 - 1156.82 31,98 749.88 - 20,89+ 1587.72  42.08 373276 258,33 9.8t 3.38 .08 1814 2434 2.29 .82 411,35
1958069 257.84 bo64 133875  35.84 385.49 1903 876,33  48.32 3893.37 178.5¢  48.38 3.ed 4.88  142.12  38.5% 2.08 8.88  3469.86
1949378 257.84 829 1963.78 38,37 $98.73 14,62 1478.26  40.77 4R94.59 275.19 474 8.23 2.88 252,15 44,46 8.2 8.9 582.58
1977t 257.83 5,88 1806.81 45,81 635,17 14049 1485.92  36.62 438493 372.23 TALLS 8.88 2.88 35.54 11,89 8.08 4.8 582.82
1971072 257.83 539 309.45 48.27  4e6.49 13,97 194876 3237 4784.53 434,12 82,22 59.93 8.59 132,84  19.84 2.8¢ 2.3  697.72
LTINS 257.83 4.81 1287157 33.54 855,76 15.96 1377.79  25.49 §352.95 345.21 42,92 293,89 34,99 13137 12.49 8.0 8.83 B8I1.37
1973074 257.83 4.34 3384.85 56,96 133%.68 22,57 957.85 16,13 5934.53  33B.43 I0.36  443.86 40,47 24318 2247 4.3 3,32 1996.74
19780\75 257,83 3.9 U318 57,25 1435.89  22.83 189223 16.7h 6517.82 23T.47 34,13 314,82 86,64 8683 12,47 8.93 3.80  569b6.45
1975\76  257.83 3,63 4@63.58  57.48 1891.78  22.55 116R.87 16,34 Tidh.@s 57B.1a . 77.28 8.28 g.28 9339 1.2 ] .88 737.83
1976V 257,83 3,28 4958.20 6L.M 1871.9% 275 MTZ.16 14,61 8857.15 1982.55  89.25 8.8 8.80 4119 3. 8.8 §.82 12138
{977\78  257.83 175 6R77.85 65,37 139123 (7.8 415,44 15,13 934332 127438, 95,83 i.8 8.8¢  42.89 3.18 ] .89 1312.96
1978/7%  257.83 2.33 7365.34 7,91 1893.39  (5.43 1974.85 14,34 18994.21 1549.75 84,51 288.98 1.8 758 4.39 8.8 9.23 1833.74
1979/88  257.83 2.3 949.47  70.%% 18SL.83 1433 1781.92  13.84 12921.35 1652.67  74.91  281.53 8.92 3adbt 15,14 B.08 8.38 2259.65
198873t 257.83 1.5 10968.42 469,97 2532.65 15,49 1864.3%F 11,98 19A65.7% I712.70 59,88 485,63 15,25 6G1.43 24,83 328.38  11.15 2871.98
1981/82 257.83 1,39 12818.15  #B.95 3852.86 15,43 2458.85 13,25 18578.9% 1992.29  59.81 35A.22 1223 578.34 18.12  233.36 7.31 3191.13
1982/83  257.83 .15 1588128 71,83 3554 13.75 3144.37 14085 22356.92 383 7T.Y9 55992 13.44 144,46 3.4 g.e8 8.3 4185.67
1983/84  257.82 0.98 1911278 72,43 I7%e.36 1416 32BLLTT 12,44 26386.74 2789.74 67.59  598.77 1450 7475 17.94 8.28 8.8 4132.83
1984785 1257.83 8.85 22270.18 73,82 4543.66  14.98 3425.32 11,23 3495.99 383137 83.44  119.8% 2,39 HTH 13,95 8.88 2.38 4391.%4
1993/82 294.72 8.71 25983.68  73.68 S5468.87  15.49 I400.87 10,20 353@4.34 500552  B6.83 115,31 2.8 84329 1Lt 8.9 2.28 5765.9t
1985787 8.20 B.99 389@5.31  77.16 4792.62  11.97 4355.88  18.87 40832.93 5799.95 91,38 174,55 2,81 372.8 5.97 8.08 2.92 5351.38
1297/48 £.80 .29 3845438 93.42 469112 9.81 45B4.93 9.79 47838.43 7187.78  9R.88 9.7 3.9 4379 3.18 g.82 9.98 7821.3%

SOURCE:REPCRT O CURRENCY AND FINANCE, R. 8. I.



{Rs.Crores.)

YEAR. CENTRAL STATE RESEAYE  LIFE  GEMERAL ENPLOVEESPROVIDENT 1.F.S. RESERVE CONNERCIAL BAMKS CD-OP, TOTAL  LOCAL  MON-  TRUSTS. INDIV- OTWERS.B TOTAL.
(end of GO¥T. SOVT. BANK OF NS,  INS.  ST. INS. FUMDS. F.C. BAMK OF — BANKS, GF  AUTHORI- RESIDENTS. PUBLIC  -1UALS.
Karch) (HDIA, €ORP,  CORP.  CORF. [¥BIA,  SCHEDHLE,NON- BANKS,  -TiES, &
{Own AAC) (0th A\C SCHEBULE, PRIVATE,
1 2 3 4 5 6 H 8 913 1t 12 13 i 15 16 17 18 13 pl}
(L1241
1950 2.87  55.94 339.93 LT 4.2 8.23  £2.92 8.8 63.60 ¥R 2.8 8.08 355.99 2218 5995 .83  9.23 30T 1439.4s
1952 4315 3913 3875 12ie8t a8 9.8 990 .98 82,27 9.8 8.3 .30 385.34  20.3t  S5.18 6.3 6.93 395.88 1483.5
1953 4586 4123 3MS.43 12247t £33 .83 Q.30 8.8¢  68.32 B2 2.3 .98 337.83  24.85. S51.87 e .83 397.78 1493.58
1954 9,60 59.15 286,43 127.951  9.90 6.3 0.89 @90 7573 8.88  9.38 9.8 347.86 2.4 48.36 .88 9.80 3s7.48 136877
1955 393 718 28T.78 13430 0.8 B 8.38 2.98 88.83 @@ 6.3 &.88  3TA50 21,69 42,56 0.0 8.33 420.78 147419
1956 5495 B3.52 268.8% 137.2%t .80 0.3 9.B0 8.3 9955 8.3  &.9% 8.8 380.58  25.75  48.89 8,80 9.88  415.19 1508.57
1997 7.4 18224 378 28126 1 13.99 18958 1.3® 23,08 38855 .27 10.25  395.92 Q.3 35.43  8.23 2.98  411.45 1599.50
1958 7.39 19667 359 20785 897 1448 13300 8.95 26,38 SIB43 S.4 ILTT S2.38 57,99 31.98 888 39.88 23421 1986.9%
1999 7.35 19545 3M3.3R 220,48 888 1450 B4R 073 3233 48349 S.14 18.58  587.33 42.85 33,79 14281 67.94  152.48 1881.28
1958 §.29 215,98 456,58 233,82 8.48 5.3 17278 .38 32.18 S5L38 5.7 17.85 985.B8  48.54  34.44 158,61 5180 95.53 2128.73
1961 351 21388 7R4.9¢ 243,99 8.28  15.19 217.80  8.58  29.7@ 427,60 A6 1T.18 M49.30 6.5 34.73  198.38 ST.I9 84.32 2255.79
1962 298 289.3¢ 842,99 252.9% .80 1458 299,98 0.50  29.88 49428 .58 (5.4 425.10 3488 30.58 88,38 55.88  129.8@ 72349.49
1963 2.8 206.94 94578 286,43 .63 1348 318,96 .58 27.20  419.59 3.33 168 429.88  29.98  26.38 5148 47.88  152.80 2518.50
1954 1,50 221,99 1895.98 92,58 8.88 2.7 378.18 .48 20.99  489.9@ .18 15.68 509.68 15,98 2528 .99  45.48 {15.18 2787.08
1945 1,83 22458 199538 387,28 Q.10 C18.99 44348 2,20 9.3 55748 .58 15.80 57498 22,49 2.3 45.78  38.28  137.68 2933.28
1965 B.88  216.88 1213.78 3288 7.7 9.13 S9.78% .28 29,18 57918 143 15.38 596.80  25.38  9.39  A4.43 T340 89.12 31i5.78
1947 1,29 187,38 1208.13 34388 7.4 8.48 634058 2,28 28,90 2718 LR 13,68 H42.18 2058 .80 44,58 28.68 41.48 3247.50
198 119 175.88 (32428 3704 .83 .09 718.9% .20 2458 67138 1.33 1308 695.78  18.59 8.8 4238 26.88  14.58 3416.58
1969 1.88  156.58 1339.80 39478 6.5 7.8 799.80 .18 26.38 7I9.58  8.99  13.88 744.20  18.78  9.28 44,80 2630 9.98 IST3.19
1978 .98 147% 1857.88 45176 7.8 .88 67998 3,58 3418 781,28 8.7 13.78 795.68  Mt.13  9.38 5338 23.59 3789.68
1974 §.98 143,79 148578 485.20  0.39  9.89 8.9  9.88 .88 9298 8.5  13.58 67438 (1.3 9.9 5182  4.90 1028.19 427g.22
1972 8,80 139.89 1557.20 54428 B.88 8.0  9.90 9.9 9.80 189518 9.3 4.20 498546  9.83 9.9  8.90 4.8 11%5.58 4373.18
1973 .88 4678 1633.4%  19.28 8.38 R Q.88 9.8 9.2 143958 B33 908 1439.98 9.88 .99 0.8d  9.98 1192.5¢ 5951.58
1974 0,59 163.8% 2283.6% 433.M0  39.33  3.99 1202.50 9.8  18.89 1567.99 .58 2378 1592.18 418 9.9 33.W  17.78 5923.13
1975 &80 17328 23%6.18 799,14 8.0 Q.08 8.80  2.28  9.28 181678 .49 .02 1817.19  0.20  9.30  0.20  8.98 1375.18 6505.40
1976 9.30  281.9¢ 2206.98 975,12 .83 9.3 Q.80 9.8  0.89 29s3.88  8.78  0.83 284459  8.98  8.98 2.8  9.90 1594.38 7992.60
1977 8.59 21878 2149.83 99448 2399 .28 173210 8.19  19.42 2632.68 1.48  42.98 2786.68 3.1 9.0 35.98 9.43  149.5% £945.72
1979 .58 19278 2097.40 L145.59  25.60  3.28 1925.58  B.1B 18,99 359438 0.38  48.18 344339 278 .08 36.88  8.60  118.88 9328.99
1979 8.80 221,64 2213.49 1328.43 420 8.99  9.80  2.89  B.32 4582,59 9.7 9.2 4983.60  8.22 Q.99 2,09 4.8 2643.98 18962.99
1988 9.88 232,50 2529.78 1519.78  e.88  @.58 8.9  B.08 Q.88 S79.68  9.99  9.89 9793.58 0.9 6.4 2.89  8.80 2735.70 12989.49
1981 8.83 234,89 J858.48 1784.80 9.9  A.M .08  @.28 2.3 684233 .33 9.00 842.68 9.2 B.98  9.20 .98 2949.28 15460.43
1982 @.33 209.7¢ 512,88 201158  S3.48 .49 268,38  9.18 7.8 7I27.38  6.43  143.58 789128 18.78  9.80  S50.88  27.38  479.98 18479.98
1983 8.80  270.60 633378 244,38 8.33 9.4 8.8 9. 9.8 97368 9.5 9.29 §794.19 9.3 .90  8.68 .99 4636.48 22359.28
198 8.89 248,59 779L.40 299058 9.80 0.2 890 8.3 9.8 9731.88  9.53 .08 9732.39 8.9  8.98 8.8 9.98 5626.80 26388.78
1985 %.80  233.50 9819.18 3459.82  @2.89 Q.08  8.90  2.88  0.88 1152778 .48 2.09 11526.30 @88 9.8 9.80  9.98 5449.30 33397.90
1985 8.8 230,19 19322.80 437168 9,98 9.30 .89  9.99  0.98 1514218 9.5 .06 15143.60  9.88  9.99  0.28 .88 5474.28 35303.38
1987 6,88 275.80 19422.88 4669.94 9.80 2.2 9.9  2.9%  2.92 2819958 3.7 .90 20154.28 8.3 2.90 2.8  9.99  0.99 48952.98
1988 8.8 8.8 8.3 9.3 d.29 0.9 9.88  9.98 9.8 8.98 0.3 0.09 9.98 9.80 9§88  9.08 .8  9.09  6.99

KOTES: ¢ The Fiqures are the Total of ail Insurance Holdings.
‘ § This is treated here ag the rasidual ites.
The Total many tises is acre thai the aggreqats of the individual rategories due possibly to some overstateaent of holdings by a faw parties such as Provident

Fund investaents of Eveaptad Establishsents which also include investaents in Saail Savings instrusentsinot covered in this Statesent) saparate data for which

arg not availabie.

SOURCE: L)REPORT ON CURRENCY AND FiMaNCE,R.B.1.
TIMONTHLY BULLETIN(R.B.1.,Varicus [ssues.



N

YEARS, RESERVE  BANKS GTATE  OTHERS.  TOTAL.
BANK OF  COMM.& GOVTS. '
INDIA. co-op.
1958151 275 83 B35
1951157 268 V) 0 314
1952\53 264 Y] 12 315
1953\54 255 - 70 12 335
1956\55 346 94 12 472
1955\5 488 94 13 595
1956057 ! 714 122 8 8lb
1957\50 1198 105 B 1295
1958159 1822 177 2 1225
1959160 1328 249 29 1298
1950\41 886 191 2 1106
1961062 912 233 30 1175
1962063 1848 Y3 3 1380
1963\64 1899 244 37 1382
1568\65 1142 228 82 1444
1965\66 1388 151 73 1612
1966167 1594 166 158 1928
1947148 1606 . 231 176 2009
19681469 1834 258 150 2204
1949\70 1757 387 8 2232
1978\71 218 H 211 49 2518
1971172 2449 81 152 84 2766
1972\73 3385 80 199 38 4044
1973774 : 1784 438 144 59 4384
1974\75 1786 875 537 185 5063
1975\74 . 509 435 235 3 - 5814
1976M77 5859 48 731 3 5372
1977\78 7214 1871 278 54 8619
1978\79 6783 135 725 5 7688
1979180 9293 5 834 94 18194
198818} 11844 521 435 Si 12851
1981182 C99ss 151 109 58 10273
1982183 15995 1155 297 78 1743t
1983\84 14447 938 17 154 15756
1984\35 16985 298 183 2 19452
1985184 24749 2 1520 199 26014
1986087 19561 16 1268 30 19076
1987\88 7894 14 888 35 8828

HOTES: 1) % Refers to State and other Approved bodies till 1969\70.
¥ Refers to Public till [969\78.
2} The Amount outstanding shown against different holders froa
1975476 are net of bills rediscounted with R.B.1. at the end
pf the year,

S0URCE:REPCRT ON CURRENCY AND FINANCE,R.E.T,



.................. — {Rs.Crores.)

INTEREST PAYMENTS - CONPONENTS. INTEREST RECEIPTS  MET INTEREST
------------------------------------------------------------------------------------------------------------------------------------------- PAYNENTS DY

ey

YEAR  NARKET  TREASURY WAMASENM'T OTHERS. TOTAL. SMML  PROVIDENT OTHERS. TOTAL, RESERYE OTHER  TOTAL.  GRAND  STATES OTHERS °~ TOTAL TOTAL INTERWAL
LOANS,  BILLS,  OF DEBT, SAVINGS. FUNIS, FURDS.,  DBLIGAT'S, TOTAL & 4T, DERT
i 2 3 4 5 5 7 8 9 13 i1 12 13 14 13 16 17
{Sul -4 Siifi{a-§) {1311} {54341

1958151 LYRY) .69 8.23 64.87 8.29 3.94 8,78 2.4 8.0¢ 7.25 7,23 6393 .48 3L.t® 35.88 28.8%
1951\52 - 42,48 1.78 2.23 1.2 45.97 3.51 3.62 8.78  14.81 3.8 8.34 8.34  88.22 5.3 3.8 3.3 3B.86
. 19ENNGT 4.8 2.%4 8.71 .1 45.89 11,97 4.3 8.78  15.88 2.8 3.54 %.68  T7d.8d 7.78 3429 .40 28,96
1953438 3,13 7.58 8.22 33.47 12,88 4.52 8.7 1188 2.8 7.87 787 7442 T W37 3487 4524 29.18
1354753 42.64 9.63 8.725% 8,23 8L.7%  13.98 4.5 B.77  19.65 8.2 676 bT& 7947 1B 33T 5L9? 27.2
1955158 §5.9% 1.3 8.29 3.62 .45 15,99 2,64 .64 0T 8.29 .34 6.3t 87,71 WIF I 9183 38.98
1955\57 47.41 15,44 g.13 .26 63.26  17.82 .44 B.68 24,74 8.28 6.17 617  56.17 33,48 42,98 7338 2.1
195730 5.7 25,82 8.43 9.9 79.7%  28.43 1.83 .71 28,47 8.08 b.79 6.7 11453 34,99 51.85 8584  27.79
1958\39 61.18  29.57 8.37 1,55 82,75 24.57 1.1 8.8 812 2.8 6.29 6.2 129.16 43,89  58.97  99.8a 29.3
1999182 LTS EARR S V) 8.41 2,23 118.88  25.81 8.1 8.8  34.53 8.28 6.18 6.18 15188 49,43 54,23 11368 3.9
198810t 84.74  3i.18 8.39 1.97 118,28  28.8% 9.68 1.62 48,15 8.92 .77 5,77 18,28 57.63  58.76 118,39 47.8¢
1964142 87,48  27.93 8.3 2.3 1S4 37 L2 4,42 .78 8.99 553 853 175.9¢ 48,73 75.86 14N 32.%¢
1962083 9559 29.71 2.12 .47 128.%% 3819 13,3 5,23 56.73 2.98 3.22 8.12 193.46 68.48 8475 183,73 AT
1963044 184,99 31.85- Q.40 ¢ 2,31 13647 4659 1508 6,83 83,13 .2 b.44 8.68 215.28 118.98 124,66 243.%4 -27.08
1964305 11873 W73 8.4 2.5  158.3%  48.97  {7.18 7.89  7i.14 2.4 8.18 13,25 24L.78 114,68 142,63 207,29 -15.9
19655466 125,31 53.88 8.21 2,75 183.43 62,28 2318 %38 9148 2,31 .47 11,48 785,31 151.83 155.79 187.67 -21.3b
1960847 137.29  66.87 8.53 579 .48 7RI 23.88 15.3  189.99 2,20 18.8% 0 12,28 332,32 18446 193.83 377.4% <4007
1967548 142,61 71,28 8.52 417 25,58 gR.4 0 27,68 1663 124.73 1.99 5.83 8.81 357.9 290.88 224.58 425.38 -48.32
1968V78 198,97 - &3.%4 B.31 £12 227,44 85,68 3L.F 19.86 (3567 28 7.92 {231 375.32 24438 773.28 514,58 -139.28
1967 1.9 60,73 8.58 3.67 8,59 13,72 485,95 281.33 313.46 59479 -188.83

5
241,85 93.55  I4.74  22.8% ISL.45 .13

1978\71 198,83 68.23 8.9 £.89 26134 187.24 49.89 18.68  166.81 6.5 1R.48 16,53 444,48 259.82 329.7%  568.76 -144.78
19712 1521 95.86 8.8 L.A4 AL 115,78 45,20 28.18  IBL.A 7.9 12.37  19.9% 502.87 299.89 299.35 S99.24 -~94.37
19TA73 232,72 129.95 867 3.9 3R6.43 12115 52,72 Z8.9 194,78 1815 14.28 24,53 585.74  3BL.68 3376 TIS.M -121.7
IURTE 260,25 1.8 L3T 0 e 432 13394 S9.80 145.84  386.7% 125 20,36 33.80 78l.eb 330,70 34S.h1  735.8L 45.81
1974\75 /240 236.31 8.9 B0 529.36 188.27 7215 19,58 286.88 1418 16,39 38.49 819,95 3797 49155 77552 6443
1975376 338,51 251,58 1.8 9.49 50085 24643 198,50 18,65 385.58  17.17 54,55 7072 1837.76 456,79 476,95 93374 184,82
1976077 376,97 2817 .62 456 B43.32 275.93 (1457 35.63  426.13  32.88  65.78  97.38 {164.81 399,24  Ti5.21 1195.45  BL.3k
197778 2,19 245,38 2,32 1.82 69471 319,54 133.82  100.B8 552,56 I7.69  3B.29  47.98 1312.25 S9N.77 64470 1443.47 -18.72
1978\79 555,80 328.54 .7t R85 6BA.BB  ISILFS 158,19 134,37 ede 1T 3784 35.89 78.13 1893.18  6A1.89 82a.16 1427.25 175.93
1979\88 7,26 396,78 3.27 2,22 1871.33 424,43 155,58 252,11 822.85  43.89  37.2% 8113 1974.66 499.3% 849.58 1348.86  485.8
1988\81  £87.62 557.58  3.85  9.68 1369.29 422.23 186.42 298.7¢ 99139  4B.99  53.88 192.67 2373.15 889.85 985.95 1795.84 97B.15
1981382 1815.16 6137 &73  8.87 1534.52 58171 22076 379.47 11B1.94 4GB 7199 119,99 2935.55 909.84 1305.96 2215.98 721.55
1982483 1193.63  $99.38  5.77  121.27 2820.85 69%.%1  259.76 G5@4.94 1454.81  45.67 112.83  158.45 3833.31 1929.23 1822.77 2892.88 78L.3t
19330\84  1567.2¢  TA1.58 9.35  151.8% 2099.48  TT.65 2744 6901.37 1735.86  48.85  1S9.14  287.29 A439.b6 1268.34 1483.66 2068.88 1771.56
1984185 1998.87 1989.B3 9.5 28,92 3191.35 G96.87 332.99 822,93 215279 54,89  205.33 268.22 5514.36 14615.55 2347.45 3943.8¢ 1551.36
198586  2454.77 1423.47 10,82 20.9% I919.26 1479.77 435.5B 961,76 2869.13  58.29 127.68  185.89 974,28 872,27 12714.48 4586.75 2387.53
1986187 - 3398.80 1633.27 - 18,43 L 20,85 4762.75 -1724.42  495.47 1248.B3 3488.92  55.327 173,88 228.32 G6479.98 2754.08 2598.94 5333.92 3126.9%
1987\88 7 3683.38 1786.74 1107 < 5513.59 221388 595,19 1693.44 M489.71  TA.87  28@.26  271.13 1B27A.43 3157.72 2597.85 5754.77 4519.66

SOURCE: 1)REPORT ON CURRENCY AND FINANCE,RBI,
2)FIMANCE ACCOUNTS,BOVT. OF [MDIA.



Interest Rates of New Loans Raised

{% ages.)
Maturity Pericd of New Market Loans Raised During Tha Year ({In Ysars.)

Yaars 3 § 3 & 7 8 9 13 it 12 13 14 {5 18 17 18 13 2% n 2 . 24 8 26 27 28 29 39 3t
1958/51 J.e.
1951/52 3.8
1952/53
1953/54 3.5
1994/55 .58
1955756 .58
1956457 3.25 3.5 .73
1957158 3.25 3.73 4.88
1958/39 3 3.9 LTS §.90
1959/58 1.58 3.75 LN ]
1968751 .98 4,58
1964/62 3.58 3.58 4,88
1962483 3.75 3.8 4,58
194354 4.2 4.25 4.58
1964455 4.8 4,75
1985766  4.29 .98 475 t 3.58
1966747 4.59 oo n 5.58
1967168 4.5 - 5.88 5.58
1968/69 8,75 5.58
1969/79 4.25 5.58
1978/74 4.58 5.58
197472 4.75 5.98 3.25 5.75
197U73 4,75 5.8 5.0 5.25 3.75
1973774 473 475 5.9 5.25 : 5.75
197475 .25 5.8 5.58 6.99 6,25 688
1973476 5.58 6.8 8.75 ’ 6.58
1976477 5.58 6.82 6.0 5,25 6.58 6,58 5.5
1977478 5.58 ) b.28 6.25 525 6.25 6.9 £.38 &.58 6.99
1978/79 5.59 b.98 ) 6.25 5,25 6325 . b.50 8.75
1973/80 3.75 b.98 b.25 .25 b.58 6.58 8.73 7.0@
1989/81 5.9 6.29 6.5 6.75 7.88 7.98
1981782 b. 08 b.23 6.73 7.9 7.23 1.58 8.98
1982/83 6,25 5.75 1.25 1.75 8.25 8.75 9.3
198384 1.73 B.25 : 9.58 18.88
1984/85 1.75 8.98 B.58 9.5 18.25 19.58
1983/86 9.9 9.25 9.5 18.58 19.80 11.58
1986/87 19.98 18.28 18.58 . 11,38 11,58
1987/68 18.58 11.92 11.59

Source:Report on Currency and Finance, RBI.



SMALL SAVINGS NEDIA , (1958 - 1988

{Rs.Crores.}

SMALL SAVINGS SCHEMES

WATIONAL  IR-YESR  19-VEAR 15-VEAR 1-VEAR 12-YEAR 1@-YEAR 12-YEAR I[3-YEAR  7-VEOR NATIONL SAVINGS CERTIFMATIONAL S-YEAR  5-YEAR NATIONAL 12-YEAR INDIRA
SAVINGS TREASURY  TREASURY MNNUITY NATIONAL NATIONAL GEFENCE NATIONAL NATIONML *SAVINGS NATIONEL SAVINGS CERTIF. SOCIAL YIKAS

YEARS CERTIFL- SAVINGS SAYINGS CERTIF. PLAN  PLAN  DEPOSIT DEFENCE SAVINGS 155065 - RNNUETY DEV. 1SSUES SECURITY PATAAS
-CATES  DEPOSIT BEPOSIT CERTIF, SAVINGS CERTIF. CERTIF. CERTIF.  =meme- CERTIF. BONDS.  =---==r—mmmemeemmm el LERTIF,
(CERTIF.)  CERTIF.  CERTIF. CERTIF, U-issued I oW 4 vi vit

BATE OF ISSUE 1 Feb 'St Jun 1757 Juit1?S4May1®'S4 Jun 1757 Movi172 NoviS'e? Jun 1755 Mar16’78 Mar1h'78 Marls'79 Jan 7Ap! 1'75 Augdl'77 May § 1981 Jun 182
O8TE OF CLOSE ! MayS'ST Now'BD Sep 1°7UMaySV'ST Movld2 Marld4"70 Marid'78 Narid'78 Dec12°52 Ap130°81 Apl3d’feciZ'ad APIIB'EL oo

1953\51 () 58 3.9} §

195182 7% 18 -

195\53 9% 2%

1933\V34 113 32

1954\53 134 3 {4.25) 1 (4,5 7

1955\%6 154 8 | 1

1956\57 1 8 2 2,

1951\53 I ey H 2 BASAIN

1958159 -- 123 152

1959168 27 3 277

1988161 73 287 -

1951162 s 348

1952043 6 4 348 -

1963154 ' (4,59 9 16,2554

1964165 i 9 . a8

1385\ 66 § 9 8

1966167 3 8 B3 @ 18 -

1967168 3 o W 3

1968\62 3 B4 4

196\78 2 8% 58 535 2050 1 (.25 |

1978074 T B4 58 83 57 8.9 7 !

1971A72 2 81 544 % 1w 1S 8

19T\3 158 19 94

1975\74 198 2 15 (1.5 2

197075 (8 20546 T 18 129 (8 16

1975\76 7 N 142 56

1970\77 38 3 149 125

1977\78 m 158 234

1970\78 6.50209 33 174 (BaT

1979\89 M 3 179 758

1939181 W B Ut 1968

1981182 197 - w2 95 112) 568 U12) 181

1982\83 M —— - 1485 27 ULD12

1983\84 9 2744 M3 15

1984185 451 5155 469 16

1985\85 w 793 919 18

198687 3 {111 18712 1111125 18 {-) 9

1987188 w 13224 1187 B 18%

NMES Figures in brackets refer to the rate of jnterast apph..ahle for all the following period tii] the oew nte is sentioned.
- years, T-years and §2-years.

§ National Savings Certificates wera of three periods §
and {2-year - Oct 1743 and May 31°57.
4% The rates of interest were -S-year -3.5%, T-year-3.57% and {2-ysar-4,17%,
$-13,23L.
$-19.753.
SOURCE:REPORT ON CURRENCY AND FINANCE,R.B.I.

Thera Date of issue abd Date of closz wera as follows-3S

~year-Jul 1'48 and Jul {733, T-year-lus ¥

43 and May 31 797



TABLE - 12

--------------------------- (As.Crores.)
YEAR Savings Time Deposit Accounts Recurring Deposit Cumulative Time Deposit Accounts
Bank  --meemomeeee- it Atcounts  mmeeemmmmoommomemsccsemosooomenomes e
1-Yr 2-vr - a-vr Total 3-¥r 3-Yr 18-¥r 15-Yr Total
{end of Date of issue Har 16778 Aug I°73Mar 1677@Mar 16°70 Apl 1770 Jan 2°59 Jan 2759 June "42
Harth) Date of close fet-1773 fApl 1786 Oct 1773
r) $ 3 3
1958\5! 187
1951V32 200
1952033 218
1953154 ‘ 32
1994\55 257
1955\56 298 ’
1936\57 32
1997\G 347
193813 367
1959\ 68 395 {3,355~
1950Va1 44) 2 301 3
1951162 176 _ - b
1962163 483 - - 14.3)- 1
1963064 a2 - - - 19
1968785 365 - - - 27
1945356 b33 {4.2)21 4. 213 (4.8)2 37
ISEIAYY) 74 27 19 §, il
1967\68 778 {4.5)31 (4,5)24 b bl
1968769 . a2 ‘ 39 i 8 78
19695740 897 {&.9) - - {6.25) - (6.70) - - 6,25 - {4.75449 3 seu 98
1978\7} 998 (6.8 3 - {7,000 3 (7.25) 49 77 16731 o4 14,75)47 14 113
1971\72 1046 14 - 25 186 221 8 8 58 17 134
1972\73 1197 28 - 3 493 499 3 Y 69 21 147
1973\74 1232 (b RIAL  {7.8)37 {7.80)91 (7.25)641 618 47 a1 82 25 164
1974\75 1221 3t 93 93 841 1398 (9.25)79 {5.25) 100 : 176
1975\74 1475 (8,052 (B.5)12¢ 89 18.8)1154 1412 w7 15 181
1976077 537 43 149 92 1340 1728 144 136 194
1977778 1677 {7.B149 {7.51123 (B.06)B6 1797 2049 197 164 209
1978\79 1958 (B.0)46 (B.5) 44 19.90)563 1052269 2432 (10,5)244 {6.751198 238
1979198 T3 (B.5) A6 (9.5) 34 (18.5)42 2698 In2e 7 46 284
1980\G! 2334 a2 30 33 3460 3559 7 385 344
1981\B62 2351 {9,845 (9.75)24 b7 4150 4245 429 364 196
1982183 2436 1! 24 108 4616 4784 {11.5)535 428 459
1963\84 2648 55 (18,8327 138 11.5)5888 5279 691 469 495
1994\B5 2832 b3 28 193 5867 6063 856 513 53
1985\86 3047 (9.5189 (1R.D)3D {11.0379 4912 7188 1031 544 957
1586M\87 1234 194 {10.2)44 (18.5)61 (11) 6241 6458 (1101263 571
1987184 621 162 o 3 5433 5720 1537 954
HOTES! Fiqures in brackets refer to the rate of interest applicable for all the following pericd till the new rate is aentioned.

¥ - Dutstandings include interest credited to deposits accounts fros tiwe to tise

Quistandings also include the balances under Dead Savings Bank Accounts.

Introduced from april t,1978@

Introduced from March 14,1978

Cumnlative time deposits includes five year ,ten year and fifteen years cumulative {ime deposits.
The first two cosaenced froe jan 2,1939 and the last from june, 1962,

SOURCE:Report on Currency and Finance,RBI.

» A gz
'
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Table-11]

SMALL SAVINGS - DEPOSITS AND CERTIFICATES.

—————————————————————————————————————————— {Rs.Crores.)
YEAR  SHALL SHALL TOTAL
{end of  SAVINGS SAVINGS SHALL

Harch.}-  DEPOSITS CERTIFICATES SAVINGS
SCHEHES

1951 108.45 148,55 37.08
1952 101,22 174,78 373,80
1933 219.85 193.95 413.00
195 2.9 213,94 21,90
1955 258.52 258,48 199. 80
1956 293,41 282,37 ©576.00
1997 322,31 315.69 628.00
1958 339.72 367,73 7987.80
1959 368.75 420.75 781.00
{968 387,30 479.70 867.30
1968 413,47 536,33 97%.00
1962 473.43 BE3.57 1959.08
1963 483.45 447,55 1131.00
1968 538,790 727,22 239.90
1965 GB4.44 801.56 {386.00
1966 603,41 856.39 1537.00
1967 758.%1 90589 1656.00
1968 821.45 937,55 1779.68
1969 B91.77 1001.23 i89z.00
1978 993.4¢ 1827.52 2021.09
1971 174,16 1029.84 1206.09
£972 1983, 41 1826.59 2430.@9
1973178019 1219.84 2790. 68
1974 2286.35 988. 635 3275.98
1975 2607.4% 944,55 1552, 00
1976 19%0.60 914,49 3945.00
1977 3449.73 988.25 358.00
1979 841,94 1861, 16 4993, 88
1979 4421.79 1128.38 S750. 80
1988 5499.14 1355, 96 - b855.00
1981 5413.90 1068.18 7976.08
1982 7306.20 2868, 80 9375. 98
1983 8128.32 2971.48 11298, 00
1994 8941.95 4363.95 11507.00
1983 10113.06 TRA3. 14 17157.00
1936 11595.87 9353, 13 21449, 88
1987 113p1.94 13423, 06 24725.40
1988 28025.00

SOURCE: FINANCE ACCOIMNTS, GOVERNMEMT OF INDIA,



{EAR

1958\51
195i\52
1992\&3
1953\54
1954\53
1935\ 56
1956\57
©1997\58
{998\ 59
1959\48
1960161
1961162
1962163
1953\64
1964\65
1965\ 66
1966\67
1257168
1968\ 43
194\70
1978\71.
1371\72
ISPVAYN
1973\74
1974\75
1975\76
{976\77
1977778
1978\79
1979\68
199@\81
1991\82
1982\83
1983184
1984\85
1985\86
£986\87

TABLE - 12

REVERUE ARD CAPITAL RECEIPTS, REVENUE, CAPlTﬂL, DEVELOPMENT, NON-DEVELOPMENT EXPENDITURE OF CENTRAL GOVERNMENT.

REVENUE
RECEIPTS

4B83.86
309,49
412.77
394.125
414.75
481,19
363,23
673,38
678.21
778.%99
B77.46
1836.79
1427.93
1845.14
2380.99
2345.00
2473.22
2953, 64
2759.87
3867.89
3341.99
4029, 89
4378, 06
7.
6357.68
8075.40
8738.9¢2
9792.10
11239.50
11339,50¢
12828, 48

TAX
REVENUE

397.60
439.99
318,23
ML
384, 15
414,47
493.74
975,33
953. 04
642,54
730,14
875.37
1860.98
1374.33
1562.88
1785.00
1932. 96
173667
2018.86
2281.49
2431.30
2928, 08
J443. 04
3908. o
a097. 4@
5009.80
6081, 18
7068.3
8967.99
BEb67.68
9387.88

15574.78 11573.08
18291.30 1383640
20492.68 15476.50
20383,70 17693.70
29706.90 21179.50
34768, 60 24317.58
$1987\80 40708.60 28730.99

INCONE
TAX

125.78
134,74
128,25
187.09
103. 44
113.23
144,17
146,40
£51.69
176.88
191.97
226.9¢
312.39
414,82
457.27
453,72
a08.536
361,43
483,73
Spg. 7
484,60
347.20
699.00
795,98
1082. 60
1408, 40
1897.78
1663.29
1744.88
1867.39
1904.70
2661.88
2888.00
3198.18
1425.10
3611.68
1877.70
4431.98

o

(Rs.Crores.)

TRY on

TAX on

CAPITAL

CAPTTAL

DEV.

PRO & TRA CON& SER RECEIPTS EXPEND. EXPEND.

[ TN Sy ¥
. .

R~ O O

O~ T e e

*

2.3

2,99

2,41
19,61
14,91
17.82
13.49
.2
16,15
17.02
16.49
19.83
20,13
18.19
21,56
28.70
26.00
39.08
35,08
52.08
99,20
79.38

4

8. 48

78.58
95.18
82,60
87.60
101,60

227.49
320.44
U822
238.38
278.20
295,469
347.18
418.32
386.97
448,54
924,68
632.32
732.44
943.29
1089.94
131197
1815.27
1457,85
1513.57
15668. 20
1939.9¢
2342.99
2691.90
957,09
3995. 60
4538. (0@
4894. 69
5318.60
6726.00
5617.70
7395, 50
5309.68

116.3@ 10852.18
127,18 12151.30
139.20 14131.40
168,48 16868.09

3 Revised Estimates.
NOTES: {) PRO & TRA - Property and Transactions,
2) CON & SER - Comandities and Services.
3) EXPEND - Expenditure.
3) FORNTION - Formation

SOURCE:REPORT ON CURRENCY AND FINAMCE, R.B.1.

120.55
169,84
&8.B2
218.36
272,72
288.37
382.75
298,98
590, 8@
758,98
1155, 69
1022,47
1239.37
1415.08
1717.23
1646.00
247317
7258, 54
2078.87
2588, 90
2524, 20
3031.00
2974.08
3546, 08
3296.780
4497.30
5606, b
5588, 58
5938. 30
6125.90
9432, 38
18155.70
13286, 28
16659.19
18743.08
$8051,98

182.59
293.43
164.81
387,96
451.94
478.34
b16.78
798.08
807.00
978.00
1029.33
1236.74
1488.58
1794.18
2148.59
2139.68
1859.94
2623.26
2343.75
2678,70
2972.4%0
3430, 00
3829.90
4211.08
4761.80
3950.179
£855.78
6951. 38

8736.30 18377.00°

B.o@
8.808
8.08
B.od
B.op
.00
p.og
8.08
8.80
p.8e
g.00
g.eg
B.oe
.28
8.08
2341.88
2390.00
2268. 09
2235.98
2352. 90
2659.84
3126, 00
3949, 04
3754.00
4975.08
b472.80
7174.00
8438.20

7864.10 11112.80
10294. 68 13350.90
11254, 18 15148, 08
13687.50 18095, 98
19678.78 21084.09

NON-DEV
EXPEND.

CAPITAL NON-CAP.

TOTAL

FORMTION FORMTION EXPEND.

REVENUE
EXPEND.

§.00
8.80
.00
8.0
2.e8
2.00
.00
6.00
8.a8
.00
B.28
8.0
e.e8
9.80
g.00
1599. 80
2868.00
2229.00
2291.98
2973.99
2917.09
1584.80
3908.00
4377.99
4810.90
5565.08
G976.00
b348.00
7340.98
7392.¢8
9145.90
19253.09
12399.09

99.00
163.08
142.9%
285.09
438.00
449,00
5i1.08
722,00
795.08
789,09
767.08
997.80

1115. 08
1450. 29
1600. 989
18@5. 08
1752.98
1675, 98
1660.08
1612.98
1848, 88
2161,00
2627.08
265508
3677.00
4664.00
4991.00
5688, 80
6913.00
7229. 00
9012.080
18799.08
12443. 08

.90
8.08
2.00
g.e8
g.e0
o.99
380.80
733.80
750.00
923.08
939.80
960.00
1263.00
1547.08
1598.80
2134.88
2565. 80
2822.90
2865.8
3313.90
3688.89
4549.90
5222.80
S466. 80
6188.48

529.23
b74,84
554, 68
789.16
878.19
91.6b
1091.00
1455.00
1546.08
1632. 00
1706.08
1867. 8@
2378.00
2997.00
3198.00
3948.90
4458, 9@
4497.08
4526.00
4925. 09
3576.08
6719.98
7849.08
8131.90
9785. 08

7373.8R 12637.08
8159.08 13150.00
9298.08 14986.08
10804.08 17717.08
11275.99 16584.20
13463.20 22495.00
14608.80 25407.08
1BR91.90 30494.02
14994.00 14702.08 212B5.00 35988.00 22890.00
18999, 60 26275.00 17693.80 17551, 08 26320.00 43879.98 27881.00
17423.99 38B52.08 22260.08 2147700 31435.80 53112.088 34772.90
138,70 19558, 10 20587.78 21873.00 35872.90 28832.00 2432B.B0 39703.08 43618.,0@ 42544.89
133,68 22725.80 20055.48 21438.40 3B581,80 3)524.09 26212.90 44813.00 70343.00 48785.08

347.80
381.00
391.89
401,99
416.00
441.089
474.89
631.99 .
675.00
736,90
826.08
912.98
1314.90
1559.08
1807.08
2081.00
2245.99
2450.99
2679.00
2942.88
3179.98
4120.88
4592.48
4830,09
a793.08
7189.08
B441.20
9362.80
109498, 90
12834.98
14544.00
15868, 98
19344.68




THBLE - 13

EXPENDITURE DN DEFENCE AND SUBSIDIES TD TOTAL EXPENDITURE

YEARS

195051
1960052
1932\53
1953\54
1954435
1935\54
1956\7
1957\58
1998
1999160
1960161
1961162
1962163
1963\64
19464\ 55
19635\
1965\47
1967\68
1968V69
1969\70
19777
1971\72
1972573
1973\74
IRPEAVE]
1975\76
1976777
1977778
1378V79
1979188
1988781
1981182
1992783
1982184
198385
1985784
19856087

--------------------------------------------------------- {Rs.Crores,)
DEFENCE EYIPENDITURE SURSIDIES
CAPITAL REVEWUE  TOTAL  FOOD TOTAL
ACCOUNT  ACCOUNT
i 2 3 § b
.09 16415 168,32 26.10
10.17 178,36 1BI.L3 63.50
5.9 179.52 185,48 32.18
1R.16 186,38  196.4b 7.50
a.47  18b.66  195.13 7.48
17.59  172.23  189.82 23.50
19.78 192,15 111,85 15,20
3,93 206,72 279.65 95,80
27.88 250,95 278.91 23.58
b4l 230,86 26h.97 26.08
33,39 247,55 280,94 38.78
23,95 189.54  Z.49 33.20
AR.51 AT 4759 78.88
111,97 704,15 B16.12 96.70
112,95 692,85 B885.90 2,38
122.58  762.18  884.7b 47.58
118.79  797.88 988,39  91.80  204.98
186.22  842.21  96B.43  95.88  154.20
184,14 929,83 1813.1% 6.8 5L.00
138,20 945,64 1100.88  30.88  94.40
167,80 185150 1199.38  18.00  94.29
178.2¢ (347,88 1525.@8  5Q.B0  140.30
213,80 1439.08 1652.B0 117,08 204.40
199.86 1481.8@ 1{4BQ.80 251.08  36@.90
192,80 1928.28 211220 295.88 419.28
221,20 7251.10 2472,3@  250.10 - 449.78
215,40 Z347.28 2562.68  5B6.08  947.90
247.78 2%85,%@ 2633.6B  488.00 1286.80
253,78 2613.98 2867.60 578.00 1474.92
262.00 3093.68 I30h.60  HRO.BR 1821.20
326,49 3548.40 3866.80 658.08 1874.79
184,60 4167.20 4651.808  T700.03 1946.40
526.58 4881.70 4008.30 T7iR.88 2377.48
642,48 5b66.70 6309.18  835.00 2066.20
736.88 5399.20 7136.80 1101.08 4422.98
967.38 7020.18 7967.49 1650.BD G5@69.80
1227.18 8945,50 18193.50 7089.80 55764.90
1978.88 BoS34.0Q 12517.08 2006.00 6279.12

$1987\88

¥ Revased Estimates.
NOVES: The Subsidies include that given on food.indigenous
fertilizers,inported fertilizers,export prosotion and market
development,railwnays,sill-pade cloth,handlooa,white printing
paper for educational purposes,interest subsidies and other

subsidies

SOURCE:ECONDRIC AND ECONOMIC AND FUMCTIONAL CLASSIFICATION
CENTRAL GOVERNMENT BUDGET, BOVT. OF INDIA.



TRBLE - 14

----------------------------------------------------------- {Rs.Crores.)
YEARS &0VT. WAGES AND SALARIES TOTAL CAPITAL FORMATION  NET
COHGUN, m=mm e e WAGE]  ~m--mmememmmmceeee SAVINGS
EXPEND,  GDVT, DEPT,COM.GOVT.GUT-  AND GROSS HET
ADM. DNDERT-  -LAY ON SALARIES
- -AKINGS, CONSTRUCY
i 3 b 7 g 2 3 4
1996\57 336 178 182 46 398 262 212 123 ,
1937\58 424 196 194 56 44b 356 200 32
1958059 431 197 287 b4 468 33 224 -22
1959\6@ 47 83 289 b3 475 244 146 37
1958161 456 246 258 73 549 I 213 78
1961\62 53 238 199 84 913 346 288 236
L962\63 683 324 268 24 693 444 349 228
1963164 1106 314 287 128 824 5952 477 233
1958\65 1835 457 323 135 927 522 444 181
1965\ 66 1109 523 378 127 1920 320 436 426
1965\67 1212 39@ 497 122 1119 500 415 156
1967\68 1280 bbb 453 107 1221 §67 1 43
1958\69 1388 785 493 183 1282 276 192 222
1959\76 $477 734 526 57 1359 393 218 &Yy
1970071 1649 339 53 {12 1934 519 428 312
197T1NT2 2055 982 789 118 18a9 597 o6 178
1972073 . 2242 1088 767 138 1985 477 338 388
1973174 2312 1193 g7@ 149 2212 782 629 431
{374\75 2847 1628 1098 161 2878 1227 1804 773
1975\T6 3449 183, 1332 175 3363 1205 1945 B3t

1976077 3686 1953 1348 204 3405 1112 943 119
1977°\78 3478 1903 1335 218 3476 1197 943 884
1978379 3975 2021 1499 252 3771 1381 1189 985

1979\86¢ 4502 2167 16h4 286 §117 ua 1278 -19
17381 07 2479 1917 362 4758 1817 1916 -52
1981\82 6096 2791 2261 483 G035 2522 1974 526
1982783 7835 3250 2714 221 6508 2806 2108 i

1983\84 RI38 3752 3084 648 7486 33596 2461 -582

19H4\BS sl 4501 3586 788 8875 4149 3199 -1633
1985\84 1121@ 0a94 3993 904 9995 4558 M2 -0
119856487 14429 5455 4808 1192 2315 985 4631 -3439
#15987\88 {711 7293 5387 1275 13675 6136 4635  -5199

% REVIGED ESTINATES

# BUDGET EGTIMATES
SOURCEECUNDMIC AND ECONORIC AND FUNCTIOMAL CLASSIFICATION OF CENTRAL GOVERMHENT BUDGET,

BOVT, OF INDIA.
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WHOLESALE PRICE INDEX,RESERVE HONEY,MONEY SUPPLY AND NATIONAL INCONE.

{Rs.Crures. )

YERRS WHDLESALE RESERVE  HOREY  SUPRLY KNP {tc}
PRICE HOWEY
THBEY 3 {t 1y 1978-7% Current
Prices Prices

i ? 3 4 & b

1958-31 §7.58 1498 2287 B/ 1873 gai?
1931-52 3.49 1283 kY 184 t708e HLH
19E2-53 44, 18 1262 121 76 1787V 8928
1953-54 15,28 1287 2208 1794 188H #3812

1954-55 43.09 1389 74 194 19328 8718
195536 46,88 U7 19953 y262
1954-57 38,58 1587 2849 234 21036 13694
195758 47.98 1775 3183 2817 285387 18691
1958-59 49.88 1899 3476 2538 210 1ze08
1959-48 51.78 2832 3883 272% 22676 12402
1758-01 Ga. 10 218y RELE) 2869 28238 13383
1961-42 5,20 2291 4243 3846 2583 13987
196253 973 2379 1553 3 28410 1499%
1963-54 68.98 2718 aw37 375 2676 16977
1954-6% 7.5 2858 aive ipge  28RES  2p70!
1965~ 72,78 - 3IES a1 $327  2MHBY D8&YY
1366-67 92. 8¢ 3373 5817 4958 27298 73848
1967-48 92.48 3578 7448 335 29715 2804
1969-69 91.38 a957 5386 TR A B 3 B I
1969-78 4.88 3242 %337 6387 32448 J16bh
i%78-71 - ibe.B@ 1314 18748 i3It MAF MNG
1971-72  1085.60 2388 12690 8328 34713 36aB2
1972-73 116,28 &BE5 15R3F 9684 A2 48317
1973-7%  13%.7B TR 1797 1M7E 0 3sBE SBAAE
1944-7% 174,99 7387 19437 1i987 34598 59LT
1935-76 173,00 7132 2286 1343 4R27Y 63W2
1774-77 176,40 9798 273 16658 B39 65904
1977-38  185.88  1B94F 32994 14388 44D46 75704
1978-79  i8%.80  148R%F 3985t 17828 533 8IS
1979-88  d17.4D  LA4AG  44EB1 19953 44136 88813
1980-81  TE7.30 1878 55358 2T 47444 1B5IAS
1981-62  201.38 20463 62426 2472% 49934 120964
1982-83  UBR.48 ISR 72888 2BE3E GBI §338%7
1963-84  315.88 29824 85B9Y  33@h6  SO3BD  15B245
1984-B%  338.4@ 31477 IBI9RT 39847 W73 174448
1985-86  357.88 37858 1iB338 43599 HBIA3 194787
1985-87  375.8B  A4B13  H4BL3YF  SHIP7 0 bibeR  215HEt
1987-88  483.4F  G32%6  16J2BE 57634

SOURCES: 1)REFORT ON CURRENCY AMD FINANCE,R.B.1.

2IHATIORAL ACCOUNTS STATISTICS,GOVERNHMENT OF INDIA.
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Petails of  Instruaents Mational Savings Kational Savings HMational Savings Post office Tndira Vikas Kisan Yikas Public Provident Bank Fixad
Instrusents Certificates ¥1  Certificates YIII Scheae Konthly Incose Patra Patra Fund Deposits
Schese
Hoainal Rate
of intersst {%) it 12 i1 12 12 19
foapound rate
of interest {%) 11,38 12,39 - 14,87 13,43 13.38
Coapounied Six sonths Six aonths Annualy Annual Moathly
foncessions 88403, 831L} 830 ga Cta 83ily. - - 83(C}8ec. 13 i IH
fther details Interest is 18 1 on
tree of Haturity
incosa tax
in year of
account
Buration 4 5 - 3 . b 5 5.5 15 2 years &
tyears) above
Income Tax Marginat Rate
Brackets (Rs}  of L.T.{3%)
18,230-25, 089 29 al 16,9 al 14,89 11.98 13.82 14.87 13.43 “ay 17,58 12.98
b} 15.2¢ b} 13.4] by 15,44
th 14.74 o 13.19 ck 13.28
25,908-50, 080 3¢ a2 28,74 a) 16,35 1.9 17.13 14.87 13.43 a) 22.73 14,83
bt 17,72 _ b 148 b} 18.8§
¢ 17,24 o) 13,62 o} 18.18
oa,888-1 Lakh 43.2 % a) 38.8t al 19.4 11,8 21,13 14.87 13.43 a) 4.3 18.27
b} 22.85 bi 14.93 b} 25.8!
t} 21.88 ¢} 14,31 ’ ) 23.73
Above | Lakh 543 8 a) 4414 3} 3.3 11,88 25.99 14,87 13.43 3} 52.99 22.5%
b) 29.3% " bi 18.48 ' b) 33.84
¢ 28.8¢ ¢ 17,51 o) 38.79

Table {6

Puhlic Sector

Public S=ctor Relief Monthly Incoms

Bonds Bonds Bonds Unit Scheae
{UTh
g 13 g 12
Sec.1d B3y gaiL;
Interest 2%1on

I.1. aaturityts
free + Bonus
- H] 3
11.25 16.25 11.25 15.88
$2.95 18.57 12.86 © 17.14
15.85 22.98 15,85 21,43
13,97 28.26 19.57 26.89

t This statement does not take into consideration the initial fiscal concessions enjoyed by
various instrusents underc.88{6).
.-} Including surchargeiof:B=ger cent an Incase Tax.
1 Excludes. this benefit inkhe-effertive.ratd. 2

*+ Netew Gases {a); @bk dnd tok defer, to cases - n% the B#IC) reductions from the incoae are
20y ;oo-ligha 1h cent; S8 per, €Bntrand . .-cent respectively.
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